
October appears to have witnessed a return to the
prevailing trends that have been in place for over a
year, with average lead hull and liability premium
price in the airline insurance market falling by -10%.
This follows two consecutive months where
developments at the larger renewals meant that the
average had risen for the first time in over a year. 

The -10% might at first glance seem to be the
beginning of a slight firming of the market
compared to the -15% reductions that were
regularly recorded earlier in the year, but there are
two reasons why this is not actually the case.

Primarily, one of October's larger renewals has seen
an over +25% premium rise as a result of exposure
growth. Factoring this renewal out would mean that
the month's average reduction is around -14%, far
more in line with the lead hull and liability premium
reductions that have been witnessed across the
airline insurance market during 2007.

The reduction is also built on a -19% fall on the
price for a 2006/07 renewal, highlighting the
continued fall in the cost of aviation insurance over
the last two years. The total level of hull and liability
premium that was renewed was only just over
US$40m, a reduction of nearly two thirds compared
to 2006.

Meanwhile, preliminary numbers for November
suggest that the market has continued to be soft.
All but three of the renewals recorded so far have
received reductions, 14 of which are double-digit. 

That said, the remaining renewals in November
include one of the world's largest insurance
programmes, so the month's numbers could still
fluctuate significantly.

If these trends continue for the rest of the year, the
total lead hull and liability premium for 2007/08
renewals will have fallen to under US$1.5bn, a fall
of over a third or US$640m in two years.

At the same time, exposures will continue to climb
significantly over the next couple of years as the
new generation of super jumbos enter service and
lead to the decommissioning of older, less valuable
aircraft.

November and December see the renewal of a
number of the North American majors, however,
which have been focused on fleet improvement
rather than growth over the last couple of years. As
a result, the current exposure figures may decline
somewhat by the end of the year.

Even taking into account the improved safety record
of the aviation industry and the reduced cost of
participating in the insurance markets, the reality is
that the current levels of reductions are highly
unlikely to be sustainable in the long term.

The average premium per renewal, worked out
simply by dividing the number of renewals by the
amount of monthly premium, is still down on the
figure reported at the same point last year. 

(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)

Last 12 Months 215 +5 +8 1,998.13 1,619.54 -19

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 10 +9 -3 47.88 43.07 -10

November (to date) 17 +9 +5 124.31 105.59 -15

2007-to-date 140 +11 +10 730.20 627.78 -14

Source: Aon Market Data
Numbers on a like-for-like basis
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This figure will be significantly influenced by the
activity of the majors that renew during November
and December, but at this point in the year it
provides a valuable gauge of market direction and
over all sentiment.

It appears that the reductions that have been in
place since the final quarter last year will continue
into the New Year. 

The market, as ever, remains finely balanced. There
has been a relatively high level of losses so far this
year and although they have not tended to be
catastrophic from an insurance market point of
view, their cumulative influence could mean that a
major loss could become the catalyst for a change
in market direction as 2007 draws to a close.

Even without a major loss, the market is now very
close to the point where the level of losses for the
year could outweigh the level of premium. If this
occurs then it may be that capacity will contract
and prices will rise purely as a result of excess
demand. The aviation insurance market continues
to be cyclical and the longest soft market in its
history is likely to come to an end at some point.

According to sources in the market, vertical pricing
levels are getting increasingly tighter in comparison
with the lead terms. If this process continues, it may
mark the beginning of the hardening process as
2008 comes into view.

The market conditions appear to be encouraging
underwriters to look at their share of a risk on its
actual merits, rather than simply following the
market lead to the renewal price.

At this stage it appears that the decline in
importance of the airline renewal season has
continued during 2007. In 2006, the final quarter of
the year saw the renewal over 70% of the total
annual lead hull and liability premium, but
preliminary forecasts suggest that the period will
only represent around 60% of the annual total in
2007. In 2004, the final quarter represented over
80% of the total hull and liability premium.

There are a number of reasons for the change, the
main being the ongoing movement towards more
technical underwriting which demands a closer
relationship between the various parts of the airline
insurance relationship. It is sometimes felt that this
is difficult to manage when so much of the
industry's insurance business is conducted during a
single quarter of the year, and as a result, increasing
numbers of renewals are moving to other dates in
the year.

There is another factor that may influence the
process in 2008. Some operations may be
examining their renewal dates and look to bring
their renewals forward to take advantage of the
current high level of reductions that are available.

It is a slow process, and it is likely to be some time
before the dominance of the renewal season pales.
The development is not linear; it is impossible to say
if the 50% threshold will be breached in the next
two years, despite the prevalent pattern over the
last two years.
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Market Overview (continued)
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Aon has recently published the Airline Insurance
Market Review, Pre-Renewal Season 2007, which
brings together the full range of Aon's research into
the airline insurance market so far this year.

The review examines the market by month, region,
fleet value, and sector, ensuring that our clients and
the market as a whole has a firm understanding of
how each market segment has evolved during 2007
so far and how we expect it to develop as the year
comes to a close.

While the renewal season's relative importance has
declined over the last few years, it is still forecast to
represent around 60% of the total expected hull
and liability premium that renews during 2007.

As a result, we believe that the review provides an
important overview of the activity that has occurred
during 2007 and reflects Aon's commitment to
transparency in the airline insurance markets. If you
have not yet seen the review, please go to Aon's
aviation publications website or contact
aviation@aon.com.

Aon Airline Insurance Market Review
Pre-Renewal Season 2007 Now Available

The year-to-date loss total, excluding attritional
losses, was US$941m at the end of October, above
the US$789m reported for the same period last
year. Taking a pro-rata figure for an annual estimate
of attritional losses into account, the overall loss
total is currently US$1,351m, compared to
US$1,180m last year.

While these figures look striking at first glance, it
should be pointed out that while the loss numbers
for July 2007 were nearly 60% higher than the
value of losses in July 2006, by October the
cumulative loss figure was only 14% higher. As a
result, it could be that safety results will still be
relatively good by the end of the year.

The main concern for the insurance market,
however, is that the amount of hull and liability
premium expected to be renewed may not cover
the level of claims. While most airline organisations
have generated significant credit balances over the
last five years, the imbalance between premium and
claims is unlikely to be allowed to continue in the
long term and is likely to drive a capacity
contraction at some point in 2008.

In terms of actual losses, meanwhile, there have
been two since the last edition of this newsletter. 

On October 26, an Airbus A320 operated by
Philippine Airlines ran off the runway on arrival at
Butuan City from Manila. There are no reported
fatalities among the 154 passengers and crew,
although the aircraft, registration RP-C3224, has
been deemed a constructive total loss. The aircraft
was valued at US$24m.

Two days later on October 28, an Air Europa Boeing
737-800 was damaged on landing at Katowice,
Poland, on a flight from Beirut. There were no
reported fatalities on the aircraft, registration EC-
HBM, which has been valued at US$47m.

Market Losses
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Despite representing half of the month's total
renewals in 2006, the amount of premium renewed
on November 1 was only 9% of the total premium.
The main reason for this is the size of the month's
remaining programmes, which includes some of the
world's largest airline insurance renewals.

Activity in November includes 13 airline
organisations with average fleet values of over
US$1bn, five of which have fleets valued at over
US$10bn.

The month includes the TUI Group's first renewal
since it merged with First Choice, a move which
significantly increased the group's average fleet
value, but is also likely to mean that it receives
strong reductions as a result of the credit that the
airline insurance market tends to give to larger
renewals.

This credit is likely to mean that the market
continues to be soft for the remainder of the year,
given that the end of November and the renewals
in December are dominated by some of the world's
largest airline insurance programmes. 

It is difficult to make predictions about the direction
of the market in 2008, particularly because the low
level of activity during the first quarter. Capacity is
still very high and the long term losses trend
continues to be good, even allowing for the
relatively high cost of losses so far this year.

What this means is that the airline insurance market
is once again at an interesting juncture going into
the New Year. Capacity and losses point to
continued reductions, but the hard reality is that if
the market continues in this direction, it will no
longer be in a position to make a profit and
capacity could contract rapidly as a result.

Airline Renewals

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
TUI Group 01 Nov
Qantas Airways 01 Nov
Singapore Airlines 01 Nov
South African Airways 01 Nov
Star Air 01 Nov

Airline Renewal Date

Sultan of Brunei 04 Nov
Jet2.com (Channel Express) 08 Nov
Air Via 10 Nov
Southern Air 13 Nov
Kuoni Travel Holding 15 Nov
Futura International Airways 16 Nov
Gulf Co-operation Council 16 Nov
United Parcel Service 16 Nov
Synergy Group 18 Nov
M/S Saudi Oger Limited 20 Nov
Air Atlanta Icelandic 29 Nov
PT Metro Batavia 29 Nov

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 Limited is authorised and regulated by the Financial Service Authority for insurance
mediation services only.

If you have any comments regarding this newsletter, please contact:
Steven Doyle: +44 20 7216 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. FP4237
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