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FMG subrnission on the proposed Aon/WTW Acquisition 

FMG welcomes the opportunity to provide feedback on the proposed Aon/ WTW acquisition 
and provide specific responses below. 

FMG is New Zealand's 5th largest general insurer and largest NZ owned insurer. FMG has 
been operating for 115 years and has dominance in the rural sector I 
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FMG currently uses the services of WTW to provide reinsurance broking services, 
catastrophe modelling, actuarial modelling and commercial insurance broking services 

~. FMG as a direct 
distributor also competes with large commercial brokers including Aon when providing 
advice and placement of insurance for clients/customers. L 
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We have divided our response into two sections being Commercial Insurance and 
Reinsurance. We have no specific comments on the health and benefits and horizontal 
coordination. 

Section 1: Commercial Insurance 

FMG is concerned that access to locally based insurance will be severely constrained by the 
proposed Aon/Willis merger. The New Zealand insurance market is dominated by two large 
Australian insurers, IAG and SunCorp (including Suncorp's 68% controlling interest in AA 
Insurance), which make up close to 70% of the overall general insurance market. This 
represents a significant concentration risk for New Zealand Inc. in our view given New 
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Zealand's exposure to multiple natural perils, including earthquake and volcanic risk inter 
alia. 

New Zealand owned insurers (FMG, Tower and MAS) account for 11 % of the market. 
Onshore insurers such as FMG play a key role in creating competition and ensuring the 
insurance market functions effectively and acts in the interests of New Zealand. This has 
been particularly important in recent years as a result of some insurers either exiting the 
New Zealand market (Allianz, Primacy et al), significantly increasing pricing for natural perils 
or limiting exposure to particular types of risks. We are concerned that the proposed merger 
would further exacerbate the issues of dominance in the insurance value chain by a small 
number of offshore owned companies. Long term we see this would have a detrimental 
impact on the market and New Zealand as a whole, especially given the increasing pressure 
on accessing adequate insurance cover at an affordable price. 

FMG is concerned about the medium-term competitiveness of New Zealand based insurers, 
which would be restricted by the Aon/Wills merger as a result of their inability to effectively 
meet their client's full needs. To compete in the NZ commercial insurance market against 
large offshore insurers and the large broker networks, New Zealand owned insurers require 
access to global markets to place risks outside their defined risk appetite. This is typically 
required for particularly large, complex or specialist risks such as D&O, marine and aviation. 
Placement of these risks differs to reinsurance placements in so far as the insurer retains the 
majority of the client's risks. For risks outside risk appetite the insurer plays a supporting role 
between the broker and the client but does not enter into an insurance contract for the risks 
itself. Adopting this approach means a client retains the ability to manage all their insurance 
needs through one distribution channel, which a lot of clients find desirable from a 
relationship, financial, risk and convenience perspective Reducing the number of available 
large brokers from three to two reduces competition and would limit both insurers and clients 
to using the two remaining brokers, even if most of their risks do not require specialist skills. 

We are also concerned about how decisions made in other jurisdictions between the largest 
insurers and largest brokers might manifest themselves on shore in New Zealand, noting 
New Zealand is a secondary market for most offshore players. When both the insurer and 
broker have offshore owners and performance expectations are driven from offshore, 
decision-making is unlikely to be centred around the best outcome for New Zealanders. 
Ensuring adequate choice and competition in the broker market is an important mitigant to 
this risk. 

Section 2: Reinsurance 

FMG uses the reinsurance broking, catastrophe modelling and reinsurance actuarial 
services of WTW and has done so for over 30 years. We have also used the services of 
Guy Carpenter (Marsh) historically for peer review and casualty treaty broking services. 

To be effective as a reinsurance broker a broker needs to have a very thorough 
understanding of its clients' business, operating model and the risks underwritten in order to 
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represent the cedant to global reinsurance markets. They also need a comprehensive 
understanding of the commercial catastrophe models, the key catastrophe risk within each 
country and region and then match this with the appropriate catastrophe model that provides 
the most accurate outputs for the cedants. Ultimately, they need to understand and have 
relationships with reinsurers globally to match the cedant with reinsurers that have a risk 
appetite for the cedants risks. 

Given the skills required (per above) to be an"effective reinsurance broker there is a limited 
pool of brokers that can provide a comprehensive service to NZ based insurers. Currently 
this is limited to Aon, WTW and Guy Carpenter (Marsh). If the acquisition of WTW by Aon 
was to proceed, the competition in the NZ market will be substantially reduced to only two 
reinsurance brokers. This would severely limit competition and ultimately limit the ability of 
NZ based insurers to access competitive reinsurance services and in turn covers. 
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While Aon has suggested that WTW will be retained as a subsidiary of Aon and will operate 
completely autonomously as it currently does, we have some serious concerns that being 
part of the same group will ultimately put our data and the Intellectual Property we have 
developed over many years at risk. Furthermore, we would contend that even with a 
subsidiary structure the two brokers would likely become very similar over time, further 
limiting effective competition in the market. 

If you require any further information, please feel free .to contact us directly. 

Thank you for your consideration. 
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