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Comment

Almost There...

These words, in the context of this
article, bode well for insurers and not
so well for the insured airlines. The
time is almost upon us when the

market 'turns' from soft to hard.

Whether this will be a full-blown
hardening depends on losses and
momentum. Vietnam Airlines may
have sensed this by bringing their
renewal forward from January 2008
to December 2007. The November
and December renewals have
become progressively harder for
brokers to complete at terms
acceptable to both clients and their
insurers. This indicates a 'cross-

roads' in sentiment.

If losses (as has been indicated by

the recent serious A340 claims for
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Iberia and EADS) gain momentum
then the transition to a hard market

may be swift.

We are therefore entering a critical
period when the exposure to
insurers on a ‘per loss’ basis is being
increased (for example, the A380
has now entered service with
Singapore Airlines) and premium
levels are reaching ever more

precarious levels against claims.

The next month will be crucial to this

fine balance.

Back to top
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October Renewals

The market experienced a substantial change in levels of
premium this month due to the migration of two major
airlines. Indian Airlines became part of Air India at the end
of July to create by far the biggest operator in that part of
the world with a combined fleet valued in excess of US$6
billion. The two airlines are now placed together with
renewal in July. China Airlines of Taiwan, with a fleet
valued in excess of US$7 billion, was previously the
largest operator to renew in October but renewal has now

moved to July.

The change to these two accounts removes a substantial
sum of premium from the October summary and leaves a
selection of smaller airlines from which to calculate the

monthly rating and premium movements.

Out of our selection, Air Algerie is the largest with a fleet
valued at US$1.8 billion and showing a small increase in
all of its exposures. Pakistan International is the next
biggest and increased its fleet value substantially
compared with last year. The remaining renewals include
Air Malta, JAT and Syrian Arab Airlines that are relatively
modest in size in global terms despite the fact that they
are flag carriers. Overall these do not contribute huge

amounts of premium to the quarter.

Since the level of movement in exposures and premium is

relatively small, yet again the monthly "averages" have

October Losses
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limited meaning. Nevertheless for the purposes of record,
the growth in fleet values was 13%, revenue passenger
kilometres increased by 9% and passenger numbers by

1%. Premiums reduced by 8%.
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November Renewals

The renewal season really gets going in November with
fifteen airlines and groupings of all different shapes and
sizes coming to the market, providing the busiest month so

far this year.

By far the largest in every respect is the Gulf Co-Operatve
Council (GCC) which comprises most of the major airlines
in the Gulf area. There has been some impressive fleet
growth in this part of the world over the last year so all

exposures are expected to be up considerably.

There are some impressive names among the major
airlines that renew this month including Qantas, Air New
Zealand, Cathay Pacific, Korean Air, Singapore, South

African and UPS.

The inclusive tour operator First Choice is now placed with
the Tui Group which renews in April and takes a

considerable sum of premium out of the month.
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Loss Analysis

Major Airline Losses for Year to Date
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Shortly after take off from Ndijili International Airport, Kinshasa the right engine suffered power loss causing the aircraft to
quickly lose height and crash into a shanty town close to the airport. It was reported that all 20 passengers and three crew
were all killed plus an unknown number of people on the ground. At the time the aircraft was operating a mixed cargo-
passenger flight.

Contact with the aircraft was lost soon after take off from Villavicencio and the aircraft failed to arrive at its destination. The
remains of the aircraft was found on a ridge 100 km's south of Bogota. Weather at the time was reported to be poor with
low visibility and clouds.

The aircraft made an emergency landing at Istanbul after the pilots reported problems locking the undercarriage in the
down position. On touchdown the main gear collapsed and the aircraft veered off the runway coming to rest on uneven
ground. There was severe damage to the underside of the aircraft and the wings. All 156 passengers and seven crew

escaped unharmed.

Shortly after take off in darkness the aircraft lost height and made a landing in a flooded rice field near the airport. The
aircraft was operating a cargo flight and engine failure is thought to be the cause of the accident.

On landing after a flight from Manila the A320 overshot the runway coming to rest in a tropical forest. During the evacuation
a number of passengers suffered minor injuries

On the final approach in darkness and foggy conditions the aircraft descended below the glidepath and struck approach
lights about 870 metres short of the runway threshold. Although the aircraft sustained extensive damage to the fuselage,
left engine cowling, left wing slats and trailing edge a safe landing was achieved. The aircraft was chartered from Air

Europa by the United Nations and was returning from Lebanon with 114 Polish peacekeeping soldiers plus a crew of 11.

On approach to the airport the pilots were unable to fully extend the right landing gear causing it to collapse during the

landing roll. There were no reported injuries to the 40 passengers and four crew.

The aircraft landed with the wheels retracted causing severe damage to the fuselage

18,750,000 12,700,000 31,450,000

| JLT Aerospace LI»



Aerospace Market Update October November 2007 !

l JLT Aerospace |

October Losses (contd.)

Following the third main-gear related accident to a
Scandinavian Airlines Dash 8-Q400 since the 9th
September, the airline took the controversial decision to
axe its entire Q400 fleet. In the latest incident Danish
Accident Investigation Board for Civil Aviation (HCL)
discovered that a blockage in a retraction actuator
prevented the right-hand gear extending.

There have now been six fatal accident this year in the
Democratic Republic of Congo, most of them involving
Russian equipment where freight operations were being
carried out. This is a notoriously bad part of the world and
a loss in January 1996 when an aircraft crashed following
an attempted take off from Kinshasa's N'Dolo airport killed
more than 300 people in a crowded marketplace still
remains the largest number of fatalities on the ground ever
caused by an aircraft crash. European Union law
continues to prohibit all operations to EU countries by all
airlines and aircraft registered in the Democratic Republic
of Congo.

November Losses

A couple of significant losses occurred in November that
although were only hull losses could prove costly to the
market. On 9th November an Iberia A340-600 landed at
Quito and the tyres burst, sending the aircraft off the
runway. The aircraft which was only 21 months old was
valued at US$155m and it is expected that it will conclude
as a major partial loss and the cost of repairs could mount
up due to the location and the extensive damage incurred.

Airbus' week got worse as six days later another A340-600
was damaged beyond repair when undergoing final testing
a few days before the new aircraft was due to be delivered
to Etihad. The aircraft hit a wall in the test bed area
allegedly due to a number of failings in procedures and
also resulted in a number of injuries to those on board. It is
not expected that the claim will rise to the level at which
the aircraft was valued on the Etihad insurance policy due
to the fact that the accident occurred at the Airbus faculty
and salvage is likely to be quite high.

Back to top

Insurance Industry
News

In assessing our interpretation of what is happening to the
airline insurance market now that we are well into the third
quarter we have to consider some of the peripheral
movements taking place. These have produced a broader
impact than just an individual premium difference per
airline from last year to this.

Almost every month this year, we have seen an airline
either changing its date of inception, include a provision to
extend the policy period or simply disappear under the
umbrella of one of the major groupings.

The latter has become the most fashionable option of late,
and we have seen some large premium generators simply
vanishing from the calendar. This in a way is
understandable and probably makes economic sense.

It then becomes difficult to assess how much this impacts
overall premium levels as these custodians tend to
camouflage the apportionment of subscription to the
individual airlines' insurance costs.

The general level of airline premium continued to fall in
October as was expected due to the ongoing high levels of
capacity and relatively modest level of losses.

There still remains a kudos attached to being the leader of
certain risks, something an underwriter is loath to give up
and this also applies to the following markets who wish to
maintain their market share. It seems clear however that
the margins of vertical marketing are closing to a minimum
as following markets may be facing an overall loss at year-
end.

So far as has been seen, November renewals are
demonstrating a continuation of the pattern of underwriting
that has been experienced throughout the year, albeit at a
big push from brokers, leaving us with December which by
all accounts has probably already been decided.

Back to top




Arrivals and Departures

Steve Hazard will be moving soon from Robert Malatier to
CV Starr on the General Aviation side.

Leigh Gladden is joining Catlin in December from Amlin
and will be working closely with Brendan Lumb on the
claims side as Senior Aviation Adjuster.

Fiona Hodgson has resigned from Global Aerospace
claims (Products) and is moving to XL Aerospace claims

Peter Bull has joined Airclaims as Director, Risk and Asset
Management from Willis where he was Director of Willis
Aerospace Services.

Following our comments last month, Simon Fuller has
taken a year's sabbatical from the market and has not
resigned from Catlin.

Back to top

Airline Industry News

Airbus must be breathing a little easier, now that they have
delivered the first A380 to Singapore Airlines. The handing
over ceremony took place in Toulouse on October 15th
with the aircraft entering service at the end of the month
on the Singapore to Sydney route. The second and third
aircraft which are due early in the new year will also serve
the route as well as being employed on the service to
Heathrow.

The aircraft is configured in a three-class interior with a
total of 471 seats. There are 12 "Singapore Suites" on the
lower deck which is termed a class above first and will cost
about 25% more than the normal first class fare, giving
passengers the opportunity to be accommodated in double
beds. A 60 passenger Business Class is on the upper
deck providing similar types of flat beds to those supplied
on their Boeing 777s. There are 399 Economy Class seats
on both decks in four sections of 100 each.

Perhaps of more importance to Airbus’ credibility was the
commitment shown by British Airways in announcing the
first phase of their future fleet renewal programme in
October. They have agreed to purchase 12 A380s plus
seven options along with 24 Boeing 787s plus 18 options.
These will replace 20 of their 747-400s and 14 767s
belonging to their long haul fleet. Both types of aircraft will
be powered by Rolls Royce engines. The first 12 A380s
will be delivered between 2012 and 2014 and not only will
provide more capacity for key high-density routes but will
maximise use of scarce Heathrow slots.

! Aerospace Market Update October November 2007 Ii

The B747-8l the latest passenger version of the 747 was
conspicuous by its absence in the British Airways' order
and must now be a big disappointment for Boeing who
remain keen to enhance their order book which so far has
just the Lufthansa order for 20 of the models.

The biggest story of the month by far surrounds the
plethora of airline orders placed by some of the Middle
East operators at the recent Dubai Air-show held in the
emirate between November 11th and 15th. The shear size
of some of the deals was breathtaking and left the industry
aghast at the investment being made in this part of the
world. By the time the show was over Airbus and Boeing
had sold a combined total of 400 aircraft worth over $70
billion.

The name on everybody's lips was Emirates who coolly
announced orders and options for 143 aircraft from Airbus
and Boeing valued at US$35 billion. This is reckoned to be
probably the largest single aircraft order ever. The Airbus
part of the deal was significant in so far that by committing
to another 11 A380s will make Emirates the largest
operator of the type in the world with a total order for 58,
one third of the entire order book for the plane. The other
significant move was their purchase of 70 A350s which
means that Airbus has a great deal more momentum and
weight to challenge the Boeing 787.

Emirates only started flying in 1985 and now has a fleet of
100 wide-bodied long-haul aircraft and recently bought 100
more. It now has 249 aircraft of all sizes on order and
predicts growth of 20% a year for the immediate future.
They recently announced record profits for the first six
months of the year at US$ 643 million, up 99% on the
same time last year. If all goes to plan and sufficient
runways and aircraft can be found then in another 12
years Emirates could become the largest airline ever. Its
location is the key and will enable it to siphon traffic not
only from European hubs like Paris and Amsterdam but
also Asian centres like Hong Kong and Bangkok. Emirates
will soon start flying non-stop from Dubai to Houston and
eventually with non-stop flights to Los Angeles.

Another breathtaking show of confidence in the region was
displayed by a relatively young leasing company DAE
Capital based in Dubai which ordered 200 aircraft by way
of memorandums of understanding and letters of intent
from both Boeing and Airbus. The value of the combined
orders exceeds US$27 billion, and customers are still to be
announced.

Not to be outdone, Qatar Airways confirmed its intentions
for Boeing 777 and 787 aircraft bringing the total number
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of orders for the airline so far this year to 118, the most of
any carrier worldwide.

Growth in passenger numbers has also been addressed.
Dubai airport was originally built to handle 25 million
passengers a year and now copes with 36 million. Next
year a new terminal opens taking capacity to 75 million,
seven million more than Heathrow handles at present.

As we would expect there is now huge investment in a
new airport, the Al Maktoum International at Jebel Ali has
six runways and the capacity to handle 120 million
passengers a year, making it the worlds biggest.

As part of this new airport there will be the Dubai World
Central Aviation City a multi phased development which
will include a heliport zone, an educational and academic
centre, and a hub for aircraft components and parts supply,
and (of course) the world's largest maintenance, repair and
overhaul (MRO) centre.

With all this good news the major airframe manufacturers
are heading for a record year of sales with a backlog of
orders stretching for years ahead. A320 production is sold
out to 2012 and A330/A340 to 2011. Even business aircraft
manufacturers are booking orders at a record pace. Almost
every US aerospace company outperformed Wall Street's
profit expectations in the third quarter.

Although US airlines are flying packed aircraft and
generating profits, the harbingers of doom are predicting a
bitter change from fair weather to foul. Record oil prices
are threatening to scupper the airline industry's recovery
which might force deferrals of new aircraft and thus
growth.

Despite its soaring sales and deliveries and having
secured the largest single aircraft order in history, Airbus's
parent company EADS recently lowered its profit forecast
for 2007 by US$580 million-effectively reducing it to zero.

Airbus chief executive Tom Enders proclaimed recently just
how serious the consequences of the strong euro and
pound are against the weak US dollar. In declaring a
significant cut in the research and development budget
and following previous announcements of closing six
factories and 10,000 redundancies he admitted the
situation was "life threatening" and that " we are in a
situation where the next measures we have to take will
really endanger the future of Airbus".

Louis Gallois chief executive of Airbus parent company
EADS has suggested that every 10 cents decline of the
dollar costs Airbus euro1 billion. During the last week in
November the euro was hitting new highs daily as
investors transferred funds to countries where they can

earn higher returns. As Airbus has shown, the shift in
currency power is now at a level that has European
businesses and governments worried.

On top of this is the uncertainty of the US economy that
remains difficult. It has already been reported that if oil
prices remain at around the US$100 a barrel mark then
United will have to ground about 100 of its aircraft. Airline
consolidation might be in prospect in order to compete with
the mega carriers in Asia, Australia, Europe and the Middle
East which are the ones spending the money at present.

The winds of change in global aviation are beginning to
blow from a different quarter, whipping up the sands of the
Middle East and irritating the eyes of a world unused to
such a change in the economic fortunes of the airline
industry.
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And Finally....
A Breath of Fresh Air

Halitosis has been blamed for a number of suicide cases
from individuals who just can't take their unfortunate
affliction. Lets hope this pilot doesn't share those suicidal
thoughts after he suffered the public humiliation of being
handcuffed and led away from the cockpit by police when
he was accused of being over the limit for alcohol
consumption. The Virgin Atlantic pilot was about to take off
for Miami from Heathrow with 266 people on board but it
turned out the chap had halitosis and he was completely
‘clean’'.

He may find some comfort in the fact that he has a
colleague who suffers from the same problem and had
endured a similar episode on a separate occasion.
Although being the second such occurrence it is reported
that Virgin is now suggesting that it may be appropriate to
introduce mints as part of their compulsory uniform for
cabin crew since bad breath is bad for their reputation.

Maybe the two pilots should accompany each other on
future flights...after all, Virgin Atlantic only flies long haul
and the cockpit of an A340-600 is not that big.

Back to top
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Launch Log
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5th

Cape Canaveral

Atlas 5/401

NRO L-24

10th
Baykonur
Soyuz FG

Soyuz TMA-11

15th
Pacific
Zenit 3SL

Thuraya 3

20th

Kennedy

Discovery STS-120

U.S. Manned NASA/JSC

TBA
Baykonur
Dnepr 1
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TBA
Tanegashima
H-2A

WINDS

TBA
Baykonur
Proton K

Kosmos

TBA
Baykonur
Proton M

Thor 5

TBA
Sriharikota
PSLV-C

OceanSat 2

TBA
Baykonur
Soyuz 2-1a

Radarsat 2
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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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