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Executive Summary
Financial pressures continue to mount…
• Figures reveal a worsening financial situation for the airline industry and with costs

growing there is little respite over the short-term.

• Aircraft orders seem buoyant and the backlog is at a record high. Aggressive growth
in both fleet values and passengers are bolstering premium volumes. 

• Insurance capacity remains generally more than adequate although very different
strategies are being adopted - portfolio mix modifications, new markets sought, and
new products released, but no meaningful withdrawals to date.

• There is a sense of unrest evidenced by the growing number of personnel
movements, both broking and underwriting.

• Renewals to date reveal a modest 9% increase in premium borne out by the
significant exposure growth, with rates continuing to fall modestly.

• Losses to date are in advance of the same period in 2007.  Large market losses are
thankfully absent but reserve development of some recent losses is causing
significant concern across the market.  The necessary amendments of rating model
assumptions will provide further pressure on arresting premium erosion for the
forthcoming renewals.
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Time to Review Rating Model Liability Assumptions?

In recent months we have seen several cases that until comparatively
recently would have been rejected on "forum non conveniens" grounds
being considered by the US courts as potentially falling within their
jurisdiction.  The potential awards that these cases may now generate

highlight more than ever the need for the underwriting community to charge levels of
premium that adequately reflect the true risk that operators face and for the
continuous development of rating models that keep pace with developing exposures.
At a time when the market is looking to adjust after negative results this
is a key aspect of the discipline that will be required to manage and
maintain a professional market that delivers for all of its stakeholders be
it the insured, underwriter or broker.
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Airline Industry News
April has been characterised by recent bankruptcies and

shut-downs in the USA. American Airlines grounded 2,500

flights in mid April when the US aviation regulator raised

concerns that its aircraft repair crews and government

inspectors had been lax in their inspections of its ageing

fleet of MD-80 jets.  Meanwhile, dozens of US airlines have

stopped hiring with some grounding or selling aircraft.  

Delta and Northwest have agreed tentative terms to merge

and will thus create the biggest airline in the world by traffic

volume.  Continental and United have been in merger talks

for months.  

Continuing problems with the supply chain mean that the

Boeing 787 Dreamliner will now be over a year late in

delivery to some customers, with the first test aircraft still to

make its maiden flight.  The delay also means that planned

production in 2009 will be slashed by 75%.

Start ups
In a tough commercial environment which has seen recent

closures, very few airlines have announced plans to start-up

with one low cost, one regional and one cargo carrier being

the only 3 proposed entrants in April.

And Closures
• ATA Airlines of Indianapolis filed for Chapter 11 and shut

down operations 3rd April

• Aloha of Hawaii suspended operations 31st March

• Champion Air of Bloomington, Minnesota will shut down
at the end of May

• Skybus Airlines the low-fare start up carrier shut down
4th April

• Oasis Hong Kong Airlines the low cost operator ceased
operations 8th April

• Frontier Airlines of Denver sought Chapter 11
bankruptcy protection 10th April

• EOS Airlines of New York filed for Chapter 11 and
ceased operations 28th April

The main cause of these airline problems has been record

oil prices which reached a new high in late April of nearly

US$120 per barrel. 

Many airlines have reported first quarter losses among

them being United at $537 million, American Airlines $328

million, Continental $80 million and AirTran $34.8 million.

Delta and Northwest have also posted heavy losses but this

is partially attributable to an accounting readjustment.

Orders
Boeing delivered the 1,400th 747 on February 28th to GE

Commercial Aviation Services which will be used by

AirBridgeCargo Airlines as a freighter.

Boeing and Airbus have reported strong first quarter orders

with overall bookings of 683.  Their total is more than

double the 307 recorded during the first quarter of last year.

Airbus was the top seller with 395 net orders- mainly due to

a high level of A320 interest and Boeing came in with a

figure of 288.

Order backlog overall has increased to nearly 7,300 units

for the first time, an increase of 7% from the end of 2007.

Insurance Market News
Capacity
Capacity still appears to be in good supply although some

market players are becoming more selective about what

they will write.  Nevertheless, certain Lloyds syndicates are

writing some increased line sizes on some airline risks.

Arrivals and Departures
• Cooper Gay & Co Ltd are in talks to buy the wholesale

arm of Heath Lambert Group, including aviation

• Greg Dawson is leaving Swiss Re to join the new
London office for Glacier Re

• Neil Getter is moving to Willis from Aon

• Bill Morrit is moving from Willis to JLT Re

• Adam Murphy is joining Talbot Underwriting from Aon

• Paul Smith is leaving Aon to join JLT Re

• Mark Thurgood is joining JLT Re from Aon

Developments
The inaugural QBE Air Transport Operations course in

association with Cranfield University took place in February.

The course covered aspects including Safety Regulation,

Claim Investigation, Safety Threats and Airport Operations.

Theory was combined with, what for many was the highlight

of the course, practical demonstrations of the extremes of

aircraft operation.  It was well received by it's debut

attendees and has improved understanding of some of the

more technical operational areas of the aviation industry.

Swiss Re launched their Extra Expense Protection product

to assist in the aftermath of a catastrophic aviation event.

The product provides a predefined fixed payout with a

maximum of $25 million, triggered when an original market

loss occurs (OML).  The payout and OML is individually

tailored to the clients’ specific requirements.
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Renewal Analysis
Exposures
April is the first month with any significant airline renewals.

As the graph shows there has been a large exposure

increase this month which has also pushed up the year to

date exposure change.  This is mainly driven by Hainan

Airlines - China, Jet Airways - India and Air Berlin who in

combination have grown their Average Fleet Value by

nearly $2 billion and passenger forecasts by nearly 6

million at this renewal.  

Premiums
The growth in exposure has had an impact on the

premium for April, however due to their disproportionately

high base premium the rate change applied to British

Airways has accounted for a major part of the overall

premium change.  Generally, the market seems to be

treating individual airlines appropriately for each risk.

Rates
Overall there has been rate reductions seen in April driven

in part by the large exposure growth.  The exception to this

is that of British Airways who because of their Heathrow

incident in January have experienced a significant rating

increase.  This rate movement on the largest risk so far

this year has had a mitigating effect on the average rate

change for April and the year to date.
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2007 35.88 72.03 107.91

2008 37.36 80.26 117.62

% Change 4% 11% 9%



March Loss Update

April Major Losses
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NB The JLT liability estimates are based on our assessment of what we feel is an approximate forecast of what passenger and/or
third party reserves might be. These are merely provided as a guide.  

March Losses
(Know n losses including JLT Estimate for Liabilities)
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third party reserves might be. These are merely provided as a guide.  






