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The first quarter is likely to be the quietest period of
2007 in terms of airline insurance renewals and
premium. In 2006, the four renewals in January
delivered less than 1% of the total annual lead
premium, and there is little doubt that the month
will have similar weight this year.

Despite the airline insurance market being
significantly calmer than December, it appears that
the very soft market conditions that developed
during the final quarter of 2006 have continued,
particularly given that the majority of renewals were
negotiated at the end of the year.

It seems probable that the new capacity that
entered the market during the final quarter of last
year will have an impact on premium rates until at
least September, which is seen as the end of the
airline insurance market's annual cycle.

The new capacity has been attracted by five years
without a catastrophic loss and a relatively positive
experience for many in the underwriting
community. If prices continue to fall with the speed
that we have witnessed over the last few months,
however, profits could quickly dry up.

The question that arises is how quickly the market
will climb when a catalyst such as a catastrophic
loss, capacity contraction or the general perception

that the market has become unprofitable, comes
into play. While the recent reductions have been
very positive from insurance buyers' point-of-view, if
there is a significant contraction of capacity during
the next cycle, the current situation will be reversed,
and equally, if there is a major incident, the
downward pressure may decline.

The aviation insurance market is always likely to be
subject to a boom and bust cycle, which has a
negative impact on the smooth running of the
market in the long-term. Ultimately, a less volatile
insurance market cycle is in the interests of sellers
and buyers alike.

The question that arises, however, is whether
technology and safety improvements have now
made the airline industry so safe that there will only
be an occasional major loss, or whether the industry
has simply gone through a long period of good
fortune and we will see a rise in the number of
losses in the future.

At the same time, the market is now close to pre-
2001 rates, excluding excess third party liability
rates, but the value and number of planes and
passengers taking to the sky every day have all risen
significantly over the last decade.

(continues overleaf)
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Renewals
Fleet Value
Movement
(% change)

Passenger
Movement
(% change)

Expiring
Premium 
(US$m)

Renewal
Premium 
(US$m)

Premium
Movement
(% change)

Quarter 2 2006 45 +13 +19 196.35 185.81 -5

Quarter 3 2006 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

January 3 +17 +24 13.97 11.97 -14

Year-to-date 3 +17 +24 13.97 11.97 -14

Source: Aon Market Data

*Numbers on a like-for-like basis
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There are two competing factors that need to be
taken into account when gauging the bottom of
the market. On the one hand, the soft market
conditions have continued for an unprecedented
length of time. For example, looking at the average
lead premium changes by month since 2003, there
have only been six months when there has been 
an increase.

At the same time, the airline insurance market has
proved profitable enough over the last few years to
attract the new capacity into the market, and it will
take some time before the new operations are in a
position to appraise their positions and work out
what their strategies will be, particularly given the
long tail nature of the underwriting year, which 
will see the majority of 2007 losses going against
2006 policies.

While it is too early to realistically speculate, it is
interesting to note that taking the average rate of
reduction for the last four months and applying it to
the 2006 lead premium total would mean that total
lead premium for the whole of 2007 could be lower
than US$1.4bn.

This would mean that the market has contracted by
nearly US$1bn over the last two years, and would
be likely to lead to a significant number of
underwriters assessing their continued commitment
to the airline insurance market.
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Market Overview (continued)

The LSW 555D policy form appears to have
become universally accepted by hull war market
buyers and their contracting parties during the last
few months of 2006. The LSW 555D wording was
introduced in March 2006 as a result of hull war
insurers becoming increasingly sympathetic to the
need for increased weapons of mass destruction
(WMD) coverage without the risk of exposure to
ruinous accumulation.

Hull war pricing has fallen somewhat, but at a
slower rate than the hull and liability or excess third
party liability (AVN52) markets. Capacity is stable
but, unlike other markets, it has been declining for
some time. Price reductions are likely to be driven
by client expectation and their experience of other
airline product classes. Insurers’ concern is that total
premium income barely covers a major loss.

Excess AVN52 market pricing has declined
significantly as a result of the level of competition.
The lack of any claims has delivered significant
profits of around US$6bn to participants over the
last five years, which has in turn made it attractive
to the new market participants over the last few
months. This product has proved to a valuable infill
to the insurers lost hull and liability premium.

Aon research suggests premium volume stood at
over US$300m for 2006 before verticalisation.

The falling lead prices and increased levels of
vertical marketing have been so significant that
some underwriting operations have begun to
become more selective about the business they
participate in, and in some cases may even be
looking to pull out of this market entirely.

The level of reduction has been even greater than
in the hull and liability market, and as a result, it
has delivered significant savings to buyers in excess
of the average for the core coverages.

The Aviation Insurance Clauses Group’s new AVN48
and 52 variant clauses, which refer to WMD
coverage, have yet to be used by the market. There
appears to be little inclination to move in that
direction at this stage because of the expected
airline reaction to their implementation and the
competition for quality business among lead
insurers.

It appears that the majority of programmes have
been reinsured without changes and so this has
meant that there is little pressure on the direct
market to work with the new clauses.

Hull War, Excess Third Party War and Allied Perils Liability Market Overview



The potential benefits of residual value insurance
(RVI) are regularly discussed in any industry with
significant physical assets. It is sometimes dismissed,
however, because the high level of risk and low
level of capacity mean that it can be perceived as
too expensive to be viable.

This does not take away from the fact that RVI is
still potentially an extremely attractive and
beneficial type of coverage. 

One of the major concerns to an aviation
organisation, be it an airline, an airport, a
maintenance, repair and overhaul operation or even
a leasing company, is the future value of its physical
assets. Ensuring this value is quantifiable at defined
points during an asset's working life, such as the
end of a particular finance or charter period, can
deliver an attractive element of certainty to an
organisation's bottom line.

RVI offers a way of insuring for the event of the
future value of an asset falling below a specified
level. It can be used to reduce leasing and finance
costs by minimising the amount of amortized
capital repayments.

RVI can be very useful in transactions where the
final payment at the end of a financing period,
often known as a balloon payment, is feared to
exceed the value of the actual asset. Equally, even if
there is no financing involved, it can simply insure
against an asset having a lower than originally
anticipated value at a specified future date.

As a result, the benefits of RVI can be significant.
Alternative risk transfer methods such as RVI make
projects possible because without insurance they
would be considered too risky to undertake. It can
be used to provide insurance capacity that might
not otherwise have been available.

Despite the obvious benefits of the product for an
asset hungry aviation organisation, it is difficult to
implement without significant expertise.

Lenders do not tend to be willing to take residual
value risk themselves because of the level of risk,
while manufacturers are not prepared to offer
residual value guarantees because any claim could
have a significant but non-quantifiable impact on
their balance sheets.

As the largest insurance broker in the world,
however, Aon has the experience and capability to
create and implement effective RVI coverage for 
its clients. 

Aon's team of RVI experts have worked with
organisations in a variety of industries globally and
can apply their expertise to the aviation industry to
help support a range of aviation activities.

RVI can be used to support both long and short-
term projects, and can improve the level of
certainty when looking at the long-term value of
physical assets.

If you would like further information about how RVI
can support your operation, please contact your
Aon representative or aviation.aerospace@aon.co.uk
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Aon Update

The year-to-date loss total, excluding attritionals, is
currently US$29m, 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$70m, compared to
US$52m in January 2006.

There have been no significant losses that have
taken place since the last edition of this Airline
Newsletter. The loss of a Challenger 850 at
Moscow’s Vnukovo Airport on February 13 should
not impact the market.

The start of 2007 has so far followed a similar path
to 2006, with cumulative losses sitting well below
the average amount for 1996-2006.

The continuation of the good safety record across
the industry is impressive, and should be taken into
account as underwriters apply a more technical
approach to their renewal rates.

Market Losses
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Residual Value Insurance Offers Opportunities



February continues the quiet first quarter, with 
only three renewals expected to take place. For the
last two years, it has been the month with the
lowest level of premium and renewals for the
complete year, and there is little expectation that
this will change in 2007.

The largest renewal expected to take place is
MyTravel, which has recently announced that it
intends to merge with Thomas Cook to form the
Thomas Cook Group.

If the move is successful, it will create an operation
with a fleet valued at over US$4.5bn before
synergies. In terms of passengers, taking the
reported numbers from their latest renewals, a
combined group would have had just under 20
million passengers.

Given that the merger was only announced early in
February, it is unclear what the impact will be on
the two company’s insurance programmes. Thomas
Cook renews its insurance programme in
December. The deal is expected to be completed
by June.

Tarom, the second largest renewal in February
2006, moved its policy renewal date to May. Air
Transat has extended into March, having previously
renewed in December.

The low level of activity continues in March, when
only eight renewals are expected to take place. As a
result, the direction of the airline insurance market
will not become clear until April, although it seems
highly likely that the very soft market conditions
will continue as the year progresses.

Airline Renewals

MyTravel 14 Feb
Skynet Asia Airways 20 Feb
Lineas Aereas Aztecas S.A. 25 Feb

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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