
Airline

Insurance

Market

Review

2005





Contents

Foreword 3

Executive Summary 4

Airline Insurance Market Overview 10

Industry Overview 12

Losses Review 14

Geographic Industry Profile Changes 18

Long-Haul Record Highlights Changing Need 22

Hull War Market 24

Excess Third Party War Liability 26

Putting Insurance into Perspective 28

Looking Ahead 30

Analysis:

> Renewal and Premium Analysis 34

> Regional Analysis 38

> Fleet Value Analysis 42

> Sector Analysis 46

> Monthly Analysis 50

Major Losses Summary 54

AIMR Q1-4_05



> If you would like to subscribe to Aon Aviation Information

Resources information newsletters, which provide monthly

industry analysis of both the aviation and aerospace

industries, quarterly updates and special reports, please

email aviation.aerospace@aon.co.uk

To read back issues of our publications, go to the Aviation

section of www.aon.com. A full list of our most recent

publications has been provided at the end of this review.

> The information featured in this review is representative

of market trends only. We regret that due to vertical or

fragmented marketing, sourcing exact percentage rate

movements and/or shifts in premiums can sometimes

prove difficult.

Our analysis is therefore representative of all airline

programmes with an insured average fleet value equal to or

greater than US$150 million. 

Due to the sensitive nature of the issues involved, the losses

overview features only those incidents with an incurred hull

loss value of US$1 million or above, with liability being

reported as a monthly, quarterly and year-to-date figure.

Rate and premium movement percentages are based on the

London lead rate in 2005 against the London lead rate in 2004.

Where airlines have replaced their programmes or have

implemented short-term policies, the full annual figures

have been used for calculation purposes on their accounts.

If placements have, through the addition or deletion of

airlines, changed, no allowance has been made in the

expiring figures. 

It should also be noted that for comparison purposes all

local currencies are converted to US dollars.

This is a proprietary Aon publication containing confidential

information. In accepting this material the recipient and/or company

acknowledges this position and agrees:

• Not to copy or disclose any of this material to any person or entity

outside of the specific company approached by Aon

• Under no circumstances to discuss or reveal this information to any

person/company/entity that is or may be a competitor to Aon

• To do everything possible to protect Aon’s interest in the publication

and its contents from any unauthorised or unnecessary access or us.



This is an exciting time to be in the aviation industry,

particularly as the commercial launch of both the

Airbus A380 and Boeing's 787 Dreamliner draw closer. 

The industry faces a number of challenges, however.

North American carriers have continued to struggle,

with a number of majors being put under Chapter 11

bankruptcy protection during 2005. The high fuel

prices were a factor in a number of consolidating

operations and there were a high number of fatalities. 

At the same time, the last twelve months showed a

string of positive indicators: aircraft producers reported

record orders for 2005, passenger levels in some

emerging markets grew rapidly, the number of

accidents in 2005 has been relatively low, and new

aircraft and technologies were unveiled that could

deliver significant improvements in the way that the

aviation industry operates in the future.

The industry is rife with discussion about how the A380

and the B787 will impact the market and which

business model will prove to be the more successful.

This will impact other debates, notably the growth of

Dubai, a strong contender for Singapore's crown as the

aviation gateway to Asia or the kangaroo route

stopover from Europe.

How does this impact the aviation insurance markets? It

has certainly been an interesting year. Despite

increasing exposures, we witnessed a gradual decline

in premiums between January and August and then a

number of indicators, including six crashes and the

North American hurricanes, suggested the downward

pressure on premiums would decline. Consolidation

has impacted exposures in certain areas and changed

some of the market's largest programmes.

Despite this, premiums did not harden during 2005,

and so one of the key focuses of this review is to

explain why this did not happen and ask whether they

are more likely to harden in 2006. We also examine

where the market is and how it could evolve during

2006 and beyond.

Foreword
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We believe that being able to carry out the kind of

analysis contained in this review and releasing it to our

partners and clients is one of the reasons why Aon's

Aviation & Aerospace teams are so well regarded across

the markets globally. We try to keep our clients

informed about the latest market developments, but

we are also able to carry out ad hoc research as our

clients need it, letting them make informed decisions

about their insurance needs.

Aon is evolving to ensure that it continues to lead the

market in this changing environment. The changes

that we have undertaken in 2005 are intended to

make us a more efficient, client focused organisation,

and I am confident that our clients will enjoy

improved service as a result of the decisions that we

have chosen to make. We want to ensure that as we

move forward, we can give our clients the benefit of

Aon's leverage across all markets, not confined to the

pure aviation insurance market.

As a global operation, we can support your needs in a

variety of areas such as risk analysis, property and

health insurance. This approach can provide significant

synergies to all of our clients, irrespective of size. If you

have a risk or insurance issue, no matter what area it's

in, Aon will almost certainly be able to help. We want

to ensure that we build long-term relationships by

making our clients' insurance programmes as efficient

as possible, and part of this is letting our clients know

what we can do for them.

DOUG PETERSON

Aviation Global Practice Leader – Aon



Executive Summary

Despite the spate of major incidents later on in the year,

2005 was once again impressive in terms of safety

results for the aviation industry. This is now the third

year in a row that has been below the five-year loss

average, suggesting that the safety measures put in

place over the last decade are delivering significant

improvements. 

Naturally, this comes with a significant caveat: aviation

insurance is a catastrophe business and no matter how

many safety measures are put in place, incidents are

always a possibility, as proven repeatedly in the last

third of the year. 

The insurance cost does not relate to the human cost,

equally, and unfortunately the number of fatalities in

2005 was the highest since 2000 and the second

highest since 1996 (excluding 9/11). As a result of the

high levels of fatalities, a number of governments are

looking at ways of banning the use of older aircraft and

creating blacklists of operators that cannot use

sovereign airspace. 

The direct implications of the losses for the insurance

market were minimal but the string of incidents added

to a general expectation that the level of premium

reductions would decline as the year drew to a close.

The key factor in the declining rate of premium

reductions came in the wake of the North American

hurricane season, which saw nearly twice as many

hurricanes forming as the long-term seasonal average

according to the US National Hurricane Center*. While

the resulting aviation damage was limited, it led to a

number of organisations looking to recoup losses in

other areas through the aviation market.

This did not result, however, in an instant hardening of

the market for a number of reasons. Primarily, the

market is very competitive, and so any major rise in

prices would have simply resulted in a loss of business

for underwriters. It seems possible, however, that the

market may harden as 2006 progresses, with

organisations using the quiet opening months of the

year to reassess pricing policies.

It seems that there are already a number of

organisations that have been previously committed to

the aviation insurance industry that are looking to

reduce their activities as a result of the competitive

pricing. Should these organisations reduce their market

activities, prices are likely to stabilise or even climb.

The health of the aviation industry continues to be

highlighted through the levels of exposure growth in

the market. Clearly there are significant regional

differences in exposure growth given the challenges

being experienced in North America in comparison

with the exponential development of aviation in certain

parts of the developing world.

The Airbus A380 has begun to make its presence felt,

with at least one programme increasing its liability limit

in anticipation of the aircraft coming into commercial

service. Despite the postponements that have been

announced, a number of organisations that will be

launching the new aircraft are likely to increase their

limits within 2006/7 policies to take the super-jumbo

into account.

Steven Doyle, Manager of Aon's Aviation and

Aerospace Global Practice Group, says: “The level of

exposure growth combined with falling premium levels

has taken the market to the point it potentially views as

the lowest possible. With premiums fast approaching

pre-9/11 levels and exposure significantly higher, it

could be suggested that the market is in a worse

situation than it was five years ago. The changes that

have taken place in the industry over the last five years

however, meant that the premium is covering differing

exposure levels both geographically and by sector. How

the insurance market responds to these changes will

define its activity during 2006.”

4

* See the US National Hurricane Center website www.cpc.ncep.noaa.gov for further details.
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2005 Exposures 

Total declared average fleet value (AFV) increased 7%

between 2004 and 2005, rising from US$563bn to

US$601bn. While fleet values still seem set to rise over

the next year as carriers look to meet their growth

predictions, there are significant differences between

sectors and geographies and the commercial launch of

the Airbus A380 and the Boeing 787 could reduce the

number of aircraft needed on certain routes. This in

turn could lead to a fall in AFVs.

Passenger numbers grew by 11% in 2005, from around

1,977m in 2004 to 2,187m. Departure numbers

increased 5% from 23.4m to 24.6m, reflecting route

structure efficiencies, increased load factors, and the

growing use of larger aircraft in some regions.

Declared revenue passenger kilometres (RPK) continued

to decline as a measure in the insurance market, with

only 10% of the 204 renewals in 2005 declaring RPK for

rating purposes. As a result RPK is no longer a viable

tool for comparison. 
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1st Half

July

August

Totals

29

1

5

35

8

1

5

14

133

0

336*

469

14

0

18

32

119

0

318

427

124.75

20

186.4

331.15

Liabilities

(US$m)

Hull Losses

(US$m)PassengersCrewTotal

US$5m

and above

Incidents Fatalities

Total

2.89

0.17

96.2

99.26

Overall, the total hull losses for 2005 was

US$421million, with US$239m for liabilities, giving a

total loss figure, excluding attritionals, of US$660m for

the whole year, compared to US$568m annual figure

for 2004 as a whole.

Loss levels continued to be encouraging relative to the

five-year average, although the spate of losses in the

final third of the year brought the level to its highest

since 2000.

The key statistic in terms of safety is the number of

fatalities, which was 15% higher than the ten-year

average and the highest since 2000. 

From an insurance point of view the fact that the total

incidents for 2005 were only 65% of the ten-year

average and 86% of the five-year average may well

increase the pressure on underwriters to take

improvements in safety technology into account.

The combination of these two factors highlights the

difference between the industry and the insurance

market and the fact that a lower number of accidents

do not necessarily relate to financial severity from an

insurance perspective.

Comparing premium changes over five years

underscores the suggestion that the market forces on

capacity and claims have proved more effective than

underwriters best efforts to bring stability. The

continued industry changes mean that stability of

pricing for buyers may still be some way off, despite

the market's increasingly technical stance.

1st Half

2nd Half

Totals

29

21

50

8

12

20

133

702

835

14

38

52

119

664

783

124.5

296.3

420.8

Liabilities

(US$m)

Hull Losses

(US$m)PassengersCrewTotal

US$5m

and above

Incidents Fatalities

Total

2.9

236.1

239.0

Year
Average Premium 

Change

2005

2004

2003

2002

2001

5 Year Average

-7%

-7%

-18%

-4%

55%

4%

Losses
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Airline Insurance Market Overview

The market has followed a fairly consistent course, with

exposure and coverage increasing and premiums

generally continuing to fall throughout 2005, while

consolidation saw numerous major programmes

change their make-up or even disappear.

The impact of this consolidation eroded a further

US$110m of premium from the market in addition to

the premium reduction for renewals. When taking this

into account, the premium reduction is just over 10%

compared to 2004. 

The level of premium reduction has continued to be

tempered somewhat by the widespread inclusion of the

third-party war liability under AVN52E, which has

restricted limits to US$150m within the main hull and

liability policy for the vast majority of programmes. 

There was talk in the market that AVN52E limits could

increase to US$250m, although this generally failed to

materialise in 2005 and will require a pricing benefit in

the excess layers to be of any significant value to buyers.

The challenges posed during the year have meant that

declines in premium have not been uniform for all

organisations. There has been close scrutiny of all

programmes to ensure that premiums reflect individual

insurance needs and also levels of individual cover.

Overall, the profile of the market remained constant,

with the vast majority of programmes being renewed

between October and December. That said, there were

operations that extended their coverage into the New

Year in the expectation of better market conditions. 

In 2005, 31 programmes in the market with an average

fleet value (AFV) of over US$150m changed leaders. In

terms of brokers, meanwhile, there have been 23

changes. This reflects the highly competitive nature of

the market throughout the year.

As predicted, the level of exposure growth continued

to be significant. As a result, the annual premium

total came to US$2.15bn. The impact of vertical

marketing means that for many, the US$2bn airline

market premium volume threshold has been

breached. The overall level of premium reduction for

2005 renewals was -7%.

The high level of capacity and competition has meant

that a number of organisations that have been

previously committed to the aviation insurance market

have begun to reduce their interest. If this process

continues, there is likely to be a reduction in

competition that may ease the downward pressure on

premiums.

That said, the market remains profitable. The entrance

of Aspen Re and Glacier Re into the market shows that

it is still an attractive business to be in and helps

maintain the market's vitality.

Meanwhile, the Aviation Insurance Clauses Group

(AICG) was formed early in 2005 with a remit to

promote greater competition and transparency in the

aviation insurance industry. Formed under the auspices

of the European Commission, one of the group's

focuses is to establish standard wordings for aviation

insurance policies and clauses.

The market continued to discuss the potential for

dirty-bomb insurance coverage, although no

definitive approach was put in place. The debate

continues in 2006.

10
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Industry Overview

12

The challenges faced by the aviation industry as a

whole have remained fairly constant. Oil prices have

been key to performance, and spent much of 2005 on

or around record levels. 

This has meant the continued rumbling of consolidation

across the market as organisations look to take

advantage of economies of scale and the synergies that

can be created by bringing two organisations together.

In Europe, Lufthansa took control of Swiss International

Air Lines, following the merger of Air France and KLM in

2004. Iceland Express bought up the entire share capital

of Danish low-fares carriers Sterling and Maersk Airlines

and was subsequently purchased by the FL Group. There

was also activity in Latin America, where Copa acquired a

majority stake in Colombia's Aerorepublica. 

US Airways and America West also came together, while

Delta Air Lines sold Atlantic Southeast Airlines to

SkyWest, part of the process of consolidation in North

America that is expected to continue for some time. 

The US majors continued to try and restructure to

create business models better equipped to deal with

the current business climate. The imposition of tighter

bankruptcy rulings in October was preceded by some

major carriers filing for Chapter 11 protection. The

removal of this safety barrier may have ramifications for

how North American carriers conduct their business in

the longer term.

These developments have continued globally in 2006,

with Independence Air ceasing operations and India's

Jet Airways acquiring Air Sahara.

All of these changes impacted the insurance

arrangement for the airlines involved and adjusted

exposures and premiums of some of the market's

largest programmes.

There has been continued focus on cost cutting

measures globally, as a result of both the merger and

consolidation activity as well as the high oil prices. This

has lead to record numbers of new aircraft being

purchased. The fuel efficiency benefits these new

aircraft can bring are likely to have a significant impact

on operational bottom lines, particularly if, as seems

likely, oil prices remain as much of a concern as they

were during 2005.

The safety effects of these new aircraft on the global

fleet cannot be underestimated, and it is expected that

the strong safety record of the last four years will

continue and even bettered as new technologies are

introduced and filter into common use. 

In the main, the losses in August and September were

among older aircraft operating in emerging markets.

This has prompted a number of governments to

investigate the viability of introducing operator

blacklists as well as other sanctions against operators

with weak safety records.

At the same time, the International Air Transport

Association (IATA) has confirmed its commitment to

making all its members IOSA (IATA Operational Safety

Audit) registered by the end of 2007. As part of this

process, all IATA members have been informed that

must have an IOSA audit scheduled by December 31

2006 or lose their eligibility for membership renewal. As

part of the push, the organisation's Partnership for

Safety programme, intended to support operations in

the developing world become IOSA compliant, has

received a US$3.5m investment from IATA. Activities

such as this can only improve both the reality and the

perception of the safety in the aviation market that

should have a knock-on effect on the insurance market.
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The last year continued the recent trend for a low

overall number of accidents. In total, there were only

50 major incidents during the year, only 25 of which

resulted in total losses (including constructive total

losses). There were only seven losses in the final

quarter, half the number witnessed during the same

period in 2004. 

This means that the hull loss total was US$20.1m for

the final quarter, compared to US$163.8m, in 2004.

Total losses were US$45.1m, compared to

US$268.8m in 2004.

The industry record is the result of investments that have

been made in technology over the last decade, but as

the string of losses in late summer showed, aviation

remains a catastrophe business where the severity and

frequency of losses are not linked and any loss can cause

significant loss of life and damage to property.

The loss performance has led to virtually all airline

renewals being renewed with a positive credit balance.

The impact of the US$1.25 surcharge on the five-year

numbers has meant that over 75 of renewals now have a

loss ratio of below 40%, and so differentiation of airlines

by loss record is increasingly difficult. The philosophy of

the losses of the few are paid for by the many has

perhaps never been more true.

The number of fatalities, the highest since 2000, is a

cause for concern, and highlights the fact that safety

improvements need to be implemented globally.

At the end of 2005, the hull loss total reached US$421m,

with liability loss reserves reaching US$239m. The loss

total excluding attritionals is US$660m, which compares

with US$568m in 2004. The average loss total over five

years, excluding attritional losses and the events of 9/11,

stands at US$736m.

Taking an annual estimate of attritonal losses into

account, the overall total is currently US$1,107m. As a

result, 2005 delivered another good year from a loss

perspective. Including attritionals, the five-year average

stands at US$1,133m.

Losses Review

14

Loss Ratio*

*195 airlines were used for this comparison 

119 40 14 8 6 8
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One of the most striking statistics is that as the value of

aircraft and passengers increase, the number of losses

by value is declining. A key part of this is the reduction

in the number of low value hull losses in 2005. This

underscores the view that as fleets in developed

markets are renewed, emerging market fleets, which

tend to use the aircraft that have been sold on by the

established fleets, have been able to improve their loss

rates with the use of more modern aircraft

Moves by governments and industry groups such as

International Air Transport Association to help drive the

market to higher safety standards will continue to drive

this improvement, as will the introduction of new

technologies and working practices.

While the number of fatalities during 2005 is a cause

for concern, it is important to maintain perspective

when looking at them from an insurance point of view.

Bringing down the number of incidents and with it the

number of fatalities has been the key focus across the

industry over the last ten years, and the activities have

been successful.

The average number of incidents has been going

steadily downwards over the last decade, but as can be

seen from the chart, the annual average number of

fatalities has been declining as steeply. 

What this means for the industry is that while the

number of fatalities in 2005 was the highest since 2000,

the overall industry average is down. While the high

level of fatalities is unfortunate, it reflects the fact that

aviation is a catastrophe business but as long as there is

no complacency in the industry, the long-term safety

trend is likely to continue in the right direction. As the

safety improvements that are currently being discussed

across the industry come into force, the likelihood is

that the long-term trend will continue downwards.

In
c
id

e
n

ts
Fa

ta
litie

s

1996 1997 1998

Trend

Trend

1999 2000 2001* 2002 2003 2004 2005

* Excludes 9/11

0 0

20

40

60

80

100

500

1000

1500

2000

> Incidents & Fatalities



AIMR Q1-4_05



Geographic Industry Profile Changes

Evolving airline business models have led to visible

changes in all regions but particularly the Middle East

and Europe, where the number of aircraft and seats per

aircraft have risen significantly over the last decade. By

comparison, the US ratio of seats to airlines has

remained relatively static.

As can be seen from the table, Europe and the Middle

East have seen a similar growth in the number of seats

available per aircraft between 1995 and 2004. In the

Middle East, the growing use of wide-body jets is likely

to be the driver of this growth. In the case of Europe,

the figures suggests the impact of the significant

growth in low-cost airlines over the last decade, a view

supported by the 48% increase in the number of

aircraft operating in the region.

The relatively small growth of seats in the North

American market underscores the suggestion that there

has been little change in the passenger experience

since 1995 compared to other regions globally. It also

reflects recent moves to more regional jet equipment

for domestic operations and overall capacity reductions

by the majors.

18

Percentage Change

1995-2004

Middle East

Europe

Latin America

Asia

Africa

North America

14%

14%

10%

7%

5%

3%

Based on ACAS Figures

> Number of Seats per Aircraft



The ACAS data also highlights the growth in the

numbers of aircraft flying in the Middle East, Africa and

Asia over the last decade and underscores the maturity

of the North American market.

These figures are likely to change over the next

couple of years as the Airbus 380 and Boeing 787

begin to impact the structure and operating models

of the industry, although no US-majors have yet

ordered an A380 for passenger operations and the

region has only ordered 12% of the total number of

787s ordered globally.

19
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Percentage Change

1995-2004

Middle East

Europe

Latin America

Asia

Africa

North America

52%

48%

37%

29%

28%

27%

Based on ACAS Figures

> Number of Aircraft
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From an insurance perspective, the variations in this

data will ultimately be reflected in premium and

exposure contributions, and the maximum and average

potential loss scenarios for each region. The

combination of the changes taking place and fleet

modernisation in certain areas could impact the

technical pricing assumptions being used against losses

and premiums based on historical data.

Meanwhile, the average age of aircraft in most fleets

globally has remained relatively static over the last ten

years. The growth in the number of aircraft in Africa has

meant that the average age of aircraft in the region has

risen significantly above the rest of the industry.

It seems that the demand for air travel means that not

only is Africa absorbing classic aircraft from the

developed world, even older aircraft are being kept

running for longer, with the evidence suggesting that

this is increasing the risk of a catastrophic failure.

As witnessed in 2005, the unfortunate side of this is

that while the insurance loss in such an incident is

relatively small, the loss in terms of fatalities is

disproportionately high.
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Long-Haul Record Highlights Changing Need 

The flight of a Boeing 777-200LR non-stop from Hong

Kong to Heathrow at the end of 2005 was 24% further

than the previous longest distance record flight

(admittedly a record that has stood nearly half a

century). While this is an impressive technical

achievement that shows how far the aviation

technology has improved, it must also serve as

reminder to the aviation insurance industry that the

technology it serves is about to significantly change

with the commercial launch of new aircraft.

Increasing the number of long-distance flights is likely

to mean that the hub-and-spoke flight network will be

impacted by more point-to-point routes. The

development of these routes may also reduce the

pressure on the world's major hubs. Currently around

80% of flights by the world's current largest aircraft,

the Boeing 747, take place between around 25 airports.

These changes could have a number of ramifications

from an insurance point of view. For example, a point-

to-point network could increase passenger safety by

reducing the number of take-offs and landings,

statistically the highest risk manoeuvres during a flight,

and it could also, depending on the point of view make

it harder or easier for saboteurs to launch an assault on

an aircraft.

At the same time, however, the increased number of

airports carrying large numbers of passengers could be

more difficult to effectively lock down the network in

the event of a SARS-type disease outbreak.

“The airline industry is looking to manufacturers to

provide larger, more fuel efficient and longer range

aircraft,” says Steven Doyle, Manager of Aon's Aviation

and Aerospace Global Practice Group. “As the industry

develops, there are changing risk issues that the

industry needs to be aware of and discussing with its

insurance specialists to ensure that airlines, brokers and

insurers understand where the risks are and, more

importantly, how they are evolving.”

22
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Hull War Market

The hull war market mirrors the hull and liability

market, with the majority of renewals still concentrated

in the final quarter. 

The extension of the Homeland Security Act in the US

until 2007 continues to keep a large volume of

premium and exposure out of the market. It appears

that while the US government believes that terrorism is

an act against the state and something aviation

operations have little control over, the vast majority of

governments in the rest of the world do not take the

same view. 

Hull war underwriters have been waiting for the formal

publication of AVN48C in order to introduce weapons

of mass destruction (WMD) exclusions, but the Lloyd's

Franchise Board advised underwriters to restrict WMD

exposures from April 2005. There is now only a limited

number of markets outside Lloyd's that are willing to

write hull war business without WMD exclusions.

Three new hull war policy wordings have been

introduced that include WMD exclusions: LSW 555C;

LSW 556; and the ACE Aviation Hull War and Allied

Perils Policy. Alternatively, CL 370 Institute Radioactive

Contamination, Chemical, Biological and

Electromagnetic Weapons Exclusion Clause may be

applied to LSW 555B.
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CL 370 is an absolute exclusion of all WMD perils,

making it more restrictive than LSW 555C, LSW 556 or

the ACE policy.

LSW 555C and the ACE policy are very similar and

appear to be the most widely supported by

underwriters. LSW 556 contains a different basis for the

chemical, biological or biochemical materials exclusion,

but has had little support from underwriters so far. 

Certain leasing companies will not accept hull war

coverage subject to CL 370 from their lessees.

The difficulty is that WMD exclusion clauses are being

increasingly included into aviation hull war renewals.

This means that in the event of a WMD attack on an

airline or airport, hull insurance cover may not be valid.

It would appear that clause LSW 555B (which included

some WMD coverage) is being phased out in favour of

LSW 555C (which excludes WMD exposure) or the

similar ACE wording, and it seems airlines looking to be

covered by LSW 555B wording will only be able to

achieve nominal levels of coverage on this basis. 

According to Aon records, between January and June

2005, 51% of renewals used LSW 555B, and only 14%

used LSW 555C. During the second half of the year

however, only 1% of renewals came under the LSW

555B wording, and 60% used LSW 555C.

This change has a two-fold effect. On the one hand,

with the majority of governments currently not

providing similar coverage to the FAA scheme, there is

not a level playing field in terms of coverage between

US airlines and the rest of the world - particularly given

that the US Homeland Security Act provides more

coverage than was available in the insurance market

prior to 9/11. At the same time, without the US

premium contribution, the hull war global income is

dramatically reduced, making the class of business

significantly less attractive to insurers.

Meanwhile, premium levels remain in the region of

US$155m although there is still downward pressure. As a

result, the market premium is well below the traditional

benchmark of the value of a wide-bodied aircraft.

Looking ahead, if capacity and loss levels remain

unchanged, it is likely that rating levels will also stay

relatively unchanged with premium levels relying on

the development of exposures.
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Excess Third Party War Liability AVN52 pricing continues

to soften, but buyers are still disappointed that they are

not getting significant differentiation based on route

structure and risk profile. It is felt that coverage of this

nature should take into account the geopolitical

situation in the region or country that an aircraft is

operating in. The fact that AVN52 coverage does not do

this is seen as a shortcoming in this necessary part of

the insurance programme.

The excess AVN52 market continues to be split between

organisations that are willing to move to a departure

rating basis and those that are continuing to rate risks

on a passenger basis.

Airlines continue to argue for some degree of rate

differentiation to properly reflect their own risk. It is still

unclear what ramifications this will have on premium

levels going forward.

Meanwhile, the level of premium in the market has

declined considerably since 2001. The level of

competition between the providers of this coverage, the

lack of any claims in this area and the inclusion of an

increased limit within the core hull and liability

programmes have all contributed to this significant

drop of premium which has provided the largest level

of premium savings in the insurance programmes of

most buyers.

Excess Third Party War Liability
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Putting Insurance into Perspective

The rating basis of airlines has changed considerably

over the last few years. While underwriters continue to

use a basic hull rate for the Hull All Risks premium,

there is now a wide-range of liability rating mechanisms

that can be applied to assess the liability premium. This

has made the task of comparing two airlines' rates

more difficult despite the ultimate outcome being an

overall premium or cost for insurance.

New benchmarking comparisons have evolved as a

result, and some widely used criteria are now

straightforward total insurance cost per seat, per

passenger or per departure analysis.

Industry and market observers are continually looking

to enhance the way comparisons of insurance pricing

are made. As a development to Aon's various cost per

comparisons, we have now tried to look at the cost of

insurance in relation to the business model of the

various airlines around the globe. 

This method allows for a better comparison between

the low-cost, full service, regional and network carriers.

It also allows for some comparison between airlines

with significantly different passenger numbers and mix

as well as greater comparison within and across airline

group programmes.

It is generally understood that in comparison with costs

such as fuel and labour, insurance is a relatively small

draw on an aviation organisation's bottom line. Even at

its peak in 2001 and 2002, insurance premiums did not

exceed 2% of industry revenue.
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All airline costs however have an obvious implication on

profit margin through the erosion of revenue, and we

have therefore looked at the cost of insurance as a

percentage of the average revenue generated per

passenger. The ability to manage this cost to the lowest

possible level of impact on revenue will enhance profit

margins, irrespective of how small the relative cost of

insurance to an airline.

The revenues used in the comparisons are taken from the

latest report and accounts for each of the airlines where

available and are calculated against the relevant recorded

passenger or departure numbers of these airlines. We

have also made no allocation for cargo or other non-

passenger airline specific generated revenue.

There is a significant range in the average revenue per

passenger of the world's airlines. The lowest is US$35

and the highest nearly 16 times this figure at US$557. It is

therefore surprising that the range for our comparison is

even higher with a variation of 0.22% to over 5% as a

percentage of average passenger revenue.
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per Passenger per Departure

Average Insurance % of Revenue

Africa

Europe

Asia Pacific

Latin America

Middle East

North America

0.91%

0.41%

0.51%

0.60%

0.53%

0.49%

0.98%

0.42%

0.54%

0.74%

0.63%

0.54%

Region

Sector 

Feet Value

per Passenger per Departure

Average Insurance % of Revenue

Cargo

Charter

Flag

Low Cost

Other

Regional

N/A

0.58%

0.44%

0.63%

0.57%

0.89%

1.77%

0.66%

0.45%

0.81%

0.63%

1.19%

per Passenger per Departure

Average Insurance % of Revenue

US$5bn+

US$2-5bn

US$1-2bn

US$500m-1bn

US$150-500m

0.39%

0.68%

0.67%

0.84%

1.39%

0.41%

0.80%

0.76%

1.06%

1.61%



Looking Ahead

The key aspect of 2005 has been that the market

hardening predicted by underwriters did not happen,

and premiums continued their descent. The

downward direction did slow, however, and it is

widely suggested that rates and premiums may

become more firm during 2006. 

There are a number of reasons for this, but primarily

it is a result of the first few months of every year

being relatively quiet in terms of the numbers of

renewals that take place annually. This gives capital

providers the opportunity to assess their activities in

the aviation market and look at whether they can

make a stand that will not harm their overall annual

participation or income. 

Given that one of the key reasons for the decline in

premium rates that has taken place over the last few

months is the result of the high level of capacity in the

market, if some operations decide to reduce their

exposure to aviation, the likelihood is that premiums

will stabilise over the course of 2006. Recent changes at

AIG and AIAA and the purchase of GE Insurance by

Swiss Re may alter capacity levels, although as yet it is

unclear in which direction.

The airline insurance market is driven by capacity and

claims, however, and should the low level of losses

continue and the market continue to look profitable,

then there may be the temptation to continue to

participate. If this happens there may be little to halt the

slide in premium.

The discussion about a hardening in the market has

been taking place since the devastating hurricane

season that battered the southern states of the US mid-

way through 2005. While the aviation interests were

relatively undamaged by the storms, they did lead to

massive insurance claims in other sectors, which are

likely to have a knock-on effect as global insurers look

to recoup their losses. While profitable, aviation needs

to remain as profitable as other markets to ensure

capital providers' continued participation.

Elsewhere, the discussion about weapons of mass

destruction (WMD) coverage is likely to rumble on,

particularly following the US government's decision to

extend coverage under the Homeland Security Act. This

coverage offers aviation operations such as airlines and

airports coverage in the event of a dirty-bomb attack in

the belief that such an attack would be the result of

government rather than airline activities.



In other parts of the world, particularly Europe, the

perception is that such an attack should be

provisioned for under commercial insurance

programmes and that government intervention could

be perceived as anti-competitive. 

As a result, there is a disparity in coverage between the

US and the rest of the world that some in the market

suggest offers an advantage to US carriers because they

do not need to pay commercial prices for WMD

coverage. How this debate will resolve itself is unclear

at this point, but it will continue to play an important

part in the aviation market during 2006.

Rumours of further consolidation and mergers

continue to do the rounds of the market. This is likely

to impact all markets, with strong rumours of

consolidation among flag carriers in Europe, the

continued difficulties in North America and the

growth of operations in Asia naturally likely to evolve

into some merger activity as successful models grow

and consume less successful competitors.

Exposure growth is likely to continue, as operations look

to gain as much benefit from the competition in the

market and other market operatives try to avoid reducing

premiums any further. This comes at a good time for the

market as the fleet renewal process continues.

In terms of focus, all eyes will be on the new aircraft

being introduced by Airbus and Boeing, with

commentators trying to ascertain which of the two

business models will prove to be a success. It seems

probable that there will be at least a couple of years

before anybody is able to make a judgement as to which

strategy is successful, and the evidence from 2005

appears to be that there are plenty of organisations

willing to back either side: both Boeing and Airbus have

reported strong sales for new aircraft, with 1,002 and

1,055 net orders respectively during 2005.

AIMR Q1-4_05





Analysis

AIMR Q1-4_05

> Renewal and Premium Analysis

> Regional Analysis

> Fleet Value Analysis

> Sector Analysis 

> Monthly Analysis



34

Renewal and Premium Analysis

Month

Average/

Total

January

February

March

April

May

June

July

August

September

October

November

December

AFV

Movement

7%

-2%

-19%

27%

17%

17%

12%

4%

-3%

45%

12%

10%

5%

Passenger

Movement

11%

0%

-25%

21%

29%

29%

18%

7%

20%

60%

19%

13%

8%

2005 

Hull Rate

Change

-16%

-7%

-10%

-22%

-14%

-20%

-26%

-19%

1%

-18%

-17%

-17%

-12%

2005 

Liability Rate

Change

-14%

-12%

-9%

-12%

-9%

-10%

-28%

-16%

-15%

N/A

-7%

-20%

-13%

2004 Premium 

Hull/Liability 

(US$m)

$2,319.20

$25.60

$12.81

$29.08

$100.92

$63.64

$55.02

$211.52

$63.68

$15.64

$192.25

$398.24

$1,150.82

2005 Premium 

Hull/Liability 

(US$m)

$2,153.22

$24.37

$9.57

$28.93

$104.41

$64.68

$48.25

$181.12

$60.71

$17.50

$157.52

$359.46

$1,096.70

Total

Renewals

204

5

2

7

22

15

13

23

12

5

16

29

55

Premium  

Change 

-7%

-5%

-25%

-1%

3%

2%

-12%

-14%

-5%

12%

-18%

-10%

-5%

1st Quarter

2nd Quarter

3rd Quarter

4th Quarter

Average/Total

AFV

Movement

0%

16%

3%

7%

7%

Passenger

Movement

2%

26%

10%

9%

11%

2005 

Hull Rate

Change

-15%

-19%

-13%

-17%

-16%

2005 

Liability Rate

Change

-13%

-12%

-16%

-15%

-14%

2004 Premium 

Hull/Liability 

(US$m)

$67.49

$219.58

$290.83

$1,741.30

$2,319.20

2005 Premium 

Hull/Liability 

(US$m)

$62.87

$217.34

$259.33

$1,613.68

$2,153.22

Total 

Renewals

14

50

40

100

204

Premium  

Change

-7%

-1%

-11%

-7%

-7%
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Nearly as many renewals take place during the final

quarter as take place in the first nine months of the

year, so the final quarter continues to dominate activity

in the airline insurance market. What really makes the

final quarter stand out, however, is nearly three times

the amount of premium comes to market during

between October and December as comes to market in

the first three quarters.

Renewals are dominated by December activity, when

over 50% of annual market premium is renewed. While it

will be a long time before its dominance of the market is

challenged, recent changes may smooth out this peak.

Certain carriers have been taking the option to extend

their coverage to renew outside the final quarter,

presumably as they try to differentiate or ascertain the

impact of the hurricane activity on the market.

Equally, as airline operations become more diverse as a

result of different business models, technologies and

changing routes, underwriters are likely to take a more

technical approach and look more and more closely at

individual circumstances at renewal time, rather than

applying market average trends as premium changes.

Competition will also play a role in this, forcing

underwriters to focus increasingly on individual risks.

Increasing levels of technical underwriting should also

mean that there is less need to renew during the final

quarter and for risks looking for differentiation there

could be considerable benefit to moving to other parts

of the year.
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There was little evidence of the shift occurring in 2005,

however. Taking 1995 as a comparison, the dominance

of the final quarter is still clear in terms of the numbers

of renewals, and December's role as the largest month

has become significantly more pronounced, mainly at

the expense of October.

The question remains as to whether this is sustainable

and whether aviation organisations will look to move out

of the final quarter to attract more focus and potentially

better prices through an increased concentration on the

specifics of individual insurance programmes.

Hull and liability insurance represents at most 5% of an

aviation organisation's revenue, but the focus on the

bottom line is likely to mean that an organisation will

concentrate on any area that can deliver improvements. 

Strong growth in exposures has continued to be offset

by rating reductions, which has lead to a steady decline

in premium levels.

Average fleet values (AFV) rose 7% over the year, and

the number is expected to continue to rise as the

record numbers of new aircraft that have been bought

are introduced over the next couple of years. The

commercial launch of the Airbus 380 and the Boeing

787 Dreamliner will also have an impact on this

number from the end of 2006 and beyond, potentially

suppressing AFVs slightly as the new larger aircraft

replace a number of smaller aircraft on major routes.

Passenger numbers have grown steadily through out

the year, with September illustrating the impact a single

renewal can have on the monthly figures outside the

final quarter. Passenger numbers in December were

close to flat, which highlights the market influence of

the changes taking place at the US majors, with the

majority still being concentrated into the final month of

the year.
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The significant reductions enjoyed during 2004

across all regions have declined in the main and in

some cases turned into premium growth. This

supports the suggestion that the market has changed

position somewhat and that the premium reductions

that have been enjoyed until recently may not

continue into 2006.

All regions have seen their average fleet values (AFV)

grow, particularly in the Middle East and Latin America,

areas where passenger numbers have also grown at the

fastest rate.

All regions continue to be profitable over the past five

years. During this time, a credit balance in excess of

US$8bn has been created, mainly by North America,

Asia and Europe.

The changes that have taken place in the industry on a

global basis are increasingly noticeable in the insurance

statistics when broken down into regions. While North

America continues to be the largest contributor of fleet

values, passengers and premium, its position is

beginning to be eroded by both Europe and Asia. 

Since 2001, North America's share of AFV globally has

fallen from 37% to 33%, passenger contribution from

41% to 36% and premium share from 39% to 32%. The

premium drop in North America has exceeded the drop

in exposure but with the consolidation that has taken

place, the increasing use of regional equipment and

growth of the low-cost operators, the average

maximum potential loss has also fallen in this highly

litigious region.

When looking at the market premium level from 2001

(excluding the additional $1.25 surcharge which was

introduced to strengthen market reserves post-9/11),

there has been a 38% increase in premium compared

to a 10% increase in hull exposure and a 45% increase

in passenger numbers.

As a result, it could be argued that despite the change

in the global exposure, the industry is increasingly

safe, particularly in developing areas. The fact that

these areas are far less likely to see the liability award

levels increased compared to North America, the

market is actually in a more favourable position in

terms of its exposure.

Regional Analysis
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Africa

Middle East

Europe

Asia

North America

Latin America

8 (9)

14 (14)

75 (73)

46 (39)

44 (45)

17 (16)

11.22

38.24

171.86

163.97

195.30

20.71

2%

23%

9%

7%

2%

13%

26.26

77.55

651.30

542.47

793.65

105.61

6%

28%

15%

11%

6%

28%

2.473

1.360

0.938

1.110

0.846

0.950

Cost Per Pax 

(US$)

Percentage 

ChangeTotal (m)

Percentage 

Change

Total  

(US$bn)

Renewals PassengersAFV

Total*

*Numbers in brackets denote 2004 values.

Africa

Middle East

Europe

Asia

North America

Latin America

63.13

105.45

611.23

601.97

671.11

100.31

-2%

0%

-5%

-8%

-10%

-6%

196.65

384.84

2,070.56

2,648.70

2,999.76

319.49

1.055

1.068

0.905

1.144

1.112

0.938

Total  (US$bn)Total (US$m)Percentage ChangeTotal  (US$m)

Average Liability LimitCredit BalancePremium
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In terms of exposure, North America and Europe

continue to be the dominant regions globally, but

there has been significant growth in Asia over the last

five years. 

The attractive business environment in certain Middle

Eastern countries should drive an increase in its

proportion of exposure over the next five years.

On all counts Africa is the smallest of the regions globally

when looking at aviation market contribution, and is one of

only two regions to see a fall in the number of renewals.

Exposure numbers have not grown strongly, mainly the result

of economic conditions. This may well be a temporary 

downturn, however, as the steps made to improve safety

begin to have a significant impact over the next few years. 

The region is dominated by a small number of renewals and

has the highest insurance cost per passenger and the lowest

credit balance.

The Middle East has enjoyed a massive growth in passenger

numbers and AFV in comparison with 2004, buoyed by the

growth of Dubai as a stopping point between Europe and

Australasia.

The Middle East is dominated by a single renewal that has

grown both organically and through the addition of other

airlines to its programme. The dominance of this programme

is also highlighted by the region having one of the highest

levels of average liability limit.

The region's rapid growth has meant that it is the only region

to not see a reduced premium level.

Africa

Middle East

40
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Europe has the highest number of renewals of any region. This

position has been retained despite the high level of consolidation

that continues to take place. Growth and consolidation in the

region has led to a 5% reduction in premium.

Europe is the second largest market in terms of fleet value, and

passenger numbers have risen by 15% during 2005, reflecting

the continuing expansion of routes across Europe. As evidence

of its maturity, the region has the second lowest cost per

passenger and the third largest credit balance.

Asia has the second highest number of renewals after Europe,

reflecting the aviation industry's rapid growth in the region.

There has been a strong growth in the number of fleets valued

at over US$150m that have renewed in 2005, overtaking North

America and highlighting the growth of air travel in the region

as new operators bring aviation to the region's large

population, particularly in China and India.

Passenger growth reflects this, with an 11% growth in

passenger numbers, building on the 19% growth witnessed in

2004. It seems possible that this growth will continue into

2006 as deregulation continues and new airlines are launched

with national, regional and global routes.

The region's strong safety record, demonstrated by the second

largest credit balance, continues to drive strong average

premium reductions. The comparatively high average cost per

passenger suggests that there is perhaps further room for

reductions as the industry matures.

The North American aviation industry is striving to get back

onto its feet after its well-publicised difficulties. The number of

renewals has fallen over the last year as merger and

consolidation activity has taken its toll. 

Hull exposure has only grown slightly over the last year, again

reflecting the differing downsizing or fleet renewal process

that has been taking place. From an insurance point of view,

this has helped bring the amount of premium in the market

down by the highest amount over the last year, although

again, this is subject to merger activity.

Reflecting the region's position as probably the most mature

market in the world, passenger numbers have only grown by a

small amount and the insurance cost per passenger is the

lowest of any.

The safety record in the region continues to be excellent, as

shown by North America having the largest regional credit

balance of around US$3bn.

Latin America has seen strong growth over the last twelve

months. While the number of renewals has remained fairly

constant, hull exposure has grown 13%, the second highest

increase after the Middle East, and passenger growth has been

strong at 28%, although this is based on a relatively low base

and heavily influenced by one of the region's low-cost carriers.

The region continues to experience industry challenges, with

carriers ceasing operations and some other major carriers

either in bankruptcy protection or being sold. Latin America

has the lowest level of average liability limit, highlighting the

influence of the smaller carriers on the industry in the region.
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Fleet size throws market segmentation between

different organisations into sharp relief. As is to be

expected, the largest operations while fewest in terms

of renewals bring by far the largest amount of premium

to the market, while the smallest organisations bring a

lower level of premium.

All of the industry has enjoyed continued growth in

average fleet value (AFV). With the continued strong

growth in aircraft sales, it seems likely that this growth

will continue with more airlines moving up from the

lower end of the size scale.

As would be expected, the insurance cost per

passenger grows significantly as the size of operation

gets smaller reflecting economies of scale that the

larger operations can attract. Compared to 2004, the

figures are down for every size of operation, reflecting

the growth in passengers and reduced premiums.

Comparatively low levels of fleet growth highlight the

challenges faced by the majority of the largest carriers.

Interestingly, all of the top three bands have seen a

decline in the number of renewals due to

consolidation, while the smallest of the bands has

grown strongly.

Fleet Value Analysis
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US$5bn+

US$2-5bn

US$1-2bn

US$500m-1bn

US$150-500m

27 (28)

30 (31)

28 (29)

32 (31)

87 (77)

1,455.07

382.51

164.77

92.52

101.97

9%

15%

7%

23%

33%

0.838

0.999

1.214

1.492

2.120

Cost Per Pax 

(US$)

Percentage 

ChangeTotal (m)

5%

14%

3%

15%

16%

Percentage 

Change

416.69

97.57

40.44

21.62

24.97

Total  

(US$bn)

Renewals PassengersAFV

Total*

* Numbers in brackets are 2004 values

US$5bn+

US$2-5bn

US$1-2bn

US$500m-1bn

US$150-500m

1,218.68

381.96

200.03

136.26

216.28

-9%

-10%

-10%

0%

6%

5,347.73

1,333.36

889.58

416.47

632.87

1.528

1.253

1.234

0.880

0.780

Total  (US$bn)Total (US$m)Percentage ChangeTotal  (US$m)

Average Liability LimitCredit BalancePremium

US$5bn+ US$

2-5bn

US$

1-2bn

US$

500m-1bn

US$

150-500m

US$5bn+ US$

2-5bn

US$

1-2bn

US$

500m-1bn

US$

150-500m

> Exposure by Average Fleet Value

Fleet Value Passengers
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Programmes with an AFV of US$2-5bn have enjoyed a strong

average premium reduction, although, as stated earlier,

underwriters are increasingly looking at programmes on an

individual basis and as a result there have been some

significant differences in experience across the sector.

Passenger growth continues to be good, potentially as a result

of the strong competition in this band and its ability to

respond quickly to changes in the trading environment,

although the reduction in the number of programmes in this

group is the result of consolidation and mergers.

The carriers in this band have a good annual credit balance, a

further factor in their strong average premium reductions.

US$2-5 billion

This is the most stable of the five bands in terms of AFV only

rising 3%, the smallest increase of any of the bands, and it has

only attracted 7% more passengers. It occupies the middle

ground in terms of premium and has contributed significantly

to the market profit over five years. 

US$1-2 billion

The changing fortunes according to size manifests itself in this

group. It has the second highest investment in AFV and

second highest passenger growth. It contributes the lowest

level of premium of any group in the industry that is virtually

unchanged compared to 2004.

US$500 million-US$1 billion

This sector of the market has seen the most new entrants over

the last twelve months, much of it the result of the

liberalisation of markets in Asia. This is backed-up by the

significant growth in passengers, which has been over 30%

per annum for the last two years in a row. 

This area of the market has also enjoyed the largest percentage

growth in AFV, which also grew by over 25% in 2004. 

The group contributes the third largest amount of premium,

but contains nearly three times as many operators as any other

individual group. The group has by far the highest cost per

passenger, which highlights the economies of scale that the

other end of the market can attract. 

The diverse nature of this group leads to a variety of renewal

treatments.

US$150-500 million

The largest airline fleets in the world, which comprises a variety

of carrier types, have continued to command strong percentage

reductions in premium, reflecting the stiff competition in the

insurance market and improvements in hardware, as well as a

strong five-year credit balance that is significantly higher than

the annual market premium total. The group is the dominant

premium contributor, 57% of the annual total, and contributes

62% of the market profit over five years and as a result has a lot

of leverage in terms of premium savings.

As would be expected, this group contains the most mature

organisations in the aviation market, and as such its passenger

growth has been relatively small.

It has also suffered the most severely from the difficulties in the

North American market, which is a factor in the modest AFV

growth for the sector, as organisations rationalise fleets and

routes and retire aircraft from active service. 

AFV growth is likely to remain modest for the near future as

organisations prepare their long distance strategies for the

commercial introduction of the A380 and the 787 Dreamliner.

These new, larger craft have the potential to replace two current

aircraft, and may to result in AFV reductions. The operation of the

existing largest aircraft and readiness for new aircraft types is

reflected in the level of average liability limit.

Excess of US$5 billion
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Breaking down the industry by sector shows that

regional and low-cost carriers have both grown in

number and made significant investments in their fleets.

These two groups underscore the suggestion that the

insurance market has had little option other than to

allow increased exposures at current premium levels.

All sectors enjoyed passenger growth, although again,

regional and low-cost models have enjoyed the highest

levels, presumably on the back of the growth in fleets

and routes.

Sector Analysis

46

Flag 

Low-cost

Charter

Regional 

Cargo

Other

67 (69)

26 (24)

26 (27)

23 (17)

15 (13)

47 (46)

6%

24%

8%

37%

N/A

15%

0.983

0.610

1.449

0.984

N/A

1.013

Cost Per Pax 

(US$)

Percentage 

Change

1,380.99

319.24

71.11

123.96

N/A

301.45

Total (m)

5%

20%

3%

32%

6%

7%

Percentage 

Change

395.65

44.38

19.25

25.46

32.38

84.18

Total  

(US$bn)

Renewals PassengersAFV

Total*

*Numbers in brackets are 2004 values.

Flag 

Low-cost

Charter

Regional 

Cargo

Other

1,356.23

194.83

103.02

121.97

71.84

305.32

-11%

1%

-7%

3%

3%

0%

5,784.18

806.04

361.14

351.31

155.69

1,161.66

1.338

0.870

1.003

0.660

0.997

0.993

Total  (US$bn)Total (US$m)Percentage ChangeTotal  (US$m)

Average Liability LimitCredit BalancePremium

Flag Low Cost Charter Regional OtherFlag Low Cost Charter Regional Cargo Other

> Exposure by Sector

Fleet Value Passengers
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Flag carriers dominate the market, contributing 66% of the

exposure and 63% of the premium. This group also has the

largest number of renewals. The influence of this sector is

highlighted by the size of its premium reductions.

Unsurprisingly, it has the lowest level of passenger growth and

the second lowest average fleet value (AFV) percentage

change. While AFV has grown more strongly than a year ago,

it should be pointed out that there is a significant difference

between the experience of flag carriers in North America,

where AFV declined -1% and Asia where AFV grew +4%.

Two flag carriers have come out of the market this year,

reflecting a difficult market for the largest operators in the

industry. Passenger growth has also been modest, although

premium has declined the most of any sector, reflecting the

buying power of the world's largest carriers.

Flag 

The number of low-cost carriers continued to rise, bringing

with it a significant growth in both passenger numbers and

AFV. The established low-cost carriers in our sample enjoy an

advantage of stability over start-up operations that tend to

have AFVs of under US$150m.

Premium has been virtually static, despite the growth in

exposures, suggesting that the record in this sector has kept

competition high. 

As would be expected, the sector has the lowest cost of

insurance per passenger, well below other areas of the market.

The nature of the changing business model sees the percentage

of insurance as a cost of revenue even out the balance.

Low Cost 

There has been a strong growth in the numbers of regional

operators, reflecting the success of the business model in the

current market. The sector has had a very strong growth in

AFV and passenger numbers, which has not translated into a

premium surge, reflecting both a low base and strong

competition in the insurance market.

Regional

The world's major cargo carriers significantly improved their

safety record in 2005 and the sector continued fleet

developments, however the long term safety record and slight

growth in AFV meant that there was a comparable growth in

premium as a result.

Consolidation in insurance arrangements in the insurance

sector has led to a small number of programmes dominating

the sector.

The growth in Asia had an influence on this as well, as global

cargo operations looked to take advantage of the significant

opportunities on offer in the region.

Cargo

Charter airlines jointly have the third largest number of

renewals of the year and the highest cost of insurance per

passenger. 

AFV has grown the least of all of the sectors, and it also

remains the smallest.

There has been a strong downward pressure on premium,

reflecting the positive safety record of the last 5 years.

Charter
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Monthly Analysis

50

The first quarter is the least active in the market, with only 3%

of the total annual premium coming to market. There were

three new renewals with an average fleet value (AFV) of over

US$150m, reflecting the dynamism of the smaller organisations

that tend to renew during the early months of the year. 

Total/

Average

Renewals

-7% 0% 2%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

12

14

67.49

62.87

8.61

8.59

39.69

40.30

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Q-1

January is traditionally a quiet month in terms of renewals.

Only five took place in January 2005, compared to 52 during

December 2004. Of the five, the majority were negotiated in

December and incepted on the first of the month.

As a result it reflected a continuation of 2004's trend rather

than providing a view of what was to occur in 2005. The

month generated under 1% of the annual premium.

Total/

Average

Renewals

-5% -2% 0%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

5

5

25.60

24.37

4.25

4.17

15.09

15.12

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Jan

February now has the lowest number of renewals of any

month, with only two taking place, down from three last year

after Vasp ceased operations. 

As a result, averages were significantly influenced by changes in

one of these programmes. The month generated the lowest

monthly premium for the whole of 2005.

Total/

Average

Renewals

-25% -19% -25%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

3

2

12.81

9.57

2.43

1.97

9.89

7.38

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Feb

There were seven major risks that renewed in March. This

represented 46% of the premium for the first quarter, but only

just in excess of 1% of the total annual premium.

A single renewal dominated the month's activity, accounting

for over 50% of the premium and almost the same percentage

of passengers carried. 

Total/

Average

Renewals

-1% 27% 21%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

4

7

29.08

28.93

1.93

2.45

14.71

17.80

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Mar
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The second quarter represents around 10% of the total annual

premium for 2005, an increase of around 0.5% compared to

2004. Both passenger growth and AFV grew by the largest

percentage during 2005, reflecting strong growth in the

developing markets and the importance of a few large

programmes on a relatively small base.

Total/

Average

Renewals

-1% 16% 26%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

46

50

219.58

217.34

39.98

46.32

157.11

198.08

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Q-2

April offered more renewals and premium than the whole of

the first quarter combined. This followed last year's strong

performance when the month was the most active outside the

final quarter. In total, April accounted for about 12% of the

estimated annual renewals, although this translated to less than

5% of the annual renewal premium. Despite the increase in

activity, monthly averages continued to be influenced by a

small number of major renewals, although one major renewal

migrated to later in the year.

Total/

Average

Renewals

3% 17% 29%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

23

22

100.92

104.41

17.36

20.30

70.31

90.25

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Apr

With 15 major renewals, May represented 7% of the annual

activity, but less than 3% of the annual premium. Like many in

the first three quarters of the year, the month was significantly

influenced by a few large renewals.

The month was also notable for inaugural flight of the Airbus

A380. Provision for insurance for the aircraft was expected to

come on-stream towards the end of 2005 as companies

prepared for its commercial launch at the end of 2006,

although delays in the launch have meant that this provision

will occur during 2006/7 renewals.

Total/

Average

Renewals

2% 17% 29%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

13

15

63.64

64.68

13.23

15.49

50.42

64.92

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)May

There were 13 major renewals in June, around 6% of the total

annual renewals. The size of the programmes that renewed,

however, meant that they generated less than 3% of the

annual premium.

This month was particularly influenced by a single major

renewal that is likely to experience considerable change prior

to its 2006 programme due to the sale of subsidiaries. 

Total/

Average

Renewals

-9% 12% 18%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

10

13

55.02

50.07

9.39

10.53

36.38

42.91

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Jun
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The third quarter is generally fairly quiet, with only 12% of the

annual premium total going into the market, down a fraction

from 13% in 2004. Programmes in the third quarter attracted

an average 11% premium reduction, although this is the result

of movements in a few large programmes. 

Total/

Average

Renewals

-11% 3% 10%

Premium

Change 

AFV 

Movement

Passenger 

Movement
Year

2004

2005

34

40

290.83

259.33

55.89

57.76

180.47

198.59

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Q-3

There were 23 major renewals during July, which represent

around 11% of the total for 2005. Activity in July was boosted

by the addition of a number of major renewals that previously

renewed at other points during the year. Because of the size of

the programmes renewing they generated the largest

premium outside the final quarter, 8% of the annual total.

Total/

Average

Renewals

-14% 4% 7%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

15

23

211.52

181.12

38.39

40.06

156.76

167.38

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Jul

The 12 renewals in August represented about 6% of the

annual renewals for the sector and about 3% of the premium.

The renewals were dominated by the world's largest cargo

carrier, which contributes 44% of premium for the month.

Total/

Average

Renewals

-5% -3% 20%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

12

12

63.68

60.71

15.90

15.39

16.62

19.88

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Aug

September saw the number of renewals decline significantly,

and with such a low base the jump in premium was mainly

the result of relatively small movement changes. 

The month saw the beginning of the discussion about a

potential hardening of the market following the devastating

hurricanes in the US.

Total/

Average

Renewals

12% 45% 60%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

7

5

15.64

17.50

1.60

2.31

7.09

11.33

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Sep
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The final, most active quarter of the year brings nearly half of

the total number of renewals to market and more importantly

75% of the total annual premium. As a result, it dominates all

the average annual figures in terms of renewals, AFV, and

passenger growth. The majority of the US majors renew in this

quarter, and so the level of passenger change is the second

lowest for the year, reflecting the maturity of the US market.

Total/

Average

Renewals

-7% 7% 9%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

104

100

1,741.30

1,613.68

458.13

488.62

1,599.39

1,747.67

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Q-4

October marks the start of the renewal season, with the fourth-

highest level of premium for the year, although this is

significantly lower than historical levels due to consolidation

and the migration of renewals to later in the year. The level of

premium continued to decline compared to 2004, and was the

second highest of the year. This highlights once again the

influence of a small number of renewals even during the

renewal season.

Total/

Average

Renewals

-18% 12% 16%

Premium 

Change 

AFV 

Movement

Passenger 

Movement
Year

2004

2005

18

16

192.25

157.52

24.48

27.50

82.54

95.99

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Oct

The level of renewals and premium fell significantly in

November as a number of the largest airlines renewed their

insurance programmes. 

Consolidation impacted of a number of major accounts and

some extended renewal periods, although AFV climbed by

the same amount as premium declined. Increased liability

limits began to be purchased to take into account the Airbus

A380. The main change in November was the consolidation

of the Quality Link Partners (QLP) programme, previously the

largest premium payer in November, into two other large

European programmes. 

Total/

Average

Renewals

-10% 10% 13%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

34

29

398.24

359.46

119.79

131.95

262.09

295.24

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Nov

The majority of the North American majors renewed their

programmes in December. The impact of these carriers cannot

be underestimated as they contribute over 40% of the monthly

premium total and over 20% of the annual premium volume.

December renewals included the market's largest programme

and also a number programmes that are in the process of

evolving as a result of consolidation.

Total/

Average

Renewals

-5% 5% 8%

Premium

Change

AFV 

Movement

Passenger 

Movement
Year

2004

2005

52

55

1,150.82

1,096.70

313.86

329.17

1,254.76

1,356.44

Premium

(US$m)

AFV 

(US$bn)

Passenger 

(Millions)Dec
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Major Losses Summary

Period

Total

January

February

March

April

May

June

July

August

September

October

November

December

9

3

4

2

6

5

3

8

3

2

2

3

41.9

8.1

22.7

2.3

30.5

19.1

61.5

208.5

6.3

10.8

5

4.3

0

0

0.2

0

2.7

0

0.2

195.1

15.8

25

0

0

42

8.1

22.8

2.3

33.2

19.1

61.7

403.6

22.1

35.8

5

4.3

Number of 

Losses

50

Hull Loss

(US$m)

421 239

Liability Loss 

(US$m)

660

Total Loss 

(US$m)

Losses between $1 - 50 million Losses over $100 million

Losses between $50 - 100 million

We estimate that the year to date attritional losses for 2005 will be US$447m, bringing total losses including

attritionals to US$1,107m. This estimate is representative of a minimum loss level to the liability level is expected to

develop over time.

Location of Operators That Suffered Losses During 2005





Publications Produced by

Aon Aviation During 2005

• Airline Insurance Market News January 2005

• Airline Insurance Market News February 2005

• Airline Insurance Market News March 2005

• Airline Insurance Market News April 2005

• Airline Insurance Market News May 2005

• Airline Insurance Market News June 2005

• Airline Insurance Market News July 2005

• Airline Insurance Market News August 2005

• Airline Insurance Market News September 2005

• Airline Insurance Market News October 2005

• Airline Insurance Market News Renewal Season Mid-

Month Update October 2005

• Airline Insurance Market News November 2005

• Airline Insurance Market News Renewal Season Mid-

Month Update November 2005

• Special Bulletin: Airline Underwriter Interviews

• Special Bulletin: IATA Conference Review

• Airline Insurance Market Review January-August 2005

If you would like to subscribe to Aon Information

Resources publications, which provide monthly

industry analysis of both the aviation and aerospace

industries, quarterly updates and special reports,

please email aviation.aerospace@aon.co.uk

To read back issues of our publications, go to the

Aviation section of www.aon.com 
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