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Although there has only been limited activity so far
this year, all the signals point to a continuation of
the soft market conditions.

February only witnessed the renewal of two airline
insurance programmes, compared to four in 2006,
but the trend for lead premium reductions of nearly
a fifth appears to be ongoing.

The falling activity compared to 2006 is the result of
one operation's fleet size falling below Aon
reporting criteria and a second extending its
renewal date into May. As a result, February is very
likely to be the least active month in the airline
insurance market calendar in terms of both
premium and renewals. 

In total, the first quarter of 2006 delivered under
8% of the total number of annual renewals, and
under 4% of the total annual lead hull and liability
premium. It seems certain that it will follow a similar
pattern in 2007.

This is now the fifth consecutive month to deliver
double-digit reductions in average lead hull and
liability premium, a result of the high capacity in
the airline insurance market and the relatively low
number of losses in the aviation industry generally.

Unless there is a significant change as a result of a
major airline loss, consolidation in the underwriting

community or the withdrawal of capacity, the
current rate of reductions may continue until at
least October. This will mean that the entire
industry has the opportunity to benefit from the
current level of lead hull and liability premium.

The level of reductions, however, depends on a
number of factors at individual airline operations.
Issues such as loss histories continue to be more
important than prevailing industry trends, and
operations need to take this fact into account when
it comes to their renewal expectations. 

The current level of activity continues to suppress
the average premium per renewal, which is
currently 25% below the average for the whole of
2006, although this is based on the limited number
of renewals that have taken place so far this year.

It seems that 2007 may be significantly more active
than 2006 in terms of merger activity. 

MyTravel, which renewed in February, has
announced its intention to merge with Thomas
Cook, which will create a combined group carrying
just under 20 million passengers annually and a
fleet valued at over US$4.5bn before synergies.

(continues overleaf)

Market Overview
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Renewals
Fleet Value
Movement
(% change)

Passenger
Movement
(% change)

Expiring
Premium 
(US$m)

Renewal
Premium 
(US$m)

Premium
Movement
(% change)

Quarter 3 2006 46 +3 +16 261.55 247.59 -5

October 16 +1 +6 147.01 114.27 -22

November 32 +8 +9 307.85 250.42 -19

December 58 +1 +6 1,064.79 831.53 -22

January 3 +17 +24 13.97 11.97 -14

February 2 -3 +1 7.92 6.39 -19

Year-to-date 5 +9 +14 21.89 18.35 -16

Source: Aon Market Data
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Market Overview (continued)
A panel of Indian government ministers has given
its approval for the proposed merger of Air India
and Indian Airlines. The cabinet is expected to
make a final decision about the merger before the
end of March. The merger process could take up to
two years to complete.

If the merger goes through, the combined
operation would have a fleet value of US$4.7m and
carry over 16 million passengers annually prior to
any synergies being realised.

Separately, the Australian government has said that
it will not move to block the proposed take-over of
Qantas provided that there are no legal issues.

As the airline industry consolidates, there will be a
corresponding reduction in the number of airline
insurance programmes. Coupled with the growth
of group insurance programmes that are being
brought together to take advantage of economies
of scale, this means that the global airline insurance
market will be increasingly influenced by large
insurance programmes.
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Aon Aviation is co-sponsoring AIR 2007, the
International Air Transport Association's (IATA) Airline
Insurance & Risk Management Conference, part of
the IATA OPs Forum 2007, which is taking place on
April 16-18 in Montreal, Canada.

AIR 2007 offers the opportunity for participants to
hear about the latest developments in the aviation
insurance market, learn about new products and
how to manage and reduce the overall cost of risk. A
range of breakout sessions will also help fine-tune
business skills and increase knowledge.

Speakers representing leading organisations in the
industry are participating in the event, including
William Smith, Deputy Chairman of Aon Aviation,
and John Cruse, one of the market’s leading
technical experts and member of Aon’s global
aviation team.

A variety of topical issues are being discussed,
including:

•  Using risk management to integrate airline
management systems

•  The new war risk clauses: What do they
accomplish? What are the alternatives?

•  Changes in capacity in the aviation insurance
liability market

The event will also offer the first opportunity to hear
about the results of the Airline Business magazine's
Risk Management Survey 2007, which was also
sponsored by Aon. 

Further details of the conference and registration
forms can be found at www.iata.org

The Aon Airline Market Review 2006 is now
available, bringing together all of the data that Aon
Aviation has collated during the last year and
extrapolating how it could impact the airline
industry and its insurance market going forward.

The review dissects activity by month, sector, region
and fleet value to ensure that the market is as
transparent as possible for everyone involved.

The key findings from the review include:
•  The low-cost sector continues to thrive, with an
average 6% reduction in lead hull and liability
premium despite fleet value growth of 15% and

operators carrying 22% more passengers

•  The market rewards economies of scale.
Operations with fleets valued at more than US$5bn
received an average premium reductions of 22%

•  Competition has continued to put pressure on the
Excess Third Party Liability market, which has
delivered US$6bn of profit to participants since 2001
as a result of there being no claims 

If you would like to receive the review, please email
aviation@aon.com. It is also available from the
aviation section of Aon’s website.

Aon Sponsors IATA’s AIR 2007

Airline Insurance Market Review 2006 Now Available

Aon Update
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The year-to-date loss total, excluding attritionals, is
currently US$50m, which compares to US$21m in
February 2006. Taking a pro-rata figure for an
annual estimate of attritional losses into account,
the overall loss total is currently US$132, compared
to US$100m in February 2006.

On February 21 a Boeing 737-300 operated by
Adam Air, registration PK-KKV, made a hard landing
at Surabaya, Indonesia. This reportedly caused the
fuselage to bend and crack. The aircraft, valued at
US$14m, was declared a constructive total loss.
There were no fatalities reported.

On March 7, a Garuda Indonesia Boeing 737-400
burst into flames on landing at Yogyakarta, Java.
The flight, registration PK-GZC, was on an internal
flight from Jakarta. The aircraft has been valued at
US$21m. Initial reports suggest that 118 of the 140
people onboard survived the crash. 

Another Adam Air 737 was lost on January 1,

meaning that all three losses valued at over
US$10m that have taken place in 2007 occured in
Indonesia. 

So far this year, there has only been one loss valued
at between US$500,000 and US$1m according to
Aon records.

Market Losses
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The Aviation Insurance Clauses Group (AICG), has
issued consultation documents on the proposed
AVN67C, which is intended to replace AVN67B, and
a new Continuing Liability endorsement. 

The new draft of AVN67C relates to concerns raised
by the Aviation Working Group (AWG), a trade
association that represents manufacturers and
lessors interests, and the insurance markets.

The key drivers behind the consultation documents
are:

•  The members of the AWG expressed concern in
relation to the termination of the contract(s) and
the point at which coverage ceases to be in place
under the AVN67B endorsement. As a consequence
of this, the draft endorsement requires a Designated
Contract Party to provide notification of the
cessation of the insured's obligations 

•  To provide coverage to contract party or parties
in relation to their potential exposure to claims in
connection with liability to pilots and crew

•  To clarify that theft of equipment by the insured
is not covered (this would not apply to physical
damage to the equipment during the period of the
endorsement)

•  To provide clearer definition of the role of the
servicer or lease manager.

The Continuing Liability endorsement is totally new,
and is not intended to replace any existing clause.

It has been drafted to provide a standard market
approach to the issue of the ongoing obligations of
the insured to lessors or financiers following
termination of lease or finance agreements.

The consultation period runs from March 1 to
March 30 2007. During this period market
participants are able to provide comments in
relation to the construction and technical
correctness of these documents either via the
website, or in writing to the Chairman of AICG. 

The AICG will then consider any comments received
during its next formal meeting following
completion of the consultation period, and may
amend the clauses. A Hull War version of AVN67C
will also be drafted.

"The lessor community has raised concerns about
when the coverage under AVN67B ceases," observes
Peter Coyne, member of the Europe, Middle East
and Africa team with Aon's Aviation division. "These
concerns have arisen as leasing practice has moved
on since AVN67B was last reviewed more than a
decade ago. We expect that this consultation
process will help drive debate in the market and
clarify the coverage provided."

The drafts of both AVN67C and the new Continuing
Liability endorsement are available from the AICG
website (www.aicg.co.uk) or from your Aon
representative.

Please do not hesitate to contact us should you
require further information or explanation.

AICG Proposes New Clauses



March sees a slight increase in the level of renewal
activity in the airline insurance market. The seven
renewals that took place in 2006 represented 44%
of the total renewal activity and 47% of the total
hull and liability lead premium for the first quarter.

That said, the month’s activity is still only expected
to represent a small amount of the total annual
activity. In 2006, the month represented under 2%
of the total premium renewal amounts for the
whole of the year.

There are ten renewals expected in March 2007, a
slight increase on 2006. The new entrants into the
month are a mixture of insurance programmes
being extended and fleet growth. 

The VRG programme includes Varig Log, which has
a significant fleet value at inception. Prior to its
difficulties, Varig renewed in December, making it
another major global airline to move its renewal out
of the final quarter.

As a result of the relatively low level of activity
during the first quarter, the market’s attention is 
on the April renewals, which are likely to deliver 
the first real confirmation that the airline 
insurance market’s softening is likely to continue
until October.

In 2006, April delivered nearly a third more lead
hull and liability premium than the whole of the
first quarter combined. Given that the number of
renewals during January and February that meet
Aon’s reporting criteria have fallen from nine to five
between 2006 and 2007, it seems likely that the
first quarter’s significance will continue to decline.

That said, there is little evidence of a catalyst that
will change the expected market reductions for the
rest of the insurance market cycle.

Airline Renewals

Air Nostrum 01 Mar
Tradewinds Airlines 01 Mar
Air Transat 14 Mar
Free Bird Airlines 14 Mar
VRG 15 Mar

Airline Renewal Date

IranAir 21 Mar
Bangkok Airways 28 Mar
Amiri Flight 30 Mar
Inter Ekspres 30 Mar
TAME 31 Mar

Airline Renewal Date
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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 from various sources there
iis 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 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 7621 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

Reproduction permitted with written
authorisation. 

Registered Office: 8 Devonshire Square,
London, EC2M 4PL

Registered in London No.210725 VAT
Registration No.480 48

© Copyright 2007 by Aon Aviation. 
All rights reserved. FP3710


