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the federal government acts as the direct insurer 
providing terrorism coverage to policyholders and 
paying for losses caused by terrorism (Reinsurance 
Association of America 2002). Under this scenario 
the federal government would provide terrorism risk 
insurance to policyholders in direct competition with, 
ar to the exclusion of, insurers in the private market. 
In some of the thirteen insurance programs created by 
federal statute that cover risks where insurance is not 
generally available in the private markel, the federal 
govenllnent assumes the role ofa primary insurance 
company providing direct insurance coverage to 
policyholders. While the sources offunding vary from 
program to program, in one way or another the federal 
government subsidizes all thirteen programs, five with 
direct payment. In addition, the ability to pay claims 
in four of the programs is guaranteed by the full faith 
and credit of the U.S. government. 

Operational details of the new program could be 
modeled after the Aviation and Maritime-War Risk 
Programs, which insure against losses resulting from 
war, terrorism and other hostile acts when commercial 
insurance is unavailable on reasonable tenns and 
conditions, and continued air and maritime service is 
detennined to be in the interest of U.S. policy. The 
new program could also be modeled after the National 
Insurance Development Program (Riot Re), which 
effectively insured against property losses caused by 
riot and civil disorder and provided property owners 
with afIordable insurance in high-risk urban areas 
following riots in cities across the country during the 
1960s and 1970s. After insurance companies were able 
to reestablish a market for urban property insurance 
during the 1980s, Congress decided to eliminate the 
Riot Re program (McCool 200 1). 

Based on the experience of the thirteen insurance 
programs currently sponsored by the federal 
government, TRIP could be an effective but potentially 
expensive program. If, however. in an effort to avoid 
problems with the economy that might result from not 
having terrorism coverage, Congress were willing to 
appropriate the funds necessary to operate the 
program, authorize the subsidies necessary to make 
premiums affordable, and guarantee payment oflosses 
caused by future terrorist attacks, TRIP could be an 
effective alternative to TRIA. 

As a result of Congressional creation of TRIA. 
support for a ne,v program like TRIP is highly 
improbable. The current administration and Congress 
have no desire to increa<;e the government bureaucracy: 
instead, the goal is to make the marketplace work 
independent of government intervention. 

The costs associated with allowing the federal 
government to provide terrorism insurance directly to 
policyholders would be high, especially if the 
governmenl attempts to establish premiums at a level 
that policyholders would be willing to pay. In addition, 
there is a very real danger of adverse selection against 
that program in that only policyholders located in a 
large urban area will purchase insurance. This will 
lower the available risks in the pool and signitkantly 
increase the cost of the program. Also. setting up the 
bureaucracy nccessary to underwrite. administer, and 
pay claims associated with losses caused by terrorist 
attacks, in addition to paying for the losses themselves, 
is likely to be prohibitively cxpensive compared to 
other alternatives. 

In setting up a government program to provide 
terrorism risk insurance coverage directly to 
policyholders, the federal government would be 
required to compete directly with the private insurance 
industry for employees with the skills and experience 
necessary to carry out the insurance operations. If the 
government decided not to directly emp loy people to 
carry out this program, the administration of the 
program could be outsourced to insurance companies 
whose employees have the underwriting, actuarial. 
administrative, and claims handling skills that the 
program would require. In either case, the government 
would be incurring unnecessary expenses to duplicate 
or pay for skills that are already available in the private 
sector. 

ALTERNATIVE Two: POOL RE, Tm: BRITISH 

MODEL 
This alternative is based on insurance plans in 

other countries, including the United Kingdom, 
Australia, and Pakistan, that have been implemented 
to provide coverage for terrorist attacks. Unlike TRIA, 
participation in this alternative would be strictly 
voluntary with minimum government involvement. 
This alternative could be modeled directly on the 
operations of the Pool RcinslIram'L' ( \ lmpany �L�i�m�i�t�l�.�~�d�,� 
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a mutual insurance company established and regulated 
in the same manner as any insurance company in 
Britain. 

Pool Re is required, for example, to maintain a 
solvency margin in accordance with standard British 
regulations. By its charter, it is authorized only to write 
reinsurance relating to terrorist risks on commercial 
property insurance. Where it differs from standard 
insurers and reinsurers is that the liabilities of Pool 
Re are reinsured by the government of the U.K., to 
which Pool Re pays a reinsurance premium and from 
which it will recover any claims that exceed its 
resources (Tillinghast-Towers Penin 2003). 

Any insurance company operating in Great 
Britain that offers commercial property insurance may 
become a member of Pool Re; however, insurers are 
not required to become members. At the end of 1999, 
Pool Re had 213 members (Tillinghast-Towers Perrin 
2003). If an insurance company chooses not to become 
a member, it has three options if it wishes to write 
commercial insurance: 

• 

• 

• 

It may offer insurance without protection 
against telTorism; 
It may try to find tenorism reinsurance in the 
private market; or 
It may operate without reinsurance protection. 
(Tillinghast-Towers Perrin 2003) 

Pool Re pays its claims using a combination of 
internal and external resources, ananged in layers. 
First, accumulated underwriting profits are used. If 
these are exhausted, Pool Re may call for an 
assessment on its members of up to 10 percent of their 
current year premiums. If this is still insufficient, Pool 
Re may draw on any investment income it has 
accumulated to pay claims (Tillinghast-Towers Perrin 
2003). The British government pays any claims that 
remain. There is no limit to the amount of this 
government guarantee. In Britain, no new legislation 
was needed to set up Pool Re. However, in order to 
enable Pool Re to cany out its role, special legislation, 
the Reinsurance (Acts ofTenorism) Act ofl993, was 
required to authorize the British Secretary of State to 
enter into the reinsurance contract between Pool Re 
and the government (Tillinghast-Towers Perrin 2003). 
Congress could pass similar legislation giving the 
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federal government responsibility to act as a reinsurer 
for private insurance companies in the United States. 

Because pal1icipation in Pool Re is voluntary and 
the British government provides no direct subsidy to 
lower tenorism insurance premiums (although the 
govemment guarantee to pay residual claims is an 
indirect subsidy that will lower premiums) coverage 
remains unaffordable for many policyholders in 
Britain. A plan based on the Pool Re model could 
help make terrorism insurance available in the United 
States but would do nothing to set premiums that 
policyholders would be able to afford and would 
therefore fail to meet one of the major goals that 
Congress set for an effective terrorism risk insurance 
program. 

During early consideration of TRIA in the House 
of Representatives, the insurance industry gave its 
unanimous support for a draft proposal patterned after 
Pool Re. Within a few days, the White House informed 
Congressional leaders of its strong opposition to the 
proposal because Pool Re is pennanent and the federal 
govemment's guarantee to pay claims is unlimited. 
As a result, ally altemative based on the Pool Re model 
is not politically feasible at this time. 

Even though the costs associated with the 
operations of Pool Re have been described as 
reasonable because the insurance industry and the 
British government share costs, the unlimited exposure 
ofthe British government in the event of catastrophic 
losses caused by a tenorist attack is troublesome. A 
plan based on the Pool Re model that provides 
unlimited exposure to the United States government 
could be cost prohibitive because of the possibility of 
future catastrophic losses caused by tenorist attacks 
in the United States. 

ALTERNATIVE THREE: PRIVATE VOLUNTARY 

POOL 

One additional alternative that merits 
consideration anticipates no role for the federal 
government in providing for terrorism risk insurance 
coverage. The American Insurance Association (AlA) 
is a property and casualty insurance trade association 
that represents more than 424 insurance companies 
that write more than $103 billion in premiums each 
year. AlA is currently exploring proposals to develop 
the financial and organizational specifications of a 



The Terrorist Risk Insurance Act of2002 

private tenorism reinsurance pool, as opposed to an 
insurance pool involving government participation or 
one requiring mandatOlY participation by insurers, 
which could only be established by the passage of a 
federal law (2003). The private voluntary pool "would 
provide a layer of shared industry responsibility for 
layers of loss above the levels which individual 
companies wish to retain, and below the thresholds 
for federal reimbursement provided by [TRIA]" 
(American Insurance Association 2003). 

The AlA anticipates that "to be successful, the 
pool must provide equitable and competitively neutral 
treatment for all participating carriers - with respect 
to both premiums charged and losses reimbursed -
regardless of their size, financial strength, mix of 
business, and geographical diversity" (American 
Insurance Association 2003). Insurers are interested 
in exploring the establishment of a private voluntary 
insurance pool to address what the AlA perceives as 
"significant limitations" to TRIA, including the fact 
the TRIA ends in three years, coverage under TRIA is 
limited to foreign terrorism events, and the amount a 
company must pay before receiving federal payment 
can be significant. 

The measure of the effectiveness of a private 
voluntary pool would be based on its ability to provide 
terrorism risk insurance for policyholders that want 
to purchase the coverage. A private voluntary pool 
would start faster than a mandatory pool because a 
voluntary approach does not need the broad consensus 
on concept or design that a mandatory pool would. 
The voluntary pool approach also provides some 
exposure-sharing and risk diversification for 
participants. 

On the other hand, a voluntalY pool does not 
spread risk or funding support as broadly as a 
mandatory pool would. Other disadvantages are that 
policyholders of non-participating insurance 
companies will not be protected, coordination with 
the expiration of TRIA will require careful design, 
and provisions providing for participants to enter and 
exit the pool will be complex. Like TRIA, a private 
voluntary pool would make terrorism risk insurance 
coverage available but only to the policyholders of 
companies that decide to participate in the pool, and 
the high cost of tenorism coverage is likely to remain 
a problem for many policyholders. 

Given the intention of the Bush Administration 
and Congress during consideration of TRIA that 
whatever federal program was established would be 
temporary, the concept of a private voluntary pool is 
likely to win widespread government support. TRIA 
was limited to three years with the expectation that 
the insurance industry would create private market 
solutions like a private voluntary pool after that time. 
State insurance regulators, who are familiar with 
insurance pools that provide homeowner and 
automobile insurance, are also likely to give strong 
support to a well-run private voluntary pool. No 
federal or state legislation would be needed to create 
a private voluntary pool. 

Costs to the government to implement and 
administer a private voluntary pool would be virtually 
non-existent. The only possible cost involved might 
be the loss oftax revenue on the assets the pool would 
set aside to pay claims (assuming that the insurance 
industry could convince the Internal Revenue Service 
that the pool is a tax free entity). 

IMPROVING THE EFFECTIVENESS OF TRIA 

Overall, I believe that amending TRIA best meets 
the goals of creating a permanent program, supporting 
the economy, and protecting against a devastating 
economic result from future ten-orist attacks. Of 
course, amending TRIA or establishing a private 
voluntary pool makes insurance available but neither 
option solves the problems of policyholders who can 
not afford to pay for the premiums to insure themselves 
against losses caused by terrorist attacks. But 
establishing programs like TRIP or Pool Re, which 
make tenorism risk insurance more affordable to 
policyholders as a result of government subsidies, is 
not realistic because of potentially exorbitant costs to 
the federal government and lack of political support. 

Consensus has yet to develop on whether and how 
to improve the effectiveness of TRIA. Some believe 
that TRIA should sunset on December 31, 2005, as 
originally planned by Congress; however, many of the 
constituent groups that supported TRIA initially have 
decided to lobby Congress to make TRIA permanent 
and adopt several amendments to improve its 
effectiveness. 

William Warfel, Professor ofInsurance and Risk 
Management at Indiana State University, is a 
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particularly vocal proponent of making TRIA 
permanent and amending the original legislation to 
increase its effectiveness. Professor Warfel argues that 
TRIA needs to be re-enacted, notwithstanding industry 
efforts to fonTI a voluntary insurance pool to provide 
terrorism insurance coverage, to achieve long-tenn 
market stability and to minimize the potential cost to 
the federal government of a future act of terrorism 
(2003). 

Weighing all of the factors involved, I believe that 
Congress should make TRIA a pennanent program 
and adopt the following amendments, which are 
supported by Professor Warfel and others: 

• Allow for the creation of a tax-free 
catastrophe reserve fund paid for by a 
surcharge on commercial policyholder rates; 
Make the purchase oftelTorism risk insurance 
compulsory for all commercial policyholders; 
and 

• 

• Expand the lines of property/ casualty 
insurance covered by the program. 

While no one can be certain how Congress will 
respond to suggestions like these, suggestions for 
improving the effectiveness of TRIA will continue to 
be debated as alternatives to return stability to the 
terrorism insurance marketplace are explored. Absent 
another terrorist attack in the United States, Congress 
is not expected to take up the issue of ten'orism risk 
insurance again until 2005 - just before TRIA is 
scheduled to end. Finding a solution, in the words of 
Congressman Michael Oxley, Chair of the House 
Financial Services Committee and Chief Sponsor of 
TRIA, is "clitical for America." In originally urging 
the House to adopt TRIA, Congressman Oxley said, 
"We need it to protect jobs, protect our economy, and 
protect the American people against future terrorist 
attacks" (2002). 

It will be no different, and perhaps even more 
important, if a future round of terrorist attacks occurs 
in or against the United States. 

NOTES 

J H.R. 3210, 107th Cong., 2nd Sess. 
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2 TRIA defines terrorism as "an act that is violent or 
dangerous to human life, property, or infrastructure; 
that has resulted in damage within the United States ... 
and that has been committed by individual( s) on behalf 
of any foreign person or foreign interest, as part of an 
effort to coerce the U.S. civilian population or to 
influence the policy or affect the conduct ofthe U.S. 
government by coercion" (Department of the Treasmy 
2003). 

3 For example, the UK created a terrorism risk 
insurance mechanism called Pool Re in response to 
"the international reinsurance market withdrawn 
capacity as a consequence of IRA terrorism in the 
1990 's, which, in tum, led to a state supported solution: 
limited private cover with addition excess cover made 
available for insurance ~ompanies" (Swiss Re 2002). 

4 Prior to the attacks on the World Trade Center and 
the Pentagon, insurers in the United States had little 
or no historical infonnation on which to base pricing 
for insurance coverage for losses caused by acts of 
terrorism (American Academy of Actuaries 2003). 

5 Terrorism risk in many ways closely parallels natural 
catastrophe risks such as earthquakes, stonns, and 
floods yet "even natural disasters have a recorded 
history of a century or more, allowing insurers to 
predict aggregate potential losses over time" (Saxton 
2002). 

6 Catastrophic Nuclear Accident Program; Overseas 
Private Investment Corporation COPIC) Political Risk 
Insurance; National Insurance Development Program 
(Riot Re); National Flood Insurance Program; Bank 
Insurance Fund; Aviation-War Risk Insurance 
Program; Federal Crop Insurance Program; Maritime 
War-Risk Insurance Program; National Credit Union 
Share Insurance Program; Pension Benefit Guaranty 
Corporation Insurance; Savings Association Insurance 
Fund; Service-Disabled Veterans Insurance Program; 
National Vaccine Injury Compensation Program 
(United States General Accounting Office 2002). 
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