
With a -17% reduction in lead hull and liability
premium, July saw no respite in the soft market
conditions that have been in place since the
beginning of the final quarter last year.

Of the 22 renewals recorded so far in July, there
were 15 double-digit reductions, but also four
increases. Three of these were the result of
significant exposure growth expected during the
2007/8 policies, while one followed a significant
loss on its last policy.

This highlights a key feature of the current market
conditions: While lead hull and liability premiums
have fallen by nearly a fifth on average during
2007, fleet values and passenger numbers have
both grown by nearly 10% over the same period.

This is creating a very complex position where the
fierce competition is forcing underwriters to reduce
their premium rates while at the same time taking
on increased levels of exposure.

While it could be suggested that the current soft
market simply redresses the balance of the airline
insurance market, which went through an
unprecedented period of hardening during 2001
and 2002, it should also be remembered that prior
to that point the market had been losing money for
some time.

The market, however, continues to enjoy benign
conditions from an insurance buying perspective.
Airline insurance market capacity is still buoyant,
while the number of losses that have taken place
are still close to the ten year average, despite the
TAM and Aerorepublica losses.

The size of the reductions overall suggests that the
market is somewhat unbalanced at this point. If the
reductions continue at their present rate for the
2008/9 renewal cycle, which some consider to
begin in the final quarter of the year, then the
2009/10 renewals will need to herald a major
hardening to discourage a significant amount of
capacity from leaving the market.

This kind of boom and bust volatility makes long-
term planning difficult for both buyers and insurers
in the airline insurance market.

Even if the reductions do not continue into the final
quarter, July's position as the third largest month in
terms of premium renewed is fairly assured, given
that October, which was formerly the third largest
month, only saw US$87m renew in 2006, and is
significantly smaller than July based on the lead hull
and liability premium reported so far in 2007. 

While this may suggest that there is some shift away
from the focus on the final quarter renewal season,
realistically there is a significant distance to go
before the airline insurance market moves to a more
balanced calendar spread. July is still around
US$100m short of challenging November's position
as second most active month in terms of premium,
and activity in the month is only expected to be
under 20% of December's total premium.

August and September are two of the quietest
months in the airline insurance market, and offer an
opportunity for the market to reflect on the current
position. While it may no longer be a major focus of
the market, October 2007 will provide the next sign
post for market direction for 2008.

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 206 +4 +7 2,045.39 1,638.76 -20

Quarter 1 13 -5 -10 61.34 46.15 -25

April 24 +13 +16 144.42 118.69 -18

May 14 +10 +16 51.93 43.81 -16

June 11 +8 +3 37.54 31.57 -16

July 22 +7 +6 184.26 153.31 -17

2007-to-date 84 +9 +9 479.49 393.53 -18

Source: Aon Market Data
Numbers on a like-for-like basis
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With the continuation of the current levels of
competition in the airline insurance market, there
has been a further string of underwriting hires.

Mitsui Sumitomo Insurance Underwriting at Lloyd's
(MSIUL) has hired Robert Swinton and Noel
Holloway, formerly head and deputy head of the
Aviation Division at Wellington.

The pair join a number of their former Wellington
colleagues who are already at MSIUL, which says
that it expects that they will be joined by the
balance of the Wellington aviation team during the
next few months.

The new aviation division at MSIUL commenced
underwriting risks incepting on or after July 1. The
team is underwriting risks including airlines,
manufacturers product liability, airport related risks,
general aviation (including hull war) and satellite in-
orbit third party liability.

Meanwhile, Catlin Group has bolstered its aviation
teams in London and Paris with four hires. 

Alain Burguiere will join the group in September as
aviation business group leader, with overall
responsibility for its underwriting activities in both
Paris, where he is based, and London. He reports to
Michael Hansen, who is responsible for Catlin's
worldwide aerospace account.

Burguiere joins Catlin from La Reunion Aerienne
(LRA). He had been with LRA since 1991, initially as
an underwriter in the overseas department, and
rising to become head of underwriting a decade
later.

London-based Antoine Lamy joins Catlin's aviation
underwriting as a class underwriter. He also joins
Catlin from LRA, where he was an underwriter
specialising in domestic and international business
for airlines and aviation manufacturers.

Peter Buckley joins the London aviation
underwriting team in a similar position. He was
previously at Beaufort Underwriting Agency Limited
at Lloyd's where he had been an aviation
underwriter since 1998, responsible for the general
aviation account and the underwriting of airline
business. 

David Hart joins Catlin as aviation wordings and
technical support manager in London from Heath
Lambert Group, where he was most recently
responsible for wording and technical functions as
well as serving as the compliance representative for
the broker's aviation division. He had previously
held underwriting positions at Allianz Marine &
Aviation and the Westminster Aviation Group.

Hires Continue Despite Soft Market

Average Premium Per-Renewal Highlights Unusual Position
Average premium per renewal, calculated simply by
dividing the number of renewals in a month by the
amount of premium that they paid, highlights the
market’s unusual recent evolution.

So far in 2007, the average premium paid per
renewal has fallen by nearly US$1m compared to
2006, representing a significant improvement in
value for money for insurance buyers, particularly as
it comes at the same time as fleet values and
passenger numbers are rising.

Looking back as far as 2003, it appears that there
has been a consistent annual reduction in the
average premium per renewal of around US$1.25m.

What this suggests is that while the market has
softened considerably over the last year, the process
of overall average reductions has been in place
pretty much consistently since the hard markets at
the beginning of the decade.

As mentioned previously, the difficulty that is
emerging for the airline insurance market is at what
point does the cost of participating in the market
begin to out weigh the benefits. When this tipping-
point is reached, a contraction in capacity and
subsequent hardening of the market is likely.

It should be remembered that there has been a
growth in large joint programmes over the last few
years, although this change may be somewhat
balanced by the growth of the budget airline model
globally. This highlights the limitations that there
are to any statistic applied to a market as complex
and diverse as aviation. As such, it is far more
efficient to examine each programme on its
individual merits.

Market Update
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Good corporate governance demands that directors
put adequate controls on the vast amounts of
information they hold electronically, but
organisations are increasingly at risk from cyber-
crime.

The 2006/7 Airline Risk Management Survey,
conducted anonymously by Airline Business
magazine in conjunction with Aon, found that
computer crime insurance was the second most
important future risk requirement among the
world's top airlines. Last year it held the top spot,
only slipping into second as a result of the high
level of focus there is currently on environmental
issues in many parts of the world.

Cyber-crime's ongoing prominence reflects the
growing recognition that while IT provides massive
efficiencies in terms of competitor, client and
regulatory activities, it also creates a swathe of new
risks.

While many picture a hacker as a lonely, disaffected
young man or woman simply making mischief on
the internet, the reality is of an increasingly
organised, professional criminal, carrying out
targeted attacks to steal data for illicit profit from
operations of all sizes around the world.

Most companies and their insurers prefer not to
disclose incidents of computer crime. The British
government, however, estimates that cyber-crime
currently costs UK businesses over US$5billion per
year, a number which is rising quickly. Other
governments around the world have made
comparable estimates.

Modern cyber criminal activities include data theft
to facilitate industrial espionage, credit card and
passport fraud, human trafficking and
straightforward theft.

Call centre hijacks, where hackers attack and gain
control of centres through technology back doors
before demanding a ransom to restore the service,
are becoming more common.

Similar denial of service (DoS) attacks have been
launched on bookmakers prior to major sporting
events. The impact of a DoS attack on an airline in
the run-up to a holiday period, for example, would
be very significant. 

So-called Bot software scams, where viruses are
used to take over large numbers of computers that
can subsequently be programmed remotely to send
spam to targeted victims or used for DoS attacks,
are rampant. Criminal gangs are making a lucrative
business from renting out these so-called zombie
machines to each other to bolster the strength of
their attacks.

The use of bogus websites and emails to extract
consumer data such as credit card details, known as
phishing, increased significantly in 2006, while
ready-made spamming programmes can be bought
over the counter in countries like Russia. 

Given the type of data some airlines hold about
their ticket buying customers, and the bad press
that any security lapse could cause, aviation
organisations need to ensure that they take as many
precautions as possible to ensure data security.

For an aviation organisation, every minute that an
online booking system is unavailable, be it a result
of criminal activity or otherwise, can cost a business
large amounts of lost ticket revenue.

Protecting and maintaining data from cyber-crime is
a key issue facing organisations going forward, but
the difficulty can be recognising where the risks are.

Aon's cyber-crime specialists have worked with
aviation operations globally to ensure that senior
management is aware of the full plethora of cyber-
crimes that they face. They can work to ensure that
an organisation's actual risk position reflects its risk
tolerance and help reduce the potential for sudden
shocks if there is ever an issue. 

If you would like further details about Aon's cyber-
crime risk management capabilities, please email
aviation@aon.com

Cyber-Crime Risk Management

Two major losses in July mean that the year-to-date
loss total, excluding attritional losses, is currently
US$440m, above the US$378m reported at the end
of July 2006. Taking a pro-rata figure for an annual
estimate of attritional losses into account, the
overall loss total is currently US$727m, compared to
US$652m in July 2006.

On July 17, a TAM Airbus A320-200, registration PR-
MBK, crashed at Brazil's Sao Paulo-Congonhas
Airport. The aircraft skidded off the runway on
landing, continuing over a busy main road through
the city and into a fuel depot. At least 191 people
are thought to have died in the incident. The
aircraft, valued at US$41.6m, was destroyed.

An Aerorepublica Embraer EMB-190, registration
HK-4455X, was also lost on the same day. The jet
skidded off the runway and partially into the sea
while attempting to land at Santa Marta following a
flight from Cali. There were no fatalities among the
59 people on board. The aircraft has been declared
a constructive total loss, valued at US$34.4m.

Market Losses
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With only 18 renewals expected, August and
September are two of the quietest months in the
aviation insurance market calendar. As a result, both
are very susceptible to changes in individual
programmes.

Movement at two of September’s largest renewals
last year meant that the month was the last to
show an increase in average lead hull and liability
premium, rising over 30%. This was a result of
significant passenger and fleet growth, which
meant that the premium they paid rose by over
150% for their 2006/7 renewals.

Factoring the impact of these renewals out of the
averages for the month, and it would have meant
that there was around a -6% reduction overall, far
closer to the average reduction witnessed during
the first three quarters of 2006.

This situation is less likely to arise this year given the
significant increases that were witnessed on last
year's programmes, it seems likely that their
premiums will be closer to the market averages for
their 2007/8 renewals. Also, one of the two
renewals that enjoyed the significant growth last
year was included within a group programme that
renewed in June.

Looking forward, October's significance has fallen in
recent years as a result of the declining number of
programmes that renew during the month. 

That process looks set to continue in 2007, with at
least three fewer renewals due to take place during
the month.

That said, in 2006, October reported 7% of the
year's total annual lead hull and liability premium,
and it is still the forth most active month in the
airline insurance market calendar by some margin.
Furthermore, its significance as the anniversary of
the double-digit renewals should not be
underestimated.

Airline Renewals

Consorcio Aeromexico 01 Aug
Gemini Air Cargo 01 Aug
Miami Air International 01 Aug
Monarch Airlines 01 Aug
Norwegian Air Shuttle 01 Aug
BRA Transportes Aereos 14 Aug
Bangladesh Biman 15 Aug
Skymark Airlines 19 Aug
Pegasus 24 Aug
TAAG - Linhas de Angola (Larger Jets) 29 Aug

Airline Renewal Date

Allegiant Air 07 Sep
PT Lion Mentari 07 Sep
AMC Aviation 08 Sep
Interjet Airlines 09 Sep
Tampa 10 Sep
clickair 19 Sep
Aerosvit Airlines 30 Sep
Centurion Air Cargo 30 Sep

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
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 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. FP4017
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Airline Monthly Premium Profile
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