
AON AVIATION |  AIRLINE INSURANCE MARKET NEWS October 2007  |  Page 1

Contents
PDF users click red contents title

to move to section

Just under half of the expected October renewals have
been recorded so far. Four of these have received dou-
ble-digit premium reductions, pointing to a continua-
tion of the soft markets that have now been in place
for over a year. The picture is complicated, however,
by one of these four reducing its fleet value by over a
third.

The relative importance of October in the airline insur-
ance renewal cycle has declined considerably. The total
number of renewals during the month is expected to
fall by over a quarter and the total amount of hull and
liability premium is likely to decline by over two thirds
compared to last year.

Last year, six of October's 16 renewals had average
fleet values of over US$1bn, with a further five valued
at over US$500m. In 2007, there are only two fleets
renewing with an average value of over US$1bn, and
two more valued at over US$500m.

The movement away from October suggests that some
buyers of airline insurance feel they can attract a better
price at other times in the year when they can secure
more attention from underwriters and differentiate
themselves from their competitors. It may also have
been made to maximize the benefit from the extreme-
ly soft market prices that some feel may be unsustain-
able in the long term.

China Airline's decision to move its renewal to July is
the major change, but MK Airlines has extended to
November, and both the Mesa and Skywest policies
now renew at the end of the year. The latter has also
changed broker from JLT to Marsh. 

Following their merger, former October renewal Indian
Airlines has been included within the Air India policy
which renewed in July, part of the ongoing consolida-
tion in the industry in India.

October renewal Go Air, meanwhile, has enjoyed
growth since it started in 2005 and meets our criteria
for the first time.

As a result of the changes, the total level of hull and
liability premium that will be renewed in October 2007
is expected to be just over US$40m, a reduction of
nearly two thirds compared to 2006 and nearly 75%
on 2005.

Interestingly, while the October's falling prominence
has been ongoing for around five years, there is little
evidence for a major fall in the importance of
November and December, both of which are expected
to see new renewals this year.

September, meanwhile, is expected to be the fourth
smallest month of the year in terms of lead hull and
liability premium, and as a result, the averages are sig-
nificantly influenced by changes at the larger of the
organizations that renew.

The month's relative size has meant that the airline
insurance market has delivered a second month of pre-
mium increases.

As can be seen from the fleet value and passenger
movement for the month, however, the average pre-
mium increase is based mainly on significant growth in
exposure at all of the operations that renewed, rather
than a hardening of the market.

Renewals
Fleet Value
Movement
(% change)

Passenger
Movement
(% change)

Expiring
Premium 
(US$m)

Renewal
Premium 
(US$m)

Premium
Movement
(% change)

Last 12 Months 220 +5 +8 2,095.55 1,688.01 -19

June 11 +8 +3 37.54 31.57 -16

July 31 +9 +10 210.86 177.49 -16

August 9 +24 +16 32.47 34.27 +6

September 8 +43 +27 28.06 30.62 +9

October-to-date 5 +1 -26 24.56 19.80 -19

2007-to-date 119 +11 +11 598.94 511.18 -15

Source: Aon Market Data
Numbers on a like-for-like basis
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Antares Syndicate 1274 will commence underwriting a
diversified portfolio of specialty insurance business includ-
ing aviation, marine, property and casualty risks globally
in 2008, having obtained approval in principle from the
Lloyd's Franchise Board. Aon Capital Markets Advisory
was the principal advisor to Lightyear Capital, the US pri-
vate equity investment firm which created Antares.

According to the syndicate, it will assume the renewal
rights to Wurttembergische Versicherung's existing
London market portfolio and acquire Wurttembergische
UK (WurttUK), the German insurer's UK subsidiary.

Stephen Redmond, a former chairman of the Institute of
London Underwriters, will become the chief executive
officer of Antares as well as the active underwriter of
Antares Syndicate 1274.

Redmond has spent the last five years heading the
underwriting and management team responsible for
developing Wurttembergische Versicherung's London
market portfolio. Michael Harding will lead the marine
and aviation team which includes aviation account man-
ager Stephen Jedburgh.

Meanwhile, Daniel Gaus has joined Global Aerospace as
part of the underwriter's preparations for the introduc-
tion of a new branch office in Zurich, which is scheduled
to open during the final quarter of the year. Gaus joins
Global from the Swiss Aviation Pool, where he headed
the aviation team.

According to Global, the Zurich operation will focus on
general aviation insurance in Europe, and is intended to
enhance its service to worldwide flight managed risks
that have significant operations in Switzerland. 

Underwriter Madeleine Waldron is said to have resigned
her position at La Reunion Aerienne (LRA) in Paris and
will join Catlin once her contractual obligations are com-
plete. Reporting to former LRA colleague Alain Burguiere,
Waldron will focus on developing US business. Catlin
could not confirm the move by press time.

If there are further aviation insurance market developments
that you would like us to outline in the newsletter, or you
would like further information about Aon Capital Markets
Advisory, please contact aviation@aon.com.

Market Update
Market Changes Continue

The year-to-date loss total, excluding attritional losses,
was US$900m at the end of September, above the
US$778m reported for the same period last year.
Taking a pro-rata figure for an annual estimate of attri-
tional losses into account, the overall loss total is cur-
rently US$1,269m, compared to US$1,130m last year.

The run of losses during the early summer months has
meant that 2007 is likely to be worse than an average
year in terms of losses, although the gap between
2006 and 2007 has narrowed somewhat during the
last couple of months.

If there are no further major losses before the end of
the year, adding our attritional estimate to the current
loss total brings a total annual loss amount for 2007 to
just under US$1.4bn. This is very close to the total
annual hull and liability premium amount that we
expect for the year, and would mean that the airline
insurance market is straying dangerously close to
becoming unprofitable.

On September 16, a Boeing MD-82 operated by One-
Two-Go Airlines, registration HS-OMG, ran off the run-
way as it completed a flight from Bangkok to Phuket.
Reports suggest that the windy and rainy weather may
have been a factor in the accident. Up to 89 of the
130 people on board are confirmed to have died. The
aircraft was valued at US$4.5m

On October 11, an Egyptian AMC Aviation MD-83,
registration SU-BOY, caught fire after making an emer-
gency landing at Istanbul. The Hurghada to Warsaw
flight was forced to land due to a technical problem.
Subsequently, one or more undercarriage legs are
understood to have collapsed on landing when the air-
craft overran the runway, causing a small, quickly con-
tained, fire. One of the 163 passengers was slightly
injured. The aircraft is valued at US$12m. While it is
believed to be a total loss, this has yet to be con-
firmed.

Market Losses
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The Rome Convention Evolves
By Alex Ferrari
Solicitor at Howard Kennedy, www.howardkennedy.com
The Rome Convention, created in 1952, endeavors to put
a legal framework on an airline's liability for third party
damage on the ground. It is in the process of being
updated to take industry developments into account.

The International Civil Aviation Organisation (ICAO)
Special Group, established to modernize the Rome
Convention, has, after six meetings, produced two
draft conventions; namely the Convention on
Compensation for Damage Caused by Aircraft to Third
Parties, in the case of Unlawful interference (the
Unlawful Interference Convention), and the
Convention on Compensation for Damage Caused by
Aircraft to Third Parties (the General Risks Convention).  

The next stage of the implementation process is for
the 182nd Session of the ICAO Council this month to
decide on the future course of action, including
whether to convene the 33rd session of the Legal
Committee in early 2008 to approve a final draft of
each convention.

These would then need to go before the ICAO Council
for consideration and approval before a diplomatic
conference to approve the language in the conven-
tions. After this it would be for the individual states to
ratify the conventions, although it is still to be decided
how many states need to ratify them before they
would come into force. 

Overview of the draft conventions

The Unlawful Interference Convention (which encom-
passes acts of terrorism) caps the operator's liability in
return for strict liability. Further, claims in excess of the
cap are to be paid from a compensation fund con-
tributed to by the operators.

The introduction of strict liability and the cap should
mean that: 
(i) claims will be less complicated as the claimant will
not need to prove that the operator was at fault,
thereby avoiding complex evidentiary arguments on
liability; and 
(ii) the operator will be aware of its maximum liability
under the convention and arrange its insurance
accordingly.

As regards the General Risks Convention, this follows
the same format as the Montreal Convention in that
the operator is subject to strict liability for damage up
to a limit and thereafter it is only liable in so far as it is
negligent. No compensatory scheme is envisaged for
this convention. Accordingly, the operators are poten-
tially liable for all the damage caused and it is extreme-
ly unlikely that they would be able to obtain sufficient
insurance to cover their potential exposure under the
convention. 

It has received little interest, however, as domestic law
in this area is already well established with operators'
liability being limited to insurable levels. It is, therefore,
unlikely that this convention will be ratified by many
states, if it actually progresses to the ratification stage.

Unlawful Interference Convention

This convention applies to damage to third parties
which occurs in the territory of a state party caused by
an aircraft in flight as a result of an act of unlawful
interference when the operator is based in another
state, whether or not a party to the convention (article
2, para 1). The convention also applies, in certain cir-
cumstances, to damage to third parties in a non-state
party where the operator causing the damage was a
state party. 

The convention provides that the operator is strictly
liable for the damage sustained by the third party
caused by an aircraft in flight; the third party does not
need to prove the airline was at fault (article 3). 

The third party's exclusive remedy is against the airline
(article 27), in addition to the party causing the unlaw-
ful interference. However, the airline's liability is
capped according to the weight of the aircraft -
Special Drawing Rights (SDR) 700 million1 for a wide-
bodied aircraft - and which can only be exceeded in
exceptional circumstances (article 24). 

Damages in excess of the cap would be paid through
the Supplementary Compensation Mechanism (article
4) funded by mandatory payments by passengers and
freight forwarders (article 12) collected by airlines and
rendered to the scheme. The maximum amount of
compensation under the scheme is currently set at SDR
3 billion (article 19). 

General Risks Convention

This convention applies to damage to third parties
occurring in the territory of a state party caused by an
aircraft in flight, other than as a result of an act of
unlawful interference, when the operator is based in
another state party. 

The operator is strictly liable up to a threshold tenta-
tively set at SDR 250,000 to SDR 500,000 per claimant
(article 3). The operator is also liable for all damage in
excess of this limit unless it can prove that such dam-
age was not due to its negligence or that it was solely
due to the negligence of another party. There is no
cap on the liability of the operator - the liability limit
relates to each individual claim not to the event - and
neither is there any compensatory scheme under this
convention to reduce the financial impact on opera-
tors. 

The Legal Update section is designed to keep our clients,
the market and the industry as a whole informed about
important developments in the legal aspects of the avia-
tion industry. If you would like to submit a piece to be
included in the Aon Airline Insurance Market News or the
Aon Aerospace Insurance Market News, please contact
aviation@aon.com

1 Which is in line with the operator's compulsory insur-
ance obligations under article 7 EU Regulation No
785/2004.

Legal Update
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Overall, we are expecting just over 25 renewals to
occur in November, a slight reduction on the 32
recorded in 2006. Although the month still sees some
of the industry's largest operations renew their insur-
ance programs, if the prevailing market trends contin-
ue, it could mean that the month will deliver nearly a
third less hull and liability premium compared to 2006
and over 40% less than the total recorded in 2005.

Consolidation is the main reason for the fall in num-
bers. Cargo carriers Atlas Air and Transmile Air Services
have joined the DHL led Cargo Airline Pool program,
while First Choice has joined the TUI Group renewal in
April, following the pair's merger. Three other airlines
have extended into December.

There are also a number of leader changes taking
place. The Qantas Airlines and Air New Zealand paral-
lel placement is changing from La Reunion Aerienne to
Catlin, while Air France-KLM is also changing from La
Reunion Aerienne to AXA.

Meanwhile, the first A380 has been delivered to
Singapore Airlines and will enter commercial service by
the end of October. Both brokers and insurers
addressed the potential insurance implications of the
new generation aircraft some time ago, and the A380
has been added to the launch customer's fleet sched-
ules and any required limit increases have been
bought with a minimum of fuss. 

While there were early concerns about the risk implica-
tions of an aircraft of this size and passenger capacity,
the reality is that the market is now undoubtedly com-
fortable with the its arrival. The airline industry wants
to fly more people further, faster and more economi-
cally, and part of the service that the insurance indus-
try provides is meeting the continued changes and
challenges that new technology and services create. 

While the maximum potential loss faced by the market
will increase, the risk profile of the initial operations of
the A380 is not going to change dramatically because
the aircraft are being used to replace current large air-
craft on routes between the world's major airports.

Airline Renewals

Pakistan International Airlines 15 Oct
M/S Saudi Oger Limited 20 Oct
Go Air 21 Oct
JAT Airlines 24 Oct
SkyService Airlines 24 Oct
Cebu Pacific Air 26 Oct

Airline Renewal Date

Air Europa 01 Nov
Air Hong Kong 01 Nov
Air New Zealand 01 Nov
Air Pacific 01 Nov
Caribbean Airlines (Prev. BWIA) 01 Nov
Cathay Pacific 01 Nov
Cyprus Airways 01 Nov
DHL Worldwide Express 01 Nov
Dragonair 01 Nov
Jetstar Asia 01 Nov
Qantas Airways 01 Nov
Singapore Airlines 01 Nov
South African Airways 01 Nov
Star Air 01 Nov

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 com-
ments 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 respon-
sible 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 Limited is authorised and regulated by the Financial Service Authority for insurance medi-
ation services only.

If you have any comments regarding this newsletter, please contact:
Steve Doyle: +44 20 7621 3914, steven.doyle@aon.co.uk; Magnus Allan: +44 20 7086 1277, 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. FP4180

5

Airline Monthly Premium Profile

Dec '06

Jul '07

Q2 '07

Q1 '07

Oct '06

Sep '07

Aug '07

Nov '06
Source: Aon Market Data

*Numbers to date

1

24 Month

12 Month

Six Month

Three Month

September

-25

-20

-15

-10

-5

0

5

10

Average Percentage Premium Movement

Source: Aon Market Data
*Numbers to date

www.aon.com/aviation

