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The market continues to soften at a significant pace,
with March delivering average lead hull and liability
reductions of 30%. This is now the sixth consecutive
month where reductions in the airline insurance
market have been over 10%. 

The 12 renewals that have been recorded during
the first quarter so far have shown an average
reduction of just over 25%. The final two expected
renewals in March have good loss histories and are
likely to continue the current trend, although the
limited activity in the market means that the
averages are influenced by the larger renewals.

Unusually, the March numbers show a reduction in
both fleet value and passengers. Two programmes
have significantly affected the numbers, however. 

VRG Linhas Aereas, also known as new Varig, has a
reduced exposure as a result of recent economic
difficulties, and its liability exposure and reported
passenger numbers have fallen as a result. 

VRG has subsequently been acquired by GOL,
which says it will continue to operate the company
as a separate entity and the VRG fleet will grow
during the next few years.

March numbers have also been influenced by a
25% reduction in the number of passengers carried

by IranAir compared to last year's reported figures. 
Meanwhile, a Spain-based regional carrier showed a
16% increase in fleet value on its 2007/08 renewal,
the result of adding a number of new destinations.

Consolidation in the European tour operator sector
of the airline industry continues. Following the
announcement that MyTravel and Thomas Cook are
set to merge, UK tour operator First Choice Holidays
and Germany-based TUI Group's tourism division
have now said that they intend to come together,
forming a new entity called TUI Travel. If approved,
the merger is expected to be completed by the
third quarter of this year.

First Choice most recently renewed its insurance
programme in November, while TUI renews in April.
Bringing the two operations together is expected to
create an organisation with a combined fleet value
of US$6.25bn before synergies. 

Also in Europe, low-cost carrier Air Berlin is in the
process of buying Dusseldorf-based LTU. Air Berlin,
which has a fleet value of around US$2.4bn renews
in April, while LTU previously renewed under
Lufthansa in December and had an estimated fleet
value of around US$1.5bn in 2004. According to Air 
Berlin, the acquisition will create the fourth largest
airline group in Europe in terms of passengers.

(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)

October 2006 16 +1 +6 147.01 114.27 -22

November 2006 32 +8 +9 307.85 250.42 -19

December 2006 59 +1 +6 1,068.02 834.68 -22

January 2007 3 +17 +24 13.97 11.97 -14

February 2007 2 -3 +1 7.92 6.39 -19

March 2007 7 -14 -22 38.09 26.57 -30

2007-to-date 12 -4 -10 59.98 44.92 -25

Source: Aon Market Data

Numbers on a like-for-like basis
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Market Overview (continued)

Meanwhile, a variety of sources are reporting that
last year's aborted deal between Jet Airways and Air
Sahara in India is back on, although this could not
be confirmed at this stage.

The pattern of consolidation will have a significant
impact on the total premium volume going
forward, particularly because the insurance market
rewards economies of scale. Consolidation of airline
companies, coupled with the consolidation of
insurance programmes will concentrate the buyers
into fewer and fewer hands, increasing competition
for programmes and potentially keeping up the
pressure on premium prices.
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The aerospace insurance market lead premium rose
during 2006, but results from the final quarter
suggest that there may be a softening over the next
year in this traditionally stable market, according to
Aon's Aerospace Insurance Market Review 2006. 

Aerospace companies are unlikely to witness the
significant declines in lead premium currently being
enjoyed by airlines. However, they have still benefited
from the same factors of plentiful capacity and 
few claims, receiving average increases of just 3% as 
a result.

The key findings of the review are:

•  there was a fairly even split in how the insurance 
markets treated the regions, with Africa and the
Middle East witnessing average increases of around
10%, Europe and the Americas receiving only low
single digit increases of around 1-3%, and Asia
falling in between at 6%;

•  the market continues to reward scale, with only
operations that buy liability limits of more than
US$2 billion enjoying an average lead premium
reduction during 2006; 

•  the manufacturing sector saw premiums rise by the
highest rate among the three industry sectors
(manufacturers 5%, service providers 4% and
airports 2%).

Evidence from the last quarter of 2006, when average
rate increases began to slow, suggests that the market
will soften across the industry during 2007. This may
even extend into 2008 unless there are significant
losses in the aviation industry or a contraction of
capacity as a result of underwriters merging or
reducing their activity in the aerospace market. 

If you would like to receive the 2006 Aerospace
Insurance Market Review, please email
aviation@aon.com. 

Aerospace Insurance Market Review 2006 Now Available

Aon Update

The year-to-date loss total, excluding attritionals, is
currently US$91m, which compares to US$58m at
the end of March 2006. Taking a pro-rata figure for
an annual estimate of attritional losses into account,
the overall loss total is currently US$214m,
compared to US$176m in March 2006.

Following the Garuda Indonesia loss that we
reported last month, there was only one other
significant loss during March.

On March 12, the nose undercarriage of a Biman
Bangladesh Airlines A310-300, registration S2-ADE,
collapsed after an aborted take-off at Dubai Airport.
There were no fatalities, but net hull reserve was
US$22m.

Market Losses
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As a company strives to prepare a prospectus for an
initial public offering (IPO) that attracts investors, its
management 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
IPO 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 personally liable for the costs required to
defend themselves as well as the potentially
significant penalties incurred.

Becoming a listed company is one of the biggest
risks that directors and officers face in the corporate
environment. If the company does not have
Directors and Officers (D&O) liability insurance in
place, it should be seriously considered to protect
senior management and employees from claims
such as legal fees from a regulatory investigation or
crisis management expenses incurred as they run
their business. However, as an IPO is not an
everyday business exposure, many risks are often
overlooked.

When considering listing liabilities, companies have
a number of options:

Option 1: Retention of Risk
Although it 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 as 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
goes smoothly. 

If you would like further information about how
Aon’s experts can help you during the process of
creating an IPO, please contact your Aon
representative, or email aviation@aon.com

Aon IPO Protection

Aon Aviation is holding its annual insurance seminar
in London between June 4 and 14. Now in its eighth
year, this is an excellent opportunity for Aon’s clients
and partners to meet specialists and practitioners
from across the industry to discuss insurance issues
that impact the aviation markets globally.

The course provides high quality insurance training
for around thirty delegates, and helps companies
develop internal insurance expertise.  It is a
fundamental part of Aon's partnership approach
with our core clients, part of our intention to
improve industry and market knowledge.

The seminar helps delegates gain a better
understanding of:
•  The global insurance market
•  The aviation insurance market

•  Major aviation risks
•  The role of the aviation insurance broker
•  Aviation insurance coverages
•  Contractual reviews
•  Latest aviation legal issues
•  Space and satellite insurance
•  Claims handling 
•  Catastrophe planning, loss prevention
•  Risk management

Delegates will be addressed by senior industry
figures including lawyers, underwriters and loss
adjusters, as well as key figures from Aon.

Places are limited, but if you would like to be take
this opportunity to build your company’s knowledge
of the aviation insurance markets, please speak to
your Aon representative or email aviation@aon.com

Aon Aviation Seminar in London



April delivered the first real confirmation of market
direction in 2006 with more renewal and premium
activity than the whole of the first quarter
combined. 

The addition of the British Airways programme into
April's activity this year will further boost the
month's prominence. The UK flag carrier has
extended its renewal from November to April, it is
thought to maximise underwriters' attention. The
programme has also grown, adding LAN Airlines,
which previously renewed in December.

Of the 22 programmes we expect to be placed in
the market during April, six have fleet values of over
US$1bn. Two of these, TUI Group and Air Berlin,
are currently involved in acquisition activity, which,
if successful, will further boost April's prominence in
the 2008/9 renewal period. 

With the continuation of both the airline industry's
good loss history and the high level of insurance
market capacity, it seems likely that the soft markets
will continue for at least another six months.

During 2006, the second quarter witnessed a
variety of different operation types renewing as well
as over three times the amount of lead hull and
liability premium when compared to the first
quarter. As a result, it should confirm the
continuation of the soft market conditions from the
final quarter of 2006.

It should be stressed, however, that renewal results
are based on a variety of factors including long-
term loss histories and this needs to be taken into
account when it comes to renewal expectations.

Airline Renewals

Air Jamaica 1 Apr
Air Madagascar 1 Apr
Air Mauritius 1 Apr
Air Plus Comet 1 Apr
Air Tahiti 1 Apr
AirAsia 1 Apr
British Airways 1 Apr
Corse Mediterranee (CCM Airlines) 1 Apr
Evergreen International 1 Apr
Hi Fly (Prev. Air Luxor) 1 Apr
Kingfisher Airlines 1 Apr

Airline Renewal Date

Neos 1 Apr
Royal Brunei Airlines 1 Apr
Tui Group 1 Apr
Air Berlin 4 Apr
Astraeus 4 Apr
Hainan Airlines 8 Apr
Sky Airlines 9 Apr
Jet Airways 16 Apr
SpiceJet 22 Apr
Air Astana 26 Apr
Germania 27 Apr

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
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