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Terrorism Risk Insurance Act (TRIA):
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LLL UPDATE

 TRIA expires 12/31/05 (enacted Nov. 26, 2002)

* Pan-industry coalition coalescing around a 2-year extension

* House subcommittee hearings held April 28—went well
» H.B. 4634 introduced in June 2004
> Passed by subcommittee September 30

* Senate hearings May 18—many committee members amenable
BUT seem inclined to wait for Treasury study due June 2005

* Reauthorization opposed by some groups (e.g., CFA, AEI)

* Exclusionary language (except WC) for terror already
developed by ISO & approved in 46 jurisdictions



.. Federal National Security and

LLL  Counterterrorism Seending
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Federal national
security and anti-
terror spending
increased by 55%
between FY2001
and FY2004

Total Excludes:

> Billions spent by
state and local
governments

» Mitigation costs
borne by private
industry

> Cost of terrorism
insurance



. Structure of the Terrorism Risk
Insurance Program
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* Company retention based on direct premiums written.

Government recoups payouts below $10B in Year 1, $12.5 Year
2, $15B Year 3 with 3% max surcharge on policy premium Source: U.S. Congress, Insurance Information Institute.




Insurance Industry Retention
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ARE WE THERE YET?

THREE YEARS AFTER
9/11, IS TERRORISM AN
_ INSURABLE RISK?
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cee [Terrorism Violates Traditional
Requirements for Insurability

Requirement | Definition

Estimable elnsurance requires large number of
Frequency observations to develop predictive
rate-making models (an actuarial
concept known as credibility)
Estimable eMaximum possible/ probable loss
Severity must be at least estimable in order to

minimize “risk of ruin” (insurer
cannot run an unreasonable risk of

insolvency though assumption of the
risk)

Source: Insurance Information Institute



ves lerrorism Violates Traditional
LLL Requirements for Insurability (cont'd)

Requirement | Definition

2 . eMust be able to
Diversifiable spread/distribute risk across

Risk large number of risks
o“Law of Large Numbers”
helps makes losses
manageable and  less
volatile

Random eProbability of loss
occurring must be purely

Loss random and fortuitous

Distribution/ | ®Events are individually
unpredictable in terms of

Fortuity time, location and
magnitude

Source: Insurance Information Institute
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(01 Additional Insurability Concerns

= Information Problems:

» Traditional Insurance assumes that emerging issue information is
available and shared (Terrorism information sharing 1s
“asymmetric” — Classified data 1s not shared).

* Unique Role & Responsibility of Government:

» Insurance is designed for policyholders’ insurable interests
(Victims of terrorism are mostly surrogate targets for attacks
mainly aimed at government, and the government is in a unique
position to influence the likelihood of attack based upon foreign

policy.)

Source (this slide and next three): Terrorism, TRIA, and a Timeline to Market Turmoil? by James Macdonald of
ACE USA, presentation before the Real Estate Roundtable, April 22, 2004.
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LLL Additional Insurability Concerns

* Surplus Impairment Risk:

= Statutory Accounting requires insurers to set aside reserves for
the ultimate liabilities arising from the imnsurance policies they
underwrite. (Insurers are not allowed to post reserves for losses
that have not occurred. Therefore, insurers are not allowed to post
reserves specifically related to catastrophe losses from natural
perils or terrorism until they actually occur. As a result, catastrophe
losses deplete insurer’s capital & surplus base intended for the
security of all policyholders).

»Pre-Loss Funding:

» Almost all insurance assumes that premiums are paid first,
normally at the inception of the policy. (In terrorism programs or
pools, private and public sector solutions, such as TRIA, often use
a combination of pre-loss and post-loss funding. )



ves lLerrorism & Workers Comp:
Unique Insurability Problems

* Unlimited risk-of-ruin due to uncapped medical
obligations and lifetime income payments

»9/11 transformed many WC underwriting decisions into capital
management decisions.

* WC insurers cannot exclude terrorism in any state. WC
“take-up” ratio = 100%

» With the exception of PA state WC laws do not even permit
exclusion of war.

* Traditional statewide rating approach is completely
unsuitable for pricing terrorism

» Office worker in Times Square = Same premium as office
worker 1n Rochester? Also: Lowest rated classes present

disproportionate risk to terrorist loss (assuming an attack similar to
9/11): office, secretarial (8810).



Terrorism & Workers Comp:
Unique Insurability Problems
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* New Exposure Basis:

»Employees by location — not yet formally embraced by rating
agencies — new underwriting & exposure management systems

now required.

= Catastrophe Reinsurance:

» Prior to 9/11, life insurers provided low-cost WC reinsurance
over single event insurer retentions of $10 million or less — with
no Terrorism or NRBC exclusion. New Bermuda capacity has
not replaced the life remsurers, who exited market after 9/11. No
NRBC 1s available to today for national account insurers.

Source: Terrorism, TRIA, and a Timeline to Market Turmoil? by James Macdonald of
ACE USA, presentation before the Real Estate Roundtable, April 22, 2004.



CAPITAL, CAPACITY &
PERFORMANCE

CAN INSURERS AFFORD
ANOTHER MAJOR TERRORIST
4 4 4 A T T A CK ?
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eee ept. 11 Industry Loss Estimates

(8 Billions)
. Property -
5 OL‘;‘*W WTIC 1 & 2
Other 310 G.1%) 3 6 (11.1%) Property -
Liability Other
$4.0 (12.3%) $6.0 (19.5%)

Aviation
Liability
$3.5 (10.8%) Biz
Interruption
Event $11.0 (33.8%)
Cancellation Workers

$1.0 (3.1%) Comp

Aviation Hull $1.8 (5.8%)
$0.5 (1.5%)

Current Insured Losses Estimate: $32.5B

Source: Insurance Information Institute



P Death Toll from
LLL September 11, 2001 Terrorist Attack

EVENT DEATHS
WTC victims (workers & visitors)* 2,605
WTC hijacked jets (incl. 10 hijackers) 157
Pentagon victims on the ground 125
Pentagon hijacked jet (incl. 5 hijackers) 64
Pennsylvania jet crash (incl. 4 hijackers) 44
TOTAL 2,995

Source: *New York City Medical Examiner estimate of 2,752 (as of 29 Oct. 2003), less 147 killed on hijacked jets.



¢¢¢ Top 10 Insured Losses Worldwide,
L 1970-2004 ($2003)
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*Insurance Information Institute estimate; Hurricane Charley figure is from ISO/PCS. Both in 2004 $.
Sources: Swiss Re, “Natural Catastrophes and Man-Made Disasters in 2003,” Sigma, no. 1, 2004;
except Sept. 11 estimate from Hartwig, Robert P., 2004 Mid-Year Property/Casualty Insurance
Update, Insurance Information Institute. Figure is stated in 2001 dollars.



oo Insured Loss Estimates
m (As of September 13, 2002)

Top 20 Groups (pre-tax, net of reinsurance, $ millions)

=z 3500
°§ q\n’ NOTES:
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§ 3000 b‘sy K *Includes $474 mil for American Re
s 2
2500 - Vo n.\‘o **Includes $289 mil for Converium
Y

*#*Insurer 1s bankrupt

Source: Morgan Stanley, Insurance Information Institute as of September 13, 2002.



ses 1op 5 Costliest Terrorist Attacks
(by insured property loss™)

$35,000
$30,000
$25,000
$20,000
$15,000
$10,000
$5,000
$0

$32,500

9/11/01

2,995 Killed
*2.250 Injured

9/11 Terrorist

Attacks

$ Millions, Adjusted to 2001 Price Level

4/24/93
1 Killed
*54 Injured

$907

Bomb Near
NatWest Tower
in London

Oklahoma City bombing in 1995
cost insurers $125 million

6/15/96

2/26/93

*0 Killed *6 Killed
*228 Injured 725 Injured
$744 $725
IRA Car Bomb Bomb in WTC
Near Garage
Manchester
Mall

*Includes property, business interruption and aviation hull losses.

Source: Swiss Re; Insurance Information Institute.

4/10/92
*3 Killed
*91 Injured

$671

Bomb in
London
Financial
District




e Under Most Scenarios TRIA Is
mDormant But Vital When Triggered

P&C U/W Loss With and Without TRIA Support
U/W Loss ($ B)
250

68%
/ L
e Total loss as % of
policyholder surplus ‘
150 —
100 TRIA not triggered : '
under approximately 20%
50 98% of scenarios : 12% e
2% 2% 4% OF
0 e i N - I . ._

9/10 3/4 1/2 1/4 1/20 1/25 3/10 1/50 1/100 1/500 1/1000
Chance of an Event

B Industry Loss with TRIA O Federal Contribution @ Excess of TRIA Limit
Source: EQECAT, NCCI



Percent of 2003 Surplus Lost Due to a
&&% 325 Billion Terrorism Attack in 2004
L With TRIA in Place

@ T I —a—ss,sS
Top 10 US P/C Insurers by Market Share

325% | Even with TRIA in place, some
major insurers will lose more
than 10% of their policyholder
surplus: Terrorism is a clear
threat to stability.

14.7%

14.4%

13.3%

115701 A 0,

1 2 3 4 S 6 i 8 9 10

Source: The Economic Effects of Federal Participation in Terrorism Risk, Analysis Group, September 14, 2004.



cee Estimated Workers Comp Insured
Losses & Deaths for Terrorist Events

Fatalities 173,000
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o6 e Port Security War Game Estimates $58B
Impact from Simulated Terrorist Attack

PORT SECURITY WAR GAME—ECONOMIC IMPACT
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U.S. Policyholder Surplus:
1975-2003

Capacity at year end 2003 was just
2.3% above its mid-1999 peak

i

| $339.3 Billion in mid-1999 and
| fell by 15.9% ($53.9 billion) to

Surplus (capacity) peaked at

$285.4 billion at year-end 2002 r‘/(‘

/(“Surplus ” is a measure of

underwriting capacity. Tt is
analogous to “Owners

Equity”™ or “Net Worth™ in
non-insurance organizations
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Source: A.M. Best, ISO, Insurance Information Institute




¢ee Capital Myth: US P/C Insurers Have
LI,L$35 0 Bllllon to Pay Terrorism Claims

Total PHS = $298.2 B as of 6/30/01 roioe bachs .
= $291.1 B as of 12/31/02 “target” lines net of Commercial
— $347.0 B as of 12/31/0; reserve deficiency RESEIVY
Deficiency
"Target" $30 billion (est.)
Commercial* 9%
$114 billion
33%
Other
Commercial
$58 billion
17%
Personal
$146 billion
42%

*Target” Commercial includes: Comm property, liability and workers comp; Surplus
must also back-up on non-terrorist related property/liability and WC claims
Source: Insurance Information Institute estimates based on A.M. Best Q.A.R Data.




.. US Reinsurers: Change in
LLL Policyholder Surplus (8 Billions)

Reinsurer PHS fell 20% from
1998-2002. Capacity today similar

to 1998. Same story globally.
$64.6
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e, U.S. Insured
(Ll Catastrophe Losses (8 Billions)

2004 could become the second
worst year ever for natural

$30 - disaster losses in the US $28.1
$25 - $22.9
$20 - $16.9 $17.0
$15 - $12.9
10.
$10 {$7.5 $8.3¢7.3 $10.158.3
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*2004 figure is 2004 estimate as of September 20, 2004.

Note: 2001 figure includes $20.3B for 9/11 losses reported through 12/31/01. Includes only business
and personal property claims, business interruption and auto claims.

Source: Property Claims Service/lSO; Insurance Information Institute



Underwriting Gain (Loss)
1975-2003
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In 2001 insurers paid out $52 billion
more in loss and associated expenses
than they earned in premiums
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ses Property/Casualty Insurer ROE vs.
LLL Industry Cost of Capital: 1991 — 2003
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s ROE vs. Cost of Capital:
US P/C Insurance. 1991 — 2004F

20%

The non-life insurance industry achieved its costs
of capital in 2004 for the first time in many years
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m Insurer Downgrade/Upgrade Ratio™
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eee P/C Company Insolvency Rates:
1 1993 to 2002

1.33%

1.02% 1.03%

10-yr Failure Rate

020,

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Source: A.M. Best; Insurance Information Institute



PRICING
ENVIRONMENT
PRE/POST 9/11

CAN BUYERS OF INSURANCE
AFFORD ANOTHER MAJOR
m TERRORIST ATTACK?
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Cost of Risk: 1990-2003*
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cee Components of Cost of Risk Per
Lt $1,000 of Revenue™

% Change

00103 T45.8% +90.3% +113.8%
4.0 6 - 5300 12001 2002 H2003
$3.5
$2.9
0 s o +107.0%
$2.5
$2.07 .
$2.0 - $1.86 +44.8%
+150.0%
$1.5 1 $1.26 $1.15
$1.0 - $1.00 $0.96 $0.82
$0.5 - $0.46
$0.0
Total WC  Total Liability Total Other Costs Total Admin. Total Mgmt.
Costs Costs Property Costs Liability
Costs Costs

* Cost of risk includes insurance premiums, retained losses and administrative expenses
Source: 2003 RIMS Benchmark Survey; Insurance Information Institute



Commercial Premium Rate

LLL  Changes Are Sharply Lower
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.o World Rate-On-Line Index
Lt (1990 = 100)

Reinsurance prices rising, limits

falling: ROL up significantly,
though not as much as after

s Hurricane Andrew in 1992
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THE GLOBAL FACE OF
TERRORISM:

MOST MAJOR ECONOMIES HAVE
CREATED PERMANENT
GOVERNMENT-BACKED

TERRORISM INSURANCE FUNDS
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N Governments Insuring
LLL Terror Risk

Government Backed Terrorism Insurance Programs
Terrorism Risk

Insurance
Country Provider Details
United Kingdom Pool Re Created 1n 1990°s due to IRA terrorism losses.
Spain Consorcio Covers “Extraordinary Risks” such as Earthquake,

Volcanic Eruption, Flood, Storm, Terrorism and
Civil Commotion

South Africa SASRIA Created in 1929 due to political climate in South
Africa - still in existence today.

Israel PTCF Covers losses triggered by politically motivated
violence (including terrorism).

France GAREAT Created post September 11, pool with state
guarantee for terrorism coverage.

Germany Extremos Created post September 11, pool with state
guarantee for terrorism coverage

Australia Created in November 2002

Source: Swiss Re Focus Report: Terrorism



¢e e 10tal International Terrorist Attacks,
2003 (Revised 22 June 2004)

0 Number of Attacks (Total = 208)
Bl Deaths (Total = 625)

In 2003, there were 208
terrorist attacks
222 resulting in 625 deaths

and 3,646 injuries

61
e n ST
0’—‘ 0

Africa Asia Eurasia Latin Middle North  Western
America East America Europe

%

Source: Patterns of Global Terrorism, US Department of State; Insurance Information Institute



oz Total Casualties Caused by
m[ntematzonal Terrorist Attacks, 2003

‘Revised 22 June 2004 =

O Dead (Total = 625) 1,492 In 2003, there were 208
B Wounded (Total = 3,646) terrorist attacks

1,205 resulting in 625 deaths

and 3,646 injuries
867
331
222
76 61
8 6 3
0 0 — 0 0

Africa Asia Eurasia Latin Middle North  Western
America East America Europe

Source: Patterns of Global Terrorism, US Department of State; Insurance Information Institute



¢se International Terrorist Attacks by

ulv T ype 0;‘ Event, 2003

Not Applicable, 1

Skyjacking, 1
Chemical, 1

Assault, 3 Bombing, 119

Arson, 3

Firebombing, 4

Suicide Attack, 11
Kidnapping, 14

Bombings accounted for
S57% of the 208 attacks in
2003, while armed attacks
Armed Attack, 49 accounted for 24%,

Source: Patterns of Global Terrorism, US Department of State; Insurance Information Institute



oo International Terrorist Attacks by
Type of Facility Struck, 2003

Other, 106

Military, 3

Diplomat, 15

Government,
16 Business, 61

Attacks on businesses
accounted for 30% of
the 201 terror attacks
against facilities in
2003, while attacks
against govt. facilities
accounted for 8%,

Source: Patterns of Global Terrorism, US Department of State; Insurance Information Institute




¢se International Terrorist Attacks by

L Casualtz, 2003 %*

Business, 29 Terrorist attacks killed
Government, more civilians than any
859 other group (90% of the
Diplomat,8 | 4,271 casualties), followed
by military personnel
Military, 44 | (19%) in 2003. Business
personnel accounted for
0.7% of casualties (despite
30% of attacks being
against business facilities).

Other, 3,835

*Total of 4,271 casualties consists of 625 deaths and 3,646 injuries.
Source: Patterns of Global Terrorism, US Department of State; Insurance Information Institute



The Market for
Terrorism Coverage




L Terrorism Coverage

Ll Take- UE Rate Rising

Terrorism take-up rate
for non-WC risk rose

through 2003 and e 46.2%
continues to rise in 2004 .

TAKE UP RATE FOR WC
COMP TERROR
COVERAGE IS 100%!!

2003:11 2003:111 2003:1vV 2004:1 2004:11

Source: Marsh, Inc.; Insurance Information Institute



s Terrorism Coverage:
Take-Up Rates by Region

Terrorism take-up
rate is highest in
30.3% the Northeast

Northeast Midwest South West

Source: Marsh, Inc.; Insurance Information Institute
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Terrorism Coverage:

Take-Up Rates by Industry

Energy 40.5%
Media 35.3%
Food & Beverage 34.7%
Habitational/Hospitality 31.5%
Healthcare 31.0%
Real Estate 30.2%
Transportation 29.5%
Utility 27.1%
Financial Institution 26.8%
Public Entity 25.9% | Given the ChOicea
Tech/Telecom 22.1% what percentage
Education 21.6% of employers
Retail 20.0% would forego WC
Manufacturing 18.2% terror coverage?
Construction 12. 20045 | | | | |
0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

Source: Marsh, Inc.



co s lerrorism Premium as a
Percentage of Property Premium

Increase reflects fall in
price of property coverage
rather than increase in

5.18% price of terror coverage

4.36%
FACTSs on Terror Premium Relative
to Property Premium
Highest = Energy Industry = 8.03%
Lowest = Construction = 2.36%
2003:11 2003:111 2003:1V Average

Source: Marsh, Inc.; Insurance Information Institute
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lerrorism Premium as Percentage

LLL of Property Premium, by Industry

Energy
Habitational/Hospitality

Media

Real Estate

Utility

Education
Transportation
Food & Beverage
Public Entity
Technology/Telecom
Retail

Financial Institutions
Healthcare
Manufacturing
Construction

8.03%
7.65%

6.07%

5.09%
4.94%

4.76%

4.76%

4.69%

4.20%
4.02%
3.75%
3.56%
3.31%
3.10%

2.36%

0% 1%

Source: Marsh, Inc.

2% 3% 4% 5% 6%

7% 8% 9%



THE POLITICIZATION
OF TERRORISM

SEVERE
P HIGH

GUARDED
LOW




see If They Don’t Know, Insurers Can't
Presume to Know Either
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They're Here and Plans are
“90% Complete” to Attack

Ashcroft:
Al-Qaeda
plans U.S.

Cites claims that plans
are 90% complete
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Al Qaeda ready

Ashcroft puts
nation on alert

By BRIAN BLOMGURST  Boston. the  Republican
convention in New York
Post Correspondent Gy 2o he b
WASHINGTON ~ — 2 e it
Alggeds e Tt dinecior ashed
i et e e e o i e st
immrdpcadraly e
T T ﬁ’.ﬁ':’.‘f rorists who could b part of
keased photos
eraus operat
Counbartiamos. los: st
volunteers whose messages
St T e nest Ty were found on an 2l Qacda
months, Ashcroft and FB1  marfyrdom video.
Director Robert  Mueller Hes a Canadian citizen
w0l reporters. bomn in Tunish with flight
Offickls in New York training who preparod for a
said there s no specific i 5econd wave of attacks on
formation indicating the  the Unlted States after the
ity s tanget. 1 strikes.
s et MAdam Yahiye Gadahn,
Jevelwill stay at “elevated” 28 bomin the U'S.

cude yellow He converted to lslam as
Recent L.mn,gmm a youth, trained in Afighan
ubich focudes terroe camgs and served as

proroe o et g oy
g...,.w..um;-—cm.m dah, top beutcnant fo

mm.:\ in e et
is 90 percent”  mAafi S 32,3 P
mwm for 3 plaacd - kisanl o his 3 dotoate
g in neurological science and
||||.l('l rumn ‘ﬂl’-’ has studicd at the Massa-
e the femor M chisens Instiute of Teche
recently mOVed OPETILVGS  nology and Brandels Uni-
fnto the United States 0 yergiry in the Boston arca,
mﬁﬂi" place for the 5 well 25 in Houson. I
T dtutiog ol Ef,":;“‘;“;f, " Rwow
e Vgl o s Bl S,
\5“0.1 States hard” be ﬁ.‘:j" i Qaede, coveabes

"I avold | sspicien
alQueda s trying fo use
operatives in their late 205
and 35 who could pass as
Eropedn (0arts 1nd who

m ll\lrrl\plmnc of cap-
da liruicnant
it Sk Mo
He speaks English, kniows
¢ w0 fly a plane, and
lived in Florida.
mAmer E-Maati, 41, 3 -
gensed pilot weho discused
Bijacking a plane Ir
and flying it into 5 mum,,-
e Uslied Sl
h\-rm that could be tar- Farut o~
geted include the Waorkd amamed ) Abmed) K-
War Il Memorial dedicat-  fan Ghailani, both about 30,
fon s workend, e who were ndiced in the
Fourth of July holiday, G-8  United States for their roles
Summit in At the I the 1998 East Africa em-
Democratic convention fn  hassy bombings.

Ancaicans w do s By

SEEKING IN FORMATIO

against the United States.

AAFIA SlDﬂIQUl

A!DEIIMOI-IF IBEY

L
AMER EL-MAATI

m

ADAM YAHIYE
GADAHN

CONTACT INFORHATION

Thsalndﬂdnkmhelmwd‘t in connection with possible
terrorist threats
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FAGES OF EVIL: The FBI yesterday released this wanted postar of suspacted
(

terrorists who may be in this country — planning a new al Geeca attack.

U.S. scores big against Sadr

q — US. troops scored 3 from Naiaf — except for thase who live
4« apainat Shilte gunmen

yesterday, arresting a key lieutenant of

Tadical cleric. Muquads aiSadr in

clashes that 4 24 people and
wounded nearly 50.
quv national security sdviser said

Sadr had offered to remove his fighters

* Most major

government officials
believe another attack
1s iImminent

* Terrorists’ plans are

0% complete for nex
attack

e Government has no

1dea of how, when,
where, who or what
kind of attack 1s next.



Ability of Terrorism to Affect
& Political d:ttcames Also Sbéggests
e

Terrorism Uninsurab

* March 11 Madrid bombings
taught us that terrorism can be
used to not only kill people and
destroy property, but affect
political outcomes

* American actions abroad likely
influence likelihood of attack in
US. [e.g., Is Iraq an al Qaeda
recruiting tool?]

 Both seem to be inconsistent
with insurability




¢e¢ Number of Chemical Plants that
Could Threaten Nearby People

7798 H EPA B Homeland Security How is it that the EPA
’ DHS come to such
radically different
conclusions?
DHS estimate
DHS estimat is 98% less
estimate than EPA
is 43% less
than EPA R

2

Threatens More Than 1,000 People Threatens More Than 1,000,000 People

Source: EPA and Department of Homeland Security from the Wall Street Journal, “Chemical Plants Still Have
Few Terror Controls,” August 20, 2004, p. B1; Insurance Information Institute



(i Summary

Large scale attacks still not insurable even 3
years after 9/11

Too many solvency-threatening scenarios

Workers Compensation has many unique
problems and take-up rate is 100%; No
exclusions allowed

Politicization of terror risk makes insuring
against terror even more problematic

Timely TRIA renewal in jeopardy
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