
    

Adam Klauber, CFA John Thomas   
312.364.8232 312.364.8430   
aklauber@williamblair.com jthomas@williamblair.com    

William Blair & Company, L.L.C. receives or seeks to receive compensation for investment banking services from Aon Corporation and Arthur 
J. Gallagher & Co. and Brown & Brown, Inc. and Marsh & McLennan Companies, Inc. and Willis Group Holdings Public Limited Company. 
Investors should consider this report as a single factor in making an investment decision. 
Please consult the last page of this report for all disclosures. 

Equity Research

 
Broker Channel Check  

Underlying Factors Suggest Organic Moving in Right Direction  

Organic Summary 

Pressure from rate/exposure headwind has gone from -7% to -2% in the last 
year. Expectations are that the headwinds will be flat by the end of 2012, which 
should translate into over a 500-basis-point improvement in organic. 

Exposures 

 

Clients’ payrolls are moving in the right direction, but still only 
experiencing modest improvement. 

 

Audit premiums have gone from negative to flat. Expectation is that 
audit premiums will be additive by the end of the year. 

 

Northeast and Midwest clients are showing moderate growth, but the 
West Coast, particularly California, is flat with no job growth. 

 

Material divergence by sector, with health and education growing and 
construction still flat. 

Premium rates 

 

Overall rates are still declining, but there is more favorable movement in 
the market than a year ago. 

 

The pricing difference between renewal and new business appears to 
be narrowing. New business, which represents 30% plus of commercial 
risks that are bid out to the market, is typically the most competitive as 
insurers attempt to gain new business. Last year the spread between 
renewal and new could be greater than 15%. So far, this year it appears 
to be less. 

 

The market is becoming more discerning on accounts with loss history, 
particularly on workers’ compensation, some smaller E&S, and weather-
exposed property. 

Acquisitions 

 

The pipeline of potential deals is the strongest in over three years. 

 

Large deals are very competitive and pricing is much higher.   

Financial¦ Insurance Brokers  

March 31, 2011  

Aon Corporation 
Stock Rating: Outperform 
Company Profile: Established Growth 
Symbol: AON (NYSE) 
Price: $52.54 (52-Wk.: $35-$53)  

Arthur J. Gallagher & Co. 
Stock Rating: Market Perform 
Company Profile: Established Growth 
Symbol: AJG (NYSE) 
Price: $30.51 (52-Wk.: $23-$32)  

Brown & Brown, Inc. 
Stock Rating: Market Perform 
Company Profile: Established Growth 
Symbol: BRO (NYSE) 
Price: $25.64 (52-Wk.: $18-$27)  

Marsh & McLennan Companies, 
Inc. 
Stock Rating: Market Perform 
Company Profile: Established Growth 
Symbol: MMC (NYSE) 
Price: $29.84 (52-Wk.: $20-$31)  

Willis Group Holdings Public 
Limited Company 
Stock Rating: Outperform 
Company Profile: Established Growth 
Symbol: WSH (NYSE) 
Price: $39.98 (52-Wk.: $29-$40)   
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Benefits brokerage 

 
The difference between small group and midsize group are becoming more defined. 

 
Small group is moving to a per-member/per-month basis. Whereas midsize and larger groups 
are staying on the traditional method. 

 
Commissions are remaining neutral except on the smallest group side; however, moving to 
per-member/per-month essentially locks it in as fee revenue. Historically, benefit commissions 
have partially benefited from increases in health rates—this is not as likely under per member 
system.     

Ticker Rating Price 2010 2011E 2012E 2010 2011E 2012E 2010 2011E 2012E 2010 2011E 2012E

AON O 52.54 $3.07 $3.25 $3.84 17.1x 16.2x 13.7x 15.9x 14.5x 10.1x 10.1x 7.4x 6.8x
AJG M 30.51 $1.41 $1.50 $1.75 21.6x 20.3x 17.4x 15.9x 16.2x 14.2x 10.7x 9.3x 8.3x
BRO M 25.64 $1.13 $1.17 $1.32 22.7x 21.9x 19.5x 17.2x 16.6x 15.0x 10.6x 10.1x 9.1x
MMC M 29.84 $1.66 $1.82 $2.04 18.0x 16.4x 14.6x 17.3x 15.7x 14.1x 9.3x 9.0x 8.5x
WSH O 39.98 $2.69 $2.82 $3.64 14.9x 14.2x 11.0x 13.1x 16.7x 10.3x 9.7x 9.4x 8.1x

Average 18.9x 17.8x 15.2x 15.9x 15.9x 12.7x 10.1x 9.0x 8.1x
Median 18.0x 16.4x 14.6x 15.9x 16.2x 14.1x 10.1x 9.3x 8.3x

Sources: Company reports, Thomson One, and William Blair & Company L.L.C.

Insurance Brokers
Valuation Comparison

GAAP EPS GAAP P/E Cash P/E EV / EBITDA

   



William Blair & Company, L.L.C. 

 

Adam Klauber, CFA  312.364.8232 3 

 
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 Arthur J. Gallagher & 
Co. and Brown & Brown, Inc. and Marsh & McLennan Companies, Inc. and Willis Group Holdings Public Limited 
Company and may have a long or short position.    

Additional information is available upon request.   
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AON Corp. (AON)
Current Rating: Outperform
Mar 30, 2009 - Mar 30, 2011 Previous Close: $52.54

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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Arthur J. Gallagher & Co. (AJG)
Current Rating: Market Perform
Mar 30, 2009 - Mar 30, 2011 Previous Close: $30.51

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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Brown & Brown Inc. (BRO)
Current Rating: Market Perform
Mar 30, 2009 - Mar 30, 2011 Previous Close: $25.64

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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Marsh & McLennan Cos. (MMC)
Current Rating: Market Perform
Mar 30, 2009 - Mar 30, 2011 Previous Close: $29.84

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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Willis Group Holdings PLC (WSH)
Current Rating: Outperform
Mar 30, 2009 - Mar 30, 2011 Previous Close: $39.98

Source: William Blair & Company, L.L.C. and FactSet Legend: I = Initiation, D = Dropped, R = Restricted, NR = Not Rated @ = Analyst Change    

Current Rating Distribution (as of 02/28/11) 
Coverage Universe  Percent  Inv. Banking Relationships*  Percent  

Outperform (Buy)  65  Outperform (Buy)  9 
Market Perform (Hold)  34  Market Perform (Hold)  1 
Underperform (Sell)  1  Underperform (Sell)  0  

*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.  

Adam Klauber 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. 
We seek to update our research as appropriate, but various regulations may prohibit us from doing so. Other than 
certain periodical industry reports, the majority of reports are published at irregular intervals as deemed appropriate by 
the analyst.  

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

Company Profile: The William Blair research philosophy is focused on quality growth companies. Growth companies by 
their nature tend to be more volatile than the overall stock market. Company profile is a fundamental assessment, over 
a longer-term horizon, of the business risk of the company relative to the broader William Blair universe. Factors 
assessed include: 1) durability and strength of franchise (management strength and track record, market leadership, 



William Blair & Company, L.L.C. 

 

Adam Klauber, CFA  312.364.8232 5 

 
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.  

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading 
strategies—to our clients and our trading desks—that are contrary to opinions expressed in this research. Our asset 
management and trading desks may make investment decisions that are inconsistent with recommendations or views 
expressed in this report. We will from time to time have long or short positions in, act as principal in, and buy or sell the 
securities referred to in this report. Our research is disseminated primarily electronically, and in some instances in 
printed form. Electronic research is simultaneously available to all clients. This research is for our clients only. No part of 
this material may be copied or duplicated in any form by any means or redistributed without the prior written consent of 
William Blair & Company, L.L.C.  

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. 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 2011, William Blair & Company, L.L.C.  

  


