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> If you would like to subscribe to Aon Aviation newsletters,

which provide regular industry analysis of both the airline

and aerospace industries, updates and special reports,

please email aviation@aon.com

To read back issues of our publications, go to the aviation

section of www.aon.com. A full list of our most recent

publications has been provided at the end of this review.

We welcome feedback on the issues we have addressed as

well as suggestions for future coverage. These should be

sent to steven.doyle@aon.co.uk or magnus.allan@aon.co.uk

For information and analysis, please contact 

Kelly Fuller, kelly.fuller@aon.co.uk, or 

Paul Mitchell, paul.mitchell@aon.co.uk

This is the Aon Aviation Aerospace Insurance Market Review

2006, which is our attempt to keep our clients and others

informed of developments in the aerospace insurance

market. 

We must point out that due to the nature of this type of

bulletin, Aon Aviation cannot be held responsible for any

loss or damages caused through the use of any information

contained herein. 

While we try to comment on issues we know to be fact, we

are fully aware that in gathering the information contained

herein from various sources there is always the possibility of

inaccuracy. We can therefore only claim that the

information contained in this document is correct to the

best of our knowledge at the time of publication. 

> Our criteria for inclusion is accounts with any of the

following: a combined single limit (liability limit) of over

US$650m; premium of over US$2m; top 50 airport groups

by revenue; top 100 manufacturers by revenue.

Reproduction permitted with written authorization.

© Copyright 2007 by Aon Aviation. All rights reserved. 
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Foreword

Welcome to Aon’s Aerospace Insurance Market Review

of 2006, which brings together all of our research into

the aerospace market to provide our clients and the

industry as a whole an overview of how the market has

been evolving over the last year and an indication of

how the market might develop during 2007.

The picture it paints is of a relatively stable market that

has the potential to soften somewhat when it comes to

the program renewal process during the next twelve

months. The main reason for this, and it’s a common

refrain throughout the aviation insurance industry as a

whole, is capacity and claims. To put it simply: capacity

in the aerospace insurance market has grown but

claims remain low, so there is increasing competition in

a number of areas for insurance programs with good

loss experiences.

The main result of this will be a fascinating

environment to do business in over the next year that

brings with it the potential for reductions in the price of

insurance policies as the year progresses. While we do

not think the reductions to be anywhere near as

significant as those being enjoyed by the airline sector,

we do expect this to be a good year for aerospace

insurance buyers.

In this document, you will find the aerospace market

dissected in a variety of ways. We have done this to

help ensure that there is a clear understanding of how

the insurance market is changing that we hope will

benefit everybody involved.

From an Aon point-of-view, 2006 was another excellent

year. We have continued to offer buyers the most

transparent and efficient insurance programs, going

significantly further than international regulatory

requirements or our competitors. 

We increasingly find that our aerospace clients are

interested in getting insurance cover for a variety of

risks that are above and beyond the scope of a

traditional off-the-peg insurance policy, and Aon has

the capacity and experience to respond to this need. As

a result, we have taken the opportunity of this review

to provide an overview of some of the wider insurance

and risk products that can be included with an

aerospace insurance policy.

We continue to strive to present our clients with the full

benefits of working with an organization of Aon’s size

and expertise. As organizations and the financial

markets become more and more complex, buyers of

aerospace insurance want to be able to work with a

broker that can support the full spectrum of their risk

and insurance needs, be it for property, enterprise risk

management, electronic risk or even products such as

weather derivatives. Aon has the scope and the

expertise to meet these needs as well as the experience

to spot emerging risks and offer support in managing

them. Please do not hesitate to discuss your needs with

your Aon contacts.

I hope that this review provides you with a useful

overview of how the aerospace insurance market

evolved during 2006 and gives you plenty of insight

about the direction of the market in 2007.

3
quarter_ 41 2 3

DOUG PETERSON

Aviation Global Practice Leader – Aon

AON_Aerospace_Review_2007_V04  14/3/07  3:30 pm  Page 5



Executive Summary

Aon defines the aerospace industry as being comprised of

airframe, engine and component manufacturers, airports

and air traffic control organizations, caterers, retailers and

ground handlers, refuelers, repair and service operations,

security companies, financiers and other service

providers. Each sector had a different experience during

2006, but there are some clear trends.

Given the low level of activity from an aerospace 

point-of-view, outside of Embraer, we have included 

Latin American operations within the overall Americas

regional summaries. 

The overall decline in average lead premium rates in

dollar terms masks a slight increase in original currency

terms during 2006 overall. This highlights the benefits of

looking at the aerospace market in both US dollar and

original currency terms, which removes the impact of

fluctuations in the foreign exchange markets.

Overall, there was a slight reduction in the level of

premium increase in the aerospace market during the

second half of the year as a result of growing capacity

and a limited number of claims.

Capacity in the aerospace insurance market grew in a

number of regions during 2006. While it has not had 

the significant impact that has been visible in the 

airline market, it was beginning to be felt during the

final quarter and points towards a softening market

during 2007.

Claims in the aviation industry, meanwhile, have been

low for the last five years, and as a result there has been

little claims activity for the larger players in the aerospace

sector, even given the potentially long-tail nature of some

aerospace claims. The water is muddied somewhat for

operations that serve the general aviation market because

of the perception of lack of cover, however.

The aerospace industry is divided into three sectors:

airport, manufacturers and service providers. All three

have witnessed single-digit increases in original currency

terms. There has also been a growth in the number of

airports and service provider operations that meet our

reporting criteria, although there is a long way to go

before the size of these sectors challenges the size of the

manufacturing sector, which delivers over 50% of the

total annual premium, and over 80% of the total number

of aerospace renewals.

Looking regionally, there is a fairly even split between

the developed and the developing markets. Average lead

premium increases were around 10% in original

reporting currencies for operations based in the Middle

East and Africa, the Americas and Europe showed low

single-digit increases on average, and Asian operations

sat somewhere in between. This reflects the economies

of scale that operations in Europe and the Americas can

expect when placing their insurance programs, coupled

with the good loss records in these regions and the more

cautious underwriting approach taken for the

developing regions.

Economies of scale are also reflected in the liability limit

analysis, where the largest sector was the only one to

witness a reduction in average lead premium. The second

largest sector would have been significantly closer to the

market average if the impact of a European component

manufacturer's significant growth were factored out.

In terms of the industry itself, there continues to be a

great deal of growth in all sectors, with airports

extending, manufacturers enjoying bulging order books

and service providers growing to meet the expected

demand for air travel over the next decade.

4
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The growth is also leading to significant merger and

acquisition activity, as successful operations look to

extend their reach globally and develop activities across

all regions. This is leading to a developing need for

effective and flexible insurance programs and risk

consultancy activities to ensure that operational risk is

within an organization's tolerance and helps support

operational targets.

According to Stephen Turner, leader of the Aon's

Aerospace team, the current position of the market is

leading to a reassessment of how operations approach

their insurance needs. “This is a very segmented sector

that covers a lot of different types of operation,” he

observes. “The combination of the changed reserving

stances from the underwriting community over the last

five years coupled with the steady premium increases is

leading to a lot of clients reflecting on the overall process

of buying long-tail liability coverage. They are

increasingly seeking to eliminate attritional losses by

means of self-insurance and thereby gaining greater

control of the strategy and defense of claims.

“Each market segment of the industry is still based on the

core principles of supply and demand of capacity for

individual sectors, and there remains a risk to reward

appetite that is being funded by new capacity in the

global aviation insurance marketplace,” continues Turner.  
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Market Overview

Monthly average lead premium totals overall were fairly

stable throughout 2006, with the majority of aerospace

operations receiving low single-digit increases.

Of the ten largest programs in the aerospace insurance

market, all were manufacturers. Seven of them are based

in the Americas and three in Europe, and they jointly pay

just under half of the total premium that we track. When

comparing their premium experience during 2006 to

2005, they received an average -3% reduction, reflecting

the attraction of the largest global aerospace operations

to underwriters.

The monthly pattern of premium renewals continued 

in 2006, with the major spikes in activity corresponding

with the start of each quarter, with the exception of the

final quarter when the majority of activity occured 

in November.

July continues to be the most active month of the year in

terms of premium.

Average premium per renewal has declined fractionally

between 2005 and 2006, mainly as a result of the impact

of new capacity in the aerospace market. The market

may soften further by this measure during 2007 as

existing underwriters reduce their prices in response to

the new competitors.

Over the last year, market capacity has grown with a

number of insurers entering the aerospace insurance

market, including Berkley Insurance, Starr Aviation, Limit

and Inter-Aero.

Increased capacity looks to have softened premium

conditions somewhat, and after five relatively safe years,

there are only a limited number of major airline claims

with any potential to impact the aerospace market.

Meanwhile, in terms of claims, there was limited activity

during 2006 from an aerospace point-of-view. The fire at

the cargo terminal at Istanbul Ataturk Airport was covered

under property rather than aerospace insurance policies,

and as such will have limited impact on the market going

forward. The fire at Sabena Technic's hangar in Belgium is

likely to be more significant as a result of the probability

that the aircraft losses will have been covered under

hangar keepers or similar policy clauses.

In the three most active regions of the aerospace industry,

the Americas, Asia and Europe, the market softened as the

year progressed. 

8
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From a European point-of-view, Danny Green, a member

of Aon's European Aerospace Team, says “We have

witnessed an acceleration of the soft market conditions in

nearly all cases as the year has progressed, with the

majority of risks taking either an as-before or a reduction

on their programs. While some insurance operations have

reduced their activity in the market as a result of the falling

prices, there is sufficient new capacity to replace them.”

A great deal of the new capacity in the airline insurance

market is London-based, and this is having a knock-on

effect on the aerospace market. “There are some

operations that are quoting very aggressively in the

London markets, accepting significant increases in

exposures without taking an increase in premium. The

only increase that we have seen in recent months has

been the result of loss activity,” he observes.

While some underwriters have been trying to take a stance

by not offering reductions, the high level of capacity has

meant that they have simply been replaced on a risk. “The

declines are not as severe as those taking place in the

airline market, but the figures speak for themselves in

terms of the reductions,” Green adds. “The market, as

ever, simply reflects the interaction of supply and demand,

and at the moment, there is a real hunger for quality

aerospace business such as the clients that we represent.”

Looking forward, he expects the new capacity to continue

to have an impact on the European aerospace insurance

market. “Underwriters may well be reviewing their

aerospace strategies as a result of the challenges they face

to ensure that they can stay in the game,” Green says. “We

expect the trend to continue into 2007, with markets

looking at innovative ways of keeping their business, such

as longer-term policies.“

In North America, the situation is more complex. Vincent

Wallace, a member of Aon's North American aerospace

team, says “We expect that the market will soften in North

America for programs with a good loss history. The main

reason for this is that there is more capacity entering the

market, but it will not be as easy for more challenging

risks, such as those with difficult loss histories.

“There is a perception that there is a lack of cover for

operators in general aviation, so that in the event of an

accident claimants in North America may look to the

9
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> Average Premium Per Renewal – 2006
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manufacturers which tend to have larger limits,” 

he continues.

“Operations that buy larger limits have not been seeing

significant reductions because there has been a lack of

capacity, although competition in the US is starting to have

an impact,” Wallace says.

AVN52 coverage in the aerospace insurance market 

has risen gradually during the year to US$150m within the

main program for a few of the larger manufacturer

placements. 

10
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> Average Percentage Premium Movement (original reporting currency percentage change)
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> Europe

> 2006 Premium Change by Regions
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Industry Overview

The aerospace industry is continuing to enjoy a significant

level of activity, with a high number of airport extensions

and operational mergers taking place to support the

projected growth of the overall aviation industry over the

next few years. 

The International Air Transport Association (IATA) is

looking to expand the IATA Operational Safety Audit

(IOSA) to cover ground-handling operations, which it

hopes to go live in 2008. IATA suggests that the move

towards IOSA certification among airlines globally is likely

to deliver significant improvements in safety standards

over the coming years and its extension to ground

handling operations is likely to have a similar effect.

There was a great deal of attention on the airport industry

during 2006. Much of which has focused on Grupo

Ferrovial's acquisition of British Airports Authority (BAA),

but there has also been significant activity across the

globe. In Europe, this has included the project to merge

Berlin's three current airports into the Berlin Brandenburg

International, which is due to go live in 2011, and the

authorities in Spain giving the go-ahead for the

construction of Don Quijote Airport.

London City Airport, which was recently acquired by a

consortium led by AIG, has unveiled plans to treble

capacity by 2030 without constructing a second runway

or increasing operating hours.  British Airways' new

regional operation, which is based at London City, is

evaluating offers from four potential suppliers for heavy

aircraft maintenance on its 10 Avro RJ100s.

Hong Kong International Airport is hoping to add a new

cargo terminal by 2011, following the phased opening of a

second passenger terminal that will take place during

2007. Meanwhile, a new international passenger terminal

is to be built at India's Jaipur airport as the government

and the industry in the country continue to improve

aviation infrastructure.

FlyLAL's parent company is making a US$30.6m

investment in constructing a new passenger terminal at

Vilnius, Lithuania, which it hopes will eventually double

passenger numbers.

From an insurance point-of-view, while significantly

increasing aviation exposures, many of these projects

present significant opportunities to create innovative

programs that meet the operations' needs for risk control

during both the construction and operational phases. As

shown by the difficulties experienced at a regional airport

in the UK during renovation activities, having an effective

insurance program that covers for a variety of outcomes

can help an operation meet its financial targets.

Meanwhile, in terms of mergers, it has been a busy year in

the aerospace market. While there are too many mergers

to list in detail, recent activity, some of which is still

ongoing, includes General Electric Company buying

Smiths Group's aerospace division for around US$4.8bn,

Eaton purchasing AT Holdings, parent of aerospace fuel

system maker Argo Tech, for US$695m, Hilton Sundstrand

completing its acquisition of UK aerospace lighting and

cockpit controls specialist Page Aerospace, and Precision

Castparts buying two component manufacturers,

McWilliams Forge and Cherry Aerospace.

A merger demands a very effective management

approach, as it can be one of the most exacting and

difficult times in the life of a company.  The current global

regulatory and reporting expectations placed on

companies means that there are increasing levels of

expertise required. “Given the challenges facing top

executives in the airline industry, there is a growing need

for products such as Directors and Officers insurance,”

says Kurt Rothmann, Associate Director at Aon's European

D&O practice. “It has become an accepted practice for

global companies to carry directors and officers liability

insurance programs and in fact it is an essential

component when seeking to attract and retain talented

main board executives. Aon is witnessing increasing

demand for its D&O expertise.”

12
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How Long Will the Manufacturing Industry

Continue to be Penalized?

In original currency terms, the manufacturing sector

hardened on average by +5% during 2006, somewhat

more than the market average.

The key reason for this is that aerospace product

manufacturers and the general product liability market

continue to suffer from poor perceptions of the US

casualty market results in other sectors. The close

association of potential American court action arising

from defective aviation products or services is giving

capital investors grave concerns when managing the

future exposures and court awards. 

As we have stated previously, this tends not to take into

account the significant improvements that have been

made in aerospace technology. Fewer airline accidents

involving western-built aircraft provides benefits to the

manufacturers sector as it limits the number of

subrogation or contribution claims to the sector. It could

be suggested that the manufacturer underwriting

community overlooked this trend during 2005 and

continued to do so in 2006. 

The broking community appears to be battling against 

a market focused on obtaining a growing premium 

base from the manufacturers. This, however, is based on

the previous loss statistics and against what was

considered to be an inappropriate reserving practice and

premium base. 

If the time period between major incidents continues to

lengthen, then this will increasingly have to be taken into

account when it comes to premium pricing levels, but

the long-tail nature of legal claims in the aerospace

industry means that there will continue to be a lag

between what the loss statistics say and whether the

market softens.

The key issue for manufacturers is not with claims

resulting from major airline losses. It tends to revolve

around smaller losses in the general aviation market,

particularly in North America, where there is sometimes a

perception that because operators insurance can be

expensive, it is more cost effective to simply buy lower

limits. As a result, in the event of an incident, claimants

may look to aerospace manufacturers as the next logical

place to seek redress, driving up the cost of insurance in

this sector of the industry.

The situation may be exacerbated with the projected

growth of the very light jet market over the next few

years, which will potentially add a swathe of new, small

aviation operations. The potential for inexperienced pilots

combined with the lower operators limits could influence

the price of insurance for manufacturers.

The fact that there is sometimes a different approach

between how major airlines and smaller aviation

operations approach insurance might suggest that there

is a need for action at a government level to augment

mandatory coverages to reduce the risk being passed on

to the manufacturing market. 

The reality is that this situation is skewing the insurance

market against the manufacturing sector. Aon will

continue to work with markets around the world in the

best interests of its clients. 

14
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Weather Difficulties Highlight Value of Derivative

Products for Airports

The fog that crippled aviation infrastructure in the UK

over the 2006 festive season, and the storms that have

recently swept the US and Europe, have highlighted how

vulnerable airport operators are to the weather.

While claims are expected to be limited as a result of 

the incidents, the issues created highlight the difficulties

that aviation operators can find themselves in as a 

result of weather conditions that are above or below

seasonal norm.

Unexpected weather, be it rain, snow, fog or simply

freezing conditions can increase the possibility of flight

delays, diversions or even cancellations, as well as

complicate airport renovation activity. An airport needs to

be able to manage any situations successfully to ensure

that its customers are happy with the service they receive,

but bringing in staff to manage large numbers of delayed

passengers can be very expensive.

It is not only headline-grabbing weather conditions that

can have an impact; even minor issues can have a

draining effect on the bottom line. Weather patterns that

are simply one degree above or below the seasonal norm

can create unexpected demand for an airport's services.

As they increasingly become seen as retail outlets at the

same time as travel hubs, airport organizations need to

be in a position to respond quickly and effectively to

changes in demand to keep airlines, tenants and

passengers content. 

Weather risk management insurance can offer a way of

balancing any potential impact.

Implementing a weather risk management product offers

an organization some return in the event of specified

weather related issues. For example, if an airport is

regularly forced to close due to heavy rain, a weather risk

product can offer support in the event that there are

more rainy days than average.

Well-implemented weather risk management techniques

can help ensure that budgeted financial performance is

achieved. The aviation industry faces many challenges

and severe cash constraints, so the efficient management

of all operating risks is paramount, and purchasing

weather risks contracts can form part of this strategy.

Aon has practitioners that are experienced in structuring

and executing weather risk management insurance

contracts and can help minimize the impact of adverse

weather on the bottom line. 

Aon's experienced professionals are able to assist by

analyzing the correlation between profits and adverse

weather, supporting a clients' decision as to whether

weather risks can be an effective product for them.
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Don’t Let your Directors Sink as you 

Prepare to Float

16

It remains to be seen whether the 2006 surge of aviation

industry initial public offerings (IPOs) will ebb in 2007. As

directors and officers (D&O) strive to prepare a

prospectus that attracts investors to their company, they

must also understand that they face liabilities that could

affect them personally. 

When raising capital by offering shares on a stock exchange,

companies are bound by strict rules on how they prepare

and verify the information in the offering document. As the

prospectus influences an investor’s purchasing decision, the

information it contains is strictly regulated to ensure

accuracy. If an investor makes a loss due to misleading

information, anybody named in the document can be held

liable for the costs required to defend themselves as well as

the significant penalties incurred.

Becoming a listed company is one of the greatest risks

that director and officers face in the corporate

environment. If the company does not have D&O liability

insurance in place, it should be seriously considered to

protect senior management, employees and sponsors

from certain claims, such as legal fees from a regulatory

investigation or crisis management expenses. However, as

an IPO is not an everyday business exposure, many risks

are often excluded.

When considering listing liabilities, companies have a

number of options:

Option 1 – retention of risk: Although this is not

recommended and most businesses buy some form of

protection, companies may decide not to insure any part

of the exposures incurred in the proposed flotation. 

Option 2 – D&O extension on annual basis: If

considering insurance, companies can purchase a D&O

extension to include public offering of securities

insurance (POSI). This provides cover on an annual basis

with one (aggregate) limit for all claims. The exposures

created in going public are then bundled with those

faced in the normal course of business and are covered

under the same policy.

Option 3 – separate POSI policy: There is an insurance

solution available to protect the specific, long-term

exposures (up to seven years) from raising capital via a

public offering. A D&O policy is also purchased to cover

the day-to-day trading exposures.

Having created the product, insurers believe POSI offers the

best protection from IPO risks. The solution has a range of

benefits in addition to going further than D&O cover: 

Price: as exposure to these risks is low outside the US,

pricing is relatively cheap

Limits: underwriters recommend that companies cover

10-15% of the money raised, which, considering the

huge sums involved, makes an insurance solution an

attractive option

Added security and comfort: knowing that a POSI

policy is in place gives institutional investors comfort

when exiting a company. Also, more companies are being

asked how they are dealing with these liabilities. 

As companies go through a public offering they must

protect their directors from unnecessary risks especially at

a time when there is growing shareholder litigation and

increasingly pro-investor changes to legislation. Tailor-

made solutions can offer cover for the full term of the

liability to ensure a flotation takes off smoothly. 

As aerospace companies continue to raise capital by offering shares on a stock

exchange, Aon’s Transaction Liability Unit outlines how tailor-made insurance

solutions can cover the complex exposures facing your directors and officers.

AIMR Q1-4_06
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US Aviation Pandemic Risk Exercise Highlights

Need for Better Preparation

It seems that 2006 was a pivotal year in aviation risk

management. From now on business contingency

planning (BCP) and risk analysis will have a role to play in

understanding how airline and aerospace operations deal

with a pandemic. Unfortunately few seem to have learned

from the outbreak of Severe Acute Respiratory Syndrome

(SARS) in 2003.

The need for aviation organizations' BCP operations to

raise their game became clear in spring 2006 when US

airports undertook an exercise to see how well they

would cope with a significant outbreak. Most were

surprised at how difficult they found it. One operation

simply gave up, admitting it had not really realized how

difficult it would be to house quarantined travelers that

came in on a flight from an infected country. Another was

delighted at the end of the exercise as it had found a site

to house possible infected travelers, until an inspector

pointed out that the building had no plumbing and as a

result was not fit for habitation. 

Risk analysis also seems set to play an increased role,

providing assessments of how important certain airports

are. Northwestern University published a major report that

used publicly available data on available flights between

major airports to see how fast disease could spread. 

This piece was subsequently used by the World Health

Organization (WHO) to consider how it should react

during a pandemic. Echoing what many air operators

have said in the past on risk analysis in aviation, part of its

conclusion stated: “Computers are never going to replace

expertise in risk assessment”. The WHO, however, went

on to state “...but in the future, [computer risk modeling]

will allow us to look at theoretical scenarios how different

interactions would impact them”.

Certainly the report showed where effective risk

modeling could be used to help airlines deal with disease

because it tried to find which hubs are the most

important in the spread of disease.  Surprisingly, the key

air travel hubs were not necessarily in the most popular

geographical areas. Paris and Frankfurt, for instance, have

similar levels of air traffic yet Paris is more crucial in the

global air network, and so would require far more

attention from the authorities to stop any spread 

of disease. 

There is a perception that the task of preparing for an

outbreak of pandemic influenza is so large and far

beyond the day-to-day scope of operations for an aviation

organization that there is little that can be done. Equally,

there is the comforting belief that governments will step

in and support the industry if the need arises. 

The harsh reality, however, is that there is a massive need

for aviation organizations to be ready for the worst,

because lack of preparedness can have a significant

impact both from the point-of-view of corporate

responsibility and the bottom line. As Asian carriers

showed following the SARS outbreak, managing the

aftermath of an outbreak can be very expensive indeed.

As the Aon White Paper showed, we are at the forefront 

of helping operations assess not only the BCP aspects of

their operations but also how much a pandemic could

affect a firm's profit. The aviation industry learned some

hard lessons about its shortcomings in dealing with a

pandemic in 2006, many of which it should have learned

in 2003 after SARS. Hopefully, 2007 will be the year 

of change.

Martin Dockrill, Consultant with Aon Risk Services and author of Exploding the Myths:

Pandemic Influenza, an Aon white paper published in 2006, provides his thoughts on

attempts during the last year to understand the risk of a pandemic influenza outbreak.
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Looking Ahead

Going forward, it seems that there is little prospect of the

aerospace industry slowing down its current rate of

growth, which in turn is likely to lead to a continuation of

the industry's rapid pace of evolution as organizations

grow through mergers and acquisition.

As the low-cost model continues to mature in Europe,

there will continue to be flux in the airport sector as

airline operations move their bases of operation to take

advantage of opportunities in new growth areas such as

the former Soviet states in the east of the region. The

same process is likely to continue to drive change in Asia

as operations that took advantage of first wave of

liberalization look for new states where there is a high

appetite for low-cost air travel.

The growth of the low-cost model globally is also likely 

to increase the opportunity for airports to create new

slots for both passenger and cargo carriers as a result 

of the fast turn around times that the low-cost carriers

work with. 

The introduction of new aircraft including the Airbus

A380 and the Boeing 787 Dreamliner are also going to

have an impact on the airport sector, as operations look

for destinations that can accommodate the A380 and

look to set up new hubs that match the 787's range. 

The very light jet (VLJ) market is also likely to have an

impact over the next few years. The rise in the number of

air taxi operations offering short haul, point-to-point

services will increase the demands put on air traffic

control systems and changes may be necessary as a result.

The introduction of new aircraft and the growth in air

travel in regions such as Asia and eastern Europe is also

creating opportunities for maintenance, repair and

overhaul (MRO) and service provider operations, many 

of which are already scaling up in anticipation of the 

new markets.
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While this suggests that there will be a significant growth

in the number and size of insurance programs on the

market, the success and failure of many of these new

operations is also likely to lead to a continuation of the

current rate of consolidation in the market. 

There is also the potential of a move towards the

approach taken to the airline insurance market by some

airline operators, which have formed umbrella insurance

programs in order to take advantage of the discounts that

are available in the market for programs with significant

economies of scale.

Stephen Turner, leader of Aon's Aerospace team,

suggests another change that may be increasingly

apparent over the next twelve months as aerospace

operations look to renew their insurance programs. “We

may see a return to longer-term policies,” he suggests.

“Many clients are upset with long-term claims instability

so may look to smooth out the position by securing at

least two-year policies to get around the liability

reserving and impact on premiums. We believe that this

is a development in the market that may offer significant

long-term benefits to our clients.” 
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Analysis

> Monthly Analysis

> Sector Analysis

> Regional Analysis

> Liability Limit Analysis
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Monthly Analysis
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Premium 

January

February

March

April

May

June

July

August

September

October

November

December

Total

1st Quarter

2nd Quarter

3rd Quarter 

4th Quarter 

Totals

US$m

-3%

+1%

-2%

-1%

-1%

Original Currency

+4%

+2%

+2%

+3%

+3%

88.09

278.52

386.96

151.03

904.60

2006

90.55

276.67

396.36

151.91

915.49

2005

47

49

71

47

214

Renewals

Source: Aon Market Data

Like for Like Data

Percentage ChangeUS$ Million

Premium 

-6%

-1%

+4%

+3%

-5%

-6%

-5%

+13%

+2%

+13%

+3%

-13%

-1%

US$m

+4%

+5%

+4%

0

0

-1%

+2%

+6%

+1%

+10%

+5%

-4%

+3%

Original Currency

52.97

10.81

24.32

200.91

33.02

44.59

302.73

44.82

39.41

24.56

88.39

38.09

904.60

2006

56.34

10.92

23.29

194.51

34.86

47.30

318.03

39.66

38.67

21.70

86.19

44.02

915.49

2005

23

7

17

20

13

16

47

10

14

13

18

16

214

Renewals

Percentage ChangeUS$ Million
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> Aerospace Monthly Premium Profile – 2005 > Aerospace Monthly Premium Profile – 2006

1st Quarter

Total Renewals: 212 Total Renewals: 214

2nd Quarter 3rd Quarter 4th Quarter

Source: Aon Market Data

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

Source: Aon Market Data

> Aerospace Monthly Renewal Profile – 2005 > Aerospace Monthly Renewal Profile – 2006

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

Source: Aon Market Data

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

Source: Aon Market Data

Total Renewals: 212 Total Renewals: 214
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January saw 11% of the total number of renewals for 2006

take place, one of only two months in the renewal calendar

that reaches double figures. Despite the relatively high

number of renewals, only 6% of the total annual lead

premium came to the market. Of the 23 renewals that took

place, 16 were increases, eight of which were double-digit.

By comparison, January 2005 contributed 14% of the total

number of renewals but again only around 6% of the annual

premium for the full year.

The high numbers of renewals in January were mainly

comprised of programs that incepted on January 1, and as a

result the premium trend was strongly influenced by activity in

December 2005. 

There were six fewer renewals in 2006 in comparison with

2005. This is a result of exchange rate fluctuations taking

smaller operations out of the criteria for inclusion,

consolidation, and the inclusion of a previously individual

airport into a wider European program.

The high number of renewals in January coupled with the lower

level of premium highlights the size of the airports and service

providers that renew during this month.

Operations in the European region formed 87% of the renewals in

January 2006.

The month is dominated by airport and air traffic control related

risks, which comprise 48% of renewals and 58% of the premium.

This includes three of the year’s largest airport programs.

Total/

Average

Year

2005

2006

Renewals

29

23

Jan

62.77

52.97

Total Premium

+6%

+4%

Percentage Change  (Original Currency)Percentage Change (US$m )

+9%

-6%

Premium

February had the lowest number of renewals and the lowest level

of premium for the year, with only 3% and 1% of the respective

totals. This level of activity meant that movements within

individual programs significantly impacted the overall averages

for the month.

The largest program to renew during the month is a major

European airport, which received a slight reduction. Its impact

was negated by another program that received an above average

increase as a result of buying an extended policy.

Five of the renewals in the month came from the manufacturing

sector, the other two were airport related programs.

Total/

Average

Year

2005

2006

Renewals

8

7

Feb

12.37

10.81

Total Premium

+9%

+5%

Percentage Change  (Original Currency)Percentage Change (US$m )

+9%

-1%

Premium

While relatively active in terms of numbers of programs

renewing, March only represented around 2% of the total annual

premium that was renewed during 2005. This increased

fractionally to 3% in 2006. 

Around 65% of the month’s renewals came from European

operations.

There were three programs that had double-digit increases during

March 2006, one of which was a Middle Eastern maintenance,

repair and overhaul (MRO) operation that has made significant

investments in order to grow its business, while the other was a

civil aviation authority in Asia that added a number of new airports

under its umbrella policy.

Total/

Average

Year

2005

2006

Renewals

16

17

Mar

23.43

24.32

Total Premium

+23%

+5%

Percentage Change  (Original Currency)Percentage Change (US$m )

+23%

+4%

Premium

Please Note: The following monthly tables include all of the industry data that has been

collected during 2006, rather than being a like-of-like comparison with activity in 2005.
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As the second major spike in renewal activity, with nearly 22% of

the total annual premium being renewed, April was the first

month to provide a reliable indicator of market direction in 2005.

The figures for the month during 2006 supported the suggestion

that the market was relatively steady.

April was a busy month in terms of activity in the manufacturers

sector, with the sector representing 11 of the month’s 20

renewals. Despite only delivering around half of the month’s

total number of renewals, manufacturing operations represented

91% of the month’s premium total. 

One of the world's largest airframe manufacturers renewed

during April, receiving an as-before price on its program in both

dollar and original reporting currency terms. 

Half of the renewals are programs based in Europe.

Because of the limited activity during the first quarter, April was

the first month to give any indication of how manufacturing and

MRO operations would be treated during the year.

Total/

Average

Year

2005

2006

Renewals

20

20

Apr

196.07

200.91

Total Premium

+22%

0%

Percentage Change  (Original Currency)Percentage Change (US$m )

+22%

+3%

Premium

The month proved the value of tracking premium movements in

their original reporting currency. When looked at in US dollar

terms, premium declined -5% on average across the market, but

when looked at in original reporting currency terms, premium was

as-before, reflecting fluctuations in the foreign exchange markets.

Over half of the renewals come from European operations, but

the two programs that received double-digit lead premium

reductions were both North American manufacturers.

Total/

Average

Year

2005

2006

Renewals

13

13

May

34.19

33.02

Total Premium

+1%

0

Percentage Change  (Original Currency)Percentage Change (US$m )

+16%

-5%

Premium

June showed a slight decrease in premium in original reporting

currency. One major refueling company increased its self-insured

retention from US$50m to US$100m, resulting in a -20% reduction

in its premium. This had a significant impact on the month’s

premium movement.

This month’s two highest premium players are both North

American manufacturers, which together paid 47% of the month’s

total premium.

The month represents around 5% of the total annual lead premium.

Total/

Average

Year

2005

2006

Renewals

21

16

Jun

55.92

44.59

Total Premium

-2%

-1%

Percentage Change  (Original Currency)Percentage Change (US$m )

-2%

-6%

Premium
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July is the most active month in the aerospace insurance

calendar, with almost as much premium coming to market as

the whole of the second quarter. The month saw 22% of the

total number of annual renewals take place, with 33% of the

total annual premium, although this has declined slightly since

2005 when it delivered 35% of the total annual lead premium.

The month saw 29 renewals with a limit in excess of

US$1billion, while eight operations had a total gross premium

of over US$5million. 

One of the world's largest airframe manufacturers renewed during

the month, receiving around a 10% reduction on its insurance

program in lead terms. This was the result of a significant credit

balance that had developed over the last five years. 

Just under half of the total number of renewals in this month

come from the Americas, while nearly 60% come from the

manufacturing sector. Six of the month’s renewals received

double-digit reductions, five of which were manufacturers,

and 10 received as-before renewal rates. One service provider

saw its premium increase by more than 50% as a result of

changes to its liability limit.

Total/

Average

Year

2005

2006

Renewals

41

47

Jul

290.71

302.73

Total Premium

-7%

+2%

Percentage Change  (Original Currency)Percentage Change (US$m )

-7%

-5%

Premium

The aerospace market was quiet in August, with only 10

renewals, about 5% of the annual total in terms of both

renewals and premium. This fits the general aerospace

market's pattern of a high level of activity taking place at the

beginning of each quarter, with October the only exception.

The large percentage increases in premium were due to a 

major European manufacturer adding five new companies to

its program, coupled with the small number of renewals.

There were two fewer renewals in August 2006 compared to

2005, both of which were major manufacturers. Both

operations changed their renewal dates, one renewing early in

July and another extending to November.

Total/

Average

Year

2005

2006

Renewals

12

10

Aug

82.69

44.82

Total Premium

-13%

+6%

Percentage Change  (Original Currency)Percentage Change (US$m )

-13%

+13%

Premium

Eight of the 14 renewals in September were for programs based in

the Americas, seven of which were manufacturers. In terms of

operation type, six renewals were airport related risks and eight

were manufacturers. There was no service provider activity.

Four of the programs received reductions, with a further three

receiving as-before premium renewals. 

One of the renewals, a manufacturer based in the US, saw its

premium increase by a fifth as a result of being a new company

with no product liability in 2005 which also made an acquisition

during 2006, while a manufacturer based in Europe received a

reduction of over 15% as a result of exposure reductions.

Total/

Average

Year

2005

2006

Renewals

10

14

Sep

38.24

39.41

Total Premium

+9%

+1%

Percentage Change  (Original Currency)Percentage Change (US$m )

+9%

+2%

Premium
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October was one of the quietest months in the aerospace renewal

calendar. Of the 13 renewals that took place, five received increases

in lead premium, seven operations renewed at as-before prices and

there was only one reduction, at a manufacturer based in the

Americas, which had a loss come off its five year record.

In terms of the increases, the most significant was the result of a

European MRO operation more than doubling its lead premium

because of a significant fire that destroyed a number of aircraft that

were under its care.

Two of the four programs with a liability limit of over US$1bn in

October were airports, while Asia had the highest number of

renewals in the month with five of the 13 coming from the region.

Total/

Average

Year

2005

2006

Renewals

13

13

Oct

20.50

24.56

Total Premium

+8%

+10%

Percentage Change  (Original Currency)Percentage Change (US$m )

+9%

+13%

Premium

November was the third largest month of the aerospace renewal

calendar, with 10% of the total annual lead premium for 2006. 

Of the 18 renewals that took place in November, 10 were with

operations based in the Americas. Of these 10, eight were

manufacturers. Overall, 13 of the 18 renewals in November were

manufacturers.

There were seven reductions, nine increases and two as-before

premium renewals during the month, with a fairly even split

between region and operation type. The largest reduction was at a

European service provider that had general changes on its policy,

while the largest increase was recorded at a manufacturer in the

Americas that had had a significant loss.

Five of the six extra renewals in November were extensions. All

were manufacturers and compared to 2005 they added an

additional US$35m to the total lead premium for November.

Total/

Average

Year

2005

2006

Renewals

12

18

Nov

53.73

88.39

Total Premium

+5%

+5%

Percentage Change  (Original Currency)Percentage Change (US$m )

+4%

+3%

Premium

December is the joint third smallest month of the renewal calendar,

with only 4% of the total annual lead premium being renewed.

Seven of the renewals came from Europe, and of the 16 renewals,

44% were airport related risks.

Despite its size, it may be that December pointed the way towards

how the aerospace insurance market may develop over 2007. Over

70% of the renewals that occurred were reductions, four of which,

across all regions and all sectors, were double figure reductions.

Of the four increases that did occur, three were double figures in

original reporting currency. These were mainly the result of

increases in exposure, limit increases and changes to their

insurance programs.

Total/

Average

Year

2005

2006

Renewals

17

16

Dec

43.57

38.09

Total Premium

+1%

-4%

Percentage Change  (Original Currency)Percentage Change (US$m )

+15%

-13%

Premium
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Sector Analysis

The aerospace industry is dominated by the

manufacturing sector, which represents around 81% of

the industry in terms of total annual lead premium, the

same proportion that was recorded in 2005.

Despite delivering a relatively uniform low single-digit

increase in average lead premium during 2006, the

diverse nature of the aerospace insurance industry meant

that the reasons for the increases differed significantly

from sector to sector.

28
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> Renewals By Sector – 2005 > Renewals By Sector – 2006

Manufacturer

Total Renewals: 212 Total Renewals: 214

Airport Service Provider Manufacturer Airport Service Provider

Source: Aon Market Data Source: Aon Market Data

> Premium By Sector – 2005 > Premium By Sector – 2006

Manufacturer

Total Renewals: 212 Total Renewals: 214

Airport Service Provider Manufacturer Airport Service Provider

Source: Aon Market Data Source: Aon Market Data
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Airports

Manufacturers

Service Providers

Total/Average

+2

+5

+4

+3

Percentage Change 

(Original Currency)

118.37

743.28

53.84

915.49

2005

114.65

736.17

53.78

904.60

2006

-3%

-1%

0

-1%

Percentage Change

(US$)

62

109

26

212

2005

70

111

33

214

2006

Total Renewals Premium (US$m) Premium Movement

Source: Aon Market Data

Like for Like Data

Overall, the airports sector delivered a -3% reduction in US dollar

terms, but when examining the premium in original reporting

currency, this turned out to be a +2% increase in average lead

premium for the year, highlighting the importance of examining

the aerospace market from both currency perspectives to ensure

the true picture is clear.

Despite increases in global passenger exposures, the airport

sector has witnessed the smallest rise in lead premium during

2006 in original reporting currency as well as the largest US

dollar reduction.

The reason for this is likely to be that the airport sector is most

closely linked to the airline sector, where competition and low

loss levels have been driving down the cost of insurance,

particularly during the final quarter of 2006.

There was an increase in the number of airport renewals as airport

operations globally implemented infrastructure improvements to

meet the forecast future demand for air travel and moved into our

selection criteria as a result. Fluctuations in the global foreign

exchange markets also had a significant impact

The average premium increases have softened slightly since

August, prior to which there was a +3% increase in original

reporting currency. 

Of the 70 airport renewals that took place, there were 39

increases, 10 were renewed at as-before prices and 21

reductions. The largest reduction was at a European airport

authority that increased its deductible limit, while the

second was the result of the program being added to a larger

umbrella policy.

There were two increases over 20%, both of which were Asian

airport authorities. The largest added a number of new

operations to its umbrella program, while the other only became

fully operation during 2006. 

Removing the impact of air traffic control (ATC) and civil aviation

authorities (CAA) operations, the airport sector has delivered the

most consistent lead premium rates in original currency terms.

The only month to deliver a reduction was January, which was

significantly influenced by a European operation that received a

significant reduction as a result of increased deductible limits.

At the other end of the scale, November witnessed a significant

increase when the only airport related renewal had a relatively

significant increase.

In the ATC and CAA sub-sector, eight of the months of 2006 saw

programs receiving as-before prices. 

Airports

AON_Aerospace_Review_2007_V04  14/3/07  3:31 pm  Page 31



30
AIMR Q1-4_06

The service provider sector is the smallest of the sectors in the

aerospace insurance market according to Aon's reporting criteria,

and is subject to the influence of a few large insurance programs

as a result.

There has been little change from the average lead premium

increase reported in the January to August Aerospace Insurance

Market Review, with the sector continuing to report a +4%

average lead premium increase. There was a fairly mixed

experience in the sector during 2006, with four months

recording as-before average lead premium results, three seeing

an increase of greater than 5%, three seeing reductions and the

remaining two reporting increases of up to 5%.

Of the 33 renewals that took place, 17 were reductions or as-

before renewal rates. There was one reduction of -20%, the

result of the operation doubling its self-insured retention.

In terms of increases, all four that occurred were refuelers, all of

which were the result of changes to liability limits.

While the sector has delivered a fairly consistent average

premium rates during 2006, there is an expectation that there

will be a greater level of reductions during 2007 as a result of

competition in the aerospace market.

Service Providers

The manufacturing sector continues to dominate the aerospace

industry from an insurance renewal point-of-view. In 2006, it

provided 52% of the total number of renewals and 81% US

dollar premium. 

Just over half of the 111 manufacturer renewals that met our

criteria in 2006 received reductions or as-before premium rates.

Of these, there were two reductions of more than 20%, the first

of which finalized a settlement, while the second suffered a loss

that was expected to have a high reserve at its 2005 placement

but came in much lower than expected.

In terms of the increases, 23 were double-digit. The largest

increase was a European maintenance, repair and overhaul

(MRO) operation, that had a significant claim during the year,

while two other European and one Americas-based operation

had increases of over 30% as a result of increases in turnover, 

a brokerage reduction and the addition of a number of new 

risks respectively.

Competition for the larger manufacturers' insurance programs

means that they are tending to be fairly treated, with some seeing

as-before renewals and others receiving premium reductions.

MRO operations are included in the manufacturers sector

because of their similar risk profiles. The sub-sector overall

received an average +12% increase in original reporting currency

during 2006. The key reason for the relatively significant

hardening was increases in premium on two risks as a result of

claims. Stripping out the impact of these two operations means

that the sub-sector delivered a +3% average premium growth in

original reporting currency.

Removing the MRO operations from the manufacturing sector,

2006 delivered an even spread of premium experience.

Premium increases of greater than 5% were recorded in four

months of 2006, as-before in four months and reductions in the

remaining four. 

Both the manufactures and MRO sub-sectors witnessed a

double-digit decline in average lead premium renewal rates in

original currency terms during December 2006, adding weight

to the suggestion that the market may soften during the 2007/8

renewal process.

Manufacturers
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Regional Analysis

Original CurrencyUS$ 

3

6

93

34

76

212

2005

5

6

88

40

75

214

2006

4.89

13.10

355.65

42.29

499.56

915.49

2005

5.02

13.57

361.75

44.15

480.11

904.60

2006 Manufacturer

20

33

42

59

9

33

Airport

60

33

17

15

10

15

Service 

Provider

Total Renewals Premium

(US$m)

Percentage Movement Percentage 

Renewal Composition

20

33

41

26

81

52

+9%

+10%

+3%

+6%

+1%

+3%

+3%

+4%

+2%

+4%

-4%

-1%

Africa

Middle East

Europe

Asia

Americas

Total/Average

Source: Aon Market Data

Like-for-Like Data

> Renewals By Region – 2005 > Renewals By Region – 2006

Total Renewals: 212 Total Renewals: 214

Africa Middle East Europe Asia Americas Africa Middle East Europe Asia Americas

Source: Aon Market Data Source: Aon Market Data

> Premium By Region – 2005 > Premium By Region – 2006

Total Renewals: 212 Total Renewals: 214

Africa Middle East Europe Asia Americas Africa Middle East Europe Asia Americas

Source: Aon Market Data Source: Aon Market Data
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Europe has the largest number of aerospace renewals globally,

reflecting the high level of aviation activity in the region generally.

As a result, its premium increase in original reporting currency

terms is in line with the global average.

In terms of developments within the region, the spread of airlines

into the states to the east of Europe is leading to some significant

developments taking place in terms of MRO activities as well as

some major airport extension activity, attracted by the relatively

cheap labor and land as well as the large numbers of potential

customers. From an insurance point-of-view, this will mean that

there is a growing need for innovative programs that have the

capacity to grow with their organizations.

Europe is the most evenly split region in terms of manufacturers

and airports, both forming just over 40% of the total aerospace

insurance market activity in terms of the number of renewals.

In terms of the renewals, of the 88 that took place, 42 received

reductions or as-before rates on their programs. The two largest

reductions were both European airport-related, the first of which

was the result of an increase in its deductible limits which led to a

40% reduction in its premium, while the second was the result of

an operation being added to a global umbrella program.

In terms of the increases, one European MRO operation saw its

premium double as a result of a significant claim on its policy,

while increases were also placed on two other European

manufacturers as a result of the addition of five programs to the

first and a change in brokerage at the second.

Europe

Africa is the smallest region in terms of both the number of

renewals and the amount of premium it adds to the global total.

As a result, it is highly influenced by changes to individual

insurance programs.

The majority of the five programs included the selection criteria

are service providers, where there has been considerable

investment as the region gears up for the projected growth in air

travel over the next few years.

The two operations that witnessed reductions on their insurance

programs were refuelers, while the largest increase was at a

service provider that was the result of changes to its liability limit.

While Africa has yet to achieve the stability or reputation of the

emerging markets in Asia and the Middle East, in the long-term,

it could become the next region with a significant potential for

aviation growth. There have also been some developments in

terms of operations such as the successful Virgin Nigeria that

may point to the region's long-term potential.

There are a lot of economic, social and structural challenges that

would need to be addressed before the region could be

considered to be an emerging market, but the potential for the

region remains high in the long-term.

Africa

The Middle East continues to promote itself as the region with

the highest growth potential over the next few years.

As a result, aerospace operations in the region have also been

making significant investments to support the projected growth

in the Middle East, which has meant that, along side Africa, it has

the largest increase in average lead premium during 2006. 

This increase has been driven by a maintenance operation that

has made a significant investment as it seeks to double its

revenues over the next five years and diversify from its reliance

on military support activities. This is an exception, as there is

currently little manufacturing or MRO activity in the region.

Another major refueler in the region has broadened its activities

into Africa, which has driven a significant rise in lead premium

on its insurance program, while one of the region's

government programs has also seen a double-digit increase as

a result significant investment and the development of a new

airport terminal.

Two of the six operations in the region received reductions, but

these were only around -2%.

The results are based on a relatively small number of renewals

and a small amount of premium, so the percentage changes are

very susceptible to changes in individual large programs.

Middle East
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The majority of the aerospace insurance programs in the

Americas are manufacturers, reflecting the strength and heritage

of the aerospace industry in the region. In terms of original

reporting currency, the region saw a slight hardening on average

during 2006, compared to there being no change in the first

eight months when two thirds of activity took place.

Of the 75 renewals that took place in the Americas during 2006,

41 were either reductions or as-before rates. There were two

reductions of over 20%, a manufacturer that finalized a

settlement and a service provider that doubled its self-insured

retention levels.

At the other end of the scale, there were 14 double-digit

increases, four of which were over 20%. The largest increase was

on a helicopter manufacturer program which saw its premium

rise by nearly 40% as a result of increases in turnover. Another

Americas-based light-aircraft manufacturer received an increase

of over a fifth as a result of a historic loss increasing its reserve,

while a component manufacturer saw its premium rise as a

result of being a new company in 2005 and making an

acquisition during 2006. The other significant increase, a service

provider, saw a premium increase of nearly 30% as a result of

doubling its liability limits.

The relatively low levels of airline passenger growth in the region

have continued to dampen airport exposures, and airports tend

to buy excess liability from the international markets with the

primary being retained in the US domestic market.

Recent start-ups within the insurance market in the US are

creating an increase in capacity in the region, which in turn is

likely to put pressure on rates and order sizes into the

international insurance market during 2007.

With the generally good loss record in the US, the business is

attractive, but aviation is a catastrophe business and the question

arises as to how long the situation will continue if there are

significant losses.

Americas

While the economies in Asia continue to grow healthily and there

are a large number of new aerospace operations in development

and going live, the level of average lead premium increase has been

only slightly higher than the global average.

The key reason for this is that insurance markets tend to offer

economies of scale and the increasing level of competition that is

attracted by the region’s growth. 

At first glance it may seem that the culture is also not as litigious as

North America, and as a result, there are fewer subrogation

concerns for MRO and manufacturing operations, which could

make it more attractive to set up operations in the region.

The reality is however, that North American manufacturers are

increasing looking at setting up operations in Asia in order to take

advantage of lower costs, it could be that this will ultimately be

used as a back door into the US market from a claims point-of-view.

Of the 40 renewals that took place in Asia during 2006, 17 received

reductions or as-before rates. Only one of these, an MRO operation,

received a double-digit reduction, the result of its loss reserve in

2005 being much lower than expected.

There were 11 double-digit increases, five of which were over 20%

higher than the 2005 renewal rates. Of these, two were airport

authorities, two were refuelers and one was an MRO. One Asian

airport program received a nearly 25% increase in its premium as a

result of four airports being added to its roster. A petroleum

company in China also received an increase of over 25% as a result

of doubling its limits, while an MRO operation received an increase

of over 20% following substantial losses on its policy.

Asia
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Liability Limit Analysis

Segmenting the market in this way may not always provide

a direct indicator of the size of an organization, but the level

of liability does give a good guide of an organization’s risk

profile and the market impact that it has.

In terms of the premium contribution made by each of

the bands, there has been little change 

since 2005.
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> Renewals By Liability Limit – 2005 > Renewals By Liability Limit – 2006

US$

0-499m

US$

500-749m

US$

750-999m

US$

1-1.49bn

US$

1.5-1.99bn

US$

2bn+

Source: Aon Market Data

US$

0-499m

US$

500-749m

US$

750-999m

US$

1-1.49bn

US$

1.5-1.99bn

US$

2bn+

Total Renewals: 212 Total Renewals: 214

Source: Aon Market Data

> Premium By Liability Limit – 2005 > Premium By Liability Limit – 2006

US$

0-499m

US$

500-749m

US$

750-999m

US$

1-1.49bn

US$

1.5-1.99bn

US$

2bn+

Source: Aon Market Data

US$

0-499m

US$

500-749m

US$

750-999m

US$

1-1.49bn

US$

1.5-1.99bn

US$

2bn+

Total Renewals: 212 Total Renewals: 214

Source: Aon Market Data

AON_Aerospace_Review_2007_V04  14/3/07  3:31 pm  Page 36



35
quarter_ 41 2 3

Original CurrencyUS$ 

28

41

35

86

14

8

212

2005

30

33

43

84

13

11

214

2006

48.45

80.70

72.43

254.17

103.90

355.84

915.49

2005

49.55

79.39

77.08

251.02

102.73

344.83

904.60

2006

73

63

39

44

38

82

52

+3%

+2%

+3%

+2%

+9%

-4%

+3%

+2%

-2%

+6%

-1%

-1%

-3%

-1%

Manufacturer

16

28

47

30

62

18

33

Airport

12

9

14

26

0

0

15

Service 

Provider

Total Renewals Premium

(US$m)

Percentage Movement Percentage 

Renewal Composition

US$0-499m

US$500-749m

US$750-999m

US$1-1.49bn

US$1.5-1.99bn

US$2bn+

Total/Average

Source: Aon Market Data

Like-for-Like Data

The US$0-499m band is the smallest in the market in terms of

lead premium, and it has risen in line with the market average for

lead premium throughout 2006. 

There have been some notable premium increases that stand out

in the band, including one North American based helicopter

manufacturer which saw its premium rise by nearly 40% as a

result of increases in turnover. Another airframe manufacturer in

the region saw its premium increase by over a fifth as a result of

a historical loss increasing its reserve.

At the other end of the scale, one airport service provider, also

based in the Americas, saw its lead premium drop by nearly a

fifth as a result of historical loss improvements. 

Overall, of the 30 renewals that took place in this band, 13

received reductions or as-before premium rates, with 17 seeing

increases. Seven of the increases were double-digit, four of which

were manufacturers based in the Americas. 

This band has the smallest proportion of airports and the third

highest number of service providers in terms of renewals. It

provides 14% of the total number of annual renewals but only

6% of the total annual premium. 

US$0-499 million

The US$500-749m liability limit sector continued to be relatively

stable from an average lead premium position during 2006. 

The band provided just under 9% of the total annual premium,

based on 15% of the renewals.

In terms of premium changes, one of the major civil aviation

authorities in Asia received an increase of nearly a quarter

following a significant growth in exposure. Meanwhile, a

manufacturer in North America enjoyed a reduction in its lead

premium rate of nearly 20% as a result of recognition of

exposure changes.

US$500-749 million
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This sector had the largest growth in lead premium in original

currency terms during 2006, three times the average market rate,

mainly as a result of changes at a single European component

manufacturer that added a number of new risks into its

aerospace insurance program.

Of the 13 operations in this band, 10 saw their premium

increase. The largest of these, a European component

manufacturer, saw its premium increase by over 60% as a result

of the addition of five new companies to its program. Four of the

10 increases were double-digit, evenly split between airports 

and manufacturers.

Only two of the organizations in this band received reductions,

both of which were manufacturers, both of which had a

reduction in their loss ratios.

This is the only sector to be dominated by airports, and contains

no service providers. 

US$1.5-1.99 billion

Highlighting the impact of the major manufacturers on the

aerospace insurance market, this segment only represents 5% of

the total annual number of renewals but contributes nearly 40%

of the total amount of premium. Nine of the 11 renewals in this

sector are manufacturers, and there were only two operations

that enjoyed a reduction.

The largest premium increase was for an air traffic control

operation in Asia that increased its limit significantly. 

One North American manufacturer witnessed a major reduction,

highlighting the increasing levels of competition for world-class

insurance programs. 

US$2 billion+

This segment has the largest proportion of renewals and the

second highest amount of premium in the aerospace sector. 

There are 84 operations in this band in total, 11 of which

witnessed double-digit decreases, 21 of which had single-digit

decreases, 14 as-before renewals, and 17 double-digit increases.

Nearly a fifth of operations in this band were refuelers, six of

which received double-digit increases suggesting that

underwriters are not being lenient on the sector. One refueling

operation, however, was the third largest reduction, as a result of

an increase in its level of self-insured retention.

The two largest reductions were manufacturers, one of which

settled a loss, while the other had a loss that was expected to

have a high reserve for its 2005 placement that came in lower

than forecast. Another Americas-based aircraft manufacturer

received an increase of over a fifth as a result of being a new

company with no product liability in 2005 as well as making an

acquisition during 2006. 

Two airports in this sector have also received increases of greater

than +10%, mainly as a result of exposure growth.

Of the eight maintenance, repair and overhaul (MRO) companies

in this sector, only one received a reduction, suggesting that

underwriters are pricing business on risk type rather than relying

on general market trends.

US$1-1.49 billion

This is the second largest band in terms of the number of

renewals, but only contributes around 9% of the aerospace

sector’s total annual lead premium. It contains the second

highest proportion of airports.

While the band shows the highest rise in premium in US dollar

terms, when looking at original reporting currency, it was in line

with the market average.

There are 43 operations in this band, five of which received

double-digit reductions. The largest of these, a European airport,

saw its premium almost cut in half in original currency terms as a

result of an increase in its self-insured deductibles.

Nine operations witnessed double-digit premium growth. The

largest of these, a European MRO, saw its premium more than

double as a result of a major hangar fire that destroyed a number

of aircraft. The second largest increase was as a result of changes

to an African service provider’s liability limit.

US$750-999 million
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Publications Produced by

Aon Aviation during 2006

> Aerospace Insurance Market News January 2006

> Aerospace Insurance Market News March 2006

> Aerospace Insurance Market News May 2006

> Aerospace Insurance Market News July 2006

> Aerospace Insurance Market News September 2006

> Aerospace Insurance Market News November 2006

> Airline Insurance Market News January 2006

> Airline Insurance Market News February 2006

> Airline Insurance Market News March 2006

> Airline Insurance Market News April 2006

> Airline Insurance Market News May 2006

> Airline Insurance Market News June 2006

> Airline Insurance Market News July 2006

> Airline Insurance Market News August 2006

> Airline Insurance Market News September 2006

> Airline Insurance Market News October 2006

> Airline Insurance Market News Mid-October 2006

> Airline Insurance Market News November 2006

> Airline Insurance Market News Mid-November 2006

> Airline Insurance Market News December 2006

> Airline Insurance Market News Mid-December 2006

Solution Briefs: 

> Actuarial & Analytics

> Aggression Management

> Computer Network Risk Insurance

> Directors and Officers Coverage

> Weather Risk Management

Special Bulletin: 

> Aviation Insurance Clauses Group
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