	EU airlines face higher limits

	AIRLINES may have to buy higher limits because of new minimum insurance requirements in an amended draft aviation insurance directive. The latest amendments set minimum insurance coverage levels for third party war and terrorism risks as well as opening up the possibility of extending the requirements to all aircraft passing through European airspace.  Details have emerged that reveal the impact of the political deal struck by European Union (EU) ministers over a draft regulation that sets compulsory insurance requirements for civil aviation businesses operating from or flying into and across the EU. The legislation means that, for the first time, all air carriers operating in the EU must be insured and, if they are challenged, be able to produce evidence that they can meet the minimum insurance requirements imposed by the regulation for damages sustained by third parties in the event of accidents as well as acts of war and terrorism.  The most significant development was the decision by ministers to amend clauses relating to third party liability for risks of war and terrorism. As a result, minimum coverage for third party risks will now apply on a sliding scale, reducing the amounts involved for smaller aircraft. These new amounts now range from 750,000 so-called special drawing rights (SDR1 is equal to £1.168 or E0.817) for the smallest aircraft, to SDR700m for the largest.  The proposal includes a requirement that all air carriers be insured for SDR250,000 per passenger to cover liability for death, wounding or other bodily injury. The ministers also agreed to set a minimum insurance rate of SDR100,000 per passenger for non-commercial aircraft.  "The agreement on war and terrorism was the real priority," said a spokeswoman for the Council of Ministers. "This will be a real instrument to use to tackle the difficulties that have arisen since September 11. There is now a set legal status across the European Union and we have common rules in place to apply in case of war and terrorism."  Simon Phippard, from the aviation practice of law firm Barlow Lyde & GIlbert, said the addition of a SDR700m minimum requirement for third party liability arising from terrorism, ie surface damage, could push some carriers to buy higher limits of cover than the current $1bn per occurrence.  But he told Insurance Day this does not necessarily mean airlines will be paying higher insurance premiums because the actual risk exposure may not in fact have changed.  However, he acknowledged that this may not be the approach underwriters will take and it will depend on their individual rating procedures.  He also said the SDR250,000 passenger limit seems to be relatively low and said that any well-advised carrier would impose a higher limit on itself, allowing $3m as a worst case scenario.  In their political agreement, the EU Council of Ministers have made a number of amendments to the regulations, which will now be passed to the European Parliament for its second reading of the legislation. The council has, for instance, redefined what it considers to be an "aircraft operator" to ensure that anyone owning or running a civil aviation service is covered. The original definition could have allowed some operators to escape the regulation's provisions, ministers feared.  Meanwhile, another amendment would allow individual member states to use their discretion to decide whether to enforce the regulation's insurance requirements on air carriers that merely overfly their airspace. However, EU countries will still be required to refuse any carrier landing access if it does not observe the insurance requirements; if they have landed anyway, a government would be forced to ground such aircraft until an air carrier or aircraft operator produces evidence of adequate insurance.  This insurance should cover aviation specific liability for passengers, baggage, cargo and third parties; regarding passengers, baggage and cargo, insurance should include coverage for death and personal injury caused by accidents and for loss or destruction of or damage to baggage and cargo.  However, there was no unanimous agreement on all the points approved by the Council. Germany abstained because it felt uncertain whether the new terms would benefit the insurance sector. Denmark voted in favour, but reserved the right to impose equal insurance cover for passengers on both commercial and non-commercial flights. The new agreement generally sets insurance levels at a higher rate for passengers on commercial flights. 
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