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The 2006 renewal season was a good period for
insurance buyers. There were significant reductions
to the overall level of lead premium as underwriters
attempted to maintain their portfolios in the face of
spirited competition and low loss levels.

December 2006 represented 49% of the annual
total amount of premium renewed, compared to
52% in 2005. Lead premium levels were down by
nearly a quarter in December compared to the
same period in 2005, when year-on-year lead
premiums fell by only -5%. 

Given the size and number of renewals that take
place in the final month of the year, as well as the
-22% and -19% reductions recorded in October
and November, total lead premium for 2006 was
down by nearly a fifth for the full year.

This is a significant change from the 5-10%
reductions that were the norm from 2004 through
to September 2006, a gradual decline seen by many
as a controlled return to pre-9/11 market levels,
excluding AVN52E premium, which was part of
standard coverage prior to 9/11.

The reductions in December have meant that the
total annual London lead premium figure for the
year was at the low end of the most recent forecasts
at US$1.68bn, compared to US$2.15bn in 2005.
Vertical market premium levels are lower as
differentials expanded.

The question that this poses is how much further
can the airline insurance market fall without a return
to the boom and bust market cycle? Market
participants have made significant investments to
attract and retain staff, and premium income
requirements mean that competition will continue
to be fierce. It seems unlikely that this can be
sustained if the market is to remain profitable. That
said, the situation is complicated by the lag from
the underwriting year, with large numbers of losses
in 2007 going against the 2006 underwriting year.

Therefore there is a need to approach 2007 with
caution. The reductions have been very positive
from an insurance buyer’s point of view, but
aviation insurance exists to ensure business
continuity in the event of a serious incident and the
market needs to be in a position to respond in a
balanced manner if the need arises.

Preliminary numbers for 2006 suggest that the
dominance of the final quarter renewal season in
the aviation insurance market continues to gradually
decline. In 2006, the final quarter represented
around 70% of the annual renewal total, but in
both 2004 and 2005, the renewal season
represented around 75%. In 2003, the final quarter
represented over 80% of the total lead premium.
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Renewals
Fleet Value
Movement
(% change)

Passenger
Movement
(% change)

Expiring
Premium 
(US$m)

Renewal
Premium 
(US$m)

Premium
Movement
(% change)

Quarter 1 16 +4 +12 63.03 61.78 -2

Quarter 2 45 +13 +19 196.35 185.81 -5

Quarter 3 45 +2 +16 261.55 246.40 -6

October 16 +1 +6 147.01 114.27 -22

November 31 +8 +9 307.85 249.46 -19

December 54 +1 +6 1,052.68 820.39 -22

Full Year 2006* 207 +4 +9 2,028.47 1,678.11 -17

Source: Aon Market Data

*Numbers on a like-for-like basis
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The loss total for 2006 excluding attritionals was
US$804m, -1% lower compared to the whole of
2005, and -6% lower than the 2000-05 average.
The estimated figure for 2006 with the attritional
losses taken into account puts the overall loss total
at US$1,273m.

Turning to 2007, the year-to-date loss total,
excluding attritionals, is currently US$23m, which
compares to US$13m in January 2006. Taking a
pro-rata figure for an annual estimate of attritional
losses into account, the overall loss total is currently
US$64m, compared to US$50m in January 2006.

There have been three notable losses since the last
Aon airline newsletter.

On December 24, a Boeing 737-400, registration
PK-LIJ and operated by Lion Airlines, was damaged
while landing at Makassar, Indonesia. The aircraft
has been classified as a constructive total loss. None
of the 162 people onboard were killed. The aircraft
was valued at US$21m.

On January 1, a Boeing 737-400, registration PK-
KKW and operated by Adam Air, went missing while
on a domestic flight between Surabaya and

Manado, Indonesia. It took over a week for the
wreckage of the aircraft, which had 102 people on
board, to be found. The aircraft was valued at
US$20m. There were no reported survivors.

On January 13, a Republik Express Airlines Boeing
737-200C cargo carrier, registration PK-RPX, was
classified as a total loss after both engines
reportedly fell off as it landed at Kuching
International airport in Malaysia. The aircraft was
valued at US$3m.

The main reason for the decline appears to be the
movement of a number of programmes out of the
renewal season in an attempt to gain some
differentiation from the rest of the market.

It also highlights the difficulties that have faced a
number of the major airlines, which tend to renew
during the final quarter, and the increasing
importance of the low-cost airlines, which generally
renew throughout the first three quarters. The
suggestion that smaller operations are in good
health is also underlined by the strong passenger
growth witnessed during the first three quarters.

The lead premium reductions are now having an
increasing impact on the average decline over the
last two years, which now stands at over -12%. The
average reduction for the year up to December
2006 now stands at -17%, while the three and six
month average reductions now stand at around
20%. 

The US federal government has extended its
Aviation War Risk Insurance Program until the end
of August. While US government believes that acts
of terrorism are aimed at the state and as a result
should not need to be covered under commercial
insurance programmes, the majority of other
governments expect aviation operations to cover
this risk under commercial policies. 

Many suggest that this is distorting the aviation
insurance market, and Aon continues to lobby

governments globally to follow the US lead on
behalf of its clients.

Swiss Re has reorganised its aviation business into
two units, Aviation Direct Airlines & Manufacturers,
headed by Munich-based Oliver Dlugosch, and
Aviation Direct General Aviation & Aerospace,
headed by London-based Wayne Murphy. Both men
will report to Rudi Flunger, global head of aviation
and space. 

As a result of the changes, Michel Rohr takes an
expanded underwriting role for large accounts in
the airlines and manufacturers unit, while Marcel
Fok leaves to join the Space business unit at the
start of April. Greg Dawson will continue his senior
underwriting role  

Market Losses

3

0

250

500

750

1,000

1,250

1,500

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

U
S$

 M
ill

io
n

s

2006
2007
Average 2001-2005
Average 1996-2005

Cumulative Loss Graph
(Excludes September 11th Losses)

Source: Aon ACrash Database

1

24 Month

12 Month
Six Month

Three Month December
-25

-20

-15

-10

-5

0

5

Average Percentage Premium Movement

Source: Aon Market Data

Market Overview (continued)



The fog which crippled aviation infrastructure in the
UK over the festive season, the difficulties at Bristol
Airport and the storms that have swept the US,
have highlighted how vulnerable airport operators
are to the weather.

While there were no serious incidents related to the
recent weather conditions in the UK, the issues
created highlighted 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
airline needs to be able to manage any situations
successfully to ensure that its customers are happy
with the service they receive, but putting travellers
up in hotels overnight or arranging last minute
alternative routes can be a significant drain on even
the best managed bottom lines.

It is not only headline-grabbing weather conditions
that can have an impact. Weather patterns that are
simply one degree above or below the seasonal
norm can create unexpected demand for hot or
cold drinks, for example, that an airline needs to
meet to deliver customer satisfaction and make the
most of potential revenue while minimising aircraft
weight. 

Weather risk management insurance can offer a
way of balancing any potential impact.

Implementing a weather risk management product
offers an organisation some return in the event of
specified weather related issues. For example, if an
airline regularly flies to an airport where rain forces
diversions, a weather risk product can offer support
to the airline 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. At a time when the
aviation industry faces many challenges and severe
cash constraints, the efficient management of all
operating risks is paramount, and purchasing
weather risks contacts can form part of this
strategy.

Aon has practitioners that are experienced in
structuring and executing weather risk
management insurance contracts and can help
minimise the impact of adverse weather on the
bottom line. 

Aon's experienced professionals are able to assist by
analysing the correlation between profits and
adverse weather, supporting a clients' decision as to
whether weather risks can be an effective product
for them.

If you would like further information about how
weather risk management techniques can support
your operation, please contact your Aon
representative or aviation.aerospace@aon.co.uk
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Weather Difficulties Highlight Value of Derivative Products

Aon Aviation introduced an Aerospace Insurance
Market Newsletter last year to meet the growing
demand for specific aerospace insurance market
information which focuses on manufacturers,
airports .and service providers.

The newsletter follows a similar format to the Airline

Newsletter, and is designed to provide data and
discussion specific to the aerospace insurance
market, helping our clients and the market generally
understand how aerospace insurance is evolving.

To receive the Aerospace Insurance Market
Newsletter, contact aviation.aerospace@aon.co.uk

Aon Update

Aerospace Newsletter Available

Airline Business magazine's Airline Risk Management
Survey, conducted in association with Aon,
researches risk management trends across the
global airline industry with the aim of establishing
industry benchmarks against which individual
airlines can measure their performance. 

The survey is being conducted for Airline Business
by an independent research agency and all
responses will be treated with total confidentiality.
The findings will be analysed and presented in

aggregate form only and the data will not be
attributed to specific respondents.

All airlines participating in the survey will receive a
full copy of the final report on CD. We hope to
present the top-level findings at IATA's Insurance
Rendezvous in April and publish an executive
summary in Airline Business during the first quarter. 

If you would like to participate in the survey, please
email gillian.jenner@mac.com

Airline Risk Management Survey



January sees a significant drop in renewal activity
with only five major renewals. The size and
premium volume generated also falls sharply.

As a result of the size of renewals and the fact that
they were, in the main, negotiated during the final
quarter of 2006, the month is not expected to
provide much of an indication of market direction.
February and March are only expected to deliver
limited activity, and therefore it is likely to be April
before any real understanding of market direction
can be expected.

Capacity levels are unlikely to change quickly with
the level of investment made to introduce the new
underwriting operations and influence of the
underwriting year. 

It appears that programmes with good loss records
are likely to continue to attract strong reductions
during the early months of 2007, although some
underwriters are likely to be examining their
commitment to the airline market given the current
environment.

None of the losses during the New Year period
were significant enough to influence market
direction and, in the main, credit balances continue
to be positive as a result of the good recent loss
histories.

Rather than when the market will harden, the key
question for 2007 will be how much further can it
fall before there is a change in underwriting stance?

As a result, it may be that there will be a trend for
early renewals during 2007, as insurance buyers
seek to make the most of the benign market
climate at this stage.

Airline Renewals

Vietnam Airlines 01 Jan
Amiri Flight 01 Jan
Flyglobespan (Globespan Group PLC) 01 Jan
HI Hamburg International 01 Jan
Lloyd Aereo Boliviano 31 Jan

Airline Renewal Date
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Average Premium Per Renewal
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This is the Aon Aviation Airline Insurance Market News, which is our attempt to keep our
clients and others informed of developments in the airline insurance market. We welcome
any comments or suggestions to add to or improve our product.

All figures detailed in this newsletter include all known information at time of production
on the lead London terms of airlines renewing with fleet values in excess of US$150
million. They do not take into account any coverage changes and are not weighted in any
way with regard to the size of the airline’s fleet or the volume of premium paid.

Our loss information covers Western built equipment only and we only include losses with
a total incurred loss of US$1million and above.

We must point out that due to the nature of this type of bulletin, Aon UK 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 in this newsletter is correct to the best of our knowledge at the time 
of publication.

Aon UK which is authorised and regulated by the Financial Service Authority for insurance
mediation services only.

If you have any comments regarding this newsletter, please contact:
Steve Doyle, Global Practice Manager, tel: +44 20 7216 3914, email: steven.doyle@aon.co.uk;  Magnus Allan, Industry Journalist, tel: +44 20 7086 1277, email: magnus.allan@aon.co.uk 
For information and analysis, please contact:
Kelly Fuller: +44 20 7668 9589, kelly.fuller@aon.co.uk; Paul Mitchell: +44 20 7216 3641, paul.mitchell@aon.co.uk
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