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The soft market conditions have continued into
May, with the average -18% reduction in lead hull
and liability premium well in line with the both the
six and 12 month trends. The average reduction so
far this year has been -20%.

While it could be suggested that March’s -30%
reduction, the result of unique circumstances at two
airlines, has skewed the annual average market lead
hull and liability reductions, its impact has actually
been limited. Factoring the two airlines out of the
March numbers would mean that the average lead
hull and liability reduction for the month would be -
10%, but the year-to-date average would be
relatively unchanged at -18%.

Interestingly, while the average hull and liability
renewal rate has been down by -19% over the last
12 months, both fleet values and passenger
numbers have grown. Over capacity and low loss
levels have generated falling premiums; coupled
with rising exposures this highlights the price
rebalancing that appears to be taking place in the
airline insurance market. Prices, however, are based
on the risks associated with individual airline
insurance programmes, which needs to be
remembered when setting renewal expectations.

There have been changes to the May renewal list.
Atlasjet extended to June, while Air Seychelles will

be placed with Air Tahiti in November. Growth at
Canada-based Sunwing Airlines has meant that it
now meets Aon’s reporting criteria and joins the list. 

The individual weighted averages (shown in the
chart on page two) for the hull and liability markets
appear to show fairly consistent premium reductions
of over -20% throughout late 2006 and 2007 so far.

The weighted averages are achieved by dividing the
exposures into the respective premium (hull
premium into hull exposure, for example) providing
a consistent comparison of movements while taking
into account exposure fluctuations. Examining the
market in this way provides an accurate barometer
of market direction, and further emphasises the
current soft market conditions.

The break in the trend in March was the result of
changes at two of the month's eight renewals.
Factoring these two programmes out of the figures
would have meant that March saw a -11% reduction
in hull and -27% reduction in liability, which is more
in keeping with the overall trend.

Despite a limited number of excess AVN 52 market
renewals recorded so far this year, the indications
are that high capacity has created reductions. The
key driver of the capacity is likely to be the
attraction of this class as an income replacement for
the consistently soft hull and liability markets.

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)

Last 12 Months 210 +4 +8 2,073.34 1,690.24 -19

January 3 +17 +24 13.97 11.97 -14

February 2 -3 +1 7.92 6.39 -19

March 8 -15 -22 39.45 27.80 -30

April 21 +13 +16 136.69 110.67 -19

May 12 +9 +15 50.48 41.22 -18

2007-to-date 46 +9 +11 248.41 198.04 -20

Source: Aon Market Data

Numbers on a like-for-like basis
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The year-to-date loss total, excluding attritional
losses, is currently $245m, fractionally above $237m
reported at the end of May 2006. Taking a pro-rata
figure for an annual estimate of attritional losses
into account, the overall loss total is currently
$451m, compared to $432m in May 2006.

This means that the airline industry appears set to
deliver another good set of loss results in 2007 if
the loss rates continue at their current rates.

Given the market position, low valued losses will not
be catalyst for market hardening, although it may
only take a single catastrophic loss to force a
reassessment of market position.

Market Losses

Kiln has registered clause LSW617F on XChanging's
Market Wording Database, replacing the
geographical limitation clause LSW617E. The move
is intended update the list of territories excluded by
LSW617E and clarify position of coverage for clients
forced to land in a prohibited country as a result of
force majeure, Kiln says. The clause tends to be used
on hull and war and occasionally on hull and
liability policies.

The main changes are the removal of Bosnia,
Kosovo and Syria from the list of excluded countries
and the addition of a provision that allows aircraft
to be covered in the prohibited countries in the
event of a force majeure provided that the
underwriters are informed within 72 hours.

Meanwhile, Mitsui Sumitomo Insurance will begin
underwriting in the aviation insurance market in
early July, having hired what it describes as a team
of highly experienced underwriting and claims
technicians.  at Lloyd’s. The move follows the
establishment of a managing agency in January,
Mitsui Sumitomo Insurance Underwriting at Lloyd’s
Limited, and is part of its move to grow and
diversify its syndicate, the company says. 

Elsewhere, the US National Oceanic and
Atmospheric Administration (NOAA) has predicted
that there is a 75% chance that this year's Atlantic
hurricane season will be more active than normal.

The North American hurricane season has achieved
prominence in the insurance markets as a whole
over the last few years following the claims from the
very active 2005 season that caused widespread
damage to a number of industries. 

While claims on the aviation insurance markets were
limited as a result of the industry's effective
response, the potential knock-on effects of an active
season could be considerable. This is particularly
true in the reinsurance market, which is dominated
by a few global organisations with diverse insurance
interests. If there is a significant claim in one
market, the global reinsurers may seek to narrow
their losses by raising prices generally.

Market News
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The June 2007 edition of Airline Business magazine
includes the results of the latest Airline Risk
Management Survey, commissioned jointly with
Aon. Now in its second year, the anonymous survey
was carried out at the end of 2006, with around
two thirds of the wold’s top 200 airlines by revenue
offering their views on the evolution of risk
management during the year.

Around two thirds of respondents described
themselves as major or flag airlines, compared to
just under 50% in 2006. This suggests that the
survey is gaining traction among the industry's
major players as the value of a truly anonymous
survey managed by an independent market
research company is recognised. 

Respondents were also well spread across the globe.
Just under a third of came from Europe this year,
and just under a quarter were from both Asia Pacific
and North America.

Reflecting the larger organisations that responded
this year, the proportion of operations claiming to
have company-wide risk management strategies
rose from 67% in 2005/6 to 86% in 2006/7.

The average length of risk strategies is somewhat
lower at 2.5 years than the 3.3 years reported in the
2005/6 survey. This reflects the rapid evolution of
the industry and the recognition by organisations
involved that they need to be flexible to take
advantage of opportunities as changes occur.
Reflecting this, the number of organisations with
risk strategies of longer than four years has dropped
to 14% from 39% in 2005/6s, and nearly three
quarters of operations have interim strategies.

Reflecting the airline insurance market's current soft
market conditions, risk management budgets fell to
1.6% percent of total revenue in the 2006/7 survey,
from 2.1% in 2005/6. 

There is also less pessimism about market direction
in comparison with the last survey. In 2005/6, 44%
of respondents expected risk management costs to
increase during 2006, but in 2006/7 this has fallen
to 31% for forthcoming renewals. Similarly, only
21% of respondents expected risk management
costs to decline for their 2006/7 renewal, a number
that has risen to 35% for the 2007/8 renewal.

That said, this may reflect the larger number of flag
carriers and majors that participated in the survey
this year, given that airline insurance market's
propensity to reward scale.

Interestingly, the proportion of total risk spending
represented by insurance coverages has fallen from
around 70% to just over 60% in 2006/7, with
nearly 40% of this being comprised of mandatory
coverages.

Attitude to risk is broadly unchanged, with 74% of
respondents comfortable to retain some level in the

2006/7 survey compared to 68% last year. The
number of operations that are comfortable retaining
a high level of risk has fallen from 8% to 4%
between the two surveys, which may again be a
function of the respondent profile.

Reflecting the level of debate in certain regions and
the current focus on corporate responsibility,
environmental pollution has become the highest
future risk requirement,
having been sixth in the
2005/6 survey. This
change knocked computer
crime insurance into
second place, while
business interruption
climbed to become the
third highest additional
risk that organisations will
be looking to insure
against in the next 
three years.

Risk priorities have only
changed slightly, with
aircraft accident, aircraft-related war/terrorism and
property (damage) still the three highest priorities. 

Premium price remains
the main issue that
currently affects the
insurance industry for the
majority of respondents,
while transparency,
gratifyingly, has fallen in
importance below
financial strength and
claims services.

"The results of this year's
survey have once again
proved the value of
carrying out this type of
in-depth research," says
Steve Doyle, Aon Global Specialist Industries. "It
ensures that we as risk management consultants
and insurance brokers can match our offerings to
the needs of the airline industry, making sure that
we provide a full range of risk services that meet our
clients' requirements as they evolve. It also offers
organisations an opportunity to benchmark their
approach to risk management and insurance against
their competitors." 

The June edition of Airline Business, available now,
contains a full article on the survey. It has also been
posted on the aviation section of aon.com. If you
would like to participate in the next survey, please
email aviation@aon.com and we will pass your details
on to the independent company that is responsible for
the questionnaire.

Risk Management Survey Results Overview
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There are 11 renewals expected to take place in
June with a fleet value of over US$150m, the same
number recorded in 2006. The month is expected
to deliver a similar level of premium as May and is
dominated by Eva Air. 

Wizz Air and Tiger Airways have become part of the
Indigo placement that renews in July. Consorcio
Aeromexico, formerly the Cintra Group, was one of
the dominant renewals of the month last year, but
following its privatisation in 2005, the insurance
buying partmnership has now been split into two
placements, Aeromexico and Mexicana Group.
These will be the second and third largest June
renewals based on the 2006 numbers.

The softening markets are shown by the average
premium per renewal that has been generated so
far this year. For the whole of 2006, the average
premium per renewal was US$5.54m for fleets
valued at more than US$150m globally. So far in
2007, the average premium per renewal has
declined to US$3.87m, which provides a clear
evidence of the impact of the softening market.

Discounting September 2006, when there was
limited activity but significant fleet growth, the
significant average reductions in lead hull and
liability premium have been continuing since July
2006. All eyes will be on July 2007 as a result of it
both marking a full year since the significant
reductions began, and also the third most active
month in the airline insurance calendar.

Separately, China Airways is also said have moved
its renewal into July from October. As a result, July
will potentially challenge November as the year’s
second most active month in terms of premium,
although Turkish Airlines, formerly a July renewal,
has joined the Lufthansa programme, which renews
in December.

It seems likely that the soft market conditions will
continue until September, which would ensure that
there had been an entire renewal cycle with soft
premium pricing. There is also a possibility that the
reductions will continue into the final quarter, given
that there has not been a major claim on the airline
insurance market for some time and there is a lot of
capacity still available. 

Airline Renewals

Aeromexico 01 Jun
Mexicana Group 01 Jun
Ethiopian Airlines 01 Jun
Eva Air 01 Jun
Wind Jet 04 Jun
Skyeurope 08 Jun
Atlasjet 10 Jun
Vim-Avia Airlines 10 Jun
Bulgaria Air 11 Jun
Uzbekistan Airways 15 Jun
Aegean Airlines 18 Jun

Airline Renewal Date
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Airline Monthly Premium Profile
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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, tel: +44 20 7621 3914, email: steven.doyle@aon.co.uk;  Magnus Allan, 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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