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The end of the second quarter seemingly continued the
trends that have been in place since October last year,
with average lead premium reductions continuing in
the mid- to high-teen range.

At -15%, down on the -19% average witnessed 
year-to-date, it could be suggested that the market is
beginning to change and that a hardening could be on
the horizon. 

June's activity may be deceptive, however. While 
eight of the month's renewals enjoyed double-digit 
reductions, the ninth airline, an Eastern European 
flag carrier, saw its premium increase by over 150% 
as a result of adding a third airline to its group 
insurance program. 

Factoring this renewal out of the results for the month
would have meant a -19% reduction for June, although
there would have been a limited impact on the
quarter's figures. This supports the suggestion that any
firming of market conditions that does take place over
the next few months is only in its preliminary stages.

There has also been some contraction in market
capacity (see over) as insurers have examined their
commitment to airline insurance in the face of nearly
twelve consistent months of double-digit reductions in
lead hull and liability premium. 

As a result, there could be expected to be a great 
deal of focus on what will occur during July, which is
likely to be the third most active month in the airline
market's calendar. Based on the data that Aon 
has collected so far, it seems that the reductions 
are continuing.

In 2006, July represented 12% of the total number 
of annual renewals and 11% of the premium, as well 
as 25% of the renewals and 39% of the premium in 
the first three quarters. Although there is expected to 
be some development to this amount as a result 
of consolidation and renewal date changes, July's
prominence is fairly assured in the renewal 
annual calendar.

While July activity has an increasing importance, the
anniversary of the consistent average reductions does
not arrive until October. While August 2006 witnessed
a -12% reduction, average lead hull and liability
premium rate in September grew by over +30% as a
result of large changes at individual organizations
during a relatively inactive month.

As a result, it seems likely that the reductions in
average airline lead hull and liability premium will
continue until at least the final quarter. The indicators
are that sharp reductions will be available until
October, which may turn out to be the barometer for
the trends for year-end and 2008.

Looking at the second quarter's results, 28 of the 46
renewals received double-digit reductions according to
Aon data. The growth in passenger exposure was
relatively consistent during the second quarter in
comparison with the first. The +12% average change in
fleet value during the second quarter builds on the
+13% growth recorded during the same period 
in 2006. 

Similarly, the +16% average growth in passenger
movements for airlines that renew during the second
quarter is pretty much on a par with the +19% average
change recorded last year.

Renewals
Fleet Value
Movement
(% change)

Passenger
Movement
(% change)

Expiring
Premium 
(US$m)

Renewal
Premium 
(US$m)

Premium
Movement
(% change)

Last 12 Months 208 +4 +8 2,066.32 1,673.38 -19

Quarter 1 13 -5 -10 61.34 46.15 -25

April 24 +13 +16 144.42 118.40 -18

May 13 +10 +15 50.93 42.25 -17

June 9 +6 +12 33.38 28.39 -15

July 8 +6 - 121.60 103.11 -15

2007-to-date 67 +8 +9 411.67 338.30 -18

Source: Aon Market Data
Numbers on a like-for-like basis
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While the numbers do not yet point to a hardening of
the airline insurance market, there is some suggestion
that market direction has begun to show signs of a
change, with following, or vertical, terms being less
extreme than those witnessed in late 2006.

There has also been some contraction of the airline
insurance market within the last few weeks. Doha-
based Qatar Insurance Company has confirmed that it
will not be participating in international aviation
business with effect from July 1, while Korea's LIG
Insurance Company is suspending its international
aviation activity during the month so that it can re-
appraise its position.

While these changes will have only a limited impact
and capacity continues to sit at over 190%, it does
suggest that certain insurers are re-appraising their
corporate strategy towards aviation risks.

The logical time for the market to change is October,
by which time the entire airline industry will have
benefited from the soft market conditions. The market
has certainly evolved into an October to October
annual cycle over the last few years and there is little
reason to expect 2007 to be significantly different.

That said, the soft market conditions have been a
response to the unprecedented hard market that
evolved as a result of the 9/11 attacks. While it could
be that the last twelve months has witnessed the end
of the stabilization period, it could also be felt that
there is further to go before the market reaches its low
point. 

One of the key reasons for this is Excess Third Party
War AVN 52E coverage. This has added significantly to
the core hull and liability premium amounts over the
last five years because there has not been a claim since
it was created after 9/11, and in 2006 it added around
US$300m back into the market. This market has also
seen reductions of around a third during 2007 so 
far, however.

Losses are another key driver of market direction. The
number of losses is slightly higher between January
and June in 2007 than it was in 2006, but it is still
below long-term averages. More concerning, the
number of fatalities is higher than witnessed in both
2005 and 2006, although still below the average
witnessed over the last 12 years. 

Both the number of fatalities and the number of
incidents have a significant influence over the direction
of the airline insurance market. The fact that both are
in a position to tip over into providing a below average
year in terms of safety could mean that they will be
another factor for a change in the market direction. 

Equally, the relatively high numbers of fatalities are the
result of two major incidents, rather than a high
number of incidents. If there are no other incidents of
this nature during the next six months then safety
cannot be used a reason for hardening markets and
2007 will be considered another relatively safe year in
a potentially catastrophic industry.

Market Update

Mixed Signals in the Airline Insurance Market
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Historical Airline Incidents, January-June
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Historical Airline Fatalities, Jan-June
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With the position half way through the year suggesting
that the strong reductions will continue to October, we
can now begin to make some projections, albeit very
preliminary, about what the position of the airline
insurance market could be at the end of the year.

Aon data shows that 2006 was the first time since
2001 that the total annual lead hull and liability
premium fell below the 1992-2006 average.
Discounting the 2001-06 period and it could seem that
there is still some room for reduction given that much
of the activity during the last five years could be
suggested to have been influenced by the market's
response to 9/11. 

It should be pointed out, however, that at the
beginning of the decade the market had been losing
money for some time. Capacity was tight as a result, so
a return to those levels today might not be in the best
interests of the market today.

A continuation of the reductions of around -20% for
the rest if 2007 would mean that the total hull and
liability premium for the year would be about
US$1.4bn, compared to US$1.6bn in 2006 and
US$2.2bn in 2005. This would bring it very close, but
still above, the average level of annual lead premium
recorded between 1992 and 2000 when third party
AVN 52E coverage was included in overall premium
volume.

Highlighting the importance of the renewal season in
the airline insurance market, if the market reductions
were to tighten from October to an average of -5%,
the total lead premium for 2007 will be US$1,557m,
only -7% below the 2006 total.

Equally, if the market flattens in the final quarter, the
total annual premium for the year will be US$1,617m,
still above the 1992-2000 average.

Irrespective of what range the full year's numbers come
in at, it seems unlikely that the level of reductions
enjoyed during the first three quarters of the year will
continue for the 2008/9 renewals.

Market Update

What Could the Year-end Hold?

The year-to-date loss total, excluding attritional losses,
is currently US$324m, fractionally below the US$326m
reported at the end of June 2006. Taking a pro-rata
figure for an annual estimate of attritional losses into
account, the overall loss total is currently US$570m,
compared to US$561m in June 2006.

There were two losses valued at over US$1m during
June. On June 5, a Boeing MD-11F registration
N705GC, belonging to Gemini Air Cargo was
damaged in high winds while being loaded in Dubai.
There were no fatalities. The aircraft had a net hull
reserve of US$3m.

On June 28, a TAAG Angola Airlines’ Boeing 737-200,
registration D2-TBP, crashed on landing at M’banza
Congo. Reports suggest that at least five people died
and there were a number of injuries. The aircraft, built
in 1985, has been declared a total loss and had a net
hull reserve of US$3.5m

Market Losses
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Airline Monthly Premium Profile
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With 30 renewals expected during the month, July is
consolidating its position as the third most active
month in the airline insurance market calendar. The
level of activity during the month is expected to
decline slightly once the full 2007 figures are collated
as a result of THY Turkish Airlines, which previously
renewed during the month, being added to the
Lufthansa Group program. 

July's largest renewal is American Airlines, which has a
fleet value of over US$21bn. The second largest
renewal of the month is Federal Express, followed by
China Airlines, which previously renewed in October,
with a fleet of around US$7bn. There are four other
renewals during the month that have fleet values of
over US$1bn, and a further eight that have fleet values
of over half a billion.

Consolidation will have an impact on July's numbers
next year. Air India's takeover of Indian Airlines is likely
to increase the amount of premium renewed in July as
a result of the combined fleet, while April renewal
Kingfisher's potential take-over of Air Deccan is likely
to have the opposite effect.

As highlighted elsewhere in this newsletter, the airline
insurance market has reached an interesting juncture
and could move in a number of directions. Even with
the size and diverse types of operations that renew,
July is unlikely to reveal a great deal about market
direction.

Despite withdrawals, capacity is still high and claims
are relatively low, so it seems likely that the reductions
will continue into the final quarter of the year, albeit at
a lesser pace.

Airline Renewals

American Airlines 01 Jul
Federal Express 01 Jul
Air India 01 Jul
Taca International (Jets placement) 01 Jul
Onur Air Tasimacilik A.S. 01 Jul
Air Macau 01 Jul
Mid East Jet 01 Jul
Middle East Airlines 01 Jul
Audeli Air 01 Jul
Volga Dnepr Airlines 01 Jul
Wizz Air 01 Jul
Saudi Aramco 01 Jul
Tiger Airways 01 Jul
Aigle Azur 01 Jul
Air Mediterranee 01 Jul

Airline Renewal Date

Omni Air International 01 Jul
Kibris Turk Hava Yollari "KTHY" 01 Jul
Volaris 01 Jul
Safair (PTY) Limited 01 Jul
Arkia Israeli 01 Jul
Aeroflot 02 Jul
Oasis Hong Kong Airlines 07 Jul
China Airlines 15 Jul
Air Deccan 15 Jul
TNT Airways 15 Jul
Far Eastern Air Transport 15 Jul
Kingdom Holding Company 18 Jul
Binter Canarias 26 Jul
Spirit Airlines 29 Jul
IndiGO Airlines 31 Jul

Airline Renewal Date

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. 
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