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On The Cover

The Hubble telescope is showing us things never seen before. It is helping 

to resolve long-standing questions. And just as important, it is posing new 

ones and uncovering opportunities. On our cover, the telescope captures, for 

the first time, the birth of a star in the Eagle Nebula. It shows pillars of gas 

in M16-Eagle Nebula and cosmic dust that reach three light years in height, 

w h e re inside, molecules of hydrogen and cosmic dust are being compressed 

by their own gravity into stars.

We selected this image for a simple, but very important reason. The Hubble 

telescope is seeking the unforeseen. On a less cosmic scale, so are we. Aon’s

exploration of the unforeseen means anticipating risk, developing unique 

solutions and uncovering opportunities for our clients. We believe that once 

you understand the unforeseen, you can protect yourself from its threats 

and move on to its opport u n i t i e s .

Aon Corporation
is a family of brokerage, consulting and consumer insurance companies 

p roviding innovative solutions for diverse businesses, financial institutions, 

g o v e rnments, insurance organizations and individuals worldwide. 
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Percent 
(millions except per share data) 19 9 9 19 9 8 Change

Income Data

R e v e n u e $ 7 , 0 7 0 $ 6 , 4 9 3 9 %

Investment income 5 7 7 5 9 0 ( 2 )

E B I T DA* 1 , 3 8 3 1 , 2 7 1 9

Net income excluding special charg e s 5 4 7 5 4 1 1

Net income 3 5 2 5 4 1 ( 3 5 )

Financial Position

Total assets 2 1 , 1 3 2 1 9 , 6 8 8 7

Stockholders’ equity 3 , 0 5 1 3 , 0 1 7 1

Dilutive Per Share Data**

Net income excluding special charg e s 2 . 0 7 2 . 0 7 —

Special charg e s ( 0 . 7 4 ) — —

Net income 1 . 3 3 2 . 0 7 ( 3 6 )

Stockholders’ Equity Per Share * * 1 1 . 9 1 1 1 . 8 3 1

Cash Dividends Per Share Paid on Common Stock** 0 . 8 2 0 . 7 3 1 2

Business Segments

Insurance Brokerage and Other Serv i c e s

R e v e n u e 4 , 1 4 4 3 , 7 8 2 1 0

Income before income tax excluding special charg e s 6 8 4 6 6 3 3

Income before income tax 4 9 3 6 6 3 ( 2 6 )

C o n s u l t i n g

R e v e n u e 6 5 6 6 1 5 7

Income before income tax excluding special charg e s 8 0 6 8 1 8

Income (loss) before income tax ( 4 2 ) 6 8 —

Insurance Underw r i t i n g

R e v e n u e 2 , 1 0 6 1 , 9 4 6 8

Income before income tax 2 9 0 2 8 3 2

Corporate and Other

R e v e n u e 1 6 4 1 5 0 9

Loss before income tax ( 1 0 6 ) ( 8 3 ) —

* E a rnings before special charges, interest, taxes, depreciation and amortization of intangible assets.
* *Per share data has been restated to reflect the 1999 thre e - f o r-two stock split.
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Message to Stockholders
Usually I open this letter by talking about the strength of our financial perf o rmance, the success 

of our strategies and the strides we are making to align Aon’s businesses with the demands and

o p p o rtunities of our marketplace. Although 1999 was a year of significant pro g ress in most of our

operations, a number of fourth quarter difficulties re q u i re some discussion.

F o u rth quarter perspective
Notwithstanding re c o rd revenues, increases in the number of policyholders and strong retention 

rates in our brokerage business, there were obstacles in the fourth quart e r.

On January 10, 2000, we announced that we would take special fourth quarter charges totaling 

$150 million for increased re s e rves for U.K. pension selling issues and other litigation, and for Unicover

matters. Fourth quarter results also reflected a disappointing fall-off in certain areas of our bro k e r a g e

businesses, as well as a decline in income from equity investments. Another factor in the quart e r’s lower

results was higher spending on information technology – a near- t e rm impact with important long-term

benefits, which I will discuss later in this letter. These events combined to lower fourth quarter 

e a rnings per share to $0.05 compared to $0.53 earned in the fourth quarter of 19 9 8 .

We are addressing the brokerage perf o rmance issues and expect to see significant improvement. As 

for our equity investments, our strategy has produced outstanding results. While the short - t e rm re s u l t s

could be lower than in the past, we continue to expect superior re t u rns over time from these

i n v e s t m e n t s .
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For 1999, Aon’s net income was $352 million or $1.33 per share. EBITDA (earnings before 

special charges, interest, taxes, depreciation and amortization) was $1.4 billion or $5.26 per share .

Aon today
The fourth quarter of 1999 is now behind us. Management is galvanized to wring inefficiencies 

out of Aon. These temporarily low results will not change the significant growth opportunities 

for a company with the scale, depth and technologies of Aon to help clients deal with a new and

challenging era of risk.

When physical pro p e rty made up the majority of a client’s assets, the definitions of risk were clearer 

and the boundaries more defined. But factor in issues such as globalization, the Internet, highly mobile

employees, ever-widening litigation, economic and strategic interdependence, mega-mergers – and the

risk equation changes. Physical assets now re p resent a much smaller portion of our clients’ overall risk.

The definitions have blurred, the stakes are immense and the boundaries continue to expand.

Aon must be able to distribute through multiple channels and in all key global markets. We must have

deep expertise by industry, and consulting capabilities to help clients understand traditional and non-

traditional risks — and how to manage them — so that they can pursue their growth plans uninterru p t e d .

Aon matches up point for point
A o n ’s business units include the world’s largest reinsurance brokerage, sophisticated risk management,

and products and services for affinity and other groups. We offer administration, alternative risk

financing and financial services that go well beyond insurance. Our consulting unit provides a full range

of human re s o u rce services – from benefit plans to change management. We are in 550 offices and

120 countries – specializing in many industries and products in every aspect of risk management.
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F i ve - Year EBITDA (in millions)
E a rnings from continuing operations
b e f o re special charges, interest, taxes,
d e p reciation and amortization of
intangible assets.



Delivering 100 percent of Aon
Most clients in a consolidating marketplace do not want to purchase risk and consulting services on 

a fragmented basis. Aon can deliver integrated insurance, financial and consulting services. We have 

an all-inclusive view of client needs.

For example, we have dramatically altered how we go to market — and serve the market — with the

c reation of Global Practice Groups organized around specific industries. These practice groups —

concentrating on aff i n i t y, aviation, construction, energ y, financial institutions and other specialized

businesses — are charged with bringing together all Aon re s o u rces around our clients’ needs.

To assure delivery of integrated solutions to our clients, we have implemented incentive programs to bre a k

down barriers between operating units. We also have established Aon University, where employees 

f rom around the world get the tools and insights needed to deliver the advantages of interdependence 

to our clients.

I n f o rmation technology, as I mentioned earlier, has been a major strategic investment, both as 

a pathway to interdependence and a means of distribution. AonLine, for example, gives us an 

e l e c t ronic connection to large- and middle-market clients. It is the nerve center of global account

management that helps integrate all of our relationships with these clients – no matter how far-

reaching or complex. Aon Enterprise allows small commercial accounts to buy protection by phone 

or on-line. RiskNet offers safety management programs over the Intern e t .

We are offering Omega as a Web-enabled risk management system. We are submitting applications 

to carriers electronically over Aon Market Exchange. In London, the Aon Multi-Line Facility gives 

us a more efficient, secure tool for placing treaty reinsurance. The Aon Financial Network is a business

and consumer strategy that will allow companies and individuals to create benefits packages on-line.

Our new Bridge software will provide an integrated client information, policy management and pre m i u m

transaction system for Aon Risk Services. While a significant investment initially, our new systems 

will reduce costs and enhance revenues. 
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Geographic Segmentation
1999 Revenue 

5 8 % United States
1 9 % United Kingdom
1 2 % Continent of Euro p e
1 1 % Rest of Wo r l d



We are investing aggressively in technology because it is transforming the insurance industry. Every one

of our units will have parts of their operations that are simply more efficient and helpful on-line. The

only way that we can put100 percent of the capabilities of a global enterprise like Aon in the hands of

our clients is to make maximum use of inform a t i o n .

As we have said before, Aon is a relatively young company that has seen tremendous growth – from 

a company with $2.3 billion in revenues in 1992 to $7.1 billion in 1999. We have built an outstanding

global distribution system, a vast customer franchise, and a brand that give us opportunities for good

o rganic gro w t h .

In 1999, we welcomed two new members to our board of directors: Lester Knight, former vice chairman 

and director of Cardinal Health, Inc. and Michael O’Halleran, president and chief operating officer 

of Aon Corporation.

Ahead with confidence
In all, 1999 was a solid year that came to a disappointing financial end.

We are dealing with the causes of that disappointment, and we are confident that we will have 

a good year in 2000. Our financial and market strengths remain very much intact. We will combine

these strengths — along with the contributions of our people around the world — to produce the 

kind of perf o rmance our stockholders, and all of us at Aon, have the right to expect. 

S i n c e re l y,

Patrick G. Ry a n

C h a i rman and Chief Executive Off i c e r
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Business Segments
1999 Revenue 

5 9 % Insurance Brokerage and Other Serv i c e s
3 0 % Insurance Underw r i t i n g
9 % C o n s u l t i n g
2 % Corporate and Other







Welcome to the new world of risk

Traditional property risk has been

joined by the risks of a global market-

place where barriers are falling, the

rules are changing and your toughest

competitor might be the one that 

did not exist yesterday. The Internet

makes any business vulnerable to 

the next big idea. Reinvention is an

everyday event. Catastrophe can

include the theft of ideas. Priceless

intellectual capital can simply walk

out the door. 

The value chain is only as strong as

the weakest global interconnection.

Alliances create uneasy marriages

that blur the lines between partner

and pre d a t o r.

Welcome to the new world of risk –

financial, human, technological, 

organizational and physical. Merely

handling insurance transactions 

is not enough in this new world. 

It takes an advocate.

The old world of risk was a fairly orderly place. Things caught fire, people were injured, 

p roducts failed. Customers understood those kinds of risks and how to manage them. 

That was the old world of risk. 

8   Aon Corporation 19 9 9



Aon has been building an organization that can help clients deal with the new world 

of risk. We are a leader in risk management advice, brokerage services, human re s o u rc e

consulting and consumer insurance. That work started with a vision. 

Key parts of the vision are worldwide distribution, dedicated client focus and the highest

quality professional services. We also have redefined and expanded the role of an inter-

m e d i a ry – from a provider of products, to our current position as an advocate for our

clients in risk management and pro t e c t i o n .

No organization is better positioned to deliver the kind of services that clients in virt u a l l y

e v e ry type of business need. Our advantage centers on a strong presence in all the key

channels of distribution. Our ability to reach diverse kinds of clients means we can focus

our marketing, making certain that both our services and products align with identified

needs. Because we know the clients, we know the issues – which means that we can off e r

higher quality service and a selection of the best and most relevant products. It also 

allows us to form stronger client re l a t i o n s h i p s .

For Aon, our broad distribution channels mean opport u n i t y. It is said that the best way 

to have a good idea is to have a lot of ideas. That is what unique perspectives on risk

allow us to do. From the physical risk of a building, to the financial risk of a new venture, 

to the risk of losing key talent — and beyond — we try to see risk from all angles. The 

solutions we provide can apply to many clients. A one-size-fits-all approach? No, just the

opposite. Our diverse lines of business and wide experience allow us to custom-fit t h e

solution to the risk – even if it is so new that it takes an experienced specialist to see it.
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Unique solutions around the world

New risks demand new solutions. We provide them through a global network

of 550 offices in 120 countries. We have hundreds of insurance and risk manage-

ment p roducts, deep expertise in a range of industries and the dedication to

p rovide the best available advice and execution.

It is a formidable line-up. 

But it is not enough. 

We are realigning our operations

a round the need — and the 

o p p o rtunity — to focus all of 

our people, facilities, products 

and experience on client solutions

a round the world. 

By combining strengths and creating

a more integrated platform for global

s e rvices, we are developing a total

solution that is stro n g e r, more flexible

and more creative than anything our

individual companies could pro v i d e

alone. We can draw the best thinking

and the most relevant experience

f rom any point in our org a n i z a t i o n ,

and quickly put them to work as an

advocate for our clients.
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One Aon

The expertise of our employees and our global presence

provide our clients with the broadest and most efficient

access to capital and risk management solutions, so they

can focus on the things that will drive their businesses

forward. No matter what or where the client’s needs are,

through our expertise in insurance brokerage and related

services, consulting and insurance underwriting, Aon 

is able to harness the best thinking in the industry to build

risk management solutions in every corner of the world.

From traditional insurance coverage, to uncovering risks 

in mergers, to ensuring that companies retain their best

employees, Aon is able to help clients stay focused on their

core operations. Among the businesses that comprise the

“One Aon” that we bring to clients are:

Aon Risk Services, one of the world’s fastest growing

insurance brokers, helps clients finance and transfer risk 

in ways that actually free up capital and remove liabilities

from the balance sheet. These services span from

developing traditional property and casualty coverages, 

to creating new forms of intellectual property protection, 

to building directors and officers solutions for Internet

companies preparing their initial public offering. 

Aon Re Worldwide, the largest reinsurance interm e d i a ry,

p rovides risk transfer and financing solutions to risk-

bearing entities worldwide (insurance companies,

captives, risk retention groups, etc.) Services range

from traditional reinsurance placement, to the design of

creative, holistic products which utilize our sophisticated

analytical and catastrophe modeling expertise. Through 

its product and industry specialization, Aon Group 

Limited, headquart e red in the United Kingdom, is a major

contributor to Aon Re’s leadership position in every 

major reinsurance market. Aon Capital Markets is among 

the world leaders in securitizing catastrophic risk. It

provides our clients access to capital beyond traditional

insurance and reinsurance markets. This group is at 

the fore f ront of developing risk transfer securities

(CatBonds), contingent financing securities (CatEPuts®)

and risk transfer swaps.

Aon Services Group is comprised of market-leading

wholesalers and specialty brokerage that enable Aon to

service independent insurance agents, professional and

affinity groups, individual consumers and insurance carriers.

Alternative Market Operations is a leader in specialty

underwriting solutions and custom-designed products 

and services.

Aon Consulting Worldwide is a leading human re s o u rc e

consulting and benefits provider that helps maximize 

human re s o u rce pro d u c t i v i t y. Services range from cre a t i n g

compensation and benefits programs for multi-national

f i rms, to developing hiring and retention strategies to attract

and keep a company’s best employees, to building change

management programs for clients undergoing mergers. 

Combined Insurance Company of America is a leader in

offering supplemental life, health and accident coverage. 

It also has opened a significant new channel of distribution

by offering benefits through employer programs. This 

helps employers provide more cost efficient benefits for

employees, and in turn, increase retention.

Virginia Surety Company and London General Insurance

Company offer comprehensive extended warranty and

consumer service programs.

Focused On Client Needs

To always ensure that we are acting in the best interest 

of our clients, we continue to make changes to our

organization. First, we revamped our compensation system

in order to foster greater knowledge sharing. Second, 

we created global account teams to bring together the

right capabilities for each engagement. Third, we continue

to invest heavily in technology. This is already enabling our

organization to act more efficiently, and it provides our

clients greater access to their data in ways that help them

make smarter business decisions. By continuing to enhance

our interdependent culture, we are better able to help our

clients anticipate their risks and uncover new opportunities.







A universe waiting for exploration

An airline industry customer needed a new source of capital. We found a way to collateralize used

jet engines to leverage existing assets. A Middle-Eastern country wanted to build a toll road, but

their sources of financing worried about disruption by terrorists. We assessed the risk, put a value

on it, and placed it in insurance markets. The construction went forward.

Different examples, but one clear

point. Understanding risk does more

than provide protection. It creates

opportunity. It removes barriers that

often stand in the way of growth. 

Aon understands the re l a t i o n s h i p

between risk and opport u n i t y. 

We have the experience, pro d u c t s ,

e x p e rtise — and creativity — to 

handle the risk, which means our 

clients can focus on the business 

of growth and pro f i t s .

At Aon, there is no unit called the Opportunity Division. There is no Senior Vice

President of Opportunity. Rather, we all help companies see and exploit opportunities.

We combine organizations, protections and deep lines of business experience to

become an advisor, consultant and advocate for our clients.
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With the coordination and focus of global account management, every Aon unit can —

and will — be a part of that pro c e s s .

For example, one of the barriers to opportunity in e-commerce is protection of intellectual

p ro p e rt y. Patent licensing revenues are expected to exceed $500 billion by 2005 – up fro m

$100 billion in 1998. When your asset is an idea or a body of knowledge, opport u n i t y

demands a new kind of protection. A new risk transfer product developed by Aon will, for 

the first time, allow companies to secure blanket protection to recover damages or enforc e

rights for patents, trademarks, copyrights and other intellectual pro p e rty assets.

Often, opportunity demands thinking outside the boundaries of insurance. Aon Capital

Markets is a leader in creating opportunity through insurance-linked securities. We also

p rovide advisory services to clients who need risk financing that goes beyond the pro t e c t i o n

of typical insurance or reinsurance serv i c e s .

O p p o rtunity often lies in the ability to change – quickly. Aon Consulting is a compre h e n s i v e

human re s o u rce consulting firm. In addition to benefits, re t i rement and other human

re s o u rce services, Aon Consulting can help companies deal with accelerated, potentially 

d i s ruptive, changes.

A few examples, but they illustrate new and important dimensions in the work we do f o r

clients. We have the organization, the information technology, the distribution channels

and the focus to create unique opport u n i t i e s .
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This annual re p o rt contains forw a rd-looking state-
ments as that term is defined in the Private
Securities Litigation Reform Act of 1995. See
“ I n f o rmation Concerning Forw a rd-Looking State-
ments” on page 54 of this annual re p o rt .

Consolidated Results
G e n e r a l
On Marc h19 , 1999, the Board of Directors authorized a thre e -

f o r-two stock split, payable in the form of a stock dividend, 

of Aon’s $1.00 par value common stock. All re f e rences to 

s h a re data in the accompanying management’s discussion and

analysis and financial statements reflect the thre e - f o r-two 

stock split. In the following discussion, the re f e rences to per

share data are on a dilutive basis.

Special Charg e s
In first quart e r 1999, Aon re c o rded special charges of $163 mil-

lion ($102 million after-tax or $0.39 per share). These charg e s

included provisions for re s t ructuring in the brokerage and other

s e rvices and consulting segments of $120 million (see note 3).

Also, in the consulting segment, charges of $43 million were

re c o rded in first quart e r 1999 to reflect amounts re q u i red to

compensate customers who switched out of company pen-

sion plans in the U.K. based upon advice off e red by financial

advisors of current Aon subsidiaries. This advice was given prior

to Aon’s purchase of these companies (see note 13).

In fourth quarter1999, Aon recorded special charges of $150

million ($93 million after-tax or $0.35 per share). These charg e s

reflect an additional $78 million related to the pension 

payments described above mainly due to changes in U.K. 

g o v e rnment re q u i rements and $72 million for Unicover and

other litigation matters (see note 13).

In first quart e r 19 97, Aon re c o rded special charges of $145 mil-

lion ($91million after-tax or $0.36 per share), primarily re l a t e d

to management’s commitment to a formal plan of re s t ru c t u r-

ing Aon’s brokerage operations as a result of the acquisition

of Alexander and Alexander Services, Inc. (A&A) (see note 3).

In second quart e r 1997, Aon re c o rded special charges of 

$27 million ($17 million after-tax or $0.07 per share) to re c o g n i z e

investment losses incurred at A&A before Aon acquired A&A.

Revenue and Income Before Income Ta x
Consolidated Results for 1999 Compared to 19 9 8
For purposes of the following consolidated results discussions,

c e rtain prior period information has been reclassified to con-

form to the current year presentation.

1 8 Aon Corporation 19 9 9

Financial and Operations Highlights
M a n a g e m e n t ’s Discussion and Analysis

Total revenues amounted to $7.1 billion, an increase of 9% in

1999. This increase was largely attributable to the following:

g rowth in brokerage commissions and fees resulting from busi-

ness combination activity, slower premium rate declines, gro w t h

in insurance premiums resulting from new business and inter-

nal growth in the operating segments. Overall, foreign exchange

and interest rate reductions, the absence of Unicover re v e n u e s

in fourth quart e r1999 and lower corporate investment income

on equity securities negatively impacted revenue growth.

U.S. revenues incre a s e d 11% in 1999 compared to 1998 pri-

marily due to increased new business, acquisitions and slower

p remium rate declines that benefit insurance brokerage com-

missions. Insurance brokerage commission revenue is a per-

centage of total premiums placed. If the rate of pricing decline

slows on underlying premiums, commission revenue is bene-

fited. European revenue increased 8% to $2.2 billion and 

Rest of World revenue of $746 million increased 3% in 19 9 9

primarily due to acquisitions and new business. Appro x i m a t e l y

30% of 1999 income before income tax is derived from 

operations outside the U.S.

B rokerage commissions and fees incre a s e d 11% to $4.6 billion

reflecting growth from business combination activity, intern a l

g rowth, increased new business and slower premium rate declines.

P remiums and other revenue is primarily related to insurance

u n d e rwriting operations and includes premiums earned and

other income of $1.9 billion, an increase of 9% in 199 9 .

Extended warranty premiums earned increased $83 million or

15%, primarily reflecting continued growth related to appli-

ance and electronics warranty products. Direct sales pre m i u m s

e a rned increased $44 million or 4%, reflecting continued

g rowth from historic levels of accident and health re v e n u e s .

Specialty and other revenue increased $28 million or 11%, 

primarily due to the acquisition of an auto credit book of 

business in1999.

Investment income of $577 million, which includes income on

disposals and related expenses decreased 2% for the year. The

p r i m a ry factors contributing to this decrease are a re d u c t i o n

in short - t e rm interest rates mostly outside of the U.S. and lower

levels of income from equity securities. Partially offsetting the

investment income decline was income on disposal of tax-

exempt bonds (with proceeds reinvested in foreign sourc e

income bonds for tax planning purposes) and higher levels of

income on disposals of certain private equity investments.

D u r i n g 1999, investments in limited partnerships and private

equities increased. Limited partnerships and private equity

investments do not have fixed re t u rns and consequently exhibit



g reater variability in investment income. See “Investment

Operations.”

General expenses incre a s e d 17% for the year. The incre a s e

reflects the inclusion of 1999 pretax special charges of $313

million. General expenses, excluding the1999 special charg e s ,

i n c reased over prior year primarily due to the inclusion of

expenses associated with the integration of new businesses in

1999, as well as expenses related to new initiatives, incre a s e d

levels of technology spending in 1999 and a branding 

campaign. In addition, due to the early re t i rement program in

1999 and significant changes in interest rates, Aon re v a l u e d

its domestic and U.K. pension plans in1999 (see note10). The

revaluation resulted in a reduction of pension expense.

R e s t ructuring liabilities for recent acquisitions and1999 special

charges have been reduced by payments as planned.

A 9% increase in benefits to policyholders when compared to

1998 was consistent with growth in related premiums earn e d

and reflected no unusual claims activity. The ru n - o ff of cert a i n

specialty liability programs is now substantially complete. Intere s t

expense and amortization of intangibles increased 21% and

17%, respectively, largely as a result of acquisitions.

R e f e rences to income before income tax are before minority inter-

est related to the issuance of 8.205% mandatorily re d e e m a b l e

preferred capital securities (capital securities) (see note 9).

Income before income tax decreased $296 million or 32% in

1999 primarily due to the inclusion of special charges in199 9 .

Excluding special charges, pretax income grew only 2% or 

$17 million primarily reflecting costs to integrate Aon’s global

network, increased technology expenses and the launching of

a branding campaign.

F o u rth quarter revenue incre a s e d 10% to $1.9 billion com-

pared to1998 primarily reflecting brokerage business combi-

nation activity, slower premium rate declines and additional

new business. Total expenses, excluding1999 special charg e s ,

i n c re a s e d15% to $1.7 billion for the quarter as a result of acqui-

sitions and related costs, increased technology expenses and

a branding campaign. Pretax income, excluding fourth quar-

t e r1999 special charges, decreased $49 million or 21% to $19 0

million. The decrease in pretax earnings before special charg e s

reflects a decline in short - t e rm investment income, less income

on equity investments, the absence of Unicover re v e n u e s ,

higher levels of technology spending, lower income from cert a i n

insurance brokerage and other services businesses and higher

loss ratios on home warranty claims.
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Financial and Operations Highlights

Consolidated Results for 1998 Compared to 19 9 7
Total revenues amounted to $6.5 billion, an increase of 13 %

i n 1998. Brokerage commissions and fees incre a s e d 16% to

$4.2 billion, largely resulting from business combination activ-

ity. Premiums and other revenue of $1.7 billion increased 4%

i n1998, reflecting continued growth primarily related to appli-

ance and electronics warranty products and, to a lesser extent,

the mechanical extended warranty line. Direct sales pre m i u m s

e a rned increased modestly, reflecting changes in the consumer

insurance market. The run-off of North American auto credit

business partially offset this growth in premiums earn e d .

Investment income of $590 million incre a s e d 18% for the year,

attributable primarily to brokerage acquisitions, income fro m

certain equity and other investment holdings, assets underly-

ing capital accumulation products and higher levels of income

on disposals.

General expenses increased 7% for the year primarily due to

g rowth in the brokerage businesses. Benefits to policyholders

i n c reased 6% when compared to1997, reflecting a higher vol-

ume of new extended warranty and capital accumulation busi-

ness. This increase was partially offset by the ru n - o ff of auto

c redit business as planned. Interest expense increased 24% as

a result of acquisition financing. Amortization of intangibles

increased slightly.

Total expenses increased 7% or $353 million over 1997. Total

1998 expenses increased over prior year primarily due to invest-

ments in new business initiatives, technology and pro d u c t

development. Total expenses, excluding the 1997 special

charges, increased10% or $525 million over 1997.

Income before income tax increased $389 million or 72% in

1998 primarily due to the inclusion of special charges in1997.

Excluding special charges, income before income tax incre a s e d

30% or $217 million, largely due to brokerage business com-

bination activity, to the achievement of cost savings resulting

f rom the consolidation of brokerage operations during 199 8

and 1997, and to internal growth.

Business Segments
For purposes of the following business segments discussions,

comparisons of 1999 against 1998 results exclude special

c h a rges. Also, a discussion of discontinued operations follows

the Business Segments section.

A o n ’s operating segments are identified as those for which

separate financial information is available and that are evalu-

ated on a regular basis in deciding how to allocate re s o u rc e s

and in assessing perf o rmance. Total revenue for each of the

major operating segments is presented both by product and



by geographic area in note14. Since Aon’s culture fosters inter-

dependence among its operating units, the allocation of

expenses by product and on a geographic basis is difficult to

delineate. While revenue is tracked and evaluated separately

by management, expenses are allocated to products within

each of the business segments. In addition to revenue, Aon

also measures a segment’s financial perf o rmance based on

business segment income before income tax. Revenues are

attributed to geographic areas based on the location of the

resources producing the revenues.

Aon classifies its businesses into three major operating seg-

ments: Insurance Brokerage and Other Services, Consulting

and Insurance Underwriting; and into one nonoperating

segment, Corporate and Other (see note 14).

All material intercompany revenues and expenses are eliminated

in computing consolidated revenues and income before income

tax. A description of operations and a review of financial

performance for each of the four business segments follow.

Insurance Brokerage and Other Serv i c e s
The Insurance Brokerage and Other Services segment consists

principally of Aon’s retail and reinsurance brokerage opera-

tions, which include specialty and wholesale activity.

To t a l 1999 Insurance Brokerage and Other Services re v e n u e

was $4.1billion, up10%. Acquisitions, new business and dimin-

ishing premium rate declines accounted for the majority of this

revenue growth. Overall, global insurance pricing in retail had

a slightly negative impact in1999 with selected impro v e m e n t

in reinsurance pricing. Excluding the impact of acquisitions and

Unicover related revenue, commissions and fee revenue for

b rokerage core businesses grew approximately 6% in a very

competitive environment. This growth was primarily due to

i n c reased new business, specialty and reinsurance operations

and diminishing p remium rate declines. Revenue includes invest-

ment income allocated to this operating segment. Investment

income in this segment decreased $35 million in 1999 com-

p a red to prior year primarily due to reductions in short - t e rm

interest rates. See “Investment Operations.”

U.S. revenue of $2.1billion in1999 was up14% fro m1998 due

to increased new business, acquisitions, diminishing pre m i u m

rate declines and U.S. specialty operations. U.K. and other

E u ropean revenue of $1.5 billion increased 6% fro m 19 9 8 ,

primarily due to acquisition activity, particularly in Italy, France

and the U.K. and to internal growth in the U.K., Spain, The

Netherlands, Finland, Ireland, Norway and Belgium. Rest of

World revenue increased modestly in 1999 primarily due to

new initiatives.
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Insurance Brokerage and Other Services segment results were

impacted positively by acquisitions, in particular the Nikols

G roup acquisition in1999 and the inclusion of Auto Insurance

Specialists, Le Blanc de Nicolaÿ and Gil y Carvajal in1998. Retail

b rokerage results continued to reflect competitive pro p e rt y

and casualty pricing although slower premium rate declines

w e re evident. Pretax income growth, excluding 1999 special

c h a rges, was impacted by lower investment income on 

s h o rt - t e rm funds, acquisition-related integration costs and

i n c reased technology costs. Pretax margins in this segment

declined in 1999 reflecting the above revenue and pre t a x

income growth discussion.

C o n s u l t i n g
The Consulting segment provides a range of consulting serv-

ices including employee benefits, human re s o u rces, compen-

sation and change management.

In the Consulting segment, 1999 revenue increased 7% to

$656 million. Acquisition activity and internal growth, both

domestically and internationally, influenced revenue growth.

Revenue includes investment income allocated to this operat-

ing segment. Excluding the impact of acquisitions and fore i g n

exchange, revenue for consulting core businesses grew appro x-

imately 9% in1999.

U.S. revenue of $405 million in 1999 was up 5% fro m 19 9 8

primarily from employee benefits and compensation serv i c e s .

U.K. and European revenue of $191million incre a s e d12% fro m

1998 primarily reflecting growth in the U.K. and The Netherlands.

Rest of World revenue increased 3% primarily attributable to

Canada. Total consulting pretax income increased $12 million

o r 18% from prior year, reflecting internal revenue gro w t h

mentioned above and pretax income margin impro v e m e n t s .

Insurance Underw r i t i n g
Aon’s Insurance Underwriting segment is comprised of direct

sales life, accident and health insurance, extended warr a n t y,

specialty and other insurance products.

Revenue was $2.1billion in1999, up 8% fro m1998. There was

a higher volume of new business related to appliance and elec-

t ronics extended warranty products, both in the U.S. and inter-

n a t i o n a l l y, as well as in the U.S. mechanical extended warr a n t y

p roducts line. Direct sales continued to expand its product dis-

tribution through work-site marketing programs and the re c e n t

i n t roduction of new product initiatives on a global basis.

H o w e v e r, the above revenue growth is predominantly fro m

c o re operations as these new initiatives continue to build

momentum. Revenue includes investment income allocated

to this operating segment. See “Investment Operations.”



U.S. revenue of $1.5 billion was up 7% in1999, mainly due to

g rowth in revenues for direct sales and the mechanical extended

w a rranty products. United Kingdom and European revenue 

of $464 million ro s e 14%, principally due to a higher volume

of new business in the appliance and electronic extended 

warranty products. Rest of World revenue rose 7% reflecting

continuing geographic expansion.

P retax income was $290 million in 1999, up 2% from $283

million last year. The completion of the profitable ru n - o ff of 

specialty liability business prior to 1999 negatively influenced

p retax income growth this year. Pretax income growth was

also negatively impacted by worksite marketing and the re c e n t

i n t roduction of several new direct sales products. Additionally,

t h e re was a modest increase in the extended warranty loss ratio

primarily due to the home warranty appliance product. Start-

up costs related to new direct sales product initiatives and the

modest increase in the extended warranty loss ratio part i a l l y

o ffset the direct sales and extended warranty expense ratio

improvements. Overall, benefit and expense margins in 1999

did not suggest any significant shift in operating trends.

Corporate and Other
Revenue consists primarily of investment income (including

income on disposals) which is not otherwise allocated to the

operating segments. See “Investment Operations.” Corporate

operating expenses include administrative and certain infor-

mation technology costs.

Revenue increased 9% or $14 million in 1999 compared to

prior year. Revenue growth was primarily influenced by appro x-

imately $30 million of gains on disposals of tax-exempt bonds

i n1999 and higher levels of income on disposals of certain pri-

vate equity investments. Private equities are principally carr i e d

at cost and usually earn little income until a disposal occurs.

Lower levels of income from equity investments partially off-

set revenue growth in the segment. The timing of re v e n u e s

f rom limited partnerships and private equity investments varies

significantly between periods. In part i c u l a r, the re p o rted income

f rom limited partnership investments varies with the market

values of underlying publicly-traded equity investments. See

“Investment Operations.” The investment strategy for the cor-

porate segment is to seek long-term total re t u rns from public

and private equities, including limited partnerships which

exceed long-term security market rates. Income from these

equity investments is expected to be lower in the year 2000

than it was in1999. The loss before income tax increased $23

million over1998. Contributing to the loss in1999 were financ-

ing costs and goodwill amortization related to acquisitions 

and costs related to investments in information technology.
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Corporate and other expenses also included costs related to 

a branding campaign launched in 1999.

Discontinued Operations
Discontinued operations are composed of certain insurance

u n d e rwriting subsidiaries acquired with A&A that are curre n t l y

in ru n - o ff and the indemnification by A&A of certain liabilities

relating to subsidiaries sold by A&A prior to Aon’s acquisition.

Management believes that, based on current estimates, these

discontinued operations are adequately re s e rved. The liability

is included as a component of other liabilities on the consoli-

dated statements of financial position.

Income Tax and Net Income
Net income for1999 was $352 million or $1.33 per share com-

pared to $541 million or $2.07 per share in 1998. Net income

for fourth quart e r1999 amounted to $13 million or $0.05 per

s h a re compared to $139 million or $0.53 per share for 199 8 .

The decrease in1999 net income and related per share amount

is influenced primarily by 1999 after-tax special charges of $19 5

million ($0.74 per share) with no comparable amount in199 8 .

Basic net income on a per share basis was $1.35 and $2.11 i n

1999 and 1998, re s p e c t i v e l y. Dividends on the redeemable 

p re f e rred stock in 1999 and1998 have been deducted fro m

net income to compute income per share.

Net income excluding special charges was $547 million or

$2.07 per share in 1999 compared to $541 million or $2.07

per share in 1998. The effective income tax rate increased to

38.3% in 1999 from 37.5% in 1998 due principally to a 

p rogram designed to enable Aon to fully utilize foreign tax

c redits by switching from tax-exempt to taxable bonds. Dilutive

average shares outstanding for1999 incre a s e d 1% when com-

p a red to1998 primarily due to the issuance of common share s

for acquisition financing and, to a lesser extent, for employee

stock compensation plans.

L i q u i d i t y
Aon’s operating subsidiaries anticipate that there will be ade-

quate liquidity to meet their needs in the foreseeable future .

A o n ’s routine liquidity needs are primarily for servicing its debt

and for the payment of dividends on stock issues and the 

capital securities. Dividends from Aon’s subsidiaries are the

p r i m a ry source for meeting these re q u i rements. After meeting

its routine dividend and debt servicing re q u i rements, Aon used

a majority of the remaining dividends received throughout the

year to invest in acquisitions within the operational segments

of its businesses. There are certain re g u l a t o ry restrictions 

relating to dividend capacity of insurance subsidiaries that are

discussed in note 9. Insurance subsidiaries’ statutory capital



and surplus at year- e n d 1999 again exceeded the risk-based

capital target set by the National Association of Insurance

Commissioners by a satisfactory level.

The businesses of Aon’s operating subsidiaries continue to 

p rovide substantial positive cash flow. Brokerage cash flow 

has been used primarily for acquisition related activities. Given

A o n ’s fixed-maturity portfolio average life of 6.2 years, access

to lines of credit and Aon’s positive cash flow, Aon expects suf-

ficient cash flow to meet both short - t e rm and long-term cash

needs.

Cash flow from operations decreased $402 million fro m19 9 8

to $462 million. This decrease primarily represents the timing

of the settlement of brokerage receivables and payables, income

taxes and a branding campaign. Excluding changes in net bro-

kerage insurance premiums payable and taxes, operating cash

increased in1999 over1998.

Investing activities used cash of $493 million in 1999, which

was made available from financing and operating activities.

Cash used for brokerage acquisition activity during 1999 w a s

$395 million. Aon also acquired insurance underwriting blocks

of business for $50 million in 1999.

Financing activities in 1999 provided cash totaling $152 mil-

lion. This was primarily due to the issuance of $250 million

6.9% debt securities in1999 and offset in part by the re d e m p-

tion of Aon’s $100 million 6.875% debt securities. Net short-

t e rm borrowing issuances of $408 million in 1999 principally

reflect funds provided for general corporate purposes. The net

cash withdrawn from capital accumulation product deposits

and withdrawals was $130 million in 1999, primarily due to 

a reduction in funding agreements. Cash was used to pay div-

idends of $207 million on common stock and $3 million on

redeemable preferred stock.

Total assets increased $1.4 billion to $21.1billion. Invested assets

at December 31, 1999 decreased $268 million from year-end

1998 levels, principally reflecting declines in the market value

of fixed maturities and equity securities. Insurance brokerage

and consulting receivables increased $807 million in1999 with

a comparable increase in insurance premiums payable.

Aon’s consolidated statement of financial position contains a

general expense liability of $146 million related to purc h a s e

related re s t ructuring liabilities (see note 3). Aon anticipates

that all outstanding termination benefits will be settled in 

2000. The remaining items primarily reflect lease obligations

and will ru n - o ff over a period up to 15 years. Aon does not

anticipate that the payment for termination benefits and
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lease obligations will have a material impact on cash flows in 

subsequent periods.

In addition, at December 31, 1999, Aon has general expense

liabilities (see note 13) for the settlement of various contin-

gencies re g a rding U.K. pension selling, Unicover related 

settlements and other litigation matters totaling $179 million.

Aon anticipates the settlement of the liabilities relating to the

U.K. pension selling to be disbursed over the next few years.

A portion of the Unicover matter has been settled in January

2000 for $27 million. The remaining Unicover issues are comp l e x

and, there f o re, the timing of resolution cannot be determ i n e d

at this time.

Impact of Year 2000
In prior years, Aon discussed the nature and pro g ress of its

plans to become Year 2000 re a d y. In late1999, Aon completed

its remediation and testing of systems. As a result of those plan-

ning and implementation efforts, Aon experienced no signif-

icant disruptions in mission critical information technology and

n o n - i n f o rmation technology systems and believes those sys-

tems successfully responded to the Year 2000 date change. As

p rojected, Aon’s total Year 2000 remediation costs for all busi-

ness units was approximately $70 million, of which appro x i-

mately $27 million was expended during1999. These costs were

funded through business unit operating cash flows. Aon is not

a w a re of any material problems resulting from Year 2000 issues,

either with its products, its internal systems or the pro d u c t s

and services of third parties. Aon will continue to monitor its

mission critical computer applications and those of its suppli-

ers and vendors throughout the year 2000 to ensure that any

latent Year 2000 matters that may arise are addressed pro m p t l y.

Investment Operations
Aon invests in broad asset categories related to its diversified

operations. Investments are managed with the objective of

maximizing earnings while monitoring asset and liability dura-

tions and considering regulatory requirements.

Aon maintains well-capitalized operating companies. The finan-

cial strength of these companies permits a diversified invest-

ment portfolio including invested cash, fixed income obligations

and public and private equities.

Investment characteristics mirror liability characteristics of the

respective operating units. Aon’s insurance brokerage and

other services and consulting businesses invest fiduciary funds

and operating funds in shorter-term obligations, and income

derived from these investments is allocated to the revenues of

those businesses. Investments underlying intere s t - s e n s i t i v e



capital accumulation insurance products are fixed- or floating-

rate fixed-maturity obligations to match the appropriate 

liability characteristics. Indemnity and other types of non-intere s t

sensitive insurance liabilities are primarily supported by 

i n t e rmediate to long-term fixed-maturity instruments. Income

f rom fixed-maturity investments underlying these insurance

p roducts and liabilities is allocated to revenues of the insurance

underwriting segment.

Invested assets and related investment income not dire c t l y

re q u i red to support insurance brokerage, consulting and under-

writing businesses are allocated to the corporate segment.

These diversified assets, which are publicly-traded equities, as

well as less liquid private equities and limited partnerships, re p-

resent a more aggressive investment strategy that provides an

o p p o rtunity for greater re t u rns with a longer- t e rm investment

horizon. Many of the limited partnerships in which Aon invests

have significant holdings in publicly-traded equities. Changes

in market value of these equities flow through the income of

the limited partnerships. Aon’s ownership share of this part-

nership income is included in Aon’s re p o rted corporate invest-

ment income. By comparison, changes in market value of

d i rectly-held, publicly-traded equities are re c o rded directly in

stockholders’ equity. The investment strategy employed in the

corporate segment leads to greater variability in investment

income than is the case of investments supporting the insur-

ance brokerage, consulting and underwriting businesses.

With a carrying value of $2.5 billion at December 31, 19 9 9 ,

A o n ’s total fixed-maturity portfolio is invested primarily in 

investment grade holdings (95%) and has a fair value which

is 96% of amortized cost.

Invested Assets

( m i l l i o n s ) As of December 31 19 9 9 19 9 8

S h o rt - t e rm investments $ 2,362 $ 2,221

Fixed maturities 2 , 4 9 7 3 , 1 0 3

Equity securities 5 7 4 7 6 8

O t h e r * 7 5 1 3 6 0

Total invested assets $ 6,184 $ 6,452

*Limited partnerships were $465 million and $255 million as of December

31, 1999 and 1998, re s p e c t i v e l y.
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Investment Income

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

Insurance brokerage and other 

s e rvices (primarily short - t e rm 

i n v e s t m e n t s ) $ 159 $ 194 $ 163

C o n s u l t i n g 3 6 6

Insurance underwriting 

(primarily fixed maturities) 2 5 1 2 4 0 2 1 4

Corporate and other 1 6 4 1 5 0 1 1 7

Total investment income $ 577 $ 590 $ 500

Market Risk Exposure
Aon is subject to market risk exposures of varying corre l a t i o n s

and volatilities, including foreign exchange rate risk, intere s t

rate risk and equity price risk. The following disclosure re f l e c t s

estimates of future perf o rmance and economic conditions.

Actual results may differ.

Aon is subject to foreign exchange rate risk associated with

translating financial statements of its foreign subsidiaries into

U.S. dollars. Additionally, certain of Aon’s foreign subsidiaries

receive revenues in currencies that differ from the currency 

in which their operating expenses are denominated. Aon’s 

p r i m a ry exposures are associated with the British Pound, other

European currencies, the Canadian Dollar and the Australian

D o l l a r. Aon uses forw a rd contracts and over- t h e - c o u n t e r

options, as well as listed foreign currency futures and options

on futures to protect against adverse transaction and trans-

lation effects due to exchange rate fluctuations. The poten-

t i a ld e c rease to Aon’s consolidated stockholders’ equity at

December 31,1999 resulting from a hypothetical 10% adverse

change in quoted year-end foreign currency exchange rates

amounts to $136 million and $130 million, re s p e c t i v e l y, at

December 31, 1999 and 1998. The impact to 1999 and 199 8

p retax income in the event of a hypothetical 10% adverse

change in the respective quoted year-end exchange rates would

not be material after consideration of derivative positions.

Due to the nature of Aon’s businesses, operating earnings are

a ffected by changes in international and domestic short - t e rm

i n t e rest rates. Aon hedges its net exposure in short - t e rm inter-

est rates on short - t e rm investments and short - t e rm borro w-

ings with Euro d o l l a r, Eurosterling, EURIBOR futures contracts,

i n t e rest rate swaps and interest rate caps. A hypothetical 1%

d e c rease in interest rates would cause a decrease, net of deriv-

ative positions, of $8 million and $16 million to1999 and19 9 8

pretax income, respectively.



The valuation of Aon’s fixed-maturity portfolio is subject 

to interest rate risk. Aon generally uses tre a s u ry options and

f u t u res and interest rate swaps to hedge the value of the fixed-

maturity portfolio. A hypothetical 1% increase in long-term

i n t e rest rates would decrease the fair value of the portfolio 

at December 31, 1999 and 1998, net of derivative positions, 

b y a p p roximately $121 million and $133 million, re s p e c t i v e l y.

Aon has long-term notes payable and capital securities out-

s t a n d i n g with a fair value of $1.8 billion at December 31,19 9 9

a n d 1998. Such fair value was greater than (less than) the car-

rying value by ($18 million) and $125 million at December 31,

1999 and 1998, re s p e c t i v e l y. A hypothetical 1% decrease in

i n t e rest rates would increase the fair value by appro x i m a t e l y

10% at December 31, 1999 and1998.

The valuation of Aon’s marketable equity portfolio is subject to

equity price risk. If market prices were to decre a s e10%, the fair

value of the equity portfolio would have a corre s p o n d i n g

d e c rease, net of derivative positions, of $57 million at December

31, 1999 compared to $77 million at December 31, 1998. At

December 31,1999 and1998, there were no outstanding deriv-

atives hedging the price risk on the equity portfolio.

The selection of the ranges of values chosen to re p re s e n t

changes in foreign currency exchange rates, equity market

prices and interest rates should not be construed as Aon’s 

p rediction of future market events, but rather an illustration of

the impact of such events. The range of changes chosen re f l e c t s

A o n ’s view of changes, which are reasonably possible over a

one-year period.

I n1999, Aon addressed and implemented the system modifica-

tions necessary for full conversion to the Euro. The Euro conver-

sion did not have a material impact on Aon’s European operations.

Capital Resourc e s
At December 31, 1999, Aon had back-up lines of credit avail-

able of $1.1 billion to support Aon’s commercial paper that 

was $844 million at December 31, 1999. In ord e r to achieve

tax efficient financing, Aon Corporation established, in June

1998, a committed bank credit facility under which cert a i n

E u ropean subsidiaries can borrow up to a maximum of $405

million on a revolving basis. As of December 31, 1999, there

were loans totaling $351 million outstanding under the facil-

i t y. A total of $292 million is committed for five years and 

$59 million is committed for 364 days. Short - t e rm borro w i n g s

i n c reased $402 million in 1999 when compared to 1998 

attributable to additional commercial paper issued for gen-

e r a l corporate purposes. Notes payable increased in 1999 by

$88 million when compared to year- e n d 1998. The principal
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factor influencing this increase was the issuance of $250 mil-

lion 6.9% debt securities due July 2004 (see note 6). Partially

o ffsetting the increase was the redemption of Aon’s $100 mil-

lion 6.875% debt securities, due October1,1999, which were

redeemed at 100% of the principal amount plus accru e d

i n t e rest and the impact of foreign exchange on outstanding

loans under the European bank credit facility.

Aon Corporation borrows funds from and lends funds to its

various subsidiaries. As of December 31,1999, Aon Corporation

held obligations to its subsidiaries of approximately $600 mil-

lion. These obligations have competitive interest rates.

In 1999, common stockholders’ equity per share increased to

$11.91, up from $11.83 in1998. The principal factors influenc-

ing this increase were net income (which includes $195 million

of after-tax special charges) and a $60 million decrease in the

additional minimum pension liability related to U.K. pension

plans. Offsetting this increase were net unrealized investment

losses of $199 million, net foreign exchange losses of $54 mil-

lion and dividends to stockholders of $210 million. Fluctuations

in unrealized investment gains and losses and foreign exchange

gains and losses from period to period are largely based on

market conditions.
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(millions except per share data) Years ended December 31 19 9 9 19 9 8 19 9 7

R e v e n u e

B rokerage commissions and fees $ 4,639 $ 4,197 $ 3,605

P remiums and other 1 , 8 5 4 1 , 7 0 6 1 , 6 4 6

Investment income (note 5) 5 7 7 5 9 0 5 0 0

Total re v e n u e 7 , 0 7 0 6 , 4 9 3 5 , 7 5 1

E x p e n s e s

General expenses (notes 3 and 13) 5 , 2 1 4 4 , 4 5 7 4 , 1 7 6

Benefits to policyholders 9 7 3 8 9 6 8 4 2

I n t e rest expense 1 0 5 8 7 7 0

A m o rtization of intangible assets 1 4 3 1 2 2 1 2 1

Total expenses 6 , 4 3 5 5 , 5 6 2 5 , 2 0 9

Income Before Income Tax and Minority Intere s t 6 3 5 9 3 1 5 4 2

P rovision for income tax (note 7) 2 4 3 3 4 9 2 0 3

Income Before Minority Intere s t 3 9 2 5 8 2 3 3 9

Minority interest, net of tax— Company-obligated mandatorily redeemable 

p re f e rred capital securities (note 9) ( 4 0 ) ( 4 1 ) ( 4 0 )

Net Income $ 3 5 2 $ 5 4 1 $ 2 9 9

Net Income Available for Common Stockholders $ 3 4 9 $ 5 3 8 $ 2 8 7

Basic Net Income Per Share $ 1 . 3 5 $ 2 . 1 1 $ 1 . 1 4

Dilutive Net Income Per Share 1 . 3 3 2 . 0 7 1 . 1 2

Cash Dividends Per Share Paid on Common Stock $ 0 . 8 2 $ 0 . 7 3 $ 0 . 6 8

Dilutive Average Common and Common Equivalent Shares Outstanding 2 6 2 . 7 2 5 9 . 4 2 5 5 . 8

See accompanying notes to consolidated financial statements.

Consolidated Statements of Income



( m i l l i o n s ) As of December 31 19 9 9 19 9 8

A s s e t s

I n v e s t m e n t s

Fixed maturities — at fair value $ 2 , 4 9 7 $ 3 , 1 0 3

Equity securities —at fair value 5 7 4 7 6 8

S h o rt - t e rm investments 2 , 3 6 2 2 , 2 2 1

Other investments 7 5 1 3 6 0

Total investments 6 , 1 8 4 6 , 4 5 2

C a s h 8 3 7 7 2 3

R e c e i v a b l e s

Insurance brokerage and consulting 6 , 2 3 0 5 , 4 2 3

P remiums and other 1 , 1 1 6 1 , 1 8 3

Total receivables (net of allowance for doubtful accounts: 19 99 — $9 4; 19 98 —$ 9 9 ) 7 , 3 4 6 6 , 6 0 6

C u rrent Income Ta x e s 7 3 —

D e f e rred Income Ta x e s 2 7 0 2 1 4

D e f e rred Policy Acquisition Costs 6 3 6 5 7 3

Excess of Cost Over Net Assets Purc h a s e d

(net of accumulated amort i z a t i o n : 19 99 — $ 4 6 6 ; 19 98— $ 3 6 4 ) 3 , 3 5 9 3 , 0 0 6

Other Intangible Assets

(net of accumulated amort i z a t i o n : 19 99— $ 7 7 9 ; 19 98— $ 7 3 8 ) 5 0 3 4 9 4

Other Assets 1 , 9 2 4 1 , 6 2 0

Total Assets $ 2 1 , 1 3 2 $ 19,688

See accompanying notes to consolidated financial statements.
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( m i l l i o n s ) As of December 31 19 9 9 19 9 8

Liabilities and Stockholders’ Equity

Insurance Premiums Payable $ 7 , 6 4 3 $ 6 , 9 4 8

Policy Liabilities

F u t u re policy benefits 1 , 0 0 5 9 8 6

Policy and contract claims 7 6 4 7 7 9

U n e a rned and advance pre m i u m s 2 , 0 1 2 1 , 7 9 7

Other policyholder funds 1 , 2 0 7 1 , 2 6 1

Total policy liabilities 4 , 9 8 8 4 , 8 2 3

General Liabilities

General expenses 1 , 7 3 1 1 , 4 4 8

C u rrent income taxes — 1 5 6

S h o rt - t e rm borro w i n g s 9 0 3 5 0 1

Notes payable 1 , 0 1 1 9 2 3

Other liabilities 9 5 5 1 , 0 2 2

Total Liabilities 1 7 , 2 3 1 1 5 , 8 2 1

Commitments and Contingent Liabilities

Redeemable Pre f e rred Stock 5 0 5 0

Company-Obligated Mandatorily Redeemable Pre f e rred Capital Securities of Subsidiary 

Trust Holding Solely the Company’s Junior Subordinated Debenture s 8 0 0 8 0 0

Stockholders’ Equity

Common stock—$1 par value

A u t h o r i z ed —300 shares; issued 2 5 9 1 7 2

Paid-in additional capital 5 2 5 4 5 0

Accumulated other comprehensive loss ( 3 0 9 ) ( 1 1 6 )

Retained earn i n g s 2 , 9 0 5 2 , 7 8 2

Tre a s u ry stock at cost (share s : 19 99 —2 . 7 ; 19 98— 2 . 3 ) ( 9 0 ) ( 5 8 )

D e f e rred compensation ( 2 3 9 ) ( 2 1 3 )

Total Stockholders’ Equity 3 , 0 5 1 3 , 0 1 7

Total Liabilities and Stockholders’ Equity $ 21,132 $ 19,688
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( m i l l i o n s ) Years Ended December 31 19 9 9 19 9 8 19 9 7

Common Stock Balance at January 1 $ 1 7 2 $ 1 7 2 $ 1 1 4

E ffect of thre e - f o r-two stock split 8 6 — 5 7

S h a res issued for business combinations 1 — 1

2 5 9 1 7 2 1 7 2

Paid-in Additional Capital Balance at January 1 4 5 0 3 7 7 4 7 5

E ffect of thre e - f o r-two stock split ( 8 6 ) — ( 5 7 )

Employee benefit plans 1 1 4 7 3 7 9

Business combinations 4 7 — 1 1

R e t i rement and conversion of pre f e rred stock — — ( 1 3 1 )

5 2 5 4 5 0 3 7 7

Accumulated Other Comprehensive Income (Loss) Balance at January 1 ( 1 1 6 ) 1 0 3 1 5 4

Net unrealized investment gains (losses) ( 1 9 9 ) ( 1 1 1 ) 3 6

Net foreign exchange losses ( 5 4 ) ( 1 2 ) ( 8 7 )

Net additional minimum pension liability adjustment 6 0 ( 9 6 ) —

Other comprehensive loss ( 1 9 3 ) ( 2 1 9 ) ( 5 1 )

(3 0 9 ) ( 1 1 6 ) 1 0 3

Retained Earn i n g s Balance at January 1 2 , 7 8 2 2 , 4 6 3 2 , 3 5 7

Net income 3 5 2 5 4 1 2 9 9

Dividends to stockholders ( 2 1 0 ) ( 1 9 4 ) ( 1 8 0 )

Loss on tre a s u ry stock re i s s u e d ( 1 9 ) ( 3 0 ) ( 7 )

Adjustment for business combinations — 2 ( 6 )

2 , 9 0 5 2 , 7 8 2 2 , 4 6 3

Tre a s u ry Stock Balance at January 1 ( 5 8 ) ( 9 3 ) ( 1 2 1 )

Cost of shares acquire d ( 1 0 5 ) ( 4 4 ) ( 1 2 )

S h a res reissued at average cost 7 3 7 9 4 0

( 9 0 ) ( 5 8 ) ( 9 3 )

D e f e rred Compensation Balance at January 1 ( 2 1 3 ) ( 2 0 0 ) ( 1 5 1 )

Issuance of stock award s ( 7 3 ) ( 5 4 ) ( 8 1 )

Debt guarantee of employee stock ownership plan 1 7 1 6 1 3

A m o rtization of deferred compensation 3 0 2 5 1 9

( 2 3 9 ) ( 2 1 3 ) ( 2 0 0 )

P re f e rred Stock Balance at January 1 — — 5

R e t i rement and conversion of pre f e rred stock — — ( 5 )

— — —

Stockholders’ Equity at December 31 $ 3,051 $ 3,017 $ 2,822

C o m p rehensive Income

Net income $ 3 5 2 $ 5 4 1 $ 2 9 9

Other comprehensive loss (note 2) ( 1 9 3 ) ( 2 1 9 ) ( 5 1 )

C o m p rehensive income $ 1 5 9 $ 3 2 2 $ 2 4 8

See accompanying notes to consolidated financial statements.
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( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

Cash Flows from Operating Activities

Net income $ 3 5 2 $ 5 4 1 $ 2 9 9

Adjustments to reconcile net income to cash provided by operating activities

Policy liabilities 2 2 2 2 8 ( 1 5 5 )

D e f e rred policy acquisition costs ( 2 3 9 ) ( 2 3 6 ) ( 1 6 4 )

A m o rtization of deferred policy acquisition costs 2 4 7 2 1 6 2 0 8

A m o rtization of intangible assets 1 4 3 1 2 2 1 2 1

Other amortization 2 5 1 5 1 4

D e p reciation of pro p e rty and equipment 1 8 7 1 3 1 1 0 7

Income taxes ( 1 0 6 ) 7 5 4 2

B rokerage insurance premiums payable— n e t ( 4 0 ) 2 2 0 3 8 0

O t h e r ( 3 2 9 ) ( 2 4 8 ) ( 6 8 )

Cash Provided by Operating Activities 4 6 2 8 6 4 7 8 4

Cash Flows from Investing Activities

Sale of investments

Fixed maturities

M a t u r i t i e s 8 0 1 0 7 1 0 5

Calls and pre p a y m e n t s 1 6 0 1 0 8 1 5 6

S a l e s 1 , 1 5 2 2 , 0 6 2 2 , 1 7 5

Equity securities 4 6 1 2 , 1 7 6 1 , 8 2 7

Other investments 1 1 4 5 1 5 5

P u rchase of investments

Fixed maturities ( 9 5 9 ) ( 2 , 2 5 7 ) ( 2 , 7 6 7 )

Equity securities ( 3 8 5 ) ( 2 , 2 5 3 ) ( 1 , 7 2 4 )

Other investments ( 3 5 7 ) ( 1 4 1 ) ( 1 1 1 )

P u rchase of short - t e rm investments—n e t ( 9 3 ) ( 5 3 4 ) ( 3 1 )

Acquisition of subsidiaries ( 3 9 5 ) ( 3 7 4 ) ( 1 , 6 4 9 )

A c q u i red fiduciary funds from acquisitions — — 7 3 4

P ro p e rty and equipment and other ( 2 7 1 ) ( 3 0 0 ) ( 1 4 6 )

Cash Used by Investing Activities ( 4 9 3 ) ( 1 , 3 5 5 ) ( 1 , 3 7 6 )

Cash Flows from Financing Activities

Tre a s u ry stock transactions —n e t ( 6 6 ) ( 1 8 ) 2 1

Issuance of short - t e rm borro w i n gs —n e t 4 0 8 8 0 5 4 2

Issuance of mandatorily redeemable pre f e rred capital securities — — 8 0 0

Issuance of long-term debt 2 5 0 — —

Repayment of long-term debt ( 1 0 0 ) ( 3 4 ) ( 7 4 )

I n t e rest sensitive, annuity and investment-type contracts

D e p o s i t s 4 4 4 4 3 5 3 7 3

Wi t h d r a w a l s ( 5 7 4 ) ( 1 3 7 ) ( 4 4 )

R e t i rement of pre f e rred stock — — ( 1 3 6 )

Cash dividends to stockholders ( 2 1 0 ) ( 1 9 4 ) ( 1 8 2 )

Cash Provided by Financing Activities 1 5 2 1 3 2 1 , 3 0 0

E ffect of Exchange Rate Changes on Cash ( 7 ) ( 3 ) ( 3 3 )

I n c rease (Decrease) in Cash 1 1 4 ( 3 6 2 ) 6 7 5

Cash at Beginning of Ye a r 7 2 3 1 , 0 8 5 4 1 0

Cash at End of Ye a r $ 8 3 7 $ 7 2 3 $ 1,085

See accompanying notes to consolidated financial statements.
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Principles of Consolidation
The accompanying consolidated financial statements have

been prepared in conformity with accounting principles gen-

erally accepted in the United States and include the accounts

of Aon Corporation and its operating subsidiaries (Aon). These

statements include informed estimates and assumptions that

a ffect the amounts re p o rted. Actual results could differ fro m

the amounts re p o rted. All material intercompany accounts and

transactions have been eliminated.

B rokerage Commissions and Fees
In general, commission income is recognized at the later of the

billing or effective date of the related insurance policies.

Contingent commissions, certain life insurance commissions

and commissions on premiums billed directly by insurance com-

panies are generally recognized as income when re c e i v e d .

Commissions on premium adjustments, including policy can-

cellations, are recognized as they occur. Fees for claim admin-

istration services, benefit consulting, reinsurance services and

other services are recognized when the services are re n d e re d .

P remium Revenue
In general, for accident and health and extended warr a n t y

p roducts, premiums collected are re p o rted as earned in pro-

p o rtion to insurance protection provided over the period cov-

e red by the policies. For life products, premiums are re c o g n i z e d

as revenue when due.

For universal life-type and investment products, generally there

is no re q u i rement for payment of premium other than to main-

tain account values at a level sufficient to pay mortality and

expense charges. Consequently, premiums for universal life-

type policies and investment products are not re p o rted as re v-

enue, but as deposits. Policy fee revenue for universal life-type

policies and investment products consists of charges for the

cost of insurance, policy administration and surrenders assessed

during the period. Expenses include interest credited to policy

account balances and benefit claims incurred in excess of policy

account balances.

R e i n s u r a n c e
Reinsurance premiums, commissions and expense re i m b u r s e-

ments on re i n s u red business are accounted for on a basis con-

sistent with those used in accounting for the original policies

issued and the terms of the reinsurance contracts. Pre m i u m s

and benefits ceded to other companies have been re p o rted as

a reduction of premium revenue and benefits. Expense re i m-

bursements received in connection with reinsurance ceded

have been accounted for as a reduction of the related policy

acquisition costs or, to the extent such reimbursements exceed

the related acquisition costs, as other revenue. Reinsurance

receivables and prepaid reinsurance premium amounts are

reported as assets.

Stock Compensation Plans
Aon applies Accounting Principles Board Opinion No. 25,

“Accounting for Stock Issued to Employees,” and related inter-

p retations in accounting for its stock-based compensation

plans. Accord i n g l y, no compensation expense has been re c-

ognized for its stock option plan as the exercise price of the

options equaled the market price of the stock at the date of

grant. Compensation expense has been recognized for the

Aon Stock Aw a rd Plan based on the market price at the date

of the award.

Income Ta x
D e f e rred income tax has been provided for the effects of tem-

p o r a ry diff e rences between financial re p o rting and tax bases

of assets and liabilities and has been measured using the

enacted marginal tax rates and laws that are currently in eff e c t .

Income Per Share
Basic income per share is computed based on the weighted-

average number of common shares outstanding, excluding

any dilutive effects of options, awards and convertible securi-

ties. Net income available for common stockholders is net of

all pre f e rred dividends. Dilutive income per share is computed

based on the weighted-average number of common share s

outstanding plus the dilutive effect of options, awards and

c o n v e rtible securities. The dilutive effect of options and award s

is calculated under the treasury stock method using the aver-

age market price for the period. Income per share is calculated

as follows:

(millions except per share data) 19 9 9 19 9 8 19 9 7

Net income $ 3 5 2 $ 5 4 1 $ 2 9 9

8% pre f e rred stock dividends — — ( 9 )

Redeemable pre f e rred stock dividends ( 3 ) ( 3 ) ( 3 )

Net income for dilutive and basic $ 3 4 9 $ 5 3 8 $ 2 8 7

Basic shares outstanding 2 5 9 2 5 5 2 5 2

Common stock equivalents 4 4 4

Dilutive potential common share s 2 6 3 2 5 9 2 5 6

Dilutive net income per share $ 1.33 $ 2.07 $ 1.12

Basic net income per share $ 1.35 $ 2.11 $ 1.14
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A thre e - f o r-two stock split of Aon’s $1.00 par value common

stock was effected on May 17, 1999 with 86 million share s

issued to common stockholders of re c o rd as of May 4, 19 9 9 .

All re f e rences in the accompanying consolidated financial state-

ments and notes to the number of common shares and per

share amounts have been retroactively restated to reflect the

stock split.

I n v e s t m e n t s
Fixed-maturity securities are available for sale and are carried

at fair value. The amortized cost of fixed maturities is adjusted

for amortization of premiums to the first call date and the accre-

tion of discounts to maturity that are included in investment

income. Marketable equity securities, that are held dire c t l y, are

c a rried at fair value. Unrealized gains and temporary unre a l-

ized losses on fixed maturities and equity securities are excluded

f rom income and are re c o rded directly to stockholders’ equity

in accumulated other comprehensive loss, net of re l a t e d

deferred income taxes. Mortgage loans, policy loans and pri-

vate equity investments are generally carried at cost or unpaid

principal balance. 

Limited partnership investments are carried under the equity

method. Many of the limited partnerships in which Aon invests

have significant holdings in publicly-traded equities. Changes

in market value of these equities flow through the income 

of the limited partnerships. Aon’s ownership share of this 

p a rtnership income is included in Aon’s re p o rted corporate

investment income.

Income or loss on disposal of any securities held in the port-

folio is computed using specific costs of securities sold and

re p o rted as investment income in the consolidated financial

statements.

Investments that have declines in fair value below cost, which

a re judged to be other than temporary, are written down to

estimated fair values. Reserves for certain other investments

a re established based on an evaluation of the respective invest-

ment portfolio and current economic conditions. Wr i t e d o w n s

and changes in reserves are included ininvestment income in

the consolidated statements of income. In general, Aon ceases

to accrue investment income where interest or dividend pay-

ments are in arrears.

Accounting policies relating to derivative financial instru m e n t s

are discussed in note 12.

D e f e rred Policy Acquisition Costs
Costs of acquiring new and renewal insurance underw r i t i n g

business, principally the excess of new commissions over

Notes to Consolidated Financial Statements

renewal commissions, underwriting and sales expenses that

v a ry with and are primarily related to the production of new

business, are deferred and re p o rted as assets. For long-dura-

tion life and health products, amortization of deferred policy

acquisition costs is related to and based on the expected pre-

mium revenues of the policies. In general, such amort i z a t i o n

is adjusted to reflect current withdrawal experience. Expected

p remium revenues are estimated by using the same assump-

tions used in estimating future policy benefits. For extended

w a rranty and short-duration health insurance, costs of acquir-

ing and renewing business, which are deferred, are amort i z e d

as the related premium is earned.

Intangible Assets
In general, the excess of cost over net assets purchased relat-

ing to business acquisitions is being amortized into income

over periods not exceeding 40 years using the straight-line

method, with a weighted-average life of 37 years. The cost of

other intangible assets is being amortized over a range of 4 to

25 years, with a weighted-average life of 18 years.

In the unexpected event of a significant deterioration in prof-

itability that is expected to be re c u rring, Aon would assess the

recoverability of its intangible assets using the undiscounted

cash flow method.

P ro p e rty and Equipment
Property and equipment, reported in other assets, are gener-

ally depreciated using the straight-line method over their esti-

mated useful lives. Included in this category is internal use

software, which is software that is acquired, internally devel-

oped or modified solely to meet internal needs, with no plan

to market extern a l l y. Costs related to directly obtaining, devel-

oping or upgrading internal use software are capitalized. These

costs are generally amortized using the straight-line method

over a range of 2 to 8 years. The weighted-average life of Aon’s

software at December 31,1999 is 5.4 years.

Fair Value of Financial Instru m e n t s
The following methods and assumptions were used to esti-

mate fair values for financial instruments. The carrying amounts

in the consolidated statements of financial position for cash

and cash equivalents, including short - t e rm investments, appro x-

imate their fair value. Fair value for fixed-maturity and equity

securities is based on quoted market prices or, if they are not

actively traded, on estimated values obtained from independ-

ent pricing services. Fair value of derivatives is based on quoted

prices for exchange-traded instruments or the cost to term i-

nate or offset with other contracts.
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Other investments are comprised of mortgage loans, policy

loans, private equity investments and limited partnerships. The

fair value for mortgage loans and policy loans is estimated using

discounted cash flow analyses, using interest rates curre n t l y

being off e red for similar loans to borrowers with similar cre d i t

ratings. It is not practical to estimate the fair value of private

equity investments and limited partnerships without incurr i n g

excessive costs. 

Fair value for liabilities for investment-type contracts is esti-

mated using discounted cash flow calculations based on inter-

est rates currently being off e red for similar contracts with

maturities consistent with those remaining for the contracts

being valued. The fair value for notes payable is based on

quoted market prices for the publicly-traded portion and on

estimates using discounted cash flow analyses based on cur-

rent borrowing rates for similar types of borrowing arr a n g e-

ments for the nonpublicly-traded portion.

F u t u re Policy Benefits, Policy and Contract Claims
and Unearned Pre m i u m s
F u t u re policy benefit liabilities on non-universal life and acci-

dent and health products have been provided on the net level

p remium method. The liabilities are calculated based on

assumptions as to investment yield, mort a l i t y, morbidity and

withdrawal rates that were determined at the date of issue,

and provide for possible adverse deviations. Interest assump-

tions are graded and range from 4.5% to 7.0% at December

31, 1999. Withdrawal assumptions are based principally on

insurance subsidiaries’ experience and vary by plan, year of

issue and duration.

Policyholder liabilities on universal life and investment pro d u c t s

a re generally based on policy account values. Interest cre d i t

rates for these products range from 5.2% to 8.4%.

Policy and contract claim liabilities re p resent estimates for

re p o rted claims, as well as provisions for losses incurred, but

not yet re p o rted. These claim liabilities are based on historical

experience and are estimates of the ultimate amount to be

paid when the claims are settled. Changes in the estimated lia-

bility are reflected in income as the estimates are revised.

U n e a rned premiums generally are calculated using the pro rata

method based on gross premiums. However, in the case of

extended warranty products, the unearned premiums are cal-

culated such that the premiums are earned over the period of

risk in a reasonable relationship to anticipated claims.
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F o reign Currency Tr a n s l a t i o n
In general, foreign revenues and expenses are translated at

average exchange rates. Foreign assets and liabilities are trans-

lated at year-end exchange rates. Net foreign exchange gains

and losses on translation are generally reported in stockhold-

ers’ equity, in accumulated other comprehensive loss, net of

deferred income tax.

Accounting and Disclosure Changes
In June1998, the Financial Accounting Standards Board (FA S B )

issued Statement No. 133, “Accounting for Derivative Instru-

ments and Hedging Activities.” Statement No.133 establishes

accounting and re p o rting standards for derivative instru m e n t s

and for hedging activities and will re q u i re Aon to recognize all

derivatives on the statement of financial position at fair value.

Aon has not yet determined the effect this statement will have

on the consolidated financial statements.

In June1999, the FASB issued Statement No.137 that amends

the re q u i red adoption date of Statement No. 133 to all fiscal

q u a rters of all fiscal years beginning after June15, 2000. Early

adoption is permitted as of the beginning of any quarter sub-

sequent to the issuance of Statement No.137. Aon has not yet

decided when it will adopt Statement No. 133.

In December 1999, the Securities and Exchange Commission

(SEC) issued Staff Accounting Bulletin (SAB) No.101which pro-

vides guidance for applying generally accepted accounting prin-

ciples relating to the timing of revenue recognition in financial

statements filed with the SEC. Any change re q u i red by the SAB

must be made in the first quarter 2000 with a cumulative eff e c t

accounting change. Aon has not yet determined the effect, if

a n y, this SAB will have on the consolidated financial statements.

R e c l a s s i f i c a t i o n
C e rtain amounts in prior years’ consolidated financial statements

have been reclassified to conform to the 1999 presentation.
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The components of other comprehensive loss and the re l a t e d

tax effects are as follows:

A m o u n t Income Ta x A m o u n t
Year ended December 31, 19 9 9 B e f o re ( E x p e n s e ) Net of
( m i l l i o n s ) Ta x e s B e n e f i t Ta x e s

U n realized holding losses arising 

during the year $ (263) $ 9 2 $ (171)

Less: reclassification adjustment 4 5 ( 1 7 ) 2 8

Net unrealized investment losses ( 3 0 8 ) 1 0 9 ( 1 9 9 )

Net foreign exchange losses ( 8 9 ) 3 5 ( 5 4 )

Net additional minimum pension 

liability adjustment 9 5 ( 3 5 ) 6 0

Total other comprehensive loss $ (302) $ 109 $ (193)

A m o u n t Income Ta x A m o u n t
Year ended December 31, 19 9 8 B e f o re ( E x p e n s e ) Net of
( m i l l i o n s ) Ta x e s B e n e f i t Ta x e s

U n realized holding losses arising 

during the year $ ( 1 3 0 ) $  4 9 $ ( 8 1 )

Less: reclassification adjustment 4 7 ( 1 7 ) 3 0

Net unrealized investment losses ( 1 7 7 ) 6 6 ( 1 1 1 )

Net foreign exchange losses ( 1 8 ) 6 ( 1 2 )

Net additional minimum pension 

liability adjustment ( 1 5 5 ) 5 9 ( 9 6 )

Total other comprehensive loss $ ( 3 5 0 ) $ 1 3 1 $ ( 2 1 9 )

A m o u n t Income Ta x A m o u n t
Year ended December 31, 19 9 7 B e f o re ( E x p e n s e ) Net of
( m i l l i o n s ) Ta x e s B e n e f i t Ta x e s

U n realized holding gains arising 

during the year $ 8 6 $ ( 3 2 ) $ 5 4

Less: reclassification adjustment 2 9 ( 1 1 ) 1 8

Net unrealized investment gains 5 7 ( 2 1 ) 3 6

Net foreign exchange losses ( 1 3 8 ) 5 1 ( 8 7 )

Total other comprehensive loss $ ( 8 1 ) $ 3 0 $ ( 5 1 )

The components of accumulated other comprehensive income

(loss), net of related tax, as of December 31, 19 9 9 , 1998 and

1997 are as follows:

( m i l l i o n s ) 19 9 9 19 9 8 19 9 7

Net unrealized investment gains (losses) $ (121) $ 7 8 $ 189

Net foreign exchange losses ( 1 5 2 ) ( 9 8 ) ( 8 6 )

Net additional minimum pension liability ( 3 6 ) ( 9 6 ) —

Accumulated other comprehensive 

income (loss) $ (309) $ (116) $ 103

2 C o m p rehensive Income

3 Business Combinations

P u rchase Method
I n 1999, Aon acquired The Nikols Group (the leading Italian

insurance and reinsurance broker), Presidium Holdings, Inc. (a

t h i rd - p a rty insurance claims administration firm that special-

izes in managing all aspects of workers’ compensation claims),

Societé Generale d’Assurance et de Prevoganie (a leading

F rench broker) and certain other insurance brokerage and con-

sulting operations for approximately $395 million in cash trans-

actions and $45 million in stock transactions accounted for on

a pre l i m i n a ry basis by the purchase method. Aon also acquire d

insurance underwriting blocks of business for $50 million. The

acquisitions were financed by internal funds, short - t e rm

b o rrowings and stock. Excess of cost over net assets purc h a s e d

of approximately $500 million resulted from the 1999 acqui-

sitions and is primarily being amortized over 40 years.

In 1999, Aon consummated a plan of restructuring its opera-

tions as a result of recent business combination activity. A charg e

was re c o rded in the amount of $120 million. Total term i n a t i o n

benefits were $67 million and related pension expense was

$32 million, involving 900 positions, of which 860 term i n a-

tions occurred in1999 and 40 are planned for 2000. Benefits

related to pension plans are included in Aon’s total pension 

l i a b i l i t y. Wo r k f o rce reductions were related to a voluntary early

re t i rement plan for employees of Aon’s U.S. and Canadian

operating subsidiaries, as well as the consolidation of Aon’s

E u ropean insurance brokerage and other services operations,

primarily in the United Kingdom. The remaining charges of

$21 million primarily reflect lease abandonments of $11 m i l-

lion relating to the consolidation of worldwide brokerage 

operations and asset impairments of $10 million.



The following table demonstrates the activity related to the

liability for termination benefits and abandoned leases:

Te rmination Lease 
( m i l l i o n s ) B e n e f i t s A b a n d o n m e n t s To t a l

Expense charged in 19 9 9 $ 6 7 $ 11 $ 7 8

Cash payments in 19 9 9 ( 5 1 ) ( 6 ) ( 5 7 )

Balance at December 31, 19 9 9 $ 1 6 $ 5 $ 2 1

I n 1998, Aon acquired Le Blanc de Nicolaÿ, Gil y Carvajal and

c e rtain other operations for approximately $400 million in

transactions accounted for by the purchase method. The pur-

chase accounting for these acquisitions was finalized in19 9 9 .

The acquisitions were financed by internal funds and short -

t e rm borrowings. Excess cost over net assets purchased of

a p p roximately $400 million resulted from the 1998 acquisi-

tions and is being amortized over 40 years. As a result of19 9 8

acquisitions and the finalization of purchase accounting for

t h e 1997 acquisition of Jauch and Hübener, Aon had estab-

lished approximately $70 million of purchase accounting lia-

bilities primarily relating to termination benefits and lease

abandonments. Te rminations involved 160 positions which

occurred in1998 and1999 as planned.

The following table demonstrates the activity related to 

the liabilities:

Te rmination Lease 
( m i l l i o n s ) B e n e f i t s A b a n d o n m e n t s To t a l

Initial liability $ 4 0 $  30 $ 7 0

Cash payments in 19 9 8 ( 1 6 ) ( 4 ) ( 2 0 )

Balance at December 31, 19 9 8 2 4 2 6 5 0

Cash payments in 19 9 9 ( 2 4 ) ( 6 ) ( 3 0 )

Balance at December 31, 19 9 9 $ — $ 20 $ 2 0

In 1997, Aon acquired Alexander and Alexander Services, Inc.

(A&A) for $1.3 billion and the Minet Group (Minet) and Jauch

& Hübener for approximately $300 million. These transactions

w e re accounted for by the purchase method. The1997 acqui-

sitions were financed primarily by the issuance of capital secu-

rities (see note 9), issuance of commercial paper and intern a l

funds. Excess of cost over net assets purchased of appro x i m a t e l y

$1.5 billion was created by the 1997 acquisitions, of which 

$1.2 billion was for A&A. The excess of cost over net assets

purchased is primarily being amortized over 40 years.
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In second quart e r 19 97, Aon re c o rded pretax special charg e s

of $27 million to recognize investment losses incurred at A&A

b e f o re Aon acquired A&A. At Aon’s acquisition date, the

c a rrying value of certain securities in A&A’s portfolio was

overstated by the previously unrecognized investment losses.

In first quart e r 19 97, Aon re c o rded pretax special charges 

of $145 million related to management’s commitment to a 

f o rmal plan of re s t ructuring Aon’s brokerage operations as a

result of the acquisition of A&A. These charges, in addition to

certain charges taken in1996, constitute the “Aon Plan.” The

re s t ructuring charges included costs related to term i n a t i o n

benefits of $40 million, lease abandonments and other exit

costs of $68 million and asset impairments of $37 million re l a t-

ing to the abandonment of systems and real estate space.

Te rminations involved 600 positions which occurred in 19 9 7

a n d1998 as planned. The lease abandonments amount to $54

million, are primarily located in the United Kingdom and are

being paid out over several years as planned.

The following table demonstrates the activity related to the

Aon Plan liabilities:

Lease 
A b a n d o n m e n t s

Te rm i n a t i o n and Other
( m i l l i o n s ) B e n e f i t s Exit Costs To t a l

Balance at December 31, 19 9 6 $ 1 2 $ 4 8 $     60

Expense charged in 19 9 7 4 0 6 8 1 0 8

Cash payments in 19 9 7 ( 4 8 ) ( 1 0 ) ( 5 8 )

Balance at December 31, 19 9 7 4 1 0 6 1 1 0

Cash payments in 19 9 8 ( 4 ) ( 2 6 ) ( 3 0 )

Balance at December 31, 19 9 8 — 8 0 8 0

Cash payments in 19 9 9 — ( 2 4 ) ( 2 4 )

C redit to expense in 19 9 9 — ( 1 1 ) ( 1 1 )

Balance at December 31, 19 9 9 $ — $ 4 5 $ 4 5

Also in 19 97, due to management’s commitment to a form a l

plan of re s t ructuring the A&A and Bain Hogg (a late 1996 

acquisition) brokerage operations, Aon estimated costs of $264

million which were allocated to the cost of those acquisitions

(the “A&A and Bain Hogg Plan”). The costs primarily relate to

t e rmination benefits and lease abandonments. Te rm i n a t i o n s

involved 2000 positions that occurred in 1997 and 1998 

as planned.



The following table demonstrates the activity related to the

A&A and Bain Hogg Plan liabilities:

Lease 
A b a n d o n m e n t s

Te rm i n a t i o n and Other
( m i l l i o n s ) B e n e f i t s Exit Costs To t a l

Initial liability $ 1 0 0 $ 1 6 4 $ 2 6 4

Cash payments in 19 9 7 ( 6 5 ) ( 4 4 ) ( 1 0 9 )

Balance at December 31, 19 9 7 3 5 1 2 0 1 5 5

Cash payments in 19 9 8 ( 3 5 ) ( 4 5 ) ( 8 0 )

Balance at December 31, 19 9 8 — 7 5 7 5

Cash payments in 19 9 9 — ( 2 8 ) ( 2 8 )

C h a rge to expense in 19 9 9 — 1 3 1 3

Balance at December 31, 19 9 9 $ — $ 6 0 $ 6 0

The remaining liabilities at December 31,1999 primarily re l a t e

to real estate.
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All of Aon’s liabilities relating to acquisitions are reflected in

general expense liabilities in the consolidated statements of

financial position.

In accordance with a1992 purchase agreement, securities with

a value of $48 million are being held in escro w. The escro w e d

securities will be released on a pre d e t e rmined schedule 

through 2007.

Pooling of Interests Method
I n 1998 and 19 97, Aon issued 2,315,000 shares and 411, 0 0 0

s h a res of common stock, re s p e c t i v e l y, for mergers with insur-

ance brokerage and consulting organizations. In connection

with several of the mergers, 94,000 shares issued to sellers are

being held in escrow at December 31, 1999, pending the

resolution of contingencies. Aon’s prior period financial state-

ments have not been restated for the mergers because the

effect of the above mergers was not material.

4 Discontinued Operations

A&A discontinued its property and casualty insurance under-

writing operations in 1985, some of which were then placed

into ru n - o ff, with the remainder sold in 19 87. In connection

with those sales, A&A provided indemnities to the purc h a s e r

for various estimated and potential liabilities, including pro v i-

sions to cover future losses attributable to insurance pooling

a rrangements, a stop-loss reinsurance agreement and actions

or omissions by various underwriting agencies previously man-

aged by an A&A subsidiary.

As of December 31, 1999, the liabilities associated with the

f o regoing indemnities and liabilities of insurance underw r i t-

ing subsidiaries that are currently in ru n - o ff result principally

f rom asbestos, pollution and other health hazard insurance

claims and were included in other liabilities in the accompa-

nying statement of financial position and amounted to $14 5

million. Such liabilities are net of reinsurance recoverables and

other assets of $178 million.

The insurance liabilities re p resent estimates of known and

f u t u re claims expected to be made under occurre n c e - b a s e d

insurance policies and reinsurance business. Those claims are

expected to develop and be settled over the next 20 to 30 years.

The insurance liabilities cannot be estimated using conven-

tional actuarial re s e rving techniques because of, among other

matters, the inadequacy of available historical experience to

s u p p o rt such techniques and because case law and scientific

s t a n d a rds for measuring the adequacy of site clean-up are still

evolving. There f o re, independent actuaries have combined

available exposure information with other relevant industry

data and have used various projection techniques to estimate

the insurance liabilities.

Although these insurance liabilities represent a best estimate

of the probable liabilities, adverse developments may occur

due to the nature of the information available and the vari-

ables inherent in the estimation processes. Based on curre n t

estimates, management believes that the established liabili-

ties of discontinued operations are sufficient.
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5 I n v e s t m e n t s

The components of investment income are as follows:

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

S h o rt - t e rm investments $ 1 7 3 $ 1 9 6 $ 178

Fixed maturities:

I n t e rest income 1 9 5 2 1 9 2 1 0

Income on disposals 5 2 3 7 2 7

Losses on disposals ( 1 3 ) ( 2 4 ) ( 1 4 )

To t a l 2 3 4 2 3 2 2 2 3

Equity securities:

Dividend income 4 2 8 0 9 5

Income on disposals 1 8 6 5 5 2

Losses on disposals ( 1 1 ) ( 2 7 ) ( 3 2 )

To t a l 4 9 1 1 8 1 1 5

Limited partnerships and other:

I n t e rest, dividend and other income 7 9 5 9 2 3

Income (losses) on disposals 4 8 1 ( 2 7 )

To t a l 1 2 7 6 0 ( 4 )

G ross investment income 5 8 3 6 0 6 5 1 2

Less investment expenses 6 1 6 1 2

Investment income $ 5 7 7 $ 5 9 0 $ 500

The components of net unrealized gains (losses) are as follows:

( m i l l i o n s ) As of December 31 19 9 9 19 9 8 19 9 7

Fixed maturities $ (100) $ 1 0 8 $ 130

Equity securities ( 8 8 ) 1 2 1 6 7

D e f e rred tax credit (charg e ) 6 7 ( 4 2 ) ( 1 0 8 )

Net unrealized investment gains (losses) $ (121) $ 7 8 $ 189

The pretax changes in net unrealized investment gains (losses)

are as follows:

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

Fixed maturities $ (208) $ ( 2 2 ) $ 1 8

Equity securities ( 1 0 0 ) ( 1 5 5 ) 3 9

To t a l $ (308) $ (177) $ 5 7

The amortized cost and fair value of investments in fixed

maturities and equity securities are as follows:

G ro s s G ro s s
( m i l l i o n s ) A m o rt i z e dU n re a l i z e dU n re a l i z e d F a i r
As of December 31, 19 9 9 C o s t G a i n s L o s s e s Va l u e

U.S. government and 

a g e n c i e s $ 1 7 0 $ 1 $ ( 1 1 ) $ 1 6 0

States and political 

s u b d i v i s i o n s 8 — ( 1 ) 7

F o reign govern m e n t s 7 5 5 1 4 ( 1 9 ) 7 5 0

Corporate securities 1 , 5 7 7 8 ( 9 0 ) 1 , 4 9 5

M o rtgage-backed securities 4 4 — ( 1 ) 4 3

Other fixed maturities 4 3 1 ( 2 ) 4 2

Total fixed maturities 2 , 5 9 7 2 4 ( 1 2 4 ) 2 , 4 9 7

Total equity securities 6 6 2 1 2 ( 1 0 0 ) 5 7 4

To t a l $ 3,259 $ 3 6 $ (224) $ 3 , 0 7 1

G ro s s G ro s s
( m i l l i o n s ) A m o rt i z e dU n re a l i z e dU n re a l i z e d F a i r
As of December 31, 19 9 8 C o s t G a i n s L o s s e s Va l u e

U.S. government and 

a g e n c i e s $ 9 6 $ 6 $ ( 1 ) $ 1 0 1

States and political 

s u b d i v i s i o n s 4 8 5 3 2 — 5 1 7

F o reign govern m e n t s 7 4 0 6 5 ( 4 ) 8 0 1

Corporate securities 1 , 5 9 6 5 4 ( 4 6 ) 1 , 6 0 4

M o rtgage-backed securities 2 5 1 — 2 6

Other fixed maturities 5 3 1 — 5 4

Total fixed maturities 2 , 9 9 5 1 5 9 ( 5 1 ) 3 , 1 0 3

Total equity securities 7 5 6 4 9 ( 3 7 ) 7 6 8

To t a l $   3,751 $ 208 $ ( 8 8 ) $ 3 , 8 7 1

The amortized cost and fair value of fixed maturities, by

contractual maturity as of December 31, 1999, are shown on

page 37. Expected maturities will differ from contractual

maturities because borrowers may have the right to call or pre-

pay obligations with or without call or prepayment penalties.



A m o rt i z e d F a i r
( m i l l i o n s ) C o s t Va l u e

Due in one year or less $ 1 5 2 $ 1 4 0

Due after one year through five years 7 3 0 7 2 9

Due after five years through ten years 8 4 1 7 9 9

Due after ten years 8 3 0 7 8 6

M o rtgage-backed securities 4 4 4 3

Total fixed maturities $ 2,597 $ 2,497

Securities on deposit for re g u l a t o ry authorities as re q u i red 

by law amounted to $323 million at December 31, 1999 and
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$274 million at December 31,1998. As re q u i red by the bylaws

of Lloyd’s brokers, cash and short - t e rm investments subject to

floating charges for the benefit of insurance creditors amounted

to $1.2 billion and $1.3 billion at December 31,1999 and19 9 8 ,

respectively. Aon maintains premium trust bank accounts for

p remiums collected from insureds but not yet remitted to insur-

ance companies of $1.3 billion at December 31,1999 and19 9 8 .

At December 31,1999 and1998, Aon had $41 million and $56

million, re s p e c t i v e l y, of non-income producing investments.

6 Debt and Lease Commitments

Notes Payable
The following is a summary of notes payable:

( m i l l i o n s ) As of December 31 19 9 9 19 9 8

6.9% debt securities, due July 2004 $ 2 5 0 $ —

6.3% debt securities, due January 2004 1 0 0 1 0 0

6.7% debt securities, due June 2003 1 5 0 1 5 0

7.4% debt securities, due October 2002 1 0 0 1 0 0

6.875% debt securities, due October 19 9 9 — 1 0 0

E u ro credit facility, due June 2003, with interest 

at 3.3% to 3.6% 2 9 2 3 4 3

Debt guarantee of employee stock ownership 

plan (ESOP) — 1 7

Notes payable, due in varying installments, 

with interest at 4% to 10 % 1 1 9 1 1 3

Total notes payable $ 1,011 $ 923

In May 1999, Aon filed a universal shelf registration on Form

S-3 with the Securities and Exchange Commission for the

issuance of $500 million of debt and equity securities. In a pub-

lic offering based on the shelf registration, Aon issued $250

million of 6.9% debt securities due July 2004. The net pro-

ceeds from the sale of the 6.9% notes were used to re d u c e

outstanding short-term commercial paper borrowings.

I n1999, Aon’s 6.875% debt securities, due in October 1999, were

redeemed at100% of the principal amount plus accrued intere s t .

I n t e rest is payable semi-annually on all debt securities. In addi-

tion, the debt securities are not redeemable by Aon prior to 

maturity and contain no sinking fund provisions. Maturities 

of notes payable are $7 million, $5 million, $103 million, 

$442 million and $420 million in 2000, 2001, 2002, 2003 and

2004, respectively.

I n1998, Aon entered into a committed bank credit facility under

which certain European subsidiaries can borrow up to EUR 400

million. At December 31,1999, Aon had borrowed EUR 347 mil-

lion ( $ 351million) under this facility, of which $59 million is clas-

sified as short - t e rm borrowings and $292 million is classified as

notes payable in the consolidated statements of financial posi-

tion. Aon has $1.1billion of other unused committed bank cre d i t

facilities at December 31,1999 to support its commercial paper

b o rrowings which were $844 million at December 31,19 9 9 .

I n f o rmation related to notes payable (excluding the debt 

guarantee of ESOP) and short - t e rm borrowings is as follows:

Years ended December 31 19 9 9 19 9 8 19 9 7

I n t e rest paid (millions) $ 105 $ 87 $ 70

Weighted-average interest rates—

s h o rt - t e rm borro w i n g s 5 . 4 % 5 . 5 % 5 . 6 %

Debt Guarantee of ESOP
A o n ’s ESOP entered into loan agreements to purchase Aon

common stock. The loans were unconditionally guaranteed

by Aon and there f o re the unpaid balance of the loans was clas-

sified as notes payable in the accompanying consolidated state-

ments of financial position. An equivalent amount, re p re s e n t i n g

d e f e rred compensation, was re c o rded as a deduction fro m



stockholders’ equity. The ESOP paid $18 million in 1999 and

1998 and $16 million in19 97, in loan principal and interest fro m

contributions made by Aon to the ESOP, as well as dividend

p roceeds of common stock held by the ESOP. The loans had

an interest rate of 8.35% and matured in 1999. The re m a i n-

ing 1,101,000 shares were released for allocation in 1999.

The following table details the shares held by the ESOP at

December 31, 1998:

( t h o u s a n d s )

A l l o c a t e d 4 , 8 6 0

Committed to be re l e a s e d 1 , 1 0 1

To t a l 5 , 9 6 1

Lease Commitments
Aon has noncancelable operating leases for certain office space,

equipment and automobiles. Future minimum rental payments
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required under operating leases that have initial or remaining

noncancelable lease terms in excess of one year at December 31,

1999 are:

( m i l l i o n s )

2 0 0 0 $ 2 2 4

2 0 0 1 1 9 7

2 0 0 2 1 7 6

2 0 0 3 1 5 4

2 0 0 4 1 3 3

Later years 7 2 7

Total minimum payments re q u i re d $ 1,611

Rental expenses for all operating leases for the years ended

December 31, 19 9 9 , 1998 and 19 97, amounted to $198 mil-

lion, $202 million and $177 million, respectively.

7 Income Ta x

Aon and its principal domestic subsidiaries are included in a con-

solidated life-nonlife federal income tax re t u rn. Aon’s foreign sub-

sidiaries file various income tax re t u rns in their foreign jurisdictions.

Income before income taxes and the provision for income taxes

consist of the following:

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

Income before income taxes:

U . S . $ 444 $ 528 $ 353

F o re i g n 1 9 1 4 0 3 1 8 9

To t a l $ 635 $ 931 $ 542

P rovision for income taxes:

C u rre n t :

F e d e r a l $ 201 $ 184 $ 2 1

F o re i g n 6 0 5 3 3 5

S t a t e 2 0 2 3 1 8

Total curre n t $ 281 $ 260 $ 7 4

D e f e rred (cre d i t ) :

F e d e r a l $ ( 4 2 ) $ 2 $ 100

F o re i g n 7 8 7 2 4

S t a t e ( 3 ) — 5

Total deferre d ( 3 8 ) 8 9 1 2 9

P rovision for income tax $ 243 $ 349 $ 203

D u r i n g 19 9 9 , 1998 and 19 97, Aon’s consolidated statements

of income reflect a tax benefit of $26 million, $25 million and

$24 million, respectively, on the capital securities.

A reconciliation of the income tax provisions based on the U.S.

s t a t u t o ry corporate tax rate to the provisions reflected in the

consolidated financial statements is as follows:

Years ended December 31 19 9 9 19 9 8 19 9 7

S t a t u t o ry tax rate 3 5 . 0 % 3 5 . 0 % 3 5 . 0 %

Tax-exempt investment income ( 1 . 2 ) ( 1 . 8 ) ( 3 . 1 )

A m o rtization of intangible assets 

relating to acquired businesses 2 . 8 1 . 9 3 . 3

State income taxes 1 . 7 1 . 6 2 . 8

O t h er—n e t — 0 . 8 ( 0 . 5 )

E ffective tax rate 3 8 . 3 % 3 7 . 5 % 3 7 . 5 %



Significant components of Aon’s deferred tax assets and 

liabilities are as follows:

( m i l l i o n s ) As of December 31 19 9 9 19 9 8

D e f e rred tax assets:

Net operating loss and tax credit carry f o rw a rd s $  3 6 $ 8 2

C e rtain purchase accounting and special charg e s 5 8 9 3

U n realized investment losses 6 7 —

Employee benefit plans 6 4 5 7

U n realized foreign exchange losses 9 7 6 2

O t h e r 1 5 6 9 2

Total $  478 $ 3 8 6

D e f e rred tax liabilities:

Policy acquisition costs $ ( 5 3 ) $ ( 4 1 )

U n realized investment gains — ( 4 2 )

O t h e r ( 1 2 7 ) ( 3 8 )

Total ( 1 8 0 ) ( 1 2 1 )

Valuation allowance ( 2 8 ) ( 5 1 )

Net deferred tax assets $  270 $ 2 1 4

T h e re are limitations on the utilization of net operating loss

and tax credit carry f o rw a rds after a change of control, conse-

q u e n t l y, there will be annual limitations on the realization of

these tax assets. Accord i n g l y, in connection with the purc h a s e

of A&A, a $56 million valuation allowance was established in
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19 97. The valuation allowance changed to $51million in19 9 8

and $28 million in1999 corresponding to reductions in re l a t e d

d e f e rred tax assets, with no effect on income. Subsequently,

recognized tax benefits for these items would reduce excess

of cost over net assets purchased. Although future earn i n g s

cannot be predicted with cert a i n t y, management curre n t l y

believes that realization of the net deferred tax asset after con-

sideration of the valuation allowance is more likely than not.

Prior to 1984, the life insurance companies were re q u i red to

accumulate certain untaxed amounts in a memorandum “pol-

icyholders’ surplus account.” Under the Tax Reform Act of19 8 4 ,

the “policyholders’ surplus account” balances were “capped”

at December 31, 1983 and the balances will be taxed only to

the extent distributed to stockholders or when they exceed

c e rtain prescribed limits. As of December 31, 1999, the com-

bined “policyholders’ surplus account” of Aon’s life insurance

subsidiaries approximates $363 million. Aon’s life insurance

subsidiaries do not intend to make any taxable distributions or

exceed the prescribed limits in the foreseeable future; there-

f o re, no income tax provision has been made. However, if such

taxes were assessed, the amount of taxes payable would be

approximately $127 million.

The amount of income taxes paid in19 9 9 ,1998 and1997 was

$324 million, $249 million and $137 million, respectively.

8 Reinsurance and Claim Reserv e s

A o n ’s insurance subsidiaries are involved in both the cession and

assumption of reinsurance with other companies. Aon’s rein-

surance consists primarily of short-duration contracts that are

e n t e red into with numerous automobile dealerships and insur-

ers. Aon’s insurance subsidiaries remain liable to the extent that

the reinsuring companies are unable to meet their obligations.

A summary of reinsurance activity is as follows:

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

Ceded premiums earn e d $ 624 $ 580 $ 609

Ceded premiums written 5 1 0 5 2 8 7 1 3

Assumed premiums earn e d 1 7 8 1 4 9 2 9 8

Assumed premiums written 1 1 6 1 3 3 2 8 4

Ceded benefits to policyholders 3 7 7 3 2 5 2 8 6

Activity in the liability for policy contract claims is summa-

rized as follows:

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

Liabilities at beginning of year $ 483 $  520 $  535

I n c u rred losses:

C u rrent year 8 9 0 8 0 7 8 1 4

Prior years ( 3 9 ) ( 1 9 ) ( 5 0 )

To t a l 8 5 1 7 8 8 7 6 4

Payment of claims:

C u rrent year ( 6 1 8 ) ( 5 3 9 ) ( 5 3 8 )

Prior years ( 2 6 8 ) ( 2 8 6 ) ( 2 4 1 )

To t a l ( 8 8 6 ) ( 8 2 5 ) ( 7 7 9 )

Liabilities at end of year 

(net of reinsurance recoverables: 

19 99–$316 , 19 98–$ 2 9 6 , 19 9 7–$ 2 8 9 ) $ 448 $  483 $  520
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9 Redeemable Pre f e rred Stock, Capital Securities and Stockholders’ Equity

Redeemable Pre f e rred Stock
At December 31, 19 9 9 , 1,000,000 shares of redeemable pre-

f e rred stock are outstanding. Dividends are cumulative at 

an annual rate of $2.55 per share. The shares of re d e e m a b l e

p re f e rred stock will be redeemable at the option of Aon or the

holders, in whole or in part, at $50.00 per share beginning one

year after the occurrence of certain future events.

Capital Securities
In January 19 97, Aon created Aon Capital A, a wholly-

o w n e ds t a t u t o ry business trust, for the purpose of issuing

mandatorily redeemable pre f e rred capital securities (Capital

Securities). The sole asset of Aon Capital A is an $824 million

a g g regate principal amount of Aon’s 8.205% Junior Subord i-

nated Deferrable Interest Debentures due January 1, 2027.

The back-up guarantees, in the aggregate, provide a full and

unconditional guarantee of the Tru s t ’s obligations under the

Capital Securities.

Aon Capital A issued $800 million of 8.205% capital securi-

ties in January 19 97. The proceeds from the issuance of the

Capital Securities were used to finance a portion of the A&A

acquisition. The Capital Securities are subject to mandatory

redemption on January 1, 2027 or are redeemable in whole,

but not in part, at the option of Aon upon the occurrence 

of certain events. Interest is payable semi-annually on the 

Capital Securities. The Capital Securities are categorized in the

consolidated statements of financial position as “C o m p a n y -

Obligated Mandatorily Redeemable Pre f e rred Capital Securities

of Subsidiary Trust Holding Solely the Company’s Junior

Subordinated Debentures.” The after-tax interest incurred on

the Capital Securities is re p o rted as minority interest in the 

consolidated statements of income.

8% Cumulative Perpetual Pre f e rred Stock
At December 31, 1996, 5,446,000 shares of 8% cumulative

perpetual pre f e rred stock were outstanding. Dividends were

cumulative at the annual rate of $2.00 per share. In November

19 97, Aon purchased and re t i red all of the remaining out-

standing shares at a total cost of $136 million.

Common Stock
Aon re p u rchased 2,774,000, 1,043,000 and 303,000 share s

i n19 9 9 , 1998 and19 97, re s p e c t i v e l y, of its common stock, pri-

marily to provide shares for stock compensation plans and the

conversion of pre f e rred stock. In addition, Aon issued1.5 mil-

lion new shares of common stock in 1999 for employee 

benefit plans and for acquisitions.

D i v i d e n d s
A summary of dividends incurred is as follows:

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

Redeemable pre f e rred stock $ 3 $ 3 $ 3

8% cumulative perpetual pre f e rred stock — — 9

Common stock 2 0 7 1 9 1 1 6 8

Total dividends incurre d $ 210 $ 194 $ 180

S t a t u t o ry Capital and Surplus
G e n e r a l l y, the capital and surplus of Aon’s insurance subsidiaries

available for transfer to the parent company are limited to the

amounts that the insurance subsidiaries’ statutory capital and

surplus exceed minimum statutory capital re q u i rements; how-

e v e r, payments of the amounts as dividends may be subject to

a p p roval by re g u l a t o ry authorities. See note 7 for possible tax

effects of distributions made out of untaxed earnings.

Net statutory income of the insurance subsidiaries is summa-

rized as follows:

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

Life insurance $ 101 $ 239 $ 265

P ro p e rty casualty 5 7 6 2 6 6

S t a t u t o ry capital and surplus of the insurance subsidiaries is

summarized as follows:

( m i l l i o n s ) As of December 31 19 9 9 19 9 8 19 9 7

Life insurance $ 502 $ 610 $ 724

P ro p e rty casualty 4 1 1 4 4 6 4 3 8
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10 Employee Benefits

Savings and Profit Sharing Plans
Aon subsidiaries maintain contributory savings plans for the

benefit of United States salaried and commissioned employ-

ees. Provisions made for these plans were $37 million in19 9 9

and $22 million in1998 and1997.

Employee Stock Ownership Plan
Aon subsidiaries maintained a leveraged ESOP for the benefit

of the United States salaried and certain commissioned employ-

ees. The final allocation under the leveraged ESOP was for

1998. Contributions to the ESOP amounted to $16 million and

$14 million in 1998 and 19 97, re s p e c t i v e l y. There were no

contributions in1999.

Pension and Other Postre t i rement Benefits
Aon sponsors defined benefit, pension and postre t i re m e n t

health and welfare plans that provide re t i rement, medical and

life insurance benefits. The postre t i rement health care plans

a re contributory, with re t i ree contributions adjusted annually;

the life insurance and pension plans are noncontributory.

U.S. Pension and Other Benefit Plans
The following tables provide a reconciliation of the changes 

in obligations and fair value of assets for the years ended

December 31, 1999 a n d1998 and a statement of the funded 

status as of December 31,1999 and19 9 8 .

Pension Benefits Other Benefits

( m i l l i o n s ) 19 9 9 1 9 9 8 19 9 9 19 9 8

Reconciliation of benefit obligation

Obligation at beginning 

of period $ 756 $ 692 $ 7 0 $ 6 1

S e rvice cost 3 1 3 2 2 1

I n t e rest cost 5 5 5 1 5 5

P a rticipant contributions — — 5 4

Plan amendments — ( 8 ) — —

Actuarial (gain) loss ( 2 ) ( 1 3 ) ( 8 ) 7

A c q u i s i t i o n s — 1 1 — —

Benefit payments ( 4 0 ) ( 3 8 ) ( 1 2 ) ( 8 )

C u rt a i l m e n t s — — 7 —

Special termination benefits 3 2 — — —

Change in interest rate ( 1 0 0 ) 2 9 — —

Obligation at end of period $ 732 $ 756 $ 6 9 $ 7 0

Reconciliation of fair value of plan assets

Fair value at beginning 

of period $ 904 $ 853 $ 8 $ 7

Actual re t u rn on plan assets 6 6 6 0 — 1

A c q u i s i t i o n s — 1 6 — —

Employer contributions 3 1 3 — —

Benefit payments ( 4 0 ) ( 3 8 ) — —

Fair value at end of period $ 933 $ 904 $ 8 $ 8

Funded status

Funded status at 

end of period $ 201 $ 148 $ (61) $ (62)

U n recognized prior- s e rv i c e ( 6 ) ( 6 ) ( 5 ) ( 1 0 )

U n recognized gain ( 1 6 9 ) ( 9 9 ) ( 1 6 ) ( 1 6 )

P repaid (accrued) benefit 

c o s t $ 2 6 $ 4 3 $ (82) $ (88)

Pension plan assets include 2.5 million shares of common 

stock issued by Aon for1999 and1998 on which dividends of

$2 million were received in both years.



In Febru a ry 1999, Aon established a limited time early re t i re-

ment incentive program that provided benefits through the

defined benefit pension plan. The additional cost of termina-

tion benefits applicable for 1999 resulting from the pro g r a m

has been included above.

The following table provides the components of net periodic

benefit cost (credit) for the plans for the years ended Decem-

ber 31,1999, 1998 and1997:

( m i l l i o n s ) Pension Benefits 19 9 9 19 9 8 19 9 7

S e rvice cost $ 3 1 $  32 $  32

I n t e rest cost 5 5 5 1 4 6

Expected re t u rn on plan assets ( 8 9 ) ( 7 1 ) ( 6 2 )

A m o rtization of prior- s e rv i c e ( 1 ) ( 1 ) —

A m o rtization of net gain ( 6 ) — —

Net periodic benefit cost (cre d i t ) $ (10) $  11 $  16

( m i l l i o n s ) Other Benefits 19 9 9 19 9 8 19 9 7

S e rvice cost $ 2 $ 1 $ 2

I n t e rest cost 5 5 4

Expected re t u rn on plan assets — ( 1 ) ( 1 )

A m o rtization of prior- s e rv i c e ( 5 ) ( 5 ) ( 5 )

A m o rtization of net gain ( 1 ) ( 1 ) ( 1 )

Net periodic benefit cost (cre d i t ) $ 1 $ ( 1 ) $ ( 1 )

The weighted-average assumptions for the measurement period

for U.S. benefit obligations are shown in the following table:

Pension Benefits Other Benefits

19 9 9 19 9 8 19 9 9 19 9 8

Discount rate 8 . 0 % 7 . 2 % 8 . 0 % 7 . 2 %

Expected re t u rn on plan assets 1 0 . 0 9 . 0 — —

Rate of compensation incre a s e 4 . 0 5 . 0 4 . 0 5 . 0

Assumptions for Other Postre t i rement Benefits
The employer’s liability for future plan cost increase is limited

in any year to 5% per annum. For measurement purposes in

19 9 9 , 1998 and 19 97, 7.0%, 7.5% and 8.5%, re s p e c t i v e l y,

annual rate of increase in the per capita cost of covered health

care benefits (trend rate) adjusted for actual current year cost

experience was assumed, decreasing gradually to 6% in year

2003 and remaining the same there a f t e r. However, with the

employer funding increase cap limited to 5% per year, net

employer trend rates are effectively limited to 5% per year in

the future.
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Due to the employer funding cap, a 1% change in assumed

h e a l t h c a re cost trend rates has no effect on the service and

i n t e rest cost components of net periodic postre t i rement health-

c a re benefit cost and on the accumulated postre t i rement ben-

efit obligation for the measurement period ended in 1999.

I n t e rnational Pension Plans
The following tables provide a reconciliation of the changes in

obligations and fair value of assets for the years ended

December 31, 1999 and1998 and a statement of the funded

status as of December 31, 1999 and 1998 for material inter-

national plans, which are located in the United Kingdom and

The Netherlands.

I n t e rnational Pension

( m i l l i o n s ) 19 9 9 19 9 8

Reconciliation of benefit obligation

Obligation at beginning of period $ 2,147 $ 1,623

S e rvice cost 7 4 6 1

I n t e rest cost 1 2 7 1 1 3

P a rticipants contributions 6 7

Benefit payments ( 7 7 ) ( 7 3 )

Change in interest rate 2 9 3 7 5

F o reign exchange translation ( 9 6 ) 4 1

Obligation at end of period $ 2,210 $ 2,147

Reconciliation of fair value of plan assets

Fair value at beginning of period $ 1,976 $ 1,752

Actual re t u rn on plan assets 2 4 8 2 1 5

Employer contributions 6 1 3 3

P a rticipants contributions 6 7

Benefit payments ( 7 7 ) ( 7 3 )

F o reign exchange translation ( 9 2 ) 4 2

Fair value at end of period $ 2,122 $ 1,976

Funded status

Funded status at end of period $ ( 8 8 ) $ ( 1 7 1 )

U n recognized prior- s e rv i c e 1 1

U n recognized loss 2 6 0 4 3 0

Additional minimum pension liability ( 6 0 ) ( 1 5 5 )

P repaid benefit cost $ 1 1 3 $ 1 0 5

I n 1999, plans with a projected benefit obligation (PBO) in

excess of the fair value of plan assets had a PBO of $1.4 billion

and plan assets with a fair value of $1.3 billion, and plans with

an accumulated benefit obligation (ABO) in excess of the fair

value of plan assets had an ABO of $480 million and plan assets

with a fair value of $440 million. Also, in 1999, the pre p a i d



benefit cost presented in the foregoing table is comprised of

plans with prepaid assets of $173 million and accrued liabili-

ties of $60 million.

The following table provides the components of net periodic

benefit cost for the international plans for the measure m e n t

period ended in1999, 1998 and1997:

( m i l l i o n s ) 19 9 9 19 9 8 19 9 7

S e rvice cost $ 7 4 $ 6 1 $ 4 9

I n t e rest cost 1 2 7 1 1 3 9 6

Expected re t u rn on plan assets ( 1 9 6 ) ( 1 7 2 ) ( 1 4 1 )

A m o rtization of net loss 8 2 —

Net periodic benefit cost $ 1 3 $ 4 $ 4
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The weighted-average assumptions for the measure m e n t

period for the international pension benefit obligations are

shown in the following table:

19 9 9 19 9 8 19 9 7

Discount rate 6.0– 7.0% 6.0– 7.0% 7.0%

Expected return on plan assets 7.0–10.0 7.0–10.0 7.0–10.0

Rate of compensation increase 4.0– 4.5 4.0– 4.5 4.0– 5.5

11 Stock Compensation Plans

Stock Aw a rd Plan
Under the Aon Stock Aw a rd Plan, Aon could award up to

19,400,000 shares of common stock. At December 31,1999,

a p p roximately 3,900,000 shares remain available for award .

G e n e r a l l y, the award plan re q u i res the employees to complete

t h ree continuous years of service before the award begins to

vest in increments until the completion of a ten-year period of

continuous employment. In general, most awarded shares are

issued as they become vested. With certain limited exceptions,

any break in continuous employment will cause forf e i t u re of

all unvested awards. The compensation cost associated with

each award is deferred and amortized over the period of con-

tinuous employment using the straight-line method.

Aon common stock awards outstanding consist of the following: 

( s h a res in thousands)
Years ended December 31 19 9 9 19 9 8 19 9 7

S h a res outstanding at beginning 

of year 9 , 3 2 1 9 , 6 2 1 7 , 8 1 5

G r a n t e d 2 , 0 5 6 1 , 1 7 9 2 , 8 0 4

Vested and exerc i s e d ( 1 , 1 5 9 ) ( 1 , 2 0 5 ) ( 8 5 5 )

C a n c e l e d ( 3 5 3 ) ( 2 7 4 ) ( 1 4 3 )

S h a res outstanding at end of year 9 , 8 6 5 9 , 3 2 1 9 , 6 2 1

Stock Option Plan
Under the nonqualified Aon Stock Option Plan, options to pur-

chase common stock were granted to certain officers and

employees of Aon and its subsidiaries at100% of market value

on the date of grant. Under the plan, Aon could issue options

to purchase up to 35,000,000 shares. Generally, the option

plan re q u i res employees to complete three continuous years

of service before the options begin to vest in increments until

the completion of a six-year period of continuous employment.

A summary of Aon’s stock option activity and related infor-

mation consists of the following:

Years ended December 31 19 9 9 19 9 8 19 9 7

We i g h t e d - We i g h t e d - We i g h t e d -
Av e r a g e Av e r a g e Av e r a g e
E x e rc i s e E x e rc i s e E x e rc i s e

( s h a res in thousands) S h a re s P r i c e S h a re s P r i c e S h a re s P r i c e

Beginning 

o u t s t a n d i n g 1 0 , 2 9 8 $ 26 9 , 0 7 8 $ 21 7 , 9 1 4 $ 17

G r a n t e d 2 , 4 1 7 4 3 2 , 3 8 1 4 3 2 , 4 6 9 3 2

E x e rc i s e d ( 1 , 0 2 6 ) 1 7 ( 9 8 7 ) 1 5 ( 8 6 9 ) 1 3

C a n c e l e d ( 4 6 6 ) 2 8 ( 1 7 4 ) 2 2 ( 4 3 6 ) 1 9

Ending 

o u t s t a n d i n g 1 1 , 2 2 3 $ 31 1 0 , 2 9 8 $ 26 9 , 0 7 8 $ 21

E x e rcisable at 

end of year 1 , 8 3 3 $ 17 1 , 2 6 2 $ 15 1 , 0 4 4 $ 14

Options available 

for grant 4 , 8 4 3 6 , 7 9 5 9 , 0 0 2



A summary of options outstanding and exercisable is as

follows:

As of December 31, 19 9 9
( s h a res in thousands)

Options Outstanding Options Exerc i s a b l e

We i g h t e d -
Av e r a g e We i g h t e d - We i g h t e d -

Range of R e m a i n i n g Av e r a g e Av e r a g e
E x e rc i s e S h a re s Contractual E x e rc i s e S h a re s E x e rcise 
P r i c e s O u t s t a n d i n g Life (years) P r i c e E x e rc i s a b l e P r i c e

$ 14.17–$ 15.09 1 , 4 2 3 1 . 3 $ 14.93 7 8 0 $ 14.92
1 5 . 2 2 – 2 1 . 7 2 1 , 3 0 3 2 . 0 1 6 . 0 8 6 1 3 1 6 . 2 0
2 2 . 8 9 – 2 2 . 8 9 1 , 6 1 4 3 . 2 2 2 . 8 9 3 8 5 2 2 . 8 9
2 3 . 5 6 – 2 8 . 9 2 2 , 1 3 6 6 . 9 2 8 . 6 2 5 5 2 5 . 6 5
2 9 . 6 3 – 4 2 . 6 7 5 3 0 7 . 9 3 5 . 7 0 — —
4 3 . 3 3 – 4 3 . 3 3 2 , 1 2 0 8 . 2 4 3 . 3 3 — —
4 3 . 4 4 – 4 9 . 2 9 2 , 0 9 7 9 . 2 4 3 . 5 6 — —

$ 14.17–$ 49.29 1 1 , 2 2 3 5 . 8 $ 30.51 1 , 8 3 3 $ 17.34

As of December 31, 19 9 8
( s h a res in thousands)

Options Outstanding Options Exerc i s a b l e

We i g h t e d -
Av e r a g e We i g h t e d - We i g h t e d -

Range of R e m a i n i n g Av e r a g e Av e r a g e
E x e rc i s e S h a re s Contractual E x e rc i s e S h a re s E x e rcise 
P r i c e s O u t s t a n d i n g Life (years) P r i c e E x e rc i s a b l e P r i c e

$ 12.71–$ 14.86 5 7 2 1 . 9 $ 13.91 3 1 5 $ 13.46
1 5 . 0 9 – 1 5 . 0 9 1 , 2 9 2 2 . 2 1 5 . 0 9 4 4 6 1 5 . 0 9
1 5 . 2 2 – 1 5 . 8 9 1 , 3 3 5 3 . 1 1 5 . 8 5 2 9 7 1 5 . 8 1
1 5 . 9 3 – 2 1 . 7 2 4 2 3 1 . 8 1 6 . 5 2 2 0 4 1 6 . 5 6
2 2 . 8 9 – 2 2 . 8 9 1 , 8 4 8 4 . 2 2 2 . 8 9 — —
2 3 . 5 5 – 2 8 . 9 2 2 , 2 2 3 7 . 9 2 8 . 6 3 — —
3 5 . 0 6 – 4 7 . 8 7 2 , 6 0 5 9 . 1 4 1 . 9 9 — —

$ 12.71–$ 47.87 1 0 , 2 9 8 5 . 6 $ 26.31 1 , 2 6 2 $ 15.09

P ro forma Inform a t i o n
Pro forma information regarding net income and net income

per share is re q u i red by FASB Statement No.123, and has been

d e t e rmined as if Aon had accounted for employee stock options

and stock awards under the fair value method.

The pro forma net income and net income per share inform a-

tion is as follows: 

Years ended December 31 19 9 9 19 9 8 19 9 7

Net income (millions):

As re p o rt e d $ 352 $ 541 $ 299

P ro form a 3 4 1 5 3 0 292 

Net income per share :

D i l u t i v e

As re p o rt e d 1 . 3 3 2 . 0 7 1 . 1 2

P ro form a 1 . 2 9 2 . 0 3 1 . 0 9

Basic 

As re p o rt e d 1 . 3 5 2 . 1 1 1 . 1 4

P ro form a 1 . 3 1 2 . 0 7 1 . 1 1
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The fair value per share of options and awards granted is esti-

mated as $10.87 and $35.02 in 1999, $11.01 and $37.39 in

1998, and $5.98 and $27.73 in19 97, re s p e c t i v e l y, on the grant

date using the Black-Scholes option pricing model with the

following weighted-average assumptions:

19 9 9 19 9 8 19 9 7

Dividend yield 2 . 0 % 2 . 0 % 2 . 5 %

Expected volatility 2 1 % 2 0 % 2 0 %

R i s k - f ree interest rate 6 % 6 % 6 %

Expected term life (in years):

Stock options 0 . 8 7 1 . 3 5 1 . 3 5

Stock award s 0 0 0

The compensation cost as generated by the Black-Scholes

model, may not be indicative of the future benefit, if any, that

may be received by the option holder.

The pro forma information reflected above may not be 

re p resentative of the amounts to be expected in future years

as the fair value method of accounting contained in FA S B

Statement No. 123 has not been applied to options granted

prior to January1995.

Employee Stock Purchase Plans
E ffective July 1, 1998, Aon adopted an employee stock 

p u rchase plan, which provides for the purchase of a maximum

of 7,500,000 shares of Aon’s common stock by eligible U.S.

employees. Under the plan, shares of Aon’s common stock may

be purchased at six-month intervals at 85% of the lower of the

fair market value of the common stock on the first or the last

day of each six-month period. No shares were issued under the

plan in 1998. In 1999, 333,000 shares were purchased by

employees under the plan. Approximately 320,000 shares were

purchased by employees under the plan in January 2000.

I n1999, Aon adopted an employee stock purchase plan which

p rovides for the purchase of approximately 720,000 shares of

A o n ’s common stock by eligible U.K. employees that is similar

to the U.S. plan described above. No shares were issued under

the plan in1999.
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12 Financial Instruments 

Financial Risk Management
Aon is exposed to market risk from changes in foreign curre n c y

exchange rates, interest rates and securities prices. To manage

the volatility related to these exposures, Aon enters into various

derivative transactions that have the effect of reducing these

risks by creating offsetting market exposures. If Aon did not use

derivative contracts, its exposure and market risk would be higher. 

Derivative transactions are governed by a uniform set of poli-

cies and pro c e d u res covering areas such as authorization, coun-

t e r p a rty exposure and hedging practices. Positions are monitore d

using techniques such as market value and sensitivity analyses.

In addition to creating market risks that offset the underlying

business exposures, certain derivatives also give rise to cre d i t

risks due to possible non-perf o rmance by counterparties. The

c redit risk is generally limited to the fair value of those con-

t r a c t s that are favorable to Aon. Aon has limited its credit risk

by restricting investments in derivative contracts to a diverse

g roup of highly rated major financial institutions and by 

using exchange-traded instruments. Aon closely monitors the 

c re d i t - w o rthiness of and exposure to its counterparties and

considers its credit risk to be minimal. At December 31, 19 9 9

a n d 1998, Aon placed securities in escrow amounting to 

$4 million and $8 million, re s p e c t i v e l y, relating to these 

derivative contracts.

F o reign Exchange Risk Management
C e rtain of Aon’s foreign brokerage subsidiaries, primarily in

the United Kingdom, receive revenues in currencies that dif-

fer from the currency in which their operating expenses are

denominated. To reduce the variability of cash flows from these

operations, foreign exchange forw a rd contracts and options

a re used having settlement dates that are primarily less than

one year. Related gains or losses on these contracts are re f l e c t e d

as an adjustment to income when the currencies are exchanged

to settle expense commitments. Forw a rd contracts entere d

into require no up-front premium and settle at the expiration

of the related contract.

Prior to July1999, Aon managed a group of foreign exchange

and interest rate risks that considered the correlation among

t h i rteen currency rates and two short - t e rm interest rates. Aon

used foreign currency listed futures and options on futures, as

well as over-the-counter options, and forw a rd contracts to man-

age the effects of foreign currency fluctuations on the trans-

lation of the financial statements of Aon’s foreign operations.

G e n e r a l l y, related gains and losses on these contracts were

reflected as an adjustment to income when settled. For con-

tracts designated as hedges of a net investment in foreign sub-

s i d i a ry, realized and unrealized gains were re c o rded directly to

stockholders’ equity as a component of net unrealized fore i g n

exchange gains and losses. 

I n t e rest Rate Risk Management
Aon uses interest rate derivative contracts to manage the inter-

est rate risk associated with assets and liabilities underlying its

insurance underwriting and insurance brokerage businesses.

I n t e rest rate derivatives are also utilized to manage the com-

p a n y ’s funding and other corporate risks in the U.S. and in Europe. 

I n t e rest rate swap agreements are being used to manage asset

and liability durations. Prior to1999, exchange-traded Euro d o l l a r

f u t u res, used in conjunction with basis rate swaps, were used

to manage asset liability durations related to various other cre d-

iting arrangements emanating from other insurance under-

writing businesses. As of December 31,1999 and1998, these

swap agreements had the net effect of shortening asset dura-

tions. Variable rates received on interest rate and basis rate

swap agreements correlate with crediting rates paid on out-

standing liabilities. The net effect of swap payments is settled

periodically and re p o rted in income. There is no settlement of

underlying notional amounts.

Aon also enters into interest rate swap and floor agreements

and purchases exchange-traded futures and options to limit its

e x p o s u re to d e c reasing short - t e rm interest rates, primarily re l a t-

ing to brokerage fiduciary funds in the U.S., U.K. and Euro p e .

Aon also enters into interest rate swap agreements, sells

exchange-traded i n t e rest rate futures and purchases intere s t

rate caps to limit its interest rate exposure to financing short-

term receivables and to manage corporate funding risks. The

net effect of swap payments is settled periodically and re p o rt e d

in income. There is no settlement of underlying notional

amounts. Exchange-traded futures are valued and settled daily,

with amounts reported in income when the contract expires.

The commission paid for these futures contracts re p re s e n t s

the cost basis of the position, until it expires or is closed. The

p remium that Aon pays for interest rate caps re p resents the

cost basis of the position until it expires or is closed.



Security Price Risk Management
Exchange-traded treasury and equity futures and options are

used primarily as a hedge against the value of Aon’s available

for sale fixed-maturity and equity investments. Aon also uses

exchange traded equity futures and options to protect the value

of its pension equity investments. Aon sells futures, purc h a s e s

put options and writes call options. Exchange-traded future s

and options are valued and settled daily. The premium that

Aon pays for purchased options and receives for written options

re p resents the cost basis of the option until it expires or is closed.

In most cases, derivatives hedging the invested asset port f o l i o

a re hedging groups of invested assets. The sale, maturity or

extinguishment of a hedged invested asset within a gro u p

would not affect the accounting method for the derivative.

The accounting for a hedge would differ from the company’s

regular accounting practices if the hedge ceases to meet the

criteria for hedge accounting.

Realized gains and losses on derivatives that qualify as hedges

a re deferred and re p o rted as an adjustment of the cost basis

of the hedged item. Deferred gains and losses are amort i z e d

into income over the remaining life of the hedged item.

Outstanding derivatives that are hedges of items carried at fair

value are reflected in the financial statements at fair value with

changes in the derivative fair value re p o rted as unrealized gains

and losses directly in stockholders’ equity.

The following criteria must be met in order for a derivative to

qualify for hedge accounting. The derivative must be desig-

nated as a hedge at inception and be consistent with Aon’s

policy for risk management. The hedged group of invested

assets must have a reliably measurable fair value and changes

in fair value must have the potential to affect future earnings. 

Aon perf o rms frequent analyses to measure the degree of cor-

relation associated with its derivative programs. Aon assesses

the adequacy of the correlation analyses results in determ i n i n g

whether the derivatives qualify for hedge accounting. Changes

in the fair value of the derivative must be expected to sub-

stantially offset changes in the fair value of the designated risk

being hedged. If the criteria for hedge accounting are not met,

the resulting gain or loss from the hedge would be re a l i z e d

through the statement of operations in the current period.
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Notional and Other Data
The following are the notional amounts of Aon’s outstanding

derivatives grouped by the types of risks being managed re f l e c t-

ing various periods of exposure:

( m i l l i o n s ) As of December 31 19 9 9 19 9 8

F o reign currency management

F o rw a rd s $ 6 5 $ 1 9 5

F u t u re s — 6 9

Call options 1 6 5 3 5

I n t e rest rate and asset/liability duration 

m a n a g e m e n t

E u rodollar future s 4 , 4 5 5 1 , 7 3 0

E u rosterling options 2 9 7 —

E u rosterling future s 3 2 9 9 0 0

Tre a s u ry future s 5 5 1 5

Tre a s u ry call options 4 9 3 0

Tre a s u ry put options 3 5 1 0

I n t e rest rate swaps—pay fixed 6 6 0 1 , 1 9 2

I n t e rest rate swaps—receive fixed — 1 7 2

Basis rate swaps—pay and receive variable 3 9 7 1 8 4

Aon amortized into income $6 million in 19 9 9 , $1 million in

1998 and $3 million in 1997 of net deferred gains relating to

derivatives. Separately deferred hedging gains or losses for

derivative financial instruments accounted for as hedges of

anticipated transactions were $0 at December 31, 1999 and

$5 million of gains at December 31,1998.

The interest rates on Aon’s outstanding swaps at December 31

are presented below:

R e c e i v e P a y P a y R e c e i v e
F i x e d Va r i a b l e F i x e d Va r i a b l e

19 9 9 — 5 . 7 - 5 . 9 % 5 . 3 - 6 . 6 % 5.1- 6 . 0 %

19 9 8 4 . 0 - 8.1% 3 . 2 - 8 . 8 % 4 . 8 - 9 . 7 % 4 . 3 - 5 . 7 %

As of December 31,1999, swaps have maturities ranging fro m

J a n u a ry 2000 to July 2004. Aon receives variable rates based

on the one-month commercial paper rate.



Other Financial Instru m e n t s
Aon has certain investment commitments to provide capital

and fixed-rate loans, as well as certain forw a rd contract pur-

chase commitments. The investment commitments, which

would be collateralized by related pro p e rties of the underlying

investments, involve varying elements of credit and market risk.

Investment commitments outstanding at December 31,1999

and 1998 totaled $312 million and $283 million, respectively.

Subsidiaries of Aon have entered into agreements with finan-

cial institutions, whereby the subsidiaries sold certain re c e i v a b l e s ,

with limited recourse. Agreements provide for sales of re c e i v-

ables on a continuing basis through December 2002. As of

December 31,1999 and1998, the maximum commitment con-

tained in these agreements was $3.6 billion and $2.8 billion,

respectively. Aon’s maximum credit risk under recourse provi-

sions of these agreements was approximately $260 million and

$202 million at December 31,1999 and1998, respectively. In

1999, a subsidiary of Aon sold $10 million of credit pro t e c t i o n

in the form of a credit default swap and purchased similar cre d i t

protection, also in the form of a credit default swap, to offset

its risk in the transaction.

An Aon subsidiary issues fixed- and floating-rate Guaranteed

Investment Contracts (GICS) and floating-rate funding agre e-

ments and invests the proceeds primarily in the U.S. fixed

income markets. The assets backing the GICS are subject to

varying elements of credit and market risk.

Fair Value of Financial Instru m e n t s
Accounting standards require the disclosure of fair values for

c e rtain financial instruments. The fair value disclosures are not
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intended to encompass the majority of policy liabilities, various

other non-financial instruments or other intangible assets re l a t e d

to Aon’s business. Accord i n g l y, care should be exercised in deriv-

ing conclusions about Aon’s business or financial condition

based on the fair value disclosures. The carrying value and fair

value of certain of Aon’s financial instruments are as follows:

As of December 31 19 9 9 19 9 8

C a rry i n g F a i r C a rry i n g F a i r
( m i l l i o n s ) Va l u e Va l u e Va l u e Va l u e

A s s e t s :

Fixed maturities and 

equity securities $ 3,071 $ 3,071 $ 3,871 $ 3,871

Other investments 7 4 0 7 3 9 3 4 9 3 4 8

Cash, receivables 

and short - t e rm 

i n v e s t m e n t s 1 0 , 5 4 5 1 0 , 5 4 5 9 , 5 5 0 9 , 5 5 0

D e r i v a t i v e s * — 3 — ( 2 )

L i a b i l i t i e s :

Investment type 

insurance contracts 1 , 2 0 7 1 , 1 4 7 1 , 2 6 1 1 , 3 1 0

S h o rt - t e rm borrowings, 

p remium payables 

and general expenses 1 0 , 2 7 7 1 0 , 2 7 7 8 , 8 9 7 8 , 8 9 7

Notes payable 1 , 0 1 1 1 , 0 0 1 9 2 3 9 3 2

Capital securities 8 0 0 7 9 2 8 0 0 9 1 6

*These exclude derivatives with a carrying value of $1 million and $(2) mil-

lion and a fair value of $(1) million and $(2) million that are included in other

asset categories at December 31, 1999 and 1998, re s p e c t i v e l y.

13 C o n t i n g e n c i e s

Aon and its subsidiaries are subject to numerous claims, tax

assessments and lawsuits that arise in the ord i n a ry course of

business. The damages that may be claimed are substantial,

including in many instances claims for punitive or extraord i-

n a ry damages. Accruals for these items have been provided to

the extent that losses are deemed probable and are estimable.

I n 1998, the Internal Revenue Service (IRS) proposed adjust-

ments to the tax of certain Aon subsidiaries for the period of

1990 thro u g h 1993. Most of these adjustments should be

resolved through factual substantiation of certain accounting

matters. However, the IRS has contended that re t ro - r a t e d

extended warranty contracts do not constitute insurance for

tax purposes. Accord i n g l y, the IRS has proposed a deferral of

deductions for obligations under those contracts. The eff e c t

of such deferral would be to increase the current tax obliga-

tions of certain Aon subsidiaries by approximately $74 million,

$3 million, $5 million and $12 million (plus interest) in years

19 9 0 ,1991,1992 and1993, re s p e c t i v e l y. Aon believes that the

I R S ’s position is without merit and inconsistent with numero u s

p revious IRS private letter rulings. Aon has commenced an

administrative appeal and intends to contest vigorously such

treatment. Aon believes that if the contracts are deemed not

to be insurance for tax purposes, they would be re c h a r a c t e r-

ized in such a way that the increased taxes for the years in

question would be far less than the proposed assessments.



In the second quarter of1999, Allianz Life Insurance Company

of North America, Inc. (“Allianz”) filed an amended complaint

in Minnesota adding a brokerage subsidiary of Aon as a defen-

dant in an action which Allianz brought against three insur-

ance carriers re i n s u red by Allianz. These three carriers pro v i d e d

c e rtain types of workers’ compensation reinsurance to a pool

of insurers and to certain facilities managed by Unicover

Managers, Inc. (“Unicover”), a New Jersey corporation not

a ffiliated with Aon. Allianz alleges that the Aon subsidiary 

acted as an agent of the three carriers when placing re i n s u r a n c e

coverage on their behalf. Allianz claims that the reinsurance 

it issued should be rescinded or that it should be awarded 

damages, based on alleged fraudulent, negligent and innocent

m i s re p resentations by the carriers, through their agents, includ-

ing the Aon subsidiary defendant. Aon believes that the Aon

s u b s i d i a ry has meritorious defenses and the Aon subsidiary

intends to vigorously defend this claim.

Except for an action filed to compel Aon to produce documents

to which Aon is responding, the Allianz lawsuit is the only law-

suit or arbitration relating to Unicover in which any Aon re l a t e d

entity is a part y. However, in fourth quart e r 1999 Aon re c o g-

nized a pretax charge for $72 million in general expenses in its

insurance brokerage and other services segment relating to

Unicover and other litigation matters. Of this charge, $27 

million is for a January 2000 settlement of certain Unicover

related business re i n s u red by Reliance Group Holdings, Inc.

The remaining Unicover issues are complex and, there f o re, the

timing of resolution cannot be determined at this time.

C e rtain U.K. subsidiaries of Aon have been re q u i red by their

re g u l a t o ry body, the Personal Investment Authority (PIA), to
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review advice given by those subsidiaries to individuals who

bought pension plans during the period from April 1988 to

J u n e 1994. These reviews have resulted in a re q u i rement to

pay compensation to clients based on guidelines issued by the

PIA. In1999, Aon charged general expenses for $121m i llion in

the consulting segment to provide for these payments. As of

December 31, 1999, Aon has $107 million remaining in gen-

eral expense liabilities for these payments which are expected

to be disbursed over the next few years. Aon’s ultimate expo-

s u re from the private pension plan re v i e w, as presently cal-

culated, is subject to a number of variable factors including,

among others, equity markets, the rate of response to the pen-

sion review mailings, the interest rate established quarterly by

the PIA for calculating compensation and the precise scope,

duration and methodology of the re v i e w, including whether

recent re g u l a t o ry guidance will have to be applied to pre v i-

ously settled claims.

Although the ultimate outcome of all matters re f e rred to above

cannot be ascertained and liabilities in indeterminate amounts

may be imposed on Aon or its subsidiaries, on the basis of pre s-

ent information, availability of insurance coverages and advice

received from counsel, it is the opinion of management that

the disposition or ultimate determination of such claims will

not have a material adverse effect on the consolidated finan-

cial position of Aon beyond amounts provided. However, it is

possible that future results of operations or cash flows for any

p a rticular quarterly or annual period could be materially aff e c t e d

by an unfavorable resolution of these matters.
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14 Segment Inform a t i o n

Aon classifies its business into three major segments based 

on the type of service or product, and a fourth nonoperating

s e gment. The Insurance Brokerage and Other Services segment

is comprised of retail and reinsurance b rokerage operations,

which include specialty and wholesale activity. The Consulting

segment is Aon’s employee benefit and human re s o u rce con-

sulting organization. The Insurance Underwriting segment is

comprised of direct sales life, accident and health, extended

w a rr a n t y, specialty and other insurance products. The Corporate

and Other segment revenues consist primarily of investment

income on capital.

Amounts re p o rted in the tables for the four segments, when

a g g regated, total to the amounts in the accompanying con-

solidated financial statements. Revenues are attributed to geo-

graphic areas based on the location of the re s o u rces pro d u c i n g

the revenues. Intercompany revenues and expenses are elim-

inated in computing consolidated revenues and income before

income tax. There are no material inter-segment amounts to

be eliminated. Long-lived assets and related depreciation and

amortization are not material.

Selected information about Aon’s operating and geographic

areas of operation follows:

Consolidated Revenue by Geographic Area

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

United States $ 4,131 $ 3,736 $ 3,413

United Kingdom 1 , 3 5 2 1 , 2 4 4 1 , 1 5 8

Continent of Euro p e 8 4 1 7 9 0 4 3 9

Rest of Wo r l d 7 4 6 7 2 3 7 4 1

To t a l $ 7,070 $ 6,493 $ 5,751

Investment Income by Segment

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

Insurance brokerage and other 

s e rvices (primarily short - t e rm 

i n v e s t m e n t s ) $ 1 5 9 $ 1 9 4 $ 1 6 3

C o n s u l t i n g 3 6 6

Insurance underwriting 

(primarily fixed maturities) 2 5 1 2 4 0 2 1 4

Corporate and other 1 6 4 1 5 0 1 1 7

To t a l $ 5 7 7 $ 5 9 0 $ 5 0 0

Insurance Brokerage and Other Serv i c e s

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

Revenue by geographic are a :

United States $ 2,146 $ 1,884 $ 1,670

United Kingdom 8 3 0 7 9 8 7 3 3

Continent of Euro p e 6 8 0 6 2 6 3 1 7

Rest of Wo r l d 4 8 8 4 7 4 5 0 1

Revenue by pro d u c t :

R e t a i l $ 2,831 $ 2,761 $ 2,327

Reinsurance and wholesale 1 , 3 1 3 1 , 0 2 1 8 9 4

To t a l 4 , 1 4 4 3 , 7 8 2 3 , 2 2 1

Operating expenses 3 , 4 2 2 3 , 0 8 6 2 , 7 4 9

A m o rtization of intangibles 3 8 3 3 3 6

Total expenses 3 , 4 6 0 3 , 1 1 9 2 , 7 8 5

Income before income tax excluding 

special charg e s 6 8 4 6 6 3 4 3 6

Special charg e s 1 9 1 — 1 3 2

Income before income tax $ 4 9 3 $ 6 6 3 $ 3 0 4

Identifiable assets at December 31 $ 9,467 $ 9,006 $ 8,382

C o n s u l t i n g

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

Revenue by geographic are a :

United States $ 405 $ 387 $ 358

United Kingdom 1 4 7 1 3 4 1 3 1

Continent of Euro p e 4 4 3 6 1 8

Rest of Wo r l d 6 0 5 8 4 6

To t a l 6 5 6 6 1 5 5 5 3

Operating expenses 5 7 3 5 4 4 4 9 1

A m o rtization of intangibles 3 3 4

Total expenses 5 7 6 5 4 7 4 9 5

Income before income tax excluding 

special charg e s 8 0 6 8 5 8

Special charg e s 1 2 2 — 1 3

Income (loss) before income tax $ ( 4 2 ) $ 6 8 $ 4 5

Identifiable assets at December 31 $ 248 $ 150 $ 141



Insurance Underw r i t i n g

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

Revenue by geographic are a :

United States $ 1,457 $ 1,366 $ 1,308

United Kingdom 3 4 9 2 9 0 2 7 4

Continent of Euro p e 1 1 5 1 1 7 1 0 2

Rest of Wo r l d 1 8 5 1 7 3 1 7 4

Revenue by pro d u c t :

D i rect sales $ 1,098 $ 1,053 $ 1,035

Extended warr a n t y 7 3 0 6 4 3 5 7 4

Specialty and other 2 7 8 2 5 0 2 4 9

To t a l 2 , 1 0 6 1 , 9 4 6 1 , 8 5 8

Benefits to policyholders 9 7 3 8 9 6 8 4 2

Operating expenses 5 9 6 5 5 1 5 3 0

A m o rtization of deferred 

acquisition costs 2 4 7 2 1 6 2 0 8

Total expenses 1 , 8 1 6 1 , 6 6 3 1 , 5 8 0

Income before income tax $ 2 9 0 $ 2 8 3 $ 2 7 8

Identifiable assets at December 31 $ 5,640 $ 5,213 $ 4,936

Corporate and Other

( m i l l i o n s ) Years ended December 31 19 9 9 19 9 8 19 9 7

Total re v e n u e $ 1 6 4 $ 1 5 0 $ 1 1 9

Operating expenses 6 3 6 0 2 6

I n t e rest expense 1 0 5 8 7 7 0

A m o rtization of intangibles 1 0 2 8 6 8 1

Total expenses 2 7 0 2 3 3 1 7 7

Loss before income tax excluding 

special charg e s ( 1 0 6 ) ( 8 3 ) ( 5 8 )

Special charg e s — — 2 7

Loss before income tax $ ( 1 0 6 ) $ ( 8 3 ) $ ( 8 5 )

Identifiable assets at December 31 $ 5,777 $ 5,319 $ 5,232
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R e p o rt of Ernst & Young LLP, 
Independent Auditors

B o a rd of Directors and Stockholders
Aon Corporation

We have audited the accompanying consolidated statements

of financial position of Aon Corporation as of December 31,

1999 and 1998, and the related consolidated statements of

income, stockholders’ equity, and cash flows for each of the

t h ree years in the period ended December 31, 1999. These

financial statements are the responsibility of the Company’s

management. Our responsibility is to express an opinion on

these financial statements based on our audits.

We conducted our audits in accordance with auditing stan-

d a rds generally accepted in the United States. Those standard s

require that we plan and perform the audit to obtain reason-

able assurance about whether the financial statements are fre e

of material misstatement. An audit includes examining, on a

test basis, evidence supporting the amounts and disclosure s

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 opinion, the financial statements re f e rred to above pre-

sent fairly, in all material respects, the consolidated financial posi-

tion of Aon Corporation at December 31, 1999 and 1998, and

the consolidated results of its operations and its cash flows for

each of the three years in the period ended December 31,19 9 9 ,

in conformity with accounting principles generally accepted in

the United States.

Chicago, Illinois

February 8, 2000
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R e p o rts by Independent Auditors and Management

R e p o rt by Management

The management of Aon Corporation is responsible for the

integrity and objectivity of the financial statements and other

financial information in the annual re p o rt. The statements have

been prepared in conformity with accounting principles gen-

erally accepted in the United States. These statements include

i n f o rmed estimates and judgments for those transactions not

yet complete or for which the ultimate effects cannot be meas-

u red pre c i s e l y. Financial information elsewhere in this re p o rt

is consistent with that in the financial statements. The consol-

idated financial statements have been audited by our inde-

pendent auditors. Their role is to render an independent

professional opinion on Aon’s financial statements.

Management maintains a system of internal control designed

to meet its responsibilities for reliable financial statements. The

system is designed to provide reasonable assurance, at appro-

priate costs, that assets are safeguarded and that transactions

a re properly re c o rded and executed in accordance with man-

a g e m e n t ’s authorization. Judgments are re q u i red to assess and

balance the relative costs and expected benefits of those con-

t rols. It is management’s opinion that its system of internal 

c o n t rol as of December 31,1999, was effective in providing re a-

sonable assurance that its financial statements were free of

material misstatement. In addition, management supports and

maintains a professional staff of internal auditors who coord i-

nate audit coverage with the independent auditors and con-

duct an extensive program of financial and operational audits.

The Board of Directors selects an Audit Committee from among

its members. No member of the Audit Committee is an

employee of Aon. The Audit Committee is responsible for re c-

ommending appointment of the independent auditors and

provides oversight relating to the review of financial informa-

tion provided to stockholders and others, the systems of inter-

nal control which management and the board of directors have

established and the audit process. The Audit Committee meets

periodically with management, internal auditors and inde-

pendent auditors to review the work of each and satisfy itself

that those parties are properly discharging their re s p o n s i b i l i-

ties. Both the independent auditors and the internal auditors

have free access to the Audit Committee, without the pre s-

ence of management, to discuss the adequacy of internal con-

trol and to review the quality of financial reporting.



(millions except common stock and per share data) 19 9 9 19 9 8 19 9 7 19 9 6 19 9 5

Income Statement Data

B rokerage commissions and fees $ 4 , 6 3 9 $ 4 , 1 9 7 $ 3 , 6 0 5 $ 1 , 9 1 9 $ 1 , 6 5 1

P remiums and other 1 , 8 5 4 1 , 7 0 6 1 , 6 4 6 1 , 5 7 7 1 , 4 7 3

Investment income 5 7 7 5 9 0 5 0 0 3 9 2 3 4 2

Total re v e n u e 7 , 0 7 0 6 , 4 9 3 5 , 7 5 1 3 , 8 8 8 3 , 4 6 6

Income from continuing operations 

excluding special charg e s $ 5 4 7 $ 5 4 1 $ 4 0 6 $ 3 5 1 $ 3 0 4

Income from continuing operations 3 5 2 5 4 1 2 9 9 2 9 2 3 0 4

Discontinued operations — — — 4 3 9 9

Net income 3 5 2 5 4 1 2 9 9 3 3 5 4 0 3

Dilutive Per Share Data*

Income from continuing operations 

excluding special charg e s $ 2 . 0 7 $ 2 . 0 7 $ 1 . 5 5 $ 1 . 3 3 $ 1 . 1 4

Income from continuing operations 1 . 3 3 2 . 0 7 1 . 1 2 1 . 1 0 1 . 1 4

Discontinued operations — — — 0 . 1 7 0 . 3 9

Net income 1 . 3 3 2 . 0 7 1 . 1 2 1 . 2 7 1 . 5 3

Basic Per Share Data*

Income from continuing operations 1 . 3 5 2 . 1 1 1 . 1 4 1 . 1 1 1 . 1 5

Net income 1 . 3 5 2 . 1 1 1 . 1 4 1 . 2 9 1 . 5 5

Balance Sheet Data

A s s e t s

I n v e s t m e n t s $ 6 , 1 8 4 $ 6 , 4 5 2 $ 5 , 9 2 2 $ 5 , 2 1 3 $ 10,639

B rokerage and consulting re c e i v a b l e s 6 , 2 3 0 5 , 4 2 3 5 , 3 2 0 3 , 5 6 6 2 , 2 6 4

Intangible assets 3 , 8 6 2 3 , 5 0 0 3 , 0 9 4 1 , 5 9 8 1 , 5 9 8

O t h e r 4 , 8 5 6 4 , 3 1 3 4 , 3 5 5 3 , 3 4 6 5 , 2 3 5

Total assets $ 21,132 $ 19,688 $ 18,691 $ 13,723 $ 19,736

Liabilities and Stockholders’ Equity

Insurance premiums payable $ 7 , 6 4 3 $ 6 , 9 4 8 $ 6 , 3 8 0 $ 4 , 1 4 4 $ 2 , 7 2 3

Policy liabilities 4 , 9 8 8 4 , 8 2 3 4 , 4 5 0 4 , 3 6 0 9 , 5 5 6

Notes payable 1 , 0 1 1 9 2 3 6 3 7 5 2 1 5 5 4

General liabilities 3 , 5 8 9 3 , 1 2 7 3 , 5 5 2 1 , 8 1 5 4 , 1 7 9

Total liabilities 1 7 , 2 3 1 1 5 , 8 2 1 1 5 , 0 1 9 1 0 , 8 4 0 1 7 , 0 1 2

Redeemable pre f e rred stock 5 0 5 0 5 0 5 0 5 0

Capital securities 8 0 0 8 0 0 8 0 0 — —

Stockholders’ equity 3 , 0 5 1 3 , 0 1 7 2 , 8 2 2 2 , 8 3 3 2 , 6 7 4

Total liabilities and stockholders’ equity $ 21,132 $ 19,688 $ 18,691 $ 13,723 $ 19,736

Common Stock Data*

Dividends paid per share $ 0 . 8 2 $ 0 . 7 3 $ 0 . 6 8 $ 0 . 6 3 $ 0 . 5 9

Stockholders’ equity per share 1 1 . 9 1 1 1 . 8 3 1 1 . 2 0 1 0 . 8 1 1 0 . 1 2

Price range 4 62⁄3- 2 61⁄1 6 5 03⁄8- 3 23⁄1 6 3 91⁄4- 2 613⁄1 6 2 83⁄4-211⁄1 6 2 29⁄1 6-1315⁄1 6

Market price at year- e n d 4 0 . 0 0 0 3 6 . 9 1 7 3 9 . 0 8 3 2 7 . 5 8 3 2 2 . 1 6 7

Common stockholders 1 3 , 7 5 7 1 2 , 2 9 4 1 2 , 6 9 8 1 3 , 0 3 0 1 3 , 5 2 0

S h a res outstanding (in millions) 2 5 6 . 1 2 5 5 . 0 2 5 2 . 0 2 4 9 . 6 2 4 3 . 6

*Per share and common stock data have been restated to reflect the 1999 thre e - f o r-two stock split.
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(millions except common stock and per share data) 1Q 2 Q 3 Q 4 Q 19 9 9
Income Statement Data

B rokerage commissions and fees $ 1,112 $ 1,143 $ 1,127 $ 1,257 $ 4,639
P remiums and other 4 3 7 4 4 1 4 7 5 5 0 1 1 , 8 5 4
Investment income 1 5 0 1 3 9 1 6 8 1 2 0 5 7 7

Total re v e n u e 1 , 6 9 9 1 , 7 2 3 1 , 7 7 0 1 , 8 7 8 7 , 0 7 0
Net income excluding special charg e s 1 5 2 1 5 1 1 3 8 1 0 6 5 4 7
Net income 5 0 1 5 1 1 3 8 1 3 3 5 2

Dilutive Per Share Data*

Net income excluding special charg e s $ 0 . 5 8 $ 0 . 5 7 $ 0 . 5 2 $ 0 . 4 0 $ 2 . 0 7
Net income 0 . 1 9 0 . 5 7 0 . 5 2 0 . 0 5 1 . 3 3

Basic Net Income Per Share * 0 . 1 9 0 . 5 8 0 . 5 3 0 . 0 5 1 . 3 5
Common Stock Data*

Dividends paid per share $ 0 . 1 9 $ 0 . 2 1 $ 0 . 2 1 $ 0 . 2 1 $ 0 . 8 2
Stockholders’ equity per share 1 1 . 2 7 1 2 . 1 7 1 2 . 3 0 1 1 . 9 1 1 1 . 9 1
Price range 4 51⁄3- 3 211⁄1 6 4 62⁄3- 3 913⁄1 6 4 31⁄8- 2 91⁄1 6 4111⁄1 6- 2 61⁄1 6 4 62⁄3- 2 61⁄1 6

S h a res outstanding (in millions) 2 5 6 . 2 2 5 6 . 2 2 5 6 . 6 2 5 6 . 1 2 5 6 . 1
Average monthly trading volume (in millions) 8 . 7 9 . 1 9 . 6 1 7 . 6 1 1 . 2

(millions except common stock and per share data) 1Q 2 Q 3 Q 4 Q 19 9 8

Income Statement Data

B rokerage commissions and fees $ 9 9 6 $ 1,060 $ 1,023 $ 1,118 $ 4,197

P remiums and other 4 1 7 4 2 3 4 3 1 4 3 5 1 , 7 0 6

Investment income 1 4 8 1 4 0 1 5 3 1 4 9 5 9 0

Total re v e n u e 1 , 5 6 1 1 , 6 2 3 1 , 6 0 7 1 , 7 0 2 6 , 4 9 3

Net income 1 3 8 1 4 0 1 2 4 1 3 9 5 4 1

Dilutive Net Income Per Share * $ 0 . 5 3 $ 0 . 5 4 $ 0 . 4 7 $ 0 . 5 3 $ 2 . 0 7

Basic Net Income Per Share * 0 . 5 5 0 . 5 5 0 . 4 8 0 . 5 4 2 . 1 1

Common Stock Data*

Dividends paid per share $ 0 . 1 7 $ 0 . 1 9 $ 0 . 1 9 $ 0 . 1 9 $ 0 . 7 3

Stockholders’ equity per share 1 1 . 4 0 1 1 . 9 4 1 1 . 7 5 1 1 . 8 3 1 1 . 8 3

Price range 4 42⁄3- 3 61⁄1 2 4 81⁄6- 4 1 5 03⁄8- 3 91⁄4 4 23⁄4- 3 23⁄1 6 5 03⁄8- 3 23⁄1 6

S h a res outstanding (in millions) 2 5 3 . 1 2 5 3 . 4 2 5 5 . 2 2 5 5 . 0 2 5 5 . 0

Average monthly trading volume (in millions) 6 . 6 7 . 7 8 . 6 1 2 . 0 8 . 7

*Per share and common stock data have been restated to reflect the 1999 thre e - f o r-two stock split.
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This annual re p o rt contains certain statements relating to

future results, which are forward-looking statements as that

t e rm is defined in the Private Securities Litigation Reform 

Act of 1995. These forw a rd-looking statements are subject 

to certain risks and uncertainties that could cause actual 

results to differ materially from historical results or those 

anticipated, depending on a variety of factors such as general

economic conditions in diff e rent countries around the world,

fluctuations in global equity and fixed income markets, 

d o w n w a rd commercial pro p e rty and casualty premium 

p re s s u res, the competitive environment and the actual cost

of resolution of contingent liabilities. Further information 

c o n c e rning the company and its business, including factors

that potentially could materially affect the company’s financial

results are contained in the company’s filings with the Securities

and Exchange Commission.
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I n f o rmation Concern i n g
F o rw a rd-Looking Statements

Aon Corporation is a holding company. Its separate subsidiary

corporations conduct operations. References herein to “Aon”

usually relate to such subsidiaries, individually or in the 

a g g regate, but on occasion may relate to Aon Corporation.

Express references to “Aon Corporation” relate to the hold-

ing company. Operating businesses are principally involved in

insurance brokerage, consulting and insurance underw r i t i n g ;

h o w e v e r, re f e rences in this annual re p o rt are not intended to

be a complete or inclusive list of our businesses.

S t ru c t u re of Operating Businesses
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Insurance Underw r i t i n g

Combined Insurance

Company of America

R i c h a rd M. Ravin

C h a i rm a n

John E. Johnston

Vice Chairm a n

Aon Wa rranty Group/ 
Virginia Surety Company, Inc.

David L. Cole

C h a i rm a n

Aon Wa rranty Gro u p , Inc.

R o b e rt F. Shepard

P re s i d e n t

E u ropean Operations
Roger C.J. Powell
P re s i d e n t

Operating Businesses

Aon Gro u p

Patrick G. Ry a n
C h a i rm a n

Michael D. O’Halleran
P re s i d e n t

R i c h a rd A. Riley
Vice Chairm a n

Aon Risk Services 
Wo r l d w i d e
Dirk P.M. Ve r b e e k
C h a i rm a n

Aon Risk Services 
Companies, Inc.
The Americas

A l t e rnative Market
O p e r a t i o n s
Kenneth J. LeStrange
C h a i rm a n

Aon Services Group, Inc.
Michael D. Rice
C h a i rm a n

Aon Re Worldwide, Inc.
Paul R. Davies
C h a i rm a n

Michael W. Cashman, Sr.
Vice Chairm a n

Donald P. Koziol, Jr.
Vice Chairm a n

H. Rocker Channell, Jr.
P re s i d e n t

The Americas
Michael G. Bungert
C h a i rm a n

Aon Group Limited
Dennis L. Mahoney
C h a i rm a n

John L. Kavanaugh
Deputy Chairm a n

Brian T. Stewart - B ro w n
Deputy Chairm a n

Aon Consulting
Worldwide, Inc.
Daniel T. Cox
C h a i rm a n

The Americas
Donald C. Ingram
C h a i rm a n

Aon Capital Markets
Kevin R. Callahan
C h a i rm a n

Joseph E. Morahan
P re s i d e n t

Aon Credit Serv i c e s
G i l b e rt N. Zitin
C h a i rm a n

Aon University
Te resa L. Pahl
Executive Vice Pre s i d e n t
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Patrick G. Ry a n
C h a i rman and 
Chief Executive Off i c e r

Michael D. O’Halleran
P resident and 
Chief Operating Off i c e r

Michael W. Cashman, Sr.
Executive Vice Pre s i d e n t

Daniel T. Cox
Executive Vice Pre s i d e n t

June Dre w ry
Executive Vice President and
Chief Information Off i c e r

H a rvey N. Medvin
Executive Vice Pre s i d e n t
and Chief Financial Off i c e r

Raymond I. Skilling
Executive Vice President 
and Chief Counsel

Michael A. Conway
Senior Vice President and
Senior Investment Off i c e r

R i c h a rd F. Ferru c c i
Senior Vice Pre s i d e n t

Joseph W. Shenton
Senior Vice Pre s i d e n t

G a ry A. Ackland
Vice Pre s i d e n t
I n t e rnal Audit

J e rome I. Baer
Vice Pre s i d e n t
Ta x e s

Kevann M. Cooke
Vice President and
Corporate Secre t a ry

J e ff rey R. Jacobs
Vice Pre s i d e n t
Brand Development

Melody L. Jones
Vice President 
Human Resourc e s

Sean P. O’Neill
Vice Pre s i d e n t
Financial Relations

John A. Reschke
Vice Pre s i d e n t
Compensation and Benefits

James D. White
Vice President and
C o n t ro l l e r

Arlene H. Hard y
Tre a s u re r

Patrick G. Ry a n
C h a i rman and 
Chief Executive Off i c e r

Daniel T. Carro l l
C h a i rman 
The Carroll Group, Inc.

Franklin A. Cole
C h a i rm a n
C roesus Corporation

Edgar D. Jannotta
Senior Dire c t o r
William Blair & Company, L.L.C.

Lester B. Knight
F o rmer Vice Chairman 
and Dire c t o r
C a rdinal Health, Inc.

P e rry J. Lewis
P a rt n e r
M o rgan Lewis Githens & Ahn

A n d rew J. McKenna
C h a i rman and 
Chief Executive Off i c e r
S c h w a rz Paper Company

Newton N. Minow
C o u n s e l
Sidley & Austin

R i c h a rd C. Notebaert
C h a i rman of the Board (re t i re d )
Ameritech Corporation

Michael D. O’Halleran
P resident and 
Chief Operating Off i c e r

Donald S. Perkins
C h a i rman of the Board (re t i re d )
Jewel Companies Inc.

John W. Rogers, Jr.
P re s i d e n t
Ariel Capital Management, Inc.
Ariel Mutual Funds

G e o rge A. Schaefer
C h a i rman of the Board (re t i re d )
Caterpillar Inc.

Raymond I. Skilling
Executive Vice Pre s i d e n t
and Chief Counsel

F red L. Tu rn e r
Senior Chairm a n
M c D o n a l d ’s Corporation

A rnold R. We b e r
P resident Emeritus
N o rt h w e s t e rn University

C a rolyn Y. Wo o
D e a n
College of Business
A d m i n i s t r a t i o n
University of Notre Dame

Corporate Off i c e r s

B o a rd of Dire c t o r s
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123 North Wacker Drive 
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312 701–3000

I n t e rnet: http://www. a o n . c o m

Stock Tr a d i n g

Aon Corporation’s common stock is listed on the 

New York, Chicago and London stock exchanges.

Trading Symbol: AOC

Annual Stockholders’ Meeting

The 2000 Annual Meeting of Stockholders will 

be held on April 18, 2000 at 10:00 a.m. at: 

The Aon Center

The Indiana Room

200 East Randolph Stre e t

Chicago, Illinois 60601

Transfer Agent and Dividend Reinvestment 

S e rvices Administrator

First Chicago Trust Company

A Division of EquiServ e

P.O. Box 2500

Jersey City, New Jersey 07303–2500

Within the U.S. and Canada: 800 446–2617

Outside the U.S. and Canada: 201 324–0498

TDD/TTY for hearing impaired: 201 222–4955

I n t e rnet: http://www. e q u i s e rv e . c o m

Stockholder Inform a t i o n

Copies of the Annual Report, Forms 10-K and 

10-Q, and other Aon information may be obtained

f rom our Internet website, http://www.aon.com, 

or by calling Stockholder Communications at:

Within the U.S. and Canada: 888 858– 9 5 8 7

Outside the U.S. and Canada: 760 704–4 4 2 5
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