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First-Quarter Preview: Expect Stable Results; We Remain 
Cautious, Favor Aon in the Near Term 
 
Highlights 
 
Aon Corporation: 
 
Expect Positive Organic Growth to Continue With Modest Price 
Stabilization, Despite Weaker Exposure Growth. Aon Corporation is 
scheduled to report first quarter 2009 earnings results before the market 
opens on Friday, May 1. We estimate a 19% increase in adjusted EPS from 
continuing operations to $0.84 (excluding nonrecurring gains/losses and 
restructuring expense), compared with consensus of $0.88, with EPS 
growth being driven principally by a higher operating margin within 
insurance brokerage and lower share count due to aggressive share 
repurchase with the use of the proceeds from the sale of Combined 
Insurance to ACE Limited (ACE $46.41) in April 2008. We estimate 3.0% 
organic revenue growth within insurance brokerage (about 85% of 
earnings), which will mark the 15th consecutive quarter of positive organic 
growth—compared with 2% in each of the past several quarters.  
 
Growth more recently has been hampered by competitive pressure on 
commercial property-casualty insurance pricing (roughly two-thirds of 
revenue is commissions) coupled with a weak economy more recently 
limiting exposure growth. While we anticipate exposure growth will remain 
constrained, we expect some stabilization in pricing will mitigate the drag 
from the weaker economy in the first quarter. According to management, 
fourth-quarter pricing was down on average in the low single digits, which 
was an improvement from third-quarter’s midsingle-digit declines. Aon 
management has been more conservative on potential pricing 
improvements compared with the more positive “party line” from the 
underwriters.  
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Our view on pricing tends to align more closely with Aon’s management. We describe the pricing 
environment as still negative in the aggregate currently, although marginally, with better pricing 
dynamics within the property market and particularly property catastrophe reinsurance. The 
improvements in pricing in the first quarter have been pretty well documented and we do not expect 
much new insight from management regarding the pricing environment. That said, we expect 
continued pressure on capital due to weak financial markets and a continued difficult capital markets 
environment to lead to further improvements in commercial property-casualty pricing for the balance of 
2009. Our basic view since mid-September 2008 has been that underlying underwriting margins were 
still too high for the industry to push for price increases aggressively, which we believe has been 
generally accurate. Therefore, we believe the primary catalyst toward an additional push in pricing is 
further deterioration in underlying profitability after more than four consecutive years of price declines. 
2008 will go down as one of the more profitable years in the commercial lines industry over the past 
several decades, given favorable loss reserve development, in our opinion. We expect a moderate 
improvement in organic growth during 2009 at Aon, despite the economic headwinds, given Aon’s 
ability to take share and more stable insurance pricing.  
 
Powerful Restructuring Benefits Expected to Drive Brokerage Operating Margin. We expect the 
adjusted insurance brokerage operating margin to increase roughly 150 basis points to 21.0% in first 
quarter 2009 compared with the year-ago-period—management continues to target a 20%-plus 
margin in this business on an annual basis after achieving an adjusted operating margin of 18.6% in 
2008. We expect margins to move higher despite possible reductions in net investment income and 
foreign exchange and pension expense headwinds due restructuring savings and an improved 
contribution from the Benfield acquisition (this is the first full quarter incorporating the business). In 
2009 overall, we forecast expense savings of about $175 million from the 2007 restructuring plan (2.8 
percentage points of revenue) and $40 million of savings from the Benfield acquisition (0.6 percentage 
points of revenue)—both generally in line with management expectations on a gross basis. The 
company has been investing in future growth, and underlying expense inflation and lower net 
investment income are limiting the net benefits from the expense savings efforts. The impact from a 
stronger dollar also complicates estimating the operating margin, although we expect a positive impact 
similar to last quarter. 
 

Source: Company reports and William Blair & Company L.L.C. estimates.

Aon Corporation
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Insurance Brokerage Adjusted Operating Margin % Organic Growth—Insurance Brokerage

Benfield Group Ltd. acquisition 
completed (11/08)

Completes sale of Combined 
Insurance and Sterling Life 

(4/08)

Announces 2007 
restructuring plan (10/07)

Closes sale of Aon 
Warranty Group  

(11/06)

 
 
 
Expect Consulting Revenue to Weaken—Lower Visibility With Ailing Economy. We expect 2% 
organic growth within consulting in the first quarter—2% in the core business compared with 4% last 
quarter and 4% in first quarter 2008. We expect the adjusted consulting margin to come down from the 
seasonally high fourth-quarter levels to 17.0%, from 19.1% last quarter and 19.3% a year ago. We 
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believe this business has greater economic sensitivity than the insurance brokerage business, given it 
is more dependent on headcount growth and certain specialty practices include higher discretionary 
spending, in our opinion. Management also indicated that it expects margins to decline slightly in 
2009, given headwinds that the company faces from the ailing economy.  
 
Rating Remains Market Perform; Valuation Remains Relatively Full. Our rating remains Market 
Perform; we have been cautious on Aon so far in 2009, as it was a beneficiary of a flight-to-quality and 
safety in 2008 and multiples were pushed up because of the anticipation of pricing improvements 
within commercial property-casualty insurance from the pressure in financial markets. The stock has 
significantly underperformed from the market bottom in early March (trailing the S&P 500 by nearly 25 
percentage points), highlighting its defensiveness. Insurance brokerage was the only segment within 
our entire financial services coverage group (more than 10 subsegments) that was trading at or above 
average historical valuation levels in early March. As stated earlier, we tend to be a little more negative 
than consensus on both the prospects for price improvements and the likely adverse impact on growth 
from the weak economy—both putting pressure on organic growth and margins in 2009. The stock 
trades at 12.5 times our 2009 EPS estimate of $3.20; we view 10 to 12 times as a more attractive level 
given that Aon has no balance sheet risk, no business model risk, and commercial property-casualty 
insurance pricing is stabilizing, albeit at a gradual pace. We see the stock outperforming in a more 
severe pullback in equity markets and/or if commercial property-casualty insurance price increases 
accelerate. We favor Aon over Marsh & McLennan in the near term at the same valuation level given 
higher visibility due to better execution the past few years and less economic sensitivity in its 
business—more stable insurance brokerage business contributes about 85% of earnings versus about 
50% for Marsh & McLennan. 
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Marsh & McLennan Companies, Inc.: 
 
Expect Modest Organic Growth—Continued Strength in Client Retention Offset by Weakening 
Exposure Growth. We expect Marsh & McLennan to report first quarter 2009 earnings results the 
week of May 4. We estimate an 8% decline in adjusted EPS to $0.43 compared with consensus of 
$0.44 given lower interest/investment income ($0.05 per share drag) and lower revenue and margins 
with consulting. We estimate 2.0% organic revenue growth in risk and insurance services. 
Management saw a consistent increase in new business growth and client retention throughout 
2008—attributed to better sales discipline, improved client service, and benefiting from a flight to 
quality—reaching its highest level in five years. We expect no organic growth for reinsurance broker 
Guy Carpenter in the first quarter, which is actually a substantial improvement from negative organic 
growth throughout 2008. Guy Carpenter underwent a management change in late February 2008 and 
is beginning to realize the benefits of the establishment of a new sales group and seeing growth from 
the expansion into underserved markets (United Kingdom, Europe, and Japan as well as specialty 
lines: marine and energy, aviation, etc.). Management has a more conservative view than consensus 
regarding the prospects for commercial property-casualty insurance pricing given concerns about the 
weaker economy, in our opinion. 
 
Expect Margin Improvement Given Aggressive Expense Management. We expect the adjusted 
insurance brokerage operating margin to increase about 50 basis points, to 18.1%, from a year ago, 
and compared with 14.8% in fourth quarter 2008. The company’s first-quarter operating margin is 
typically the seasonally strongest margin quarter. Marsh & McLennan implemented a number of cost-
cutting initiatives in 2008, resulting in 6% decline in insurance brokerage operating expenses, and we 
expect a 4% decline in expenses in the first quarter. Over time we believe margins should move closer 
to 20% as top-line growth improves. However, Aon’s current restructuring program is driving more 
significant expense savings coupled with the expense savings from the Benfield acquisition, which 
explains our higher margin improvement estimate at Aon. Importantly, Aon’s record for delivering cost 
savings is a bit more established than Marsh & McLennan over the past few years and we expect 
more volatility in Marsh & McLennan’s results.  
 

1Organic growth prior to 4Q08 includes organic growth associated with fiduciary interest income.
Source: Company reports and William Blair & Company L.L.C. estimates.

Marsh & McLennan Companies, Inc.
Risk and Insurance Services 

Operating Margin vs. Organic Growth1
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Risk and Insurance Services Adjusted Operating Margin % Organic Growth—Insurance Brokerage

Brian Duperreault 
appointed as President and 

CEO (1/08)Announced 
departure of 
CEO, Brian 

Storms (9/07)

Completes 
sale of Putnam 

Investments 
(8/07)

Company announces 
significant enhancements to 
firm-wide infrastructure and 
operating company business 

processes (9/06)

Peter Zaffino named 
CEO of Guy Carpenter 

(2/08)

 
 
Expect Weak Consulting Revenue—Visibility Low Given Economic Slowdown. We expect 
negative 3% organic growth in consulting in the first quarter and a 10% decline in revenue for both the 
core Mercer business as well as the specialty consulting business, Oliver Wyman. We estimate a 
slight 30-basis-point improvement in adjusted operating margin to 12.0% compared with the year-ago 
period, mainly due to aggressive expense management. This business should be able to produce 
midteens percentage operating margins over time, in our view, but we expect further pressure on 
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growth in the near term and flattish margins for the balance of the year with the benefit from cost-
savings efforts. Marsh’s consulting business is a bigger contributor to earnings than at Aon (40% 
versus 15%) and is also more economically sensitive given a different business mix. 
 
Rating Remains Market Perform; Valuation Remains Relatively Full. Our rating remains Market 
Perform; we tend to be more negative than consensus on both the prospects for price improvements 
and the likely adverse impact on growth from the weak economy—both putting pressure on organic 
growth and operating margins. That said, we believe the new management team at Marsh & 
McLennan is headed in the right direction; the company has very valuable assets, no balance-sheet 
risk, and no business model risk, and pricing is stabilizing, albeit at a more gradual pace. The shares 
trade at 12.8 times our 2009 EPS estimate of $1.60; we would be more aggressive at 10 to 12 times in 
the current environment. Similar to Aon, we see the stock outperforming in a more severe pullback in 
equity markets and/or if commercial property-casualty insurance price increases accelerate. We favor 
Aon over Marsh & McLennan in the near term at the same valuation level given less economic 
sensitivity and more conviction regarding execution. 
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A principal or employee of William Blair & Company, L.L.C. is a member of the board of directors or advisory board of 
Aon Corporation. 
 
William Blair & Company, L.L.C. is a market maker in the security of Aon Corporation and Marsh & McLennan 
Companies, Inc. and may have a long or short position. 
 
Additional information is available upon request.   
 
 

12/31/04 12/30/05 12/29/06 12/31/07 12/31/08

$20

$25

$30

$35

$40

$45

$50

AON Corp. (AOC)
Current Rating: Market Perform
Apr 16, 2004 - Apr 15, 2009 Previous Close: $39.46

Source: William Blair & Company, L.L.C. and FactSet Legend: I = Initiation, D = Dropped, R = Restricted, NR = Not Rated @ = Analyst Change  
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Current Rating Distribution (as of 03/31/09) 
Coverage Universe                      Percent                Inv. Banking Relationships*                          Percent 
 
Outperform (Buy)  55  Outperform (Buy)  3 
Market Perform (Hold)  44  Market Perform (Hold)  1 
Underperform (Sell)  1  Underperform (Sell)  1 
 
*Percentage of companies in each rating category that are investment banking clients, defined as companies for 
which William Blair has received compensation for investment banking services within the past 12 months. 
 
Mark Lane attests that 1) all of the views expressed in this research report accurately reflect his/her personal views 
about any and all of the securities and companies covered by this report, and 2) no part of his/her compensation was, 
is, or will be related, directly or indirectly, to the specific recommendations or views expressed by him/her in this 
report. 
 
Stock Rating: William Blair & Company, L.L.C. uses a three-point system to rate stocks.  Individual ratings reflect 
the expected performance of the stock relative to the broader market over the next 12 months.  The assessment 
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of expected performance is a function of near-term company fundamentals, industry outlook, confidence in 
earnings estimates, valuation, and other factors.  Outperform (O) – stock expected to outperform the broader 
market over the next 12 months; Market Perform (M) – stock expected to perform approximately in line with the 
broader market over the next 12 months; Underperform (U) – stock expected to underperform the broader market 
over the next 12 months; Not Rated (NR) – the stock is currently not rated. 
 
Company Profile:  The William Blair research philosophy is focused on quality growth companies.  Growth 
companies by their nature tend to be more volatile than the overall stock market.  Company profile is a 
fundamental assessment, over a longer-term horizon, of the business risk of the company relative to the broader 
William Blair universe.  Factors assessed include: 1) durability and strength of franchise (management strength 
and track record, market leadership, distinctive capabilities); 2) financial profile (earnings growth rate/consistency, 
cash flow generation, return on investment, balance sheet, accounting); 3) other factors such as sector or industry 
conditions, economic environment, confidence in long-term growth prospects, etc.  Established Growth (E) – 
Fundamental risk is lower relative to the broader William Blair universe; Core Growth (C) – Fundamental risk is 
approximately in line with the broader William Blair universe; Aggressive Growth (A) – Fundamental risk is higher 
relative to the broader William Blair universe. 
 
The ratings and company profile assessments reflect the opinion of the individual analyst and are subject to 
change at any time. 
 
The compensation of the research analyst is based on a variety of factors, including performance of his or her 
stock recommendations; contributions to all of the firm’s departments, including asset management, corporate 
finance, institutional sales, and retail brokerage; firm profitability; and competitive factors. 
 
THIS IS NOT IN ANY SENSE A SOLICITATION OR OFFER OF THE PURCHASE OR SALE OF SECURITIES. 
THE FACTUAL STATEMENTS HEREIN HAVE BEEN TAKEN FROM SOURCES WE BELIEVE TO BE 
RELIABLE, BUT SUCH STATEMENTS ARE MADE WITHOUT ANY REPRESENTATION AS TO ACCURACY 
OR COMPLETENESS OR OTHERWISE. OPINIONS EXPRESSED ARE OUR OWN UNLESS OTHERWISE 
STATED. FROM TIME TO TIME, WILLIAM BLAIR & COMPANY, L.L.C. OR ITS AFFILIATES MAY BUY AND 
SELL THE SECURITIES REFERRED TO HEREIN, MAY MAKE A MARKET THEREIN, AND MAY HAVE A 
LONG OR SHORT POSITION THEREIN. PRICES SHOWN ARE APPROXIMATE. THIS MATERIAL HAS BEEN 
APPROVED FOR DISTRIBUTION IN THE UNITED KINGDOM BY WILLIAM BLAIR INTERNATIONAL, LIMITED, 
REGULATED BY THE FINANCIAL SERVICES AUTHORITY (FSA), AND IS DIRECTED ONLY AT, AND IS 
ONLY MADE AVAILABLE TO, PERSONS FALLING WITHIN COB 3.5 AND 3.6 OF THE FSA HANDBOOK 
(BEING “ELIGIBLE COUNTERPARTIES” AND “PROFESSIONAL CLIENTS”). THIS DOCUMENT IS NOT TO BE 
DISTRIBUTED OR PASSED ON TO ANY “RETAIL CLIENTS.” NO PERSONS OTHER THAN PERSONS TO 
WHOM THIS DOCUMENT IS DIRECTED SHOULD RELY ON IT OR ITS CONTENTS OR USE IT AS THE 
BASIS TO MAKE AN INVESTMENT DECISION. “WILLIAM BLAIR & COMPANY” AND “WILLIAM BLAIR & 
COMPANY (SCRIPT)” ARE REGISTERED TRADEMARKS OF WILLIAM BLAIR & COMPANY, L.L.C. Copyright 
2009, William Blair & Company, L.L.C. 
 
Please contact us at 1-800-621-0687 or consult http://www.williamblair.com/pages/eqresearch_coverage.asp for 
all disclosures.  
 
 

 
 


