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> As always, we welcome feedback on the issues we have

addressed as well as suggestions for future coverage. These

should be sent to Steven Doyle, steven.doyle@aon.co.uk or

Magnus Allan, magnus.allan@aon.co.uk

For information and analysis, please contact Kelly Fuller,

+44 (0)20 7668 9589, kelly.fuller@aon.co.uk or Paul

Mitchell, +44 (0)20 7216 3641, paul.mitchell@aon.co.uk

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

and Aerospace 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 prove difficult.

Our analysis is therefore representative of all airline

programmes with an insured 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

and liability 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 2006 against the London lead

rate in 2005.

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.

Reproduction permitted with written authorisation

© Copyright 2006 by Aon Aviation. All rights reserved. FP3169



Evolution is the watchword for both the aviation

industry and its insurance market at the moment.

The new generation of aircraft making the move from

the drawing board to the runway are set to significantly

change the way that people and cargo are transported

around the world, making air travel quicker, more

efficient and even more pleasant.

The introduction of new aircraft is not without its

challenges, but the benefit that they will bring once

they arrive will be massive. 

At the same time, the insurance industry is also evolving.

Aon is leading the way by developing a full electronic

trading capacity for our specialist insurance and

reinsurance businesses during 2006 and early 2007.

Once the process is complete, all contracts and

endorsements distributed by Aon in London can be

signed online, rather than on paper, negating the need

for physical signatures.

This has far reaching implications. Insurers and reinsurers

will shortly be able to receive electronic notification of

incoming offers, agreed quotes and signed lines directly

into their underwriting systems. This ensures greater

transparency and certainty around the contract, removes

the inefficiencies that re-keying creates, and significantly

increases the reliability of data that underwriters depend

on. It also helps ensure that we are fully compliant with

regulatory expectations globally. 

These processes will give Aon's clients around the

world easier access to London underwriters, improving

the way that insurance business is carried out. It's a

change that will reduce administration costs and

increase the speed with which business is carried out. 

Creating and implementing this system has been a

significant investment on our part and underscores our

commitment to ensuring that the aviation insurce market

continues to be as efficent and transparent as possible.

Meanwhile, I recently had the pleasure of collecting an

award on behalf of Aon from Reactions magazine,

which recognises us as the leading broker for large

aviation risks.

Foreword
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We won more categories than any other broker. The

winning categories were: Aviation; Property; Speed

and Professionalism in Creating Contract Certainty;

Professional Liability; Presentation and Skills; Ability

to Attract New Business; Adherence to Agreed Terms

of Trade; Brand Reputation; Policy Coverage; Large

Client Base.

What made this award particularly pleasing was that it

is based on the opinions of underwriters across the

insurance markets. It highlights that the contribution

Aon's brokers are making to the aviation insurance

markets is being recognised as we seek to create

distinct client value. We will continue that practice and

we will work to repeat our success in 2007.

The award underscores the hard work that everyone at

Aon is part of. We are creating an organisation that makes

insurance as simple but comprehensive as possible. We

have the capabilities to support our clients' entire

insurance needs, from standard aviation programmes to

other areas that include property, directors and officers

liability, environmental risk and a myriad of other areas.

We welcome the opportunity to discuss our portfolio of

capabilities and hope that our clients appreciate what we

can do for them and the market recognises how we work

with them for mutual benefit.

One of the most important things that we do is strive

to ensure that market is kept up to date with the latest

information that we have so that everybody is working

in a transparent environment. This review, which looks

at activity in the airline insurance market from January

to August this year, is a key part of that process,

ensuring that as we approach the renewal season, the

industry is clear about where the insurance market

stands.

I hope that this review is useful to our clients and the

market as it enters its busiest phase of the year. Please

do not hesitate to get in touch with Aon if there is

anything you want to discuss.

DOUG PETERSON

Aviation Global Practice Leader – Aon



Executive Summary

This review covers the first eight months of 2006,

providing a view of the airline insurance market as it

gears up to the busy renewal season between October

and December. While market activity is concentrated on

the final quarter, the first eight months of the year

provide a number of useful indicators about market

direction and developments.

So far, 2006 has shown a continuation of the

impressive industry loss results witnessed over the last

couple of years, with the number of significant

incidents falling well below the five-year average. The

relatively high level of fatalities in 2005 caused concern

and has unfortunately continued so far this year as a

result of significant incidents in Eastern Europe. Aviation

is a catastrophe business, and as shown in August

2005, no matter how safe working practices and

technology make the industry, losses are inevitable and

the need for sufficient insurance coverage remains vital

to the smooth running of the industry.

The merger and consolidation activity witnessed in

2005 abated slightly in 2006, although it has been a

significant factor in the -7% premium erosion in the

market year-to-date. There continues to be an

expectation in the airline industry that there will be

more mergers announced as the year progresses.

Last year's hurricane season in the US did not deliver

the expected hardening of the market, with the

industry safety record and capacity levels ensuring a

high level of competition for programmes with good

loss records. 

Steven Doyle, Manager of Aon's Aviation and

Aerospace Global Practice Group, says: “The first eight

months of 2006 has broadly delivered a continuation of

the trends witnessed in 2005, and there is little

suggestion that the pattern will change as we approach

the renewal season. As the market moves through the

summer and focuses on the final quarter renewal

season, conditions look unlikely to change. The

prospect of additional capacity entering the market by

the final quarter means the short-term outlook for

buyers continues to be favourable. 

“The sustained reduction in both the frequency and

severity of losses continues to present market

participants with a challenge to determine the

appropriate premium levels to meet the new exemplary

industry safety standards,” he continues. “While the

market struggles with this task, the question for the

remainder of the year is how close the market will come

to breaking the psychologically significant US$2bn lead

market threshold, or by how much.”
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January-August 2006 Exposures 

Compared to the same period in 2005:

Premium has fallen by -7%

Fleet values have grown by +6%

Passenger numbers have risen by +16%
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Market Overview

The market has continued the average premium

reduction trend that has been in place since 2004,

although individual months pointed towards a slight

firming of the market with more programmes receiving

as-before premium rates rather than outright

reductions. These averages are generally influenced by

a smaller number of renewals and premium reductions

that are being offset by exposure growth through

increased fleet values, passengers and departures.

So far this year, 12 programmes with a fleet value of

over US$150m have changed leaders, while in terms of

brokers, there have been 10 changes. By comparison 20

had changed leaders by this point last year, and 12

changed broker.

The continued high level of changes in programme

leader underscores the impact that the level of

competition is having on the market. The low loss levels

continue to generate profitable returns for underwriters

despite the falling premium volume.

Over the last 18 months, a number of underwriting

organisations have entered the aviation insurance

market, attracted by the potential to diversify their

portfolios into specialist areas, the good loss

performance and more consistent returns, particularly

following the hurricane season in the US in 2005.

These newcomers to the aviation market are also

creating a high demand for aviation underwriting

talent. This in turn has generated a relatively vibrant

recruitment market over the last year that has seen a

large number of aviation specialists change roles either

individually or as whole teams. Aon has a list of the key

changes that is available to clients on request.

The market continues its trend for average premium

reductions despite fleet growth. This suggests that

the effect of market forces on capacity and from

claims continues to prove more effective on that than

underwriters' attempts to enforce stability on

premium levels so far, although this may change over

the coming months.

The debate surrounding dirty-bomb exclusions has

continued, with the Aviation Insurance Clauses Group

(AICG) delivering its final versions of the war and

terrorism clauses for liability policies in August. An

interview with Ken Walder, AICG chairman, is available

from the aviation and aerospace section of Aon.com.

Historically, hard markets have lasted for five years and

soft markets for three years. The current cycle could be

considered as lasting longer than average, presumably

a result of the higher post-9/11 starting point.
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This would suggest that in the face of the high level of

market competition and improvements in safety records

driven by technology and industry practices,

maintaining price stability is increasingly difficult.

Over the last few years, there has been a lot of focus on

the US$2bn lead premium threshold. The continuing

decline in premium means that the market is edging

ever closer to breaking through this psychologically

significant line in the sand. If premium continues to

decline at its current rate, by the end of the year, lead

premium will be US$2.01bn, which may lead to some

reappraisal of premium positions.

This is particularly the case as all insurers accept

business on a vertical marketing basis for a large part of

their portfolios. The market income may even be in the

region of US$1.8bn as a result.

The market breaking through the US$2bn mark would

suggest that the uncertainties and imbalances created

by 9/11 have now been corrected and the market could

be returning to its pre-9/11 equilibrium when the level

of premium fluctuated between US$1.5bn and US$2bn.  

While US$2bn threshold is psychologically significant, it

should be remembered that programmes are

increasingly judged on their individual merits and

reflect the realities of an organisation's insurance

requirements, rather than simply the imposition of a

premium rate that has risen or declined according to

simple market averages. In this respect, the aviation

insurance market is significantly more efficient than it

was prior to 9/11.

The danger of this is that aviation insurance will

always be a catastrophe market that needs to be able

to sustain the aviation industry in the event of a major

loss or string of losses. As premium is eroded there is

the danger that the many pay for the few principle is

damaged with it, creating a fundamental imbalance in

the insurance market.

Meanwhile, there have been continued changes in the

rating basis used by the market as it has moved away

from looking at insurance on a revenue passenger

kilometre (RPK) basis to looking more at the number of

take-offs and landings that take place, given that this is

the phase of flight when 80% of accidents occur. Some

people are suggesting, however, that this does not go far

enough and that there is still a disparity between

insurance and areas of operation that needs to be

addressed. This is particularly the case when looking at

AVN52E risk pricing. 
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Industry Overview

The global fleet, and its insurable value, has been

constantly growing over the last decade. This is the

result of the significant investments that have been

necessary to meet recent raised expectations in safety

standards, rising passenger numbers, and the

replacement of old aircraft for new, more fuel-efficient

aircraft with higher capacities and longer ranges.

Equally, as the profits from aviation have grown in a

number of regions, investing in the fleet has been an

efficient way of improving service and reliability, and

reducing fuel costs. As a result, the value of the global

fleet has risen by around 50% in the last ten years.

So far in 2006, this pattern seems set to continue, with

fleet value rising 6% year to date. The majority of the

world's major fleets renew during November and

December, so the current growth figure could be

expected to climb as the year progresses, although it

may be depressed by the difficulties that have faced

operations in North America. 

Equally, similar percentage growth in fleet values

would indicate a significant investment on the part of

the larger carriers which is unlikely to occur at this

point in the economic cycle.

Much of the industry discussion over the last year has

been around the introduction of the new generation of

aircraft, particularly the Airbus A380, which will shortly

be introduced into commercial service. Airbus has had

some well-publicised difficulties over the last few

months, but these are not expected to impact initial

deliveries of the A380.

The annual general meeting of the International Air

Transport Association (IATA) in spring saw the formal

approval of a resolution requiring all members to be IATA

Operational Safety Audit (IOSA) registered. As expected,

all new IATA members will be required to pass IOSA prior

to joining, while existing members must complete an

audit by the end of 2007 to retain membership.

IATA says that IOSA was launched in 2003 as the

industry's first global airline safety management

standard. Nearly 190 member airlines and 57 non-

members are now in the IOSA process, together

representing over 80% of scheduled international

traffic. IOSA certification lasts for two years, after which

a further audit is required.
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IATA has also extended its Partnership for Safety

programme to include Latin America to help support

airlines with limited resources that want to achieve

IOSA accreditation.

It is as yet unclear in the current market environment if

airlines gain any significant credit from IOSA

accreditation in terms of short term insurance

premiums, but it seems likely that if they help build the

long-term safety of the aviation industry, the price of

insurance should ultimately fall. 

The focus on safety in the aviation industry has

continued elsewhere, with the EU recently adding four

new airlines to its prohibited list. The list was set up last

year to unify the approach of the union's individual

member states, which had formerly taken a piecemeal

approach to blacklists.

Some industry insiders suggest that the EU blacklist

does not have a significant practical implication

because it is focused on carriers that do not fly into

EU airspace regularly. At the same time, others point

out that any activity that focuses the industry on the

need for the strictest safety standards cannot have a

negative impact.

An open-skies deal is being negotiated to liberalise air

traffic between the European Union and the United

States, although its implementation faces significant

resistance on both sides of the Atlantic. 

Replacing the current patchwork of bilateral

agreements that exist between America and individual

EU states with a single agreement would mean that any

American airline could fly to anywhere inside the EU

and vice versa.

The deal is opposed by Britain because it would be

compelled to open up Heathrow Airport for the first

time to any American carrier that can buy landing slots

on the grey market. This stance may change as

Heathrow's current owners are in the process of being

bought out by a consortium led by Grupo Ferrovial.

Equally, the US Congress is reluctant to allow foreign

investors in US carriers a greater say in commercial and

strategic decision-making. The US also has problems

with a multilateral agreement that includes former

Soviet states that are now part of the EU, the result of

historical difficulties.

These sticking points have meant that the deadline for

the deal has been extended to at least spring 2007.

The primary issue from an insurance perspective is

onward flights, as an open-skies policy could

potentially change risk profiles as a result of changing

passenger profiles flying within the US. 

Linked to this, the House of Representatives in the US

has voted to block the Department of Transportation's

attempts to adopt new foreign airline ownership rules.

The block will last for one year.
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As well as being a setback for the EU/US open-skies

agreement, the block may also hamper plans by some

European majors to create a stronger presence in the US

through acquisition, which will in turn have an impact

on the expected consolidation of insurance programmes.

Elsewhere, the US$500m deal between India's Air

Sahara and Jet Airways collapsed after government

approval was not secured, although a number of

market sources suggest that the deal may be reinstated. 

The consolidation news is not all negative, however.

Subject to shareholder approval, Hong Kong-based

Dragonair is to become a wholly owned subsidiary of

Cathay Pacific Airways. Cathay is paying just over

US$1bn to buy all of the Dragonair shares it does not

already possess. 

As the trend for industry and insurance programme

consolidation continues, there are likely to be further

declines in the level of global aviation insurance

premium, adding to the possibility that the US$2bn

threshold will be breached. The challenge would then be

two fold: to determine the size of premium required for a

stable market, and also how to apportion it appropriately

to the changing risk profile of the aviation industry.

The high level of activity in China has meant that the

global airline alliances have been actively courting

Chinese airline companies. The three global airline

alliances – Star, oneworld and SkyTeam – are expected

to secure strategic partnerships with Chinese carriers

next year following the decision by Air China, the

Chinese flag-carrier, to join the Star Alliance.

The growing interoperability of carriers that the global

airline alliances represent increase the potential for the

creation of larger consolidated insurance programmes,

which could add further pressure on the level of global

premium in the long term.

The significant growth of China's aviation infrastructure

is not going unchallenged, however. The government is

making a series of significant investments in the rail

network, including the creation of a US$27.5bn rail-line

between Beijing and southern economic hub Shenzhen

city that is intended to reduce rail journey time

between the two cities from 24 to 10 hours. Once

completed in 2010, the current line will become

devoted to cargo traffic.

With the development of economic freedoms in China

and the government looking to the experiences of

countries such as the UK to help them manage their

industrialisation process, this may lead to more joined-

up transport infrastructure projects and in turn build

demand for more innovative, less silo-based, risk

management and insurance programmes.

Fuel prices have continued to hover around record

levels. A number of airline organisations have been

turning to financial instruments such as options

hedging to ensure that their fuel prices remain

constant. This approach may well provide some relief in

the short term, but it does mean that fuel prices

continue to be a significant concern for the aviation

industry and there will be continued pressure on

insurance premiums as companies seek to minimise

operational costs.
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Losses Overview

The industry safety record and low level of losses

continues to be impressive, and is well below the

five-year average figure. The excellent industry

performance in reducing the number of incidents

may not always translate into such excellent loss

levels however, as there can be significant differences

between the level of claims between similar industry

accidents in different regions.

Overall, the total hull losses for the first eight months of

2006 were US$358m, with liabilities adding a further

US$188m. This means that the total loss figure year-to-

date is US$546m excluding attritionals, compared to

US$656m for the same period in 2005.

We estimate that the year-to-date attritional losses for

2006 are US$313m, bringing total losses including

attritionals to US$859m. This estimate is representative

of a minimum loss level as the liability level is expected

to develop over time.

By the end of August last year there had been 50 major

incidents in the airline market, with a hull loss value of

US$432m. As a result, year-to-date, 2006 is well on

course to deliver another impressively safe year.

Aviation insurance is a catastrophe business, however,

where there needs to be enough premium to cover a

major incident or string of incidents. As shown last

August, strings of accidents do occur and can quickly add

a significant amount to the overall annual loss levels.

The level of fatalities in 2005 caused some concern, as

it was the highest since 2002 and well above the

average number of fatalities per loss for the last 15

years (excluding the events of September 11, 2001).

This high level has continued in 2006 so far, however,

with on average over nine fatalities per loss, compared

to just over nine per loss on average over the last 16

years and 14 in 2005. These figures have been sharply

affected by losses in Eastern Europe.
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Losses have occurred mainly in older aircraft, with a

couple of significant passenger aircraft being involved

in incidents during the third quarter. 

This supports the suggestion that technological

developments over the last decade have had a

significant impact on safety in the industry and should

be taken into account when some programmes are

renewing. The fact that this does not appear to be

happening automatically has led some market insiders

to suggest that underwriters should be doing more to

encourage the introduction of new technology that

improves safety results.

The excellent loss record means that virtually all renewals

so far this year have a positive credit balance. This should

be driving underwriters towards more technical judging

of programmes on their individual merit and risk profile,

rather than using loss records as a basis for differentiation.

This is likely to continue the trend towards more in-depth

assessments on individual risks, making it increasingly

difficult to discount technology enhancements and

improved safety equipment. 
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> Average Number of Fatalities per Loss 1990-2005
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The hull war market continues to see rating falls, with

premium levels being maintained as a result of increases

in exposure. The lack of claims in this market since 2003

has continued the premium volume's three-year decline.

There are also government indemnities in place in

certain jurisdictions that are keeping some airlines out

of the commercial market. These are in force at

country's including Canada, China, Libya, Malaysia,

Morocco, Saudi Arabia and the US.

The excess third party liability market has continued to

see rating levels fall as increased competition in this

profitable sector continues. This has again delivered big

savings to buyers. 

There has been considerable activity by the Aviation

Insurance Clause Group (AICG) War Clauses Sub-

Group. Extended coverage endorsement (aviation

liabilities) clauses AVN52X and 52Y have been re-titled

AVN52H and 52J respectively, and consultation drafts 8,

9 and 10 have become AVN48D, 52K and 52L. In total,

seven new clauses have been published on the group's

website, www.aicg.co.uk 

In response to requests from International Air Transport

Association and London Market Brokers Committee

(LMBC), the sub-group has also drafted Guidance Notes

to assist with the use of Extended coverage endorsement

(aviation liabilities) clauses AVN52K and 52L.

Final changes to war, hi-jacking and other perils exclusion

clause AVN48D, as well as AVN52K and 52L have also

been agreed and approved at the full AICG meeting that

followed the sub-group meeting. 

The LMBC is in the process of arranging a meeting to

review the clauses with LMBC representatives to

assist understanding. 

It is not expected that any of the new clauses will be

used before at least the renewal season. We understand

that regulatory approval from the US, Canada, Australia

and Switzerland for AVN48C/D has not yet been

obtained and the non-compliance with EU 785/2004 is

still under discussion with the EC.

Meanwhile, LSW 555D is now being used on renewals

and brokers are endorsing existing business in the

aviation hull war and allied perils market.

The hull war market introduced LSW 555C in May 2005

on renewals incepting last year after concern about the

levels of exposures caused by potential weapons of

mass destruction (WMD) claims. 

Hull war insurers have become increasingly sympathetic

to LSW 555C being amended to provide more WMD

coverage without exposing them to the risk of exposure

to ruinous accumulation, and pressure from the broking

community has led to the introduction of LSW 555D. The

new wording was released by the Kiln syndicate to the

London Market Brokers' Committee's Aviation Technical

Committee for comments in March this year.

The new wording has now been officially lodged with

the market wordings database at Xchanging and brokers

have been using it when placing renewals. LSW 555D

has proved acceptable to virtually all hull war insurers

and they have also accepted that the clause can be

endorsed onto existing hull war policies mid-term. 

Aon's team of policy experts can explain the

ramifications of this change. Please contact your

account handler for further details.

Hull War, Excess Third Party War 

& Allied Perils Liability Market
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Airline Risk Management Survey

Aon is continuing its successful partnership with Airline

Business magazine and conducting the 2007 Airline

Risk Management and Insurance Survey.

The 2006 survey provided a completely anonymous

overview of the airline industry's attitude to risk, and

attracted the participation of over 40% of the top 200

airlines by revenue. The findings were published in

the May edition of Airline Business, with full copies of

the results available to organisations that responded

to the survey.

The 2006 survey found that airline risk management

spend is on average just over 2% of industry revenue,

equating to an overall risk management spend of

over US$8billion by the top 200 airlines.

Largely as a result of mandatory purchase policies,

insurance represents on average just over 70% of this

number, a cost effective and efficient method of risk

transfer. Applying the insurance proportion to the

average percentage of the risk management budget

gives an annual insurance spend of nearly US$6bn for

the industry, US$3.5bn of which is on the non-

aviation coverages.

Nearly half of respondents saw a reduction in risk

management spend during 2005. A similar number of

respondents expect to increase risk management spend

in 2006 however, against a backdrop of predicted

reductions in insurance spend. This may be the result of

an unpredictable insurance cycle, increased internal risk

management spend, or the purchase of a broader

range of coverages.

Two thirds of respondents have an enterprise risk

management strategy, although how this is defined

varies. Airlines with company-wide strategies have a

higher utilisation of risk management information

systems, 38% rather than 28% for the whole group.

Half of respondents have a two to three year risk

strategy, while 39% of respondents have strategies of

five years or more. Strategy length bares little relation

to risk attitudes, and the vast majority of airlines are

comfortable with some level of self-retention. 

Strategies are dominated by aircraft related safety risks.

People risk is also high, suggesting the increasingly

joined-up nature of airline risk management strategies.

Nearly 70% of respondents include financial risks in

their strategies, yet only 20% of these buy some of the

financial insurances such as trade credit. Half the

airlines include strategic business risks, although few

purchase any insurance in this area.

The survey highlighted that risk has a rising profile in

airline organisations and is now managed at the very

highest levels. Over three quarters of airlines employ an

individual or team in a dedicated risk management role,

nearly half of which report directly to the CEO's office.

Only 2% of airlines insure against loss of reputation but

13% put it in their top five risks. Nearly a quarter expect

to be buying this type of coverage in the next three

years. Reflecting the industry's evolution, nearly 40%

intend to purchase computer crime coverage within the

next three years. 

The complete research results of the Risk Management

Survey 2006 are available on CD, providing full

responses to all of the survey questions together with

commentary and supplementary information. Carriers

that took part in the survey have received a

complementary copy, but a full version can be

purchased from airline.business@flightglobal.com 

for US$450.

The 2007 survey will provide an invaluable barometer

of how the industry is responding to the changing

market environment and what respondents see as the

key insurance issues facing the industry going forward.

We are hoping to build on the success of last year's

survey and deliver a comprehensive snapshot of

industry evolution over the last 12 months.

The 2007 survey should take around 20 minutes to

complete. If you would like to participate, or would like

copy of the article that accompanied last year's survey,

please email magnus.allan@aon.co.uk or

steven.doyle@aon.co.uk.
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Looking Ahead

It appears that there will be limited changes to the

direction of the market as it continues its gradual

premium reductions for the rest of 2006. The main

drivers of insurance market direction, consolidation,

levels of incidents and competition, seem to be fairly

constant, if impossible to predict.

There appears to be an appetite for further industry

consolidation, particularly in light of the success of Air

France KLM and US Airways over the last two years, and

the financial markets are regularly moved by rumours of

mergers, irrespective of how outlandish they may seem.

US Airways recently confirmed that it is still

contemplating a merger approach to Delta Air Lines

once it has completed its merger with America West

Airlines and Delta emerges from Chapter 11 bankruptcy

protection. Delta has suggested however, that it would

like to continue as a stand-alone entity when it returns

to normal market status.

The development in programme structures as a result

of economic and alignment changes in the industry has

eroded premium levels considerably in recent years.

The current activity will once again make it a challenge

to determine how the global airline premium pot

should be apportioned.

As a result of these pressures, the market continues to

edge closer to breaking the psychologically important

US$2bn threshold.

Aviation incidents are, by their very nature, impossible

to predict. The use of new aircraft, enhanced

technology and improved operating practices that have

been put in place over the last five years, however, give

the industry the best possible potential for minimising

losses going forward. As stated repeatedly however,

aviation is a catastrophe business, and the insurance

market needs to be in a position to respond to any

major incidents that take place.
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As insurers have looked to diversify their portfolios and

enter specialist markets, aviation capacity may be

suggested to be at its peak. It seems likely that the high

level of competition and the continued fall in premiums

in the airline insurance market make it a less attractive

place. As a result, there is not a great deal to attract

new capacity.

That said, new insurance technology should continue

to drive down the cost of writing aviation business and

will reduce the cost of entry over the next five years.

This may attract new players and maintain the level of

competition for attractive programmes.

The market has been predicting some level of

hardening for the last year, although it has not yet

really happened.

The debates surrounding weapons of mass destruction

coverage is likely to continue, with the market

beginning to use the new AICG clauses as the year

progresses. Whether this will reduce the level of debate

remains to be seen.

The importance of the renewal season in the aviation

insurance market remains undimmed, with 75% of the

annual total of premium expected to come to market

during the final quarter of the year. That said, the final

quarter represented over 80% of the premium for 2003

and well over 80% in 2001. Two years prior to that,

however, the renewal season only represented around

60% of premium activity, so it may be that the market is

slowly returning to a pre-9/11 pattern.
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Regional Analysis

At this point in the year, the overall regional picture

cannot be fully determined because the smaller regions

are heavily influenced by a limited number of major

renewals, while the largest regions have a number of

major carriers that go a long way to determine overall

fortunes. The majority of these highly influential

programmes have yet to renew.

As a result, while nearly 50% of the expected number

of programmes have renewed, under a quarter of the

estimated total global premium has come to market. 

Africa

Middle East

Europe

Asia

North America

Latin America

Total/Average

5

7

44

17

14

10

97

6

7

44

20

11

8

96

75%

50%

59%

43%

25%

47%

47%

12.98

23.89

169.20

91.61

129.17

37.37

464.22

-11%

0%

-9%

-1%

-8%

-4%

-7%

22%

24%

30%

16%

21%

40%

23%

Estimated %

of Annual

Percentage 

Change

2006

(US$m)

14.61

23.85

186.41

92.47

140.85

39.05

497.24

2005

(US$m)

Estimated %

of Annual

2006

Total Renewals Premium

2005

Africa

Middle East

Europe

Asia

North America

Latin America

Total/Average

5.48

11.5

183.14

108.52

128.43

37.98

451.78

+20%

+6%

+16%

+30%

+3%

+14%

+13%

2.37

2.09

0.92

0.84

1.01

0.98

1.37

Cost Per Pax

(US$)

Percentage 

Change

Total (m)

+15%

+3%

+10%

+17%

-4%

+10%

6%

Percentage 

Change

2.41

2.92

39.03

23.51

36.94

8.09

112.9

Total

(US$bn)

Credit Balance Fleet Value Passengers

36.73

37.54

555.73

334.76

751.38

168.29

1884.43

US$m
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The Middle East has only had seven renewals so far this year,

making it the second smallest region in terms of numbers of

renewals and premium, somewhat surprisingly given the level of

growth in the region. Fleet value has grown by +3%, the overall

market average. Passenger numbers have only grown +6%, the

smallest amount of any region outside North America.

The region is also dominated by a small number of very

large renewals that have yet to renew and are likely to

deliver the majority of this predicted growth. The Gulf Co-

operation Council group programme dominates the Middle

East from an insurance perspective, but is not expected to

renew until November.

The Middle East has contributed 5% of the total global

premium at this stage of the year, a number that is expected

to stay steady as the year progresses.

The strong loss performance of carriers in Europe appears to

be being rewarded. The region has enjoyed a +16%

passenger growth and around +10% growth in fleet value,

and also received the best premium reduction of any region

so far this year.

Nearly 60% of European programmes have now renewed,

reflecting the high number of low-cost and charter airlines that

operate in the region. As a result, the region contributes 36% of

the global premium at this stage of the year, a figure that is

expected to decline to under 30% when the full year numbers

are available. This region has the second highest credit balance.

Middle East

Europe

Africa is dominated by a small number of major renewals that

have yet to take place. As a result, while three quarters of the

expected total number of programmes have been placed,

seeking to differentiate themselves and gain improved

treatment from the insurance market, only 22% of the region's

expected total annual premium has reached the market.

Africa is the smallest of the regions at this point in the year in

terms of premium, but there have been a number of new

programmes this year, including Virgin Nigeria, which has had

a significant impact on the region in terms of passenger

numbers and average fleet values. This growth has driven a

+15% rise in average fleet value and a +20% growth in

passenger numbers. At the same point last year, fleet value

grew +4% and passenger movement had declined -3%.

At this stage in the year, Africa contributes just 3% of the total

global premium. The region is expected to contribute a similar

amount by the end of the year.

Despite the growth in fleet value and passenger numbers, the

region has attracted the third best premium reduction. 

Insurance cost per passenger remains the highest in the world,

nearly three times higher than in Asia.

Africa

Asia has witnessed the largest growth in average fleet value

during the eight months of the year, reflecting the high level

of aviation activity in the region, mainly due to the expansion

of emerging markets and the development of low–cost

airlines. This has led to a +30% growth in passengers,

supporting the view that the economic growth in the region

has not yet run out of steam.

By the end of August, Asia contributed around 16% of the

global premium in dollar terms. This proportion is expected to

climb to nearly 30% by the end of the year as a result of

strong activity in the renewal season. Under 45% of Asian

programmes have renewed so far this year, representing just

16% of the expected premium for the full year.

Asia
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There are three fewer renewals this year compared to the same

period in 2005, fleet values have shrunk and passenger numbers

grown at the slowest rate, suggesting that despite the improving

conditions, the market in the US in particular is still challenging.

North America has the lowest proportion of expected annual

renewals so far this year, reflecting the high level of activity that

takes place among the majors in the final two months of the

year. Some operations have begun to change their renewal

dates, however, and if this move proves to be successful in

premium terms, then the proportion that have renewed by this

stage in 2007 may climb.

The first eight months of 2006 has continued the erosion in

North America's share of global fleet value to 33% down from

37% in 2001. Passenger contribution has also fallen from 36% to

28% and premium share from 32% to 28%. As commented in

Aon's 2005 Airline Insurance Market Review, the reasons for this

change are the level of growth outside the US, the consolidation

that has taken place in the region, the increasing use of regional

equipment as opposed to wide-body aircraft, and the

widespread growth of low-cost, regional and budget airlines. 

That said, the first eight months of the year do not include the

majority of the US majors activity, so the position will not really

be clear until the full year's numbers are collated.

North America

Both fleet value and passenger numbers have shown double

digit growth so far this year.

Premium has fallen at the same time, reflecting the competitive

insurance market conditions. The region is building up a healthy

credit balance.

Latin America





Fleet Value Analysis

Analysing the industry by fleet value size highlights that

the rapid growth in passenger numbers being enjoyed

by the smaller operations is squeezing mid-market

operations, in terms of passengers and fleet value,

building on a trend that has been growing for some

time in the industry. The US$1-2bn segment of the

industry has been growing at the slowest rate of any of

the segments for over two years, during which time it

has frequently shown a declining fleet value,

highlighting the difficulties being faced by mid-market

operations in the current industry climate.

Different market sectors have had different experiences

so far this year, reflecting the propensity of smaller

operations to renew earlier in the year while larger

operations tend to renew during the final two months.

As a result, we have a better picture of the position of

smaller operations at this point.
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US$5bn+

US$2-5bn

US$1-2bn

US$500m-1bn

US$150-500m

Total/Average

2

10

12

15

58

97

4

10

7

20

55

88

15%

33%

25%

63%

63%

47%

127.73

110.49

40.61

59.52

125.83

464.18

-9%

-9%

-18%

+6%

-3%

-7%

11

31

22

47

63

23

Estimated %

of Annual

Percentage 

Change

2006

(US$m)

140.56

121.56

49.57

56.38

129.18

497.25

2005

(US$m)

Estimated %

of Annual

2006

Total Renewals Premium

2005

US$5bn+

US$2-5bn

US$1-2bn

US$500m-1bn

US$150-500m

Total/Average

148.19

154.47

41.28

59.52

77.77

481.23

+2%

+20%

+3%

+31%

+28%

+16%

0.86

0.72

0.98

1.12

1.62

0.88

Cost Per Pax

(US$)

Percentage 

Change

Total (m)

-3%

+11%

+3%

+24%

+15%

+6%

Percentage 

Change

43.45

31.14

9.42

13.26

15.47

112.74

Total

(US$bn)

Credit Balance Fleet Value Passengers

715.33

559.16

216.66

120.32

272.98

1884.45

US$m
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Growth and changes to the renewal dates on some

programmes have meant that there are two more renewals in

the largest section of the market. Despite only being 4% of the

total number of renewals for the first eight months of 2006,

this sector generated 28% of the premium so far this year.

Fleet value has fallen, despite a slight growth in the number of

passengers, suggesting that this group is waiting for the

delivery of new generation hardware, but are also having to

make significant changes to their operations, such as changing

route structures, to remain competitive in the current climate.

Insurance cost per passenger is the second lowest in the

industry, reflecting the economies of scale that are available in

the market when it comes to risks of this size.

US$5billion+

This is the third most vibrant sector of the market in terms of

renewals and premium placed so far this year. It has

achieved a growth in fleet value of +11% and a growth in

passenger numbers of +20%. Premiums have fallen by the

second lowest amount and the cost of insurance per

passenger is the lowest in the industry. This suggests that

this sector is one of the healthiest in the market.

Combined with the US$5bn+ sector, this group has generated

52% of the overall market premium, and, perhaps more

importantly, over two thirds of the overall credit balance.

US$2-5billion 

It is the middle tier that has witnessed the highest level of

operational change so far this year. There have been a number

of changes in this sub-sector, with two organisations moving

into the US$2-5bn band and one falling to the US$500m-1bn

band. As a result, the number of organisations in this sub-

sector has declined. 

The organisations that remain in the group have still reported a

+3% rise in the number of passengers, and the fleet value has

only declined by -3%, suggesting that there has been significant

growth in operations that have remained in this band.

The changes that have taken place in this group probably make it

the worst indicator of market activity when viewed by size.

US$1-2billion 

This is the fastest growing sector of the market both in terms

of fleet value and passenger numbers, which has been

achieved with only +6% growth in premium. Despite it being

the only sector to show a premium rise when the market is

looked at this way, fleet growth of nearly +25% and passenger

growth of over +30% is very impressive and underscores the

how attractive this sector is for underwriters.

The smaller operations tend to renew during the early stages

of the year as they seek to come to market when they are likely

to have underwriters vying for their business rather than

having their programmes eclipsed by the majors as they renew

during the last two months of the year. Nearly two thirds of

the expected number of renewals have now taken place

bringing nearly half of the total expected premium.

This sector still has the second highest insurance cost per

passenger despite the market competition and passenger

growth, although it has fallen by nearly 25% in comparison

with the full year number for 2005.

US$500million-US$1billion

The smallest sector of the market has seen the highest number

of renewals so far this year, although the number is

significantly lower than last year due to changes in the

banding of organisations bring airline operations in and out of

our criteria.

The sector has had the second best growth in fleet values and

passenger numbers. This has been achieved at the same time

as a slight decline in premiums. 

Nearly two thirds of the expected programmes and premium

in this sector have now taken been renewed, although

industry and client consolidation combined with the economic

challenges of this industry have impacted the sector.

US$150-500million



Sector Analysis

As is clear from other ways of dissecting the market,

larger operations tend to renew during the final

months of the year while smaller operations

concentrate their insurance market activities in the first

three quarters. While more renewals have taken place

at the smaller end of the market, more premium has

come from the flag carriers, demonstrating the larger

operations' dominance in the market. 

Growth continues to be focused on the low-cost and

regional sectors of the industry, reflecting the

significant opportunities that are available in those

segments in emerging markets such as China and India.
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Flag 

Low-cost

Charter

Regional 

Cargo

Other

Total/Average

21

19

16

16

9

17

98

21

20

19

8

7

21

96

30%

77%

73%

35%

47%

45%

47%

200.67

83.11

55.47

16.49

36.14

72.34

464.22

16%

46%

58%

15%

54%

25%

23%

-9%

-4%

-12%

-6%

-5%

+2%

-5%

Percentage 

Change

Estimated %

of Annual

2006

(US$m)

221.54

86.52

62.72

17.63

38.08

70.75

497.24

2005

(US$m)

Estimated %

of Annual

2006

Total Renewals Premium

2005

Flag 

Low-cost

Charter

Regional 

Cargo

Other

Total/Average

208.34

140.10

50.71

18.40

N/A

57.15

474.7

+7%

+27%

+5%

+19%

N/A

+25%

+13%

0.96

0.59

1.09

0.90

N/A

1.27

0.96

-18%

-25%

-12%

-27%

N/A

-16%

-20%

Percentage 

Change

Percentage 

Change

(US$)Total (m)

-2%

+23%

+6%

+20%

+3%

+13%

+6%

Percentage 

Change

43.69

18.74

13.13

3.26

13.21

20.71

112.47

Total

(US$bn)

Credit Balance Fleet Value Passengers Cost Per Pax

1,054.24

249.76

149.21

41.37

109.61

243.30

1,847.49

US$m
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With 30% of the expected total annual number of flag

carriers and only 16% of the premium having renewed,

alongside regional operations, this is the least active sector

of the market at this point of the year in terms of premium.

Flag carriers that have renewed are the only operations to have

witnessed a decline in fleet value during the first eight months

of 2006. The sector has been hit by the general industry

challenges and has also faced significant competition from the

low-cost sector. 

The sector has attracted the joint second best premium

reduction of the market, slightly better than the market average.

The premium reductions are also influenced by the level of

market capacity and the significant credit balances that the

sector has accrued over the last five years, as well as the soft

market conditions that have lead to rate reductions that are

not offset by growth.

The flag carrier sector includes the lead customers for the new

generation of aircraft that will be introduced over the next five

years although much of the new aircraft will simply be

replacing old models rather than core growth.

Flag

Continuing its seemingly inexorable rise, fleet value in the low-

cost sector has risen by +23%, while still achieving a -4%

reduction in premium during the first eight months of the

year. During the same period last year, fleet value grew +22%,

and premium also grew +7%, suggesting that the sector itself

has continued its forward momentum while competition in

the insurance market has helped put pressure on premium.

This suggestion is supported by the insurance cost per

passenger figures. This has have fallen nearly -30% in

comparison with the same period in 2005, building on a trend

that was apparent in the full year's figures for 2005.

The proportion of low-cost carriers renewing in the first eight

months has dropped. Only around three quarters of the total

expected number of low-cost carriers have renewed so far this

year, in comparison with last year when 83% of renewals had

taken place by August. This is the result of the level of merger

and consolidation activity that has taken place in the sector

over the last two years. 

Passenger exposure growth has eased slightly since last year's

+32% growth, although at nearly +27%, it is still very impressive.

The sector has a significant credit balance and an excellent safety

record, making it attractive for the aviation insurance market.

Low-cost

The charter airline sector has once again carried out the majority

of its renewal activity in the first eight months, presumably

seeking to benefit from the perceived advantage of smaller

operations renewing in the quieter periods of the year.

Fleet value has held relatively steady in comparison with other

sectors, and passenger growth has been the lowest in the

industry. The loss record continues to be impressive.

Charter

Regional carriers have seen the second largest growth in fleet

value during the first eight months, building on the +32%

growth recorded for the whole of 2005. The strategy of investing

in regional aircraft and operations appears to be paying off, with

the sector also recording a +19% growth in passengers so far in

2006 and building on a +37% growth for the whole of 2005. 

Despite this significant growth in exposures, premium declined 

-6%, again suggesting that competition in the insurance market is

driving down premiums for companies with a good loss history.

Regional

The cargo sector achieved the third best premium discount

during this period, and fleet value grew by the second

smallest amount. The growth figures are likely to change

over the next few years as cargo operations renew fleets and

introduce specific cargo-configured, rather than re-

purposed, aircraft.

Last year saw a trend towards consolidation of insurance

programmes in this sector, but this process has not

continued so far this year.

The outlook for this sector should be favourable as the rise

in low-cost carriers, with their swift turn-around times,

presents an opportunity for more pure cargo operations in

various parts of the world.

Cargo



Monthly Analysis

The first eight months are relatively quiet in comparison

with the final quarter renewal season, and as a result

the monthly averages can be significantly influenced by

a small number of renewals. They do, however, provide

a number of useful indicators that point to the ultimate

direction of the market at the end of the year.

The pace of fleet value growth has slackened slightly,

growing only +6% year-to-date in comparison with

+7% for both the same period last year and the whole

of 2005. That said, the slight slowing pace is possibly

the result of the number of airline operations waiting

delivery of new aircraft.

Passenger movement has continued its rise, with

February recording the only negative number so far in

2006. This is in line with the numbers in 2005 and

2004 and when it was the only month to record a

negative number. 

There has been a slight reduction in the number of

renewals this year, which is mainly the result of airlines

ceasing operation and consolidation of both

organisations and insurance programmes.
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Jan

2006 2005

Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan

2006 2005

Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

> Airline Monthly Premium Profile> Airline Monthly Renewal Profile

1st Quarter

2nd Quarter

3rd Quarter to date

Total/Average

-2%

-5%

-9%

-7%

+12%

+19%

+13%

+14%

+4%

+13%

+1%

+6%

Percentage 

Change

Percentage 

Change

Percentage 

Change

61.78

185.81

216.63

464.22

2006

(US$m)

63.03

196.35

237.86

497.24

2005

(US$m)

8%

22%

13%

43%

Estimated %

of Annual

16

45

35

96

2006

Total Renewals Fleet Value
Passenger

Movement
Premium Hull/Liability

14

52

35

106

2005
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The start of the year always represents a significant drop both

in terms of the volume and size of renewals, and as a result

averages were heavily influenced by small numbers of renewals

throughout the first half. The majority of the programmes

renewed on January 1, and as a result, represented a carry over

from negotiations that took place in 2005.

January renewal Independence Air, formerly Atlantic Coast,

ceased operations, suggesting that the 2005's contraction in

the number of insurance programmes would continue in 2006,

particularly in the challenging US sector. 

Total/

Average

Year

2005

2006

Renewals

5

5

US$bn Percentage Change

3.11

3.41

-2%

+9%

0%

+25%

-5%

+3%

Fleet Value

Jan
Millions Percentage Change

7.93

9.87

Passenger

US$m Percentage Change

18.69

19.34

Premium

In 2005, February had the lowest number of renewals and

premium of any month, and it seems likely that 2006 will be no

different, with only four renewals. 

Tarom changed broker from Marsh to Alexander Forbes and

extended its programme from October into February,

becoming the second largest of the month's renewals.

The largest renewal in February was MyTravel, which is nearly

five times larger in terms of fleet value than Tarom. It is

consequently very influential. 

Total/

Average

Year

2005

2006

Renewals

2

4

US$bn Percentage Change

2.42

2.24

-19%

-7%

-25%

-2%

-25%

-13%

Fleet Value

Feb
Millions Percentage Change

9.40

9.23

Passenger

US$m Percentage Change

14.79

12.94

Premium

The largest renewal in March was Iranair, which represented

nearly 60% of the month's total premium, making it another

month that is influenced significantly by a single renewal.

In terms of changes to March renewals, CCM Airlines extended

its coverage for an extra month under its 2005 terms. Following

ValuAir's merger with Jetstar Asia, it is now included under the

Qantas programme, but Latin American carrier Tame and

Europe's InterExpress experienced fleet growth and were

included in our criteria.

The +7% growth in average fleet value in March followed a 27%

rise in 2005, which was the result of strong fleet growth in a

number of programmes. These changes did not result in a

significant rise in premium, underscoring the suggestion that

exposure does not automatically translate into claims. 

Total/

Average

Year

2005

2006

Renewals

7

7

US$bn Percentage Change

2.28

2.44

+27%

+7%

+21%

+14%

-1%

0%

Fleet Value

Mar
Millions Percentage Change

16.52

18.52

Passenger

US$m Percentage Change

29.60

29.50

Premium
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With the second largest number of renewals and the second

highest level of premium outside the final quarter, April offered

the first real insight into the direction of the market for the

remainder of 2006. The trend of exposure growth and rating

and premium reductions was firmly established as a result of a

continued excellent loss record and excess capacity levels.

April had a total of six renewals with a fleet value in excess of

US$1bn, compared to just three in the first quarter as a whole. 

European tour operator TUI Group, which has a fleet value in

excess of US$5billion, was the largest renewal at that point in

2006. With a fleet value of over US$4bn, China-based Hainan

Airlines was the second largest renewal in April, its rapid

growth reflecting the level of development taking place in

China and Asia as a whole.

Jet Airways of India came to market during April while in the

process of trying to complete its protracted acquisition of local

rival Air Sahara, which some suggest is still a possibility. If it is

completed, the airline will have a fleet value in excess of

US$2.5bn and carry approximately thirteen million passengers

annually, reportedly representing about half of the domestic

Indian market.

Total/

Average

Year

2005

2006

Renewals

23

21

US$bn Percentage Change

19.54

21.97

+18%

+12%

+30%

+20%

+5%

-10%

Fleet Value

Apr
Millions Percentage Change

90.69

108.59

Passenger

US$m Percentage Change

98.14

88.67

Premium

Market activity in May slowed after the relatively busy April.

Despite 13 renewals taking place, the largest three represented

two thirds of the fleet value for the month and nearly half of the

total hull and liability premium that came to market. As a result,

they had significant influence on the full month's figures.

The month was dominated by the Virgin Group parallel

placement. In 2005, the group contributed 44% of the hull

exposures and 21% of the premium for the month. 

There have been a number of extensions during the first

part of the year. Taca International, and Kingdom Holdings,

which previously renewed in May, extended their renewals

to July, while Wizz Air moved to June and Mahan Airlines

moved to August.

The majority of the month's renewals had both excellent loss

records and significant five-year credit balances, and as a result

they continued the downward pressure on average premium.

Total/

Average

Year

2005

2006

Renewals

15

13

US$bn Percentage Change

13.10

14.91

+17%

+14%

+29%

+18%

+2%

0%

Fleet Value

May
Millions Percentage Change

57.63

67.76

Passenger

US$m Percentage Change

51.80

51.90

Premium

Market activity in June was at a similar level to May in terms of

premium. There were 11 renewals that took place, representing

around 6% of the total annual renewal in 2005. The size of the

programmes renewing however meant that the month

generated less than 3% of the total annual premium last year.

Wizz Air, which previously renewed in May, purchased an

extended policy in 2005 and renewed in June to be placed

in parallel with Tiger Airways as a result of both airlines

having a common shareholding.

Two renewals, Eva Air and Cintra Group, dominated the

month and contributed over half of the premium volume. The

latter is undergoing a significant internal change as a result of

the Cintra Group coming out of state ownership. The new two

independent parts of the business, Aeromexico and Mexicana,

are still placing their insurance business together to ensure

that they benefit from economies of scale.

Total/

Average

Year

2005

2006

Renewals

14

11

US$bn Percentage Change

10.32

11.69

+13%

+13%

+19%

+18%

-12%

-3%

Fleet Value

Jun
Millions Percentage Change

43.78

51.71

Passenger

US$m Percentage Change

46.41

45.25

Premium
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July's significance in terms of the monthly premium profile

increased further this year, as a result of a number of renewals

migrating into the month. Aigle Azur and Kingdom Holdings

both extended their policies to renew during the month, while

Audeli Air, a new Spanish start-up last year, joined the

selection criteria after increasing its fleet value by over 300%.

This move away from the year-end renewal season by some

carriers suggests that they are looking to capitalise on the

differentiation they can receive from the market.

As a result of the changes, July is building on its position as the

third largest month in the aviation premium calendar,

consolidating its place above October.

There were 27 renewals in July, representing just over 10% of

the total premium for 2005. Activity was expected to generate

over 40% of the total premium for the first three quarters.

American Airlines was the month's largest renewal and the

first US major to renew in 2006. A major global cargo carrier

has moved and is now the second largest programme in July

in fleet value terms. These were the largest renewals to have

taken place so far in 2006. 

Air India's programme, another of the largest renewals in July,

came to market with a reduced fleet value. The airline,

however, has placed orders for nearly 70 new Boeing 777s,

787s and 737-800s, and discussions continue regarding a

formal merger with Indian Airlines, which is also owned by the

Indian government.

SriLankan Airlines, which previously renewed in July, became

part of the Gulf Co-operation Council last year, and now

renews in November.

Total/

Average

Year

2005

2006

Renewals

23

27

US$bn Percentage Change

57.71

52.16

+4%

+1%

+7%

+11%

-14%

-9%

Fleet Value

Jul
Millions Percentage Change

168.90

187.98

Passenger

US$m Percentage Change

210.80

192.44

Premium

August saw airline renewal activity levels drop significantly.

There are under 15 major renewals expected beginning of

August and the end of September. These renewals represent

just 2% of the annual premium volume. Premium volumes

have reduced as a number of programmes, including the

largest cargo carrier programme that previously renewed in

August, moved renewal dates to July.

Like the majority of programmes so far this year, renewals have

generated a market credit over the past five years. 

The largest fleet to renew in August is UK tour operator

Monarch, which was the only fleet valued in excess of

US$1billion. There are just three other programmes with fleet

values in excess of US$500m. The monthly renewal averages

were influenced by a small number of significant renewals.

Total/

Average

Year

2005

2006

Renewals

12

8

US$bn Percentage Change

15.39

3.91

-3%

+10%

+20%

+30%

-5%

-11%

Fleet Value

Aug
Millions Percentage Change

19.88

21.01

Passenger

US$m Percentage Change

60.71

24.19

Premium
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Publications Produced by

Aon Aviation During 2006

> Aerospace Insurance Market News January 2006

> Aerospace Insurance Market News March 2006

> Aerospace Insurance Market News May 2006

> Aerospace Insurance Market News July 2006

> Airline Insurance Market News January 2006

> Airline Insurance Market News February 2006

> Airline Insurance Market News March 2006

> Airline Insurance Market News April 2006

> Airline Insurance Market News May 2006

> Airline Insurance Market News June 2006

> Airline Insurance Market News July 2006

> Airline Insurance Market News August 2006

> Solution Briefs: 

–  Actuarial & Analytics

–  Aggression Management

–  Computer Network Risk Insurance

–  Directors and Officers Coverage

–  Weather Risk Management

> Special Bulletin: Aviation Insurance Claims Group

If you would like to subscribe to Aon 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 
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