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Comment

Half Way — Time to
Take Stock

To date, June 2007 has been
relatively loss free with very few
major claims occurring and overall,
for the year, the running total is now
not too dissimilar to 2006 at this
stage. This situation is fortunate for
aviation insurers because the rates
and thus premiums continue to fall
unabated.

Underwriters are clearly becoming
more selective and despite the
massive surplus of technical market
capacity brokers are beginning to
have to work harder to achieve
rating targets. This is because,
whilst insurers continue generally to
write the risks shown to them, they
are reducing their lines so that their
exposure to claims is reduced.
Whilst the premium levels are
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similarly diminished the numerical
difference between potential
exposure and premium reward is
significantly reduced.

In the marketplace there have been
more underwriter movements, Yann
Bissuel has joined La Reunion
Aerienne as Director and Alain
Burguiere and Antoine Lamy (both
previously La Ra) will join Lloyds’
largest syndicate — Catlin.

Now we await the approach of the
all important and frenetic year end
renewals and whilst the immediate
prospect is a quiet Northern
summer, no one can discount the
fact that this is also the start of the
hurricane season...
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May Renewals

There were about a dozen airlines overall renewing this
month and out of these we have six in our report, thus
making it the second busiest month during the first half of
the year. The most significant of these is the Virgin Group
which has grown from last year with the inclusion of Virgin
America. This newcomer is still relatively small and is not
included in the renewal statistics. Virgin America has at
last been granted approval from the US Department of
Transportation after three years of disputes and hopes to
start flying in the summer out of San Fransisco.

Virgin Atlantic, the biggest airline renewal by fleet value
has shown single digit increases in exposures with Virgin
Blue growing at a higher level and with far more passenger
movements.

Easyjet the UK budget operator has as expected
continued its expansion with more aircraft coming on to its
fleet schedule and expecting to fly over 38 million
passengers in the coming year.

The other operators renewing are Transaero from Russia,
Ryan International from the US and Tarom the flag carrier
of Romania, which has extended its renewal programme
from February to May.

Overall fleet values increased by 10%, revenue passenger
kilometres by 11% and passenger numbers by 8%. The
premium reduction for the month was just over 20%.
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June Renewals

This month reverts in character somewhat to the first few

months of the year when there were just a handful of
airline renewals. Because one of the major operators
Aeromexico has extended its contract to September there

May Losses
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will be only three items to consider this month.

By far and away the biggest will be Eva Air of Taiwan the
second largest operator in the country after China Airlines.
Its fleet is valued at over US$4 billion and flies about eight
million passengers annually.

Other airlines renewing include Ethiopian and Uzbekistan
both of which have fleets valued at under US$1 billion.
Premium volume will therefore be small but despite this it
will still give an indication of trends that will contribute to
an assessment of how things have turned out at the end of

the second quarter.

Insurance
Industry News

As the year progresses through to the end of May, airline
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renewals reveal a further reduction in premiums of about
20%, and there seems no immediate end to the pattern of
market attitude.

Even in other areas such as aerospace which
incorporates products, airports and service providers and
also in the war market, premium levels continue to be
eroded.

The fact that there was a serious accident to a Kenyan
airliner which killed all 114 people on board and will
probably cost insurers over US$100 million for the
combined hull and passenger liabilities, it is unlikely to
sway the market as a single catastrophe. Loss ratios for
recent renewals have been relatively good and therefore,
amongst other things provide for the current rating trends
to continue.

Being still so far away from the real renewal season which
starts in the final quarter, predictions for the immediate
future are therefore anybody’s guess.

Major Airline Losses for Year to Date
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The aircraft crashed into a Mangrove Swamp immediately following take off from Douala Airport, Cameroon (3 miles
from Airport) in possible heavy rain and thunderstorms. It took nearly two days to find the wreckage due to the forest
canopy and poor weather. The jet was delivered to the Nairobi based carrier in October last year. This is only the
second fatal accident to an 800 series 737, the other being the GOL mid air collision over Brazil last September.
Although the flight data recorder has been recovered, at the time of going to press the cockpit voice recorder had still
not been found.

The aircraft caught fire while loading cargo, resulting in the aircraft being totally destroyed. Mystery surrounds the
ownership, thought to be a Kyrgyzstan company but it is thought that the aircraft was wet leased to Aban Air of
Tehran.

The Let suffered engine problems, possibly a fire three minutes after take off and the pilots were unable to return to
land. The turboprop was carrying minerals from a local mine to Goma using a straight portion of the local road as a
runway.

Soon after touchdown the aircraft had a large part of the thrust reverser separate from No 2 engine and impacted the
wing trailing edge causing significant damage.

Both main landing gears collapsed while taxiing to the terminal buildings. Serious damage was caused to the belly
and wings resulting in the aircraft becoming a CTL.

There were about eight other incidents involving ground collisions with other aircraft and with catering trucks and
tugs, none of which exceeded each aircraft's policy deductible but were still serious enough to get a mention in
despatches.
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Occasionally there is an accident that destroys an old and
rare workhorse and because of its value and location
never makes the headlines. The aircraft in question would
have celebrated its 61st birthday on June 24th but never
quite made it.

N898AT was one of only two remaining airworthy Carvairs
in the world, starting its life as DC-4 in 1946 and converted
by Aviation Traders in 1965 to fly various freight duties
including transporting cars across the English channel.

At the time of the accident the aircraft was being flown by
Brooks Fuel Inc of Alaska and was attempting to land on a
gravel runway near a remote mining site about 28 miles
northeast of McGrath, Alaska . The runway is notoriously
dangerous due to strong winds and the pilots were trying
to land as slow as possible due to a tail wind. The right
main gear clipped rocks at the end of the runway with the
ensuing impact separating the right wing which caught fire.
The fuselage spun through 180 degrees becoming
completely wrecked with the cockpit area the only section
to remain relatively unscathed and pointing towards the
cargo that consisted of 3,000 gallons of fuel in fuel
bladders which fortunately remained intact, leaving the two
crew unhurt.

How many aircraft of this vintage still flying commercially is
unknown but to end it’s flying career in such a spectacular
finale and while still serving a purpose must surely be
more dignified and appropriate than slowly rotting at a
forgotten corner of a scrap yard.
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Airline Industry News

Just as there were signs of improvement, warning flags
have been run up for US airlines which predict that despite
encouraging results for the first quarter things are not
looking so rosy for the forthcoming summer period.

Costs and competition combined with a slowing economy
and in some instances what one analyst described as
“undisciplined pricing behaviour” is giving some airlines a
less than positive expectation for revenue growth for the
future. No wonder the authorities tried to delay the launch
of Virgin America, yet another low-cost carrier that will add
to the over capacity and take revenue away from airlines
like United, Jetblue, Southwest and Alaska, all operating
routes on or near the west coast.

Far away from these predicted troubles, an interesting
answer to difficult times ahead comes from Michael
O’Leary, outspoken chief executive of Ryanair who

predicts that profits in the second half of the year would be
zero or even negative as the fight for passengers becomes
more intense.

The reason for this is simply his way of dealing with
competition. Conventional wisdom would suggest the
correct response to a softening in demand is not a
massive increase in supply. Evidence is mounting that
European passenger growth will stall, yet Ryanair will
respond by continuing to increase capacity, adding new
routes and buying new aircraft.

In order to fill these seats, Ryanair will launch a price war
that will wipe out their profits in the second half of the year.
They see falling prices as a good thing as it has the lowest
cost of any airline in Europe and therefore should suffer
least from a price war. Mr O’Leary recently said “ If there is
going to be market softening and we have competitors out
there losing money, now is the time to lower fares again
and thus make it more difficult for our competitors to live
with us”. Could this scenario lead to a European pricing
bloodbath?

Whatever is seen as the possible downturn in Europe and
America, there is no end to the rash of new orders swelling
the books at Boeing and Airbus. Prompted by the Paris air
show billions of dollars of new equipment has been
demanded by airlines and lessors for almost every model
in the manufacturers inventory from narrow bodies such as
the A320 and the B737 right up to the huge A380.

Even the A330 twin that has been somewhat neglected in
the past has enjoyed a strong resurgence both as a
passenger aircraft and as a freighter with scores of orders.

In fact it looks as if Airbus has made up a great deal of
ground over Boeing recently with orders for 728 aircraft
(425 firm and 303 commitments) valued at US$75 billion,
which analysts thought was the biggest haul ever for a
single air show. The following schedule gives some
indication of the huge number of orders recently received,
most of them centering around the Paris Air Show.

Another winner was Rolls Royce who celebrated £7.5
billion in new business. This included the largest ever
single order received by the company’s civil aerospace
division — a £2.8 billion deal with Qatar Airways for Trent
XWB engines to power 80 of Airbus’s new A350’s.
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Airbus Boeing Other
Airline Number Type Number Type Number Type
US Airways 22 A350
10 A330-200
60 A320
GECAS 60 A320 3 Embraer 190
Qatar 80 A350
3 A380
Emirates 8 A380
Etihad 4 A340-600
5 A330-200
3 A330-200F
Intrepid Aviation 20  A330-200F
Aeroflot 5 A321
(A350 were initialed in March) 22 A350
Thai Airways 8 A330-300
Aircastle (lessor) 15  A330-200F
Kingfisher (5 converted from 15 A350-800
original) 10 A330-200
5 A340-500
20 A320
Ural Airlines 5 A320
ALAFCO (lessor) 12 A350-XWB
Afriquiyah Airlines 5 A320
6 A350-XWB
Air France 2 A380 9 B777-300 ER
18 A320 7 B737-700
Flyington Freighters 6 A330-200F
Avianca 5 A330-200
14 A320
Tiger Airways 50 A320
Hong Kong Airlines 20 A330
30 A320
Alpi 5 Embraer 195
Air ltalia 2 ATR 42
Singapore Airlines 20 A350-900
Mandala Airlines 25 A320
Fly Asia Express 15 A330-300
Libyan Airlines 4 A350 3 CRJ900
4 A330-200
7 A320
S7 25 A320
CIT Leasing 7 A350
25 A320
Jazeera Airways 30 A320
National Air Service of Riyadh 20 A320
Japan Airlines 10 Embraer 170
ILFC 50 787
10 737NG's
Jet Airways 13 ATR72-500
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And Finally...

Hare Today, Gone Tomorrow?

Officials were forced to suspend flights into Milan due to a
plague of hares. The animals invaded the runways at
Milan's Linate Airport and affected the operation of vital
equipment.

Airport bosses are baffled as to why the hare population at
Linate has risen so dramatically in the past few months.
Whatever the cause, the result has been chaos, recently
two hares have ended up beneath the wheels of charter
planes. They have also confused the ground radar that is
meant to prevent a repeat of Italy's worst ever air crash,
which left 118 people dead, at Linate in 2001.

Things became so serious that officials took the unusual
step of closing Linate for three hours while a team of local
wildlife experts were brought in to catch the 80 or so hares
that were causing the problem. The hares will be taken to
nature reserves around Milan although officials have
warned that they have not ruled out a cull if this fails.
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Launch Log

June 14

Site:

Vehicle:

June 15

Site:

Vehicle:

June 25

Site:

Vehicle:

June 28

Site:

Vehicle:

Payload:

Payload:

Payload:

Payload:

June Launches

Cape Canaveral

Atlas 5/551

NOSS-3-F4A

NOSS-3-F4B

Baykonur
Dnepr 1

TerraSAR-X

Vandenberg
Minuteman 3

GT-194GM

Yasny
Dnepr 1

Genesis PF2
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This publication is compiled and published for the benefit of certain clients for
whom companies within the Jardine Lloyd Thompson Group act as agent or
consultant. It is intended only to highlight general issues relating to the subject
matter which may be of interest and does not necessarily deal with every
important topic nor cover every aspect of the topics with which it deals.

It is not designed to provide specific advice on the subject matter.

Views and opinions expressed in this publication are those of JLT Aerospace
unless otherwise stated.

Whilst every effort has been made to ensure the accuracy of the content of this
publication, neither JLT Aerospace nor any other company within the Jardine
Lloyd Thompson Group accepts responsibility for any error, omission or
deficiency in its content. If you intend to take any action or make any decision
on the basis of the content of this publication, you should first seek specific
professional advice and verify its content.

This document is protected by copyright law. Unauthorised reproduction,
copying and distribution of this document or any part of it may result in civil and
criminal penalties and will be prosecuted to the maximum extent permitted
under law.
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