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PROTECTING AMERICANS FROM
CATASTROPHIC TERRORISM RISK

Wednesday, September 27, 2006

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CAPITAL MARKETS, INSURANCE,
AND GOVERNMENT SPONSORED ENTERPRISES,
AND SUBCOMMITTEE ON OVERSIGHT
AND INVESTIGATIONS,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittees met, pursuant to notice, at 10:04 a.m., in
room 2128, Rayburn House Office Building, Hon. Richard H. Baker
[chairman of the Subcommittee on Capital Markets, Insurance, and
Government Sponsored Enterprises] presiding.

Present: Representatives Baker, Oxley, Bachus, Kelly, Ryun,
Biggert, Fossella, Feeney, Hensarling, Garrett, McHenry, Camp-
bell, Kanjorski, Maloney, Moore of Kansas, Capuano, Hinojosa,
Crowley, Clay, Israel, McCarthy, Baca, Lynch, Miller of North
Carolina, Scott, and Cleaver.

Chairman BAKER. I would like to call this meeting of the Capital
Markets Subcommittee to order. Today, we meet in a cooperative
environment with the Committee on Oversight, chaired by Mrs.
Kelly, who will conduct the hearing in the course of the second
panel this morning.

We also are reviewing the recently publicly released GAO report
on the subject of unconventional weapons reinsurance coverage,
and find the report to be of real value to the committee’s consider-
ation.

We have two very distinguished panels of witnesses from whom
we look forward to hearing their perspectives on current market
condition, and I will quickly summarize what I believe to be the
important findings of the report: one, that the current structure of
TRIA as passed by the Congress appears to offer little incentive to
market participants to extend NBCR coverage; two, that while cov-
erage for conventional weapons threats appear to have expanded
within the market, unconventional coverage has not concurrently
grown at all; and three, the conclusion reached by the GAO, to me,
most important, given the challenges faced by insurers in providing
coverage for and the pricing of NBCR risks, any purely market-
driven expansion of coverage is highly unlikely in the foreseeable
future.

I think it makes clear that the committee’s work and responsi-
bility to respond to this observation is, indeed, important, and I am
hopeful that we will hear suggestion as to how modifications to the
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existing TRIA coverage may be offered and some taxpayer respon-
sible mechanism should be deployed, and for my own purposes, just
wish to reiterate one element of a structure that I think important,
and that is to view this assistance more in terms of a bridge loan
as opposed to a grant, that at such time as it is necessary to call
on the taxpayer to ensure market stability of the insurance indus-
try, that at such time the industry returns to profitability, that any
funds advanced be repaid to the taxpayer.

In that fashion, we can ensure that there are favorable market
conditions for stability in the insurance world, while at the same
time not creating a moral hazard risk for taxpayers who would feel
inappropriately taxed for purposes that would not necessarily be
clear to them.

Given those general overview statements, I welcome all of our
witnesses to our hearing this morning, and I now turn to Mr. Kan-
jorski for any opening statement he may choose to make.

Mr. KANJORSKI. Mr. Chairman, we return this morning to a
question that we have often discussed in the last 5 years: how best
to protect the American economy from terrorism risk. After the Al
Qaeda attacks of 5 years ago, reinsurers curtailed the supply of ter-
rorism insurance, and insurers began to exclude such coverage
from policies. In response, Congress belatedly enacted the Ter-
rorism Risk Insurance Act to address these pressing problems. Last
year, after encountering an unnecessary delay, we decided to ex-
tend this law for 2 more years.

TRIA is critical to protecting our Nation’s economic security. We
also designed TRIA to be a temporary backstop to get our Nation
through a period of uncertainty until the private sector could de-
velop the models to price for terrorism reinsurance. I agreed with
this decision. The reinsurance industry is dynamic, and we should
not interrupt the development of new products.

That said, however, it has become increasingly clear that it will
take some time for the private marketplace to develop and offer
terrorism reinsurance products, particularly for nuclear, biological,
chemical, and radiological threats. Yesterday’s report by the Gen-
eral Accountability Office concludes that these risks are distinctly
different from those hazards that are predictable, measurable in
dollar terms, random, and unlikely to result in catastrophic losses
for an insurer. Given these challenges, the GAO found that, “any
purely market driven expansion of coverage,” for these specialized
terrorism risks is “highly unlikely in the foreseeable future.”

Late last year, when the House passed the initial bill to extend
TRIA, we included language to provide protection against nuclear,
biological, chemical, and radioactive terrorism incidents. We also
included provisions to provide protection against domestic ter-
rorism events and incorporated group life insurance as a covered
line. Unfortunately, the final agreement adopted none of these re-
forms.

We need to revisit each of these matters in the coming year be-
fore TRIA once again expires. We additionally need to work to de-
velop a comprehensive, long-term solution to the problem of insur-
ing terrorism risk, rather than continuing to address these issues
on an ad hoc basis every 2 years and creating unnecessary uncer-
tainty for the marketplace.
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To the extent possible, I continue to believe that any workable
solution should allow for the private sector to underwrite the ter-
rorism risks that it can cover. However, because terrorism risk is
a societal problem and because the size of certain catastrophic ter-
rorism risks would likely exceed the resources of the private sector,
the Federal Government will likely need to play some role in this
new system.

Many of our witnesses today have already begun to think about
what a long-term solution to these matters should look like. I look
forward to hearing those ideas. I also want to assure them that I
have an open mind on these matters.

In closing, Mr. Chairman, I have regularly noted that the provi-
sion of terrorism insurance is not a Democratic or Republican
issue. It is an American issue, a business issue, an economic secu-
rity issue. I therefore continue to stand ready to work with all in-
terested parties on these important matters.

Chairman BAKER. I thank the gentleman for his statement.

Mrs. Kelly?

Mrs. KELLY. Thank you, Chairman Baker, for agreeing to co-
chair this important hearing with me. I believe it is especially fit-
ting that the last hearing of our subcommittees this Congress is
gfqing to be on the subject that is of the most importance to each
of us.

The September 11, 2001, terrorist attacks on our country dev-
astated our economy both nationwide and in New York. Thousands
of lives and billions of dollars in property were destroyed in a sin-
gle morning. While our national economy has largely recovered, we
in New York still face the physical reminders. Our efforts to re-
build have been hindered by the lack of terrorism insurance avail-
able in the immediate aftermath of 9/11.

Thanks to Chairman Oxley and you, Chairman Baker, and oth-
ers, this committee has passed and renewed terrorism insurance
legislation. Economic development in New York and elsewhere is
moving forward, including the construction of the Freedom Tower
in lower Manhattan.

Our second panel consists of representatives from the World
Trade Center development, along with business leaders from New
York, and I welcome their testimony.

The GAO report that was released yesterday confirms the con-
tinuing terrorist threat to our country, and it demands a Federal
backstop to our insurers so that it includes, also, nuclear, biologi-
cal, chemical, and radiologic attacks. We do not charge people more
money for health insurance if they are hit by a car or a bus, and
I do not think we should charge America’s consumers moire for cov-
erage depending on which weapons our enemies use against us.

Similarly, I think we must extend the protections of TRIA to
group life coverage. Failure to include group life coverage is the
economic equivalent of a neutron bomb. It protects employers
against the loss of a building, but it leaves families exposed to the
financial consequences of losing their loved ones.

I was very pleased that the bill I cosponsored with you, Mr.
Baker, in the House last year contained this coverage, and I hope
that we will work together to make sure the bill we pass next year
does the same.
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I urge all members—again, this morning, it is a busy morning,
and I would urge all members to limit opening statements so that
we can move on and hear from these important witnesses. I thank
you, and I yield back the balance of my time.

Chairman BAKER. I want to thank the gentlelady for her leader-
ship on this issue, and all members from the New York delegation
have been very focused in trying to seek a remedy that is appro-
priate, and I do appreciate her work product.

Ms. Maloney?

Mrs. MALONEY. Thank you very much, Mr. Chairman and Rank-
ing Member, for holding this hearing, and I congratulate all of the
witnesses today.

In particular, I would like to welcome my constituent and good
friend, Sharon Emek, from the Independent Insurance Agents and
Brokers of America, who will be talking about the impact on small
businesses and the challenge that they face in trying to get anti-
terrorism insurance.

As a proud representative of New York City, one of our financial
centers and the site of Ground Zero, I am deeply committed not
only to our national security, but an important part of our national
security is economic security, and we cannot have that without a
strong anti-terrorism insurance program with a Federal backstop.

The Al Qaeda attacked the World Trade Center and caused a ter-
rible loss to life and economic loss. We were very proud that our
markets reopened very quickly afterwards and our economy moved
forward, but I can tell you, of all the challenges that we faced in
New York—and they were huge, and we rose to that occasion.

The private sector, the individuals did heroic work to rebuild the
economy. The number one challenge that we had was getting insur-
ance. After 9/11, nothing moved until this Congress finally passed
anti-terrorism insurance. That was a great day for New York.

The building started going forward, but what I hear from individ-
uals, what I hear from the real estate roundtables and the trade
organizations is that our businesses cannot get insurance now un-
less there is a provision on their insurance plan that says that this
is contingent on getting a Federal backstop and Federal anti-ter-
rorism insurance.

I have heard stories that some have had to go to Lloyd’s of Lon-
don to get insurance, and that the cost has escalated and ham-
pered, but right now, what we face is that it may expire, and with
that would end the economic development efforts that are taking
place in New York and I would say across the country.

I would like to congratulate this Congress and really the leader-
ship of the two—of the ranking member and the chairman and my
colleague from New York, Sue Kelly, in passing the TRIA legisla-
tion.

We need to renew that, or some form, and it must include uncon-
ventional weapons—nuclear, biological, chemical, and radio-
logical—because that is what the insurance agencies are demand-
ing.

The Government Accountability Office issued a report yesterday,
and it states very clearly that, given the nature of these risks, we
cannot expect the private sector to solve this problem alone, and
I quote from the independent Government Accountability Office.
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“Given the challenges faced by insurers in providing coverage for
and pricing for nuclear, biological, chemical, and radiological risks,
a purely market-driven expansion of coverage is highly unlikely in
the foreseeable future,”.

I encourage all of my colleagues to read this very excellent re-
port, which explains this conclusion in detail.

Given this information, it is, once again, up to use to renew TRIA
long before it expires at the end of 2007. As the witnesses will ex-
plain, the alternative is absolutely unacceptable.

At the same time, we must provide for a true blue ribbon com-
mission, with representatives from the industry, from affected pol-
icyholders, from victims and government, to study the problem and
to come up with recommendations for potential long-term solutions.

I was profoundly disappointed that this provision was removed
from our last bill, and I will work hard to get it back in in any re-
newal we have. We from New York have some experience dealing
with terrorism and its aftermath. So, this issue is very, very press-
ing for us, and many other cities, but it is a very serious error to
ifieW this as a New York or urban problem. It is a national chal-

enge.

Terrorists can strike anywhere, and in fact, studies by the Rand
Corporation and others suggest that they may be more likely to at-
tack less “hardened targets” and other locations, including rural lo-
cations.

Chairman BAKER. Can the gentlelady begin to sum up?

Mrs. MALONEY. Well, I have a lot to say on this, but time is of
the essence, so I request permission to put all of my comments into
the record.

Chairman BAKER. Without objection.

Mrs. MALONEY. I appeal to my colleagues on both sides of the
aisle to work together, as we have in the past, to renew TRIA.

Thank you for this hearing.

Chairman BAKER. I thank the gentlelady for her continued effort
on this important subject.

Mr. Hensarling?

Mr. HENSARLING. Thank you, Mr. Chairman. I want to thank you
for holding this hearing. It is truly a very serious topic that we dis-
cuss today. I was one of many who voted to extend TRIA, but at
the time, I said that I had concerns about any time of permanent
Federal backstop, and I come into this hearing continuing to have
an open mind but somewhat of a skeptical mind, as well.

Number one, truly I believe that the best way that we can reduce
the risk of catastrophic terrorism is to unite together and figure out
the best way to win this war on terror, clearly a debate for a dif-
ferent committee and a different time.

I have a skeptical mind about a permanent reinsurance program,
because I still have a firm belief in the power of the marketplace,
given time, that if truly these types of policies are demanded,
somebody will provide it at the relevant cost.

Yes, I did spend most of last evening reading over the GAO re-
port, and did note their conclusion that nuclear, biological, chem-
ical, and radiological risk is distinctly different.

I have not done my—I have not studied the history of the indus-
try, but I am curious about other phenomena that at one time in
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American history were distinctly different that somehow the indus-
try had to learn how to deal with, be it airline crashes, oil spills,
power outages, data losses.

Clearly, this type of risk is different in its catastrophic nature,
but it wasn’t that many years ago that this Nation faced the Soviet
Union, with their massive nuclear arsenal, with thousands of nu-
clear warheads pointing at us, and we all knew the nightmare of
mutual assured destruction.

I am somewhat curious how we as a Nation, in dealing with that
risk, handled that catastrophe. Next, I am skeptical of any long-
term Federal backstop, because I do not think the history of the
Federal Government is particularly stellar in this area, when I look
at what we have had to do recently in the Federal flood insurance
program, which is having to be bailed out with billions of dollars;
the Pension Benefit Guarantee Corporation, billions of dollars; and
we all know about the plight of Social Security and Medicare and
their trillions of dollars of un-funded liabilities.

So, I continue to be very concerned, particularly about families
who have a lot of their net worth in their homes, small businesses,
but I also know, when it comes to very large, sophisticated busi-
nesses, there are other ways to reduce their risk, and that is not
to have too much of their money in any one given bill.

So, I know we have a number of serious challenges here. I look
forward to hearing from our witnesses, and I hope that, indeed, we
will explore all options, and particularly those that might limit the
taxpayer exposure.

With that, I yield back.

Chairman BAKER. I thank the gentleman.

Mr. Moore?

Mr. MOORE OF KANSAS. Thank you, Mr. Chairman, for having
this hearing. I would like to thank you and Chairwoman Kelly for
having this hearing today. It is very important, I think.

I would also like to welcome Greg Case, the president and CEO
of Aon Corporation, and a Kansas native, who is testifying before
us today on the first panel.

The GAO released a study this week that examines the insur-
ability—and we have heard about that some here this morning—
of risks from nuclear, biological, chemical, or radiological weapons
attacks. The GAO study concludes that the risk of attacks from
NBCR weapons generally fail to meet most or all of the principles
of an insurable risk.

As we know too well, the terrorist attacks of September 11, 2001,
resulted in thousands of deaths and injuries, along with the de-
struction of the World Trade Center, and many other buildings and
businesses in New York. Unfortunately, those attacks also resulted
in significant economic and insurance losses.

A recent study by the American Academy of Actuaries estimated
the insured losses that could arise in four U.S. cities as a result
of NBCR attacks. In New York alone, a large NBCR event could
cost as much as $778 billion, with insured losses for commercial
property at $158.3 billion and for workers comp at $483.7 billion.

There are limited circumstances, I think, when the Federal Gov-
ernment needs to step in, when a private market fails to develop
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in a certain area, and flood insurance is one of those areas. I be-
lieve that terrorism insurance is another.

Extending TRIA is not a partisan issue and should not be a par-
tisan issue, and Democrats and Republicans ought to come together
here to come up with a common sense workable solution to provide
a needed element of stability and certainty to our economy. Ter-
rorist attacks in our Nation don’t target Republicans or Democrats;
they target all Americans, and they affect all of us, wherever we
live and whatever we do. I look forward to continuing the success-
ful public/private partnership that we have forged on this issue, as
Congress works to extend the TRIA program next year.

Thank you, Mr. Chairman.

Chairman BAKER. I thank the gentleman for his statement.

Mr. Garrett?

Mr. GARRETT. Thank you, Mr. Chairman, and once again, I
thank you for holding this hearing, as I join my colleagues here
today, and I wish, as always, that this is a very important issue,
that we would have more of our colleagues here to hear the discus-
sion and testimony of this panel.

I come here today with an open mind, to hear the sides of the
discussion presented. The committee voted in support of the exten-
sion of the TRIA. We did so at the same time that Chairman Oxley
asked GAO to report back to us, as we recently received a report
that would look at the commonly accepted principles of insurability,
and whether NCBR are measurable and predictable, some of the
things that we, from a gut reaction, should be able to answer with-
out a report, but now we will have that report in hand.

In the near future, we are also expecting a more comprehensive
report from the President’s working group, and many of us are anx-
iously awaiting that and trying to find out what the inside story
may be on that, in anticipation of it, but anticipation, considering
where it has come from, I can somewhat predict, not the leaning,
the direction in which that report may come to us.

This is an issue that just continues to—I do not want to use the
word “haunt us” when they go back to the district, but certainly is
raised when we go back to the district, in the State of New Jersey,
from both big and small industry alike, the concern about the
availability of insurance in general for them.

New Jersey, the home of the shopping centers and shopping
malls, maybe the largest concentration in the State of New Jersey,
and the insurability across the various spectrums of insurable risks
and businesses—I am constantly confronted with the issue, from
chamber of commerces and business and industry, when will you
finally, once and for all, address this in one format or another.

So, I will just conclude, Mr. Chairman, that I think Congress
must be taking some action in this area, whether it is on the pri-
vate sector, as Mr. Hensarling suggested, or a more comprehensive
approach, and I thank you for the hearing today.

Chairman BAKER. I thank the gentleman for his statement.

Mr. Crowley?

Mr. CROWLEY. Thank you, Mr. Chairman. I want to welcome this
subcommittee hearing on this terrorism risk insurance, and wel-
come the panel before us and later today.
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The timing is great, with the GAQ’s recent release of its report
on the capacity of the private markets to provide NBCR coverage,
and while we await, with baited breath, the President’s working
group report, the GAO report states, “Given the challenges faced
by insurers in providing coverage for and pricing NBCR risks, any
purely market-driven expansion on coverage is highly unlikely in
the foreseeable future.”

The reasons behind this GAO conclusion that there was no pri-
vate sector market for NBCR are the same reasons why there was
no private sector market for any terror insurance. The fact is there
is no appetite for the global reinsurance market to fill the gap for
either terror insurance or NBCR insurance.

Without some sort of Federal backstop, and I think supporters of
TRIA are open to adjusting the program to include a pool for new
tax incentives for the insurers and insured or other avenues, there
will be no terrorism insurance at all. Insurers will walk away. We
saw this between the time of the 9/11 attacks and when we first
passed TRIA. Now it will be even worse.

Currently, the Federal role plus the make available language en-
sures we have an affordable market for terror insurance. We do not
have a make available provision for the NBCR now, and what do
we see? We see little NBCR coverage, because like any terror cov-
erage, it is too difficult to price it for risk.

GAO says this, but more importantly, the fact on the streets
show this. I hear some of my friends on the other side of the aisle
debate this argument that the Federal backstop stops any innova-
tion in the private sector from creating pools or other non-govern-
ment-backed terror insurance. This is simply wrong. There is no
other alternative to terror insurance outside of the system we have
that provides a Federal backstop, because there is no interest in
the capital markets to create such a private run system with no
government backing, and this will not change if TRIA disappeared
tomorrow somehow.

Some sort of Federal role will always be needed in the terrorism
insurance marketplace, or there will be no insurance for terror. The
result: If we suffer another attack, the government will be on the
hook for the entire cost, as our government will not walk away and
not help, as Katrina, for example. With some sort of backstop, our
government is actually cushioned with financial support from the
private insurance and reinsurance market.

The commonsense approach to both protect our Nation’s eco-
nomic well-being and the taxpayers’ money is to have a permanent
Federal backstop in the terror insurance marketplace, and I will
just add this one final point. This is terror month here in the
House of Representatives. This is as good a time, I guess, as ever
to examine the only economic security measure against terror that
we have enacted on the economic level that has worked over the
last 5 years.

It has worked. This is a program that has worked, a program
that, despite the GAO report to the contrary, many of my col-
leagues on the other side of the aisle want to see ended. I hope that
is not the case at the end of 2007, and I hope that this hearing
today will shed some additional light as to why we need to see
TRIA “permanent-ized“, and I yield back the balance of my time.
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Chairman BAKER. I thank the gentleman for his statement.

Mr. Campbell, I know you are just arriving. Do you have a state-
ment?

Mr. Israel?

Mr. ISRAEL. Thank you, Mr. Chairman.

Mr. Chairman, I think I have said everything that could be said
on this issue in the past 2 years, and so, I am going to yield back
my time and listen to our witnesses.

Chairman BAKER. I thank the brilliant observations of the lead-
ing member of your side.

Mr. Baca, do you choose to proceed?

Mr. BAcA. T will make a statement.

Chairman BAKER. Please.

Mr. Baca. Thank you very much, Mr. Chairman, for holding this
important issue, and this is not a partisan issue but an important
issue of protecting America against a terrorism attack. The fifth
anniversary of 9/11 serves as a reminder that we live in different
timlgs and must guard against economic cost of future terrorism at-
tack.

The Terrorism Insurance Act, TRIA, has been an important safe-
ty net and has played a critical role in helping protect our Nation
against this risk. Post-9/11, it is clear that a Federal backstop for
terrorism insurance is essential.

The GAO report which informed us that the private sector has
not fully developed the capacity to provide coverage for terrorism
risk also confirms the need for Federal involvement. Without a
Federal reinsurance backstop, insurance will include the type of
coverage from the policy. Tens of thousands of jobs will be lost, and
thousands of additional bankruptcies could occur compared to what
we saw in 9/11.

Our constituents, small businesses, property owners, and com-
munities everywhere need protection. It is critical that they have
access to coverage that are at affordable rates, at affordable rates.
We must reach an agreement on the best solution, and I hope to-
day’s hearing and the outcome of the report by the President’s
working group, PWG, on financial markets, will help us assess
some of the details that need to be decided upon.

Terrorism is directed at our entire Nation. It is directed at our
entire Nation, and not just certain cities and towns. It is a national
security issue that needs permanent Federal solutions to help
guard our citizens.

I thank the witnesses for coming to share their ideas with us,
and I look forward to their testimony, and once again, I thank our
chairman for hosting this important hearing today.

Thank you.

I yield back the balance of my time.

Chairman BAKER. I thank the gentleman.

Mr. Hinojosa, did you have a statement?

I thank the gentleman.

Mr. Lynch?

Mr. Miller?

Mr. MILLER OF NORTH CAROLINA. I will follow Mr. Israel’s lead.

Chairman BAKER. Thank you very much. You are contributing
mightily to our progress. I appreciate that.
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Mr. Scott?

Mr. Scorrt. I will follow Mr. Israel’s lead a little bit.

[Laughter]

Mr. ScotT. I just want to say that I think it is very significant
for a couple of points.

One, that we not only just have representatives of industry here,
but we have the CEQ’s, the chief executive officers of the insurance
companies, because I think it points out that we definitely need a
national strategy. That has to include plans to provide a back-up
against possible massive insurance claims, and because terrorism
is less predictable and possibly more severe than other catas-
trophes, it is necessary that the Federal Government ensure that
insurance remains available even if the private market is not doing
so, and while we passed TRIA through 2007, I think it is important
that we provide a meaningful extension of TRIA, while creating a
long-term market-based solution to the problem.

A final point is that, as a sponsor of the Capuano bill, I also be-
lieve it is important that the people inside the buildings be insured,
and therefore, I support the inclusion of group life insurance in
TRIA as we move forward.

That is it, Mr. Chairman.

Chairman BAKER. I thank the gentleman.

Mr. Cleaver?

Mr. CLEAVER. Very, very briefly.

I have listened—I have counted—there have been four different
members who have said that this is not a partisan issue, and per-
haps it is not, but it is the classic debate over the role of the Fed-
eral Government in this country, and it is a debate that did not
start with—begin with TRIA, and I am looking forward to having
that debate. It may be political, it may be ideological, it may be fi-
nancial, but it is a debate, and it is not an accident that large num-
bers of minorities moved to Washington, D.C., because they wanted
to get—they thought they were safer, the closer they got to the seat
of government, and I have seen this argument even in the area of
civil rights, and when you have $90 billion in New York alone in
insurance losses, 200 billion in all, we are going to have a problem,
and it is my hope that we will have a pure debate on this issue,
because a lot depends on what we are able to do.

Mr. Chairman, I spoke to a Rotary Club in my home district in
Kansas City, Missouri, and during the question-and-answer period,
one of the gentlemen stood up and just went ballistic, because he
did not believe the Federal Government should be involved in the
clean-up on the Gulf Coast, and I think there are people with that
philosophy, not just in Kansas City but in this Congress, and some-
thing should be resolved, and we do not have a long time to do it,
and so, it is my hope—thank you, first of all, for the hearing, and
it is my hope that, before the gavel sounds at the conclusion, that
we will have come closer to moving to a political, ideological, or
philosophical position that will help the people in this country with
regard to their insurance in the case of NBCR or another Katrina.

Thank you.

Chairman BAKER. I thank the gentleman.

Mr. Hinojosa, did you choose to make—

Mr. HINOJOSA. Yes. Thank you, Mr. Chairman. I am ready now.
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Mr. Chairman, while it is true that nuclear, biological, chemical,
and radiological threats present unique risks in both size and
scope, conventional terrorism, like that at the WTC, still remains
a threat. I want to stress that it is absolutely necessary that we
maintain a public/private partnership for these risks in order to
keep this insurance coverage available.

Additionally, I also hope that, in the future, we will revisit the
flood insurance legislation and the impact the 100-year flood plain
mapping will have on some of the poorest counties in the country,
including Hidalgo County, which is in my Congressional district,
the 15th district of Texas.

With that, Mr. Chairman, I yield back the remainder of my time.

Chairman BAKER. I thank the gentleman.

Ms. Biggert, do you have an opening statement this morning?

There being no further members for recognition, at this time I
would turn to our distinguished panel and state our normal oper-
ating procedures.

We ask that your full statement be limited to 5 minutes to en-
able members to engage in questions as much as possible. Your of-
ficial statement will, of course, be made a part of the hearing
record, and you will have to pull those microphones close in order
to be heard well, and the little button on the bottom gets you in
the game.

So, with that, our first witness is Mr. Edmund F. Kelly, chief ex-
ecutive officer, Liberty Mutual Insurance Company.

Welcome, sir.

STATEMENT OF MR. EDMUND F. (TED) KELLY, CHAIRMAN,
PRESIDENT, AND CHIEF EXECUTIVE OFFICER, LIBERTY MU-
TUAL INSURANCE COMPANY

Mr. KELLY. Thank you, Chairman Baker, Chairwoman Kelly, and
Ranking Member Kanjorski, for holding this meeting, and distin-
guished members for attending. It is a privilege to be here to tes-
tify on what I view as one of the greatest challenges facing our Na-
tion, our economy, our industry, and its policyholders.

Before I begin, I do want to pay tribute to—although he is ab-
sent—to Chairman Mike Oxley, who is retiring this year, for his
leadership on the extension act of last year. We owe him a great
debt of gratitude. Now on to the subject at hand, protecting Ameri-
cans from catastrophic financial loss from terrorist attack.

In an ideal world, protection from financial loss could be left to
the private insurance industry operating in a free market, but as
I stated in my written testimony, the insurance market is not free.
Regulation prohibits us from making normal economic and fidu-
ciary decisions mandated in the face of unpredictable and poten-
tially hundreds of billions of dollars of losses terrorism presents.

Congressman Hensarling raised an interesting issue. In fact,
during the nuclear stand-off with Russia, most insurance policies
allowed for war exclusion. They do not allow for terrorism exclu-
sion. So, the country recognized the need for a special exclusion in
the face of the Soviet threat. Without exclusions, the Federal back-
stop is necessary, but the industry does not have the capital—it is
not just a matter of pricing. The industry does not have the $7- or
$800 billion of capital necessary to absorb the threat presented,
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particularly by NBCR. There is little capital available in the world
reinsurance market.

We estimate that the total reinsurance capital available for nor-
mal terrorism, if there is such a thing, is in the area of $7- or $8
billion. There is essentially none for NBCR.

While the Terrorism Risk Insurance Act of 2002 and its exten-
sion of last year were very welcome, but they were just a stop-gap.
As Chairman Oxley aptly characterized last year’s activity, it was
merely kicking the can. The short-term acts have created insta-
bility.

First, they are calendar-year-based, whereas we provide insur-
ance on a policy year basis. Second, the lack of a long-term plan
creates periodic economic and business uncertainty. Absent a Fed-
eral backstop, there would be little or no insurance available for
terrorism.

I know the subcommittee chairs, Chairman Baker and Chair-
woman Kelly, understand this, and I would be remiss if I did not
take this opportunity to acknowledge the sustained and effective
support for the proposition by Ranking Members Frank and
Capuano from Massachusetts.

The GAO appears to have reached a similar conclusion, that
given the challenges faced by the private market in providing cov-
erage for terrorism risk, particularly NBCR, any purely private
market for terrorism risk insurance is highly unlikely.

So, how should a public/private partnership that is the essence
of TRIA be reworked to reflect GAO’s conclusions and to meet the
needs of insurers, buyers, and sellers, and to meet the legitimate
concerns of you in Congress? In other words, what might the next
generation of TRIA look like?

About a dozen large company CEOQO’s, organized as the Property
Casualty CEO Roundtable, which I currently chair, asked them-
selves the very same question. We at Liberty Mutual and The
Hartford have led the industry effort to come up with an appro-
priate framework. The effort included the major insurance and re-
insurance trades, effectively the entire U.S. property and casualty
insurance industry.

What we developed is not a detailed proposal but a framework
that focuses government involvement on what private markets can-
not do alone, while creating significant incentive for the private
sector to do much more over time. In that way, it is responsive to
the quite appropriate concern that TRIA or its successor legislation
not displace or interfere with private markets.

The framework envisaged a two-part structure financing both
NBCR and non-NBCR risk. For NBCR, the Federal Government
would assume a significant role—all or most of the risk on a rein-
surance basis for losses which insurers cannot exclude, such as
those on workers compensation insurance.

For losses that would be covered but for exclusions, such as prop-
erty insurance, NBCR risk would be assumed by the Federal Gov-
ernment on a following form basis that is subject to the policy
terms and limits.

For non-NBCR, a TRIA-like structure would be maintained.
There would be insurer deductibles which would gradually in-
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crease—for example, one point per year for 10 years, or be adjusted
subject to Treasury determination of available capacity.

There is no one right way to do this, but the notion is that insur-
ers should bear a greater share of the non-NBCR risk as they have
capacity to do so safely.

Consistent with this, there should be creation of a voluntary, fed-
erally-charted entity to facilitate development of new private rein-
surance capacity from the issuance of pre-event catastrophe bonds
and the sale of industry loss warranty contracts to help fund in-
surer deductibles. We believe that such a two-part program will ef-
fectively address both the NBCR risk, which is totally uninsurable
in the private sector, and the non-NCBR event. We are committed
to working with this committee and others in our industry and in
the policyholder community to establish an appropriate public/pri-
vate partnership that makes terrorism risk insurance available for
the long term.

I do want to address Chairman Baker’s repayment option. We
have considered that, and it is far too early to decide whether or
not to support such a thing. We have two significant concerns.

One, if it is established as a liability for the industry, it will go
on our balance sheets and will make us just as bankrupt as if we
had to pay the cash. So, you have to take care of the details and
be careful about the accounting issues.

Second, even if they are taken care of, there is a significant prob-
lem with recovery through surcharge. Policyholder surcharges al-
ways end up being picked up by small business.

Large business can reduce their insurance buy through
deductibles and self-insured retentions to avoid surcharges. So, in-
evitably, anytime there is a surcharge, it is borne primarily by
small businesses.

So, we have to be very careful, if there is a repayment mecha-
nism, not to do more damage to the business and economy of the
country than would be done already by the act of terrorism.

We are willing to work to come up with an acceptable solution.
But we have concerns with that approach, Chairman Baker.

Thank you for the opportunity to address you.

[The prepared statement of Mr. Kelly can be found on page 135
of the appendix.]

Chairman BAKER. Thank you very much, sir.

Our next witness is Mr. Ramani Ayer, chairman, president, and
chief executive officer of the Hartford Financial Services Group.

Welcome, sir.

STATEMENT OF RAMANI AYER, CHAIRMAN, PRESIDENT, AND
CHIEF EXECUTIVE OFFICER, THE HARTFORD FINANCIAL
SERVICES GROUP

Mr. AYER. Good morning, Chairman Baker, Chairwoman Kelly,
Ranking Member Kanjorski, and members of the subcommittees.
Thank you for the opportunity to appear before you today.

My name is Ramani Ayer. I have been at The Hartford for 33
years, and have been its chairman and CEO for the past 9 years.
I have filed my written statement for the record. Thank you for
convening today’s hearing on this very important topic of the eco-
nomic response to the threat of terrorism.
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The Hartford is a property casualty and life insurer. We provide
retirement security and protection against loss for Americans and
their businesses. The Hartford is the Nation’s second oldest in-
surer. Founded in 1810, we look back with pride at our record of
serving our policyholders throughout the course of American his-
tory.

Policyholders from President Abraham Lincoln to Babe Ruth
have relied on us to fulfill our promise to meet our obligations to
them. We were there to cover the losses of our policyholders during
the Great Chicago Fire and the 1906 San Francisco earthquake.
We were also there on 9/11.

As I consider The Hartford’s 196-year history and my own expe-
rience in this industry, I see one peril that stands out as unique:
the threat of a terrorist attack. Let me take a moment to explain
why. First, terrorist acts are unpredictable. Our industry has no
means of knowing when terrorists will attack, where terrorists will
attack, and what kinds of weapons they will use. We do know from
the terrorists’ own pronouncements that their principal objective is
to disrupt our way of life, inflict massive casualties on our popu-
lation, and bring our economy to a standstill.

Second, as we saw with 9/11, the damage to property, loss of life,
and injury, and the impact on our economy, is potentially unprece-
dented and incalculable. As our leaders in government constantly
remind us, the terrorists’ ultimate goal is to gain access to even
more deadly tools such as nuclear, biological, chemical, and radio-
logical weapons. Their goal, of course, is to have the most severe
impact. Frankly, some attack scenarios considered by our intel-
ligence sources and private modeling firms are so devastating that
they would not only overwhelm the entire insurance industry, they
would put the economy into a tailspin.

Third, terrorism is both a public and private risk. Most obvi-
ously, terrorist attacks are designed to hit people and property.
Less obvious, they are also explicitly designed to threaten Amer-
ica’s national security, its economy, and its sense of confidence.
They ar an attack on the entire country and its vast and complex
i{nﬁra;tructure, no matter where they occur and whoever is hurt or

illed.

The incredible resilience of the people of this great country and
its economy were shown in the hours, weeks, months, and years
following the attacks of September 11, 2001. The terrorists thought
they could change our way of life and shut down our economy.
They were wrong. Our country responded as America always has
in times of crisis, with resolve, purpose, and strength.

This committee passed important new laws to reflect the new re-
ality. One law that has played an important part in that response
has been the Terrorism Risk Insurance Act. The purpose of the law
is to provide a public/private partnership to prevent the terrorism
threat from disrupting our economy. TRIA has worked. Since its in-
ception, it has been the economic backstop that helped America’s
economy to thrive in the face of a potential catastrophic threat.

So, let me commend the members of this committee for helping
advance the recovery from the attacks of 9/11 and defending our
economy and its foundations. As I stated earlier, our leaders in
government tell us the threat of terrorism is still very real. I look
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forward to working with the committee in your efforts to counter
the effect of terrorism and secure the economic future of every
American with important laws such as the Terrorism Risk Insur-
ance Act.

Thank you.

[The prepared statement of Mr. Ayer can be found on page 83 of
the appendix.]

Chairman BAKER. Thank you, sir.

Our next witness is Mr. Gregory C. Case, president and chief ex-
ecutive officer of Aon Corporation.

Welcome, sir.

STATEMENT OF GREGORY C. CASE, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, AON CORPORATION

Mr. CASE. Thank you. Good morning, and thank you, Chairman
Baker, Chairwoman Kelly, and Ranking Member Kanjorski and
members of the committee. I am very pleased to be here today to
testify on behalf of Aon and on behalf of the Council of Insurance
Agents and Brokers.

What I wanted to do first is just take a bit of a step back and
explain a little bit about Aon and why I am here. In many respects,
I would suggest to you that Aon is in a somewhat unique position
to comment on the very important topics of today.

Aon provides risk management, risk advice. Aon is not an under-
writer. So, we sit between companies and insurance companies and
the capital markets. That is how we work. We do this across the
world. We have got 47,000 colleagues around the world, in 500 of-
fices and 120 countries around the world. So, arguably, we may be
working with more companies on the topic of risk advice and, in
accordance, terrorism than anybody else on the planet. That is the
vantage point.

I would also be remiss if I did not let the committee know that
Aon takes this issue quite personally. While all of us commemo-
rated the 5-year anniversary of the tragedy of 9/11, I will tell you
that Aon also remembered 176 colleagues and friends who lost
their lives in the twin towers. So, I want you to understand where
Aon is coming from. We are not an underwriter. We are not an in-
surer. We do not do what my colleagues to the right do, Mr. Ayer
and Mr. Kelly.

We support them in what they do, but we really focus on our cli-
ents. That is the focal point. It is important for me to convey that
to you, because I want you to use that as the basis to understand
the comments I am about to make with regard to this critically im-
portant topic, and I am going to hit three issues and three issues
only to start.

First, I would suggest to you, as someone who is focused on com-
panies, businesses that we serve every day, flat out, I will tell you
that TRIA has worked, in our mind. Post-9/11, you, your prede-
cessors, and the President enacted TRIA. You also took steps to
enact the next iteration of that in 2002, and the next iteration in
2005, and I will suggest to you, as we look at this through the eyes
of the firms and the companies we work with around the globe,
that this has been crucial in sustaining our economic performance,
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and I would suggest to you the economic performance and health
of the economy.

TRIA, flat out, made coverage available and accessible. The com-
ments made about the absence of coverage post-9/11 were abso-
lutely right. In our role, we are in search of underwriters, in search
of markets to serve our clients. Post-9/11, the capacity did not
exist. What little capacity did exist was priced to an extreme.

I would suggest to you, as you look over the last few years, the
uptake of terrorism insurance, companies out there in the United
States who buy terrorism insurance, the uptake of that is 60 per-
cent. That is an astounding number.

In that time, over the last 3 years, as well, the cost of that insur-
ance has roughly come down by around 25 percent, and I would re-
mind the committee that is in the context of an industry in which
the cost is going up over time.

So, the pragmatic set of answers—I was not in the chamber, did
not have to go through what all of you went through, but I would
suggest the pragmatic set of answers and the actions you took to
enact TRIA in the form that it was before 2005 and then after, and
in the view of Aon, in the view of our clients, in the view of the
companies we serve and work with, worked extremely well, and I
commend the committee on that act. Without that, the outcome in
terms of the impact to the economy would be quite devastating
from our point of view. So, point one, TRIA has worked. It is a so-
lution, a pragmatic solution that has worked.

Second observation: From our point of view, the private market,
currently, as things stand today, absolutely cannot cover terrorist
risk without some kind of government involvement. I look forward
to discussing that with the committee. We have heard three or four
arguments over the course of the last year that suggest otherwise.
One is the capital markets. The capital markets are going to come
in, they are going to take this risk away, do not worry about it, the
capital is going to come to pass.

I am here to tell you, we work with the capital markets. We work
with the primary companies, we work with the underwriters, and
we work with the capital markets. We were a pioneer in issuing
catastrophe bonds. We have issued as many catastrophe bonds as
anybody on the marketplace today. The capital markets cannot
come in and solve this issue. They will not come in and solve this
issue. We know these capital markets. We know who would buy
these bonds. They will not do this.

Second, we have heard that the insurance companies will step up
and actually take up the slack. Colleagues to my right, Mr. Ayer
and Mr. Kelly, will be able to do this with their firms.

I am to tell you, they price their products, they price what they
do based on what is the risk, the frequency of the risk, the impact
of the risk. It is un-achievable in this situation. They simply cannot
come in and fill the entire void. As someone who represents clients,
that is just the fact. That is just the case.

The final point is that reinsurers will be able to come in and
solve this issue. We work with these reinsurers every day. That is
what we do on behalf of our clients. The reinsurers, even more so
than the primary insurers, have to price their efforts and products
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around frequency, how often it will occur; severity, how big of a
deal will it be?

That is where it differs from airlines and from other catastrophes
that have occurred over time. It is very, very different. The other
factor I would suggest the committee look at is the impact of the
rating agencies over the course of the last year.

Rating agencies post-Katrina have even restricted the reinsurers
even more, perhaps justifiably so, but in terms of the aggregate
ability for them to step in, it is very, very difficult.

The final point I would just make is that I would absolutely
agree that the long-term answer has to be a combination of private
sector solution, primarily—it should carry the day. The private sec-
tor solution would be the one that we would suggest, in the eyes
of our clients, would be most important.

In fact, I would tell you that Aon, a year ago, put forth a solution
which laid out an $80 billion pool, aggregate. It would cover four
World Trade Center events, four, and be covered by the industry,
and there will be many other proposals that come forward, and we
would suggest to you, again, on behalf of the clients we serve and
the companies we serve, the firms we serve, one of those sets of op-
tions, which will be different than TRIA—it will be an evolution of
TRIA.

It will put the private sector more involved than every before,
but will still need to involve some form of government support, gov-
ernment backing. I prefer to call it a bridge, a bridge to more of
a private sector solution, as opposed to a backstop. So, my third ob-
servation is we absolutely need to move in that direction.

So, I thank the committee. Thank you very much.

[The prepared statement of Mr. Case can be found on page 88
of the appendix.]

Chairman BAKER. Thank you for your statement, sir.

Our next witness is Mr. Jacques Dubois, chairman and chief ex-
ecutive officer, Swiss Re America Holding Company.

Welcome.

STATEMENT OF JACQUES E. DUBOIS, CHAIRMAN AND CHIEF
EXECUTIVE OFFICER, SWISS RE AMERICA HOLDING COMPANY

Mr. DuBois. Good morning. My name is Jacques Dubois, and I
am president and chief executive officer of Swiss Re America Hold-
ing. I am also here on behalf of the Reinsurance Association of
America, the RAA.

Before I begin my testimony, I want to thank Chairman Oxley,
Chairman Baker, Chairwoman Kelly, Ranking Member Kanjorski,
and the members of this committee for the leadership you have all
shown on the terrorism insurance issue. Your leadership has been
critical to the adoption and continuation of the successful TRIA
program. The reinsurance industry appreciates the hard work and
support you have provided on this important issue.

Now, Swiss Re and the RAA strongly supported the adoption of
the Terrorism Reinsurance Act in 2002 and its extension in 2005.
The Act has assisted in filling a vacuum in reinsurance capacity,
and has helped bring stability to the marketplace and to the econ-
omy.
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TRIA has enabled insurers to provide insurance coverage to pro-
tect assets and to support economic activity. From our perspective,
TRIA has performed as designed and has cost little to administer.

Swiss Re and the RAA believe that the U.S. insurance and rein-
surance industry cannot adequately underwrite and model the
scale and frequency of potential future terrorist attacks. Con-
sequently, we believe that the insurance and reinsurance industry
cannot provide significant terrorism coverage for this country with-
out TRIA’s support.

Now, this may change in the future if terrorism risk lessens, but
absent such world conditions or improvements, Swiss Re does not
see a time when the frequency and severity of terrorism risk can
be significantly and successfully modeled and underwritten for the
insurance industry to supply market needs by itself. Some have ex-
pressed concern that TRIA preempted the private reinsurance mar-
ket. This is absolutely not the case.

By establishing definitive loss parameters, TRIA has provided a
defined layer for reinsurers to participate in sharing the retained
risk that primary companies face, and reinsurers have been willing
to put limited capital at risk to manage terror-related losses.

Swiss Re is active in this limited market, but the amounts are
small. The RAA surveyed both reinsurance brokers and reinsur-
ance underwriters to estimate how much terrorism reinsurance ca-
pacity the market is providing, and overall, the RAA estimates the
global reinsurance capacity available in the United States for 2006
at about $6- to $8 billion for TRIA certified stand-alone and treaty
reinsurance, and it is also important to emphasize, as others have
today, that there is very little reinsurance appetite for nuclear, ra-
diological, biological, and chemical risks. According to the RAA sur-
vey, NRBC capacity is estimated to be 15 to 20 percent of the ter-
rorism risk capacity I cited a moment ago, and when it is available,
pricing for coverage including NRBC is at a significant premium,
and coverage amounts are also strictly limited.

With specific regard to workers compensation, insurers have
been able to add terrorism peril to their reinsurance programs, but
this coverage excludes NRBC losses. Some have suggested that the
capital markets could assume terrorism risk. Setting aside the pric-
ing problems that would also be faced by the capital markets, cap-
ital market participation today in insurance risk-taking is small. In
2006, issuance of cap bonds and other capital market vehicles will
likely exceed $6 billion. Swiss Re experts estimate that cap bond
issuance to grow to approximately $10 billion by the year 2010.

Now, this amount is dwarfed by the total value of privately
owned commercial structures in the United States. According to the
Bureau of Economic Analysis, these structures had an estimated
value of $8.8 trillion at year-end 2005, or an amount more than
1,000 times greater than the current cap bond market.

Certain group life insurers have petitioned for inclusion of group
life in TRIA. Swiss Re is the largest reinsurance of group life writ-
ers in the world and in the United States, and we support their pe-
tition. Most State regulators will not allow group life insurers to
manage their risk through terrorism exclusions. As a public policy
matter, most State regulators have decided that this basic insur-
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ance, covering 167 million Americans, is vital. We urge you to add
group life insurance to a permanent backstop.

In conclusion, due to the nature of the terrorism peril, we believe
that the private market mechanisms are insufficient to spread the
risk of catastrophic terrorism loss. Without some form of Federal
backstop, we would expect less coverage available at the policy-
holder level, increased prices for what limited amount of terrorism
cover is available, and limited reinsurance capacity.

I thank you for this opportunity to address you on this important
issue.

[The prepared statement of Mr. Dubois can be found on page 97
of the appendix.]

Chairman BAKER. Thank you, sir, for your statement.

Our next witness is Mr. Christopher J. Nassetta, president and
chief executive officer, Host Hotels and Resorts, Inc.

Welcome.

STATEMENT OF CHRISTOPHER J. NASSETTA, PRESIDENT AND
CHIEF EXECUTIVE OFFICER, HOST HOTELS AND RESORTS,
INC.

Mr. NASSETTA. Good morning, Chairman Baker, Chairwoman
Kelly, Ranking Member Kanjorski, and members of both sub-
committees.

My name is Chris Nassetta, and I am president and CEO of Host
Hotels and Resorts, the largest public owner of hotels. I also serve
as chairman of the Real Estate Roundtable, and I am appearing
today on behalf of the Coalition to Insure Against Terrorism, or
CIAT. CIAT is a coalition representing a broad range of businesses
and organizations from across key sectors of the U.S. economy,
businesses that are the Nation’s principal consumers of commercial
property and casualty insurance.

I would like to make three main points today: first, that the key
market conditions that necessitated TRIA’s enactment have not
changed; second, that as proven in 14 other industrial nations,
there is a need for a long-term public/private partnership, with a
role for the Federal Government; and third, we stand ready to as-
sist your subcommittees and Congress in general in developing the
appropriate long-term partnership. There are a number of facts
surrounding today’s insurance market that have not changed since
TRIA’s enactment in 2002.

First, the reinsurance market currently only provides a fraction
of the capacity needed to protect the U.S. economy from cata-
strophic terrorism losses. Current capacity is nowhere near the
level needed to provide protection to our economy without the TRIA
backstop. Furthermore, even with the TRIA backstop, reinsurers
are not meeting the capacity demand of primary insurers for their
deductible and co-insurance layers. This suggests that private rein-
surers simply want very little exposure to terrorism risk, and re-
futes the notion that the Federal backstop is crowding out the pri-
vate market.

Second, primary insurers remain largely averse to exposing
themselves to potentially catastrophic terrorism losses without ade-
quate reinsurance availability or a Federal backstop. We saw this
last year when insurers began including—springing exclusions that
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would have voided terrorism coverage had TRIA lapsed. Terrorist
attacks, particularly those including NBCR weapons, could result
in catastrophic losses. As a new GAO report concludes, such risks
are largely uninsurable because of their potential severity.

Third, even though TRIA covers NBCR perils, we have not seen
any evidence that suggests coverage is being written, except where
mandated in workers compensation. NBCR coverage was not in-
cluded in TRIA’s make-available requirement, and unfortunately,
the private markets have thus far failed in this area. I am aware
of no evidence to suggest this trend will change, particularly if Fed-
eral involvement were to cease. The GAO report confirms this and
plainly states any purely market-driven expansion of coverage is
highly unlikely in the foreseeable future.

It is a simple, indisputable fact that markets like certainty. Un-
fortunately, there is almost nothing that can be considered certain
about terrorism risk. It is clear to us that simply allowing the Fed-
eral backstop to expire will have significant negative economic con-
sequences. It is imperative that lawmakers, insurers, policyholders,
and all other stakeholders come together to work on a long-term
solution to the availability problem.

CIAT is aware of several proposals circulating for a long-term so-
lution, and we are studying them with great interest. The Real Es-
tate Roundtable has developed a proposal that would create a new
mutual reinsurer that would cover conventional and NBCR risk
through a pool that would stand between primary insurers and the
Federal Government.

Over time, the Federal backstop would be reduced as the mutual
reinsurer accumulates reserves, and would only be activated if ter-
rorism losses exceeded a certain level. Meanwhile, the American
Insurance Association has come up with a set of principles that dif-
ferentiates between NBCR attacks and conventional terrorism, put-
ting a TRIA-like backstop in place for conventional terrorism, while
the Federal Government would assume responsibility for all NBCR
attacks, with the ability to recoup up to 10 billion through policy-
holder assessments.

CIAT has not endorsed any specific proposal at this time, but we
are pleased that many include a public/private partnership that
recognizes the Federal Government’s responsibility to assist mar-
kets to function appropriately and to retain a Federal backstop for
only the most catastrophic losses that the insurance industry and
the economy simply cannot absorb. This is a national problem that
requires a Federal solution.

In the end analysis, terrorism is not aimed at a specific business
or property owner; it is aimed at our governmental polices and our
way of life. Government assistance to help the market function ap-
propriately must continue to be part of our economic response to
the threat of terrorism. Contrary to what some would like us to
think, TRIA is not crowding out the development of private ter-
rorism insurance markets.

Another key element of these proposals is that they are all long-
term solutions. Certain market conditions are simply not going to
change as long as the threat of terrorism persists, and it does the
market no good to have the threat of a backstop expiration hanging
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over our heads every few years. A long-term solution will give the
market participants what they need most, which is certainty.

Once again, we applaud the chairs and ranking members of these
subcommittees for holding these very important hearings today,
and I appreciate your time.

Thank you.

[The prepared statement of Mr. Nassetta can be found on page
152 of the appendix.]

Chairman BAKER. Thank you very much, sir.

I will start questions with Mr. Case, just because of your position
of observation as an interface.

My concerns about our role in this are likened to the CEQ’s re-
sponsibility to their shareholders. They have to assure share-
holders of safe and sound operation and, at some level, profit-
ability. On my side of the desk, my shareholders are the taxpayers.

I have to prove to them that when I write a check out of their
pocket, it is for a public policy reason of necessity, that it is con-
strained in the scope of what it offers, and that, where possible, we
recover at any opportunity that assistance. The industry has been
prohibited from having a long-term build-up of reserves, even dedi-
cated for this type of risk. If we were to assume that could be made
possible, which is a very long-term solution, it would also mean
that we would hope for no intervening adverse event in the near
term.

Should there be, however, we had proposed in earlier iterations
a sliding scale where the smaller the event, the more the industry
responsibility; the more catastrophic, the more the Federal Govern-
ment role would be enhanced. Even with that, over time, we would
have deductibles moving up, we would have benefits moving down,
and transferring as best we can, in a very steady, gradual method-
ology, less risk from taxpayer and more to industry, because over
that same time period, the dedicated reserves would be building
up.

Give me your view. I am of the opinion that something must be
done. The debate will be what is the nature of the remedy that is
ultimately posed. What is your view of the acceptability of that
general structure to the clients you represent and the ability of the
industry to work in that type of environment?

Mr. CAsE. Chairman Baker, if you take a step back—and again,
we are in discussions with businesses all the time about this—and
just think about the track from 2002 to where we are today, and
then consider the multiple proposals that are on the table—col-
leagues to my right and left—we have suggested there are four on
the table that are coming up today that we could talk about.

If you think about the track, we were at a place in 2002, when
TRIA was enacted, in which we had an industry which had a limit
of $15 billion that was the first initial term. We have raised that
limit to $25 billion.

I think, from the standpoint of what you all should and can and,
I hope, do say, and I hope the constituents understand, you all put
in place something, in our mind, again, with our company hat on,
our firm hat on, that in no uncertain terms created a market that
would otherwise have gone away.
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In our view, had TRIA not been enacted in the last bit of time,
in its two iterations, capital investment in the United States would
have slowed down, full stop. So, we represent and work with the
largest construction companies in the world.

We are privileged to work with many of the largest hotels in the
world. It would have slowed down. So, first thing, to your question
on speaking to constituents as a CEOQ, if you will, in terms of the
track, I think the track to date, as I said in my opening statement,
has been about as good as one could get. It required a pragmatic
solution that is never going to be perfect, but in the end, it pro-
vided affordable coverage for a very uncertain risk.

Going forward, specifically to your question, is there a solution
that is longer-term, that creates more private sector ownership of
a private/public combination? I suggest, absolutely.

In fact, again, the Aon solution we proposed a year ago was one
in which we felt so—we were so concerned about the situation on
behalf of our—the companies we serve, we put a proposal on the
table to get reaction, to force the conversation. We are not wedded
to the Aon solution only. We are wedded to a solution, but let me
describe that solution.

Chairman BAKER. If you can be brief, I want to give Mr. Kelly
a chance to jump in here before my time expires.

Mr. CasE. I apologize. The solution is an $80 billion private solu-
tion, with a $40 billion initial floor-way that builds up over the
years, and if something should happen in the interim, has a fund-
ing bond which the industry pays for, which we do not believe
would actually measurably increase premiums in a substantial
way, and so, to your question, is there a solution that we can collec-
tively come up with that starts to change the balance, make it
more private ownership, less public, but keep the combination, ab-
solutely. What we need is we have to have the government bridge
in order to make that happen.

Chairman BAKER. Thank you.

Mr. Kelly, I know of your concerns about the repayment provi-
sion. I think at least my outside observation is the worst thing for
the industry is uncertainty and surprise. If we are to do this in a
very gradual, long-term program, while allowing internal reserves
to build for this purpose, isn’t that—I guess my role here is to tell
you, I do not want to make you happy.

I want to make you reasonably uncomfortable with the solution,
because that sounds like a pretty good deal from my side. In the
real estate business, I never wanted to see somebody get overjoyed;
I would know I had made a big mistake. So, I am trying, I guess,
to be cautiously generous to make sure solvency and economic func-
tion is maintained, but we do not want to fund the industry’s prof-
itability. That is not our job. Given those concerns, can you see how
a gradual implementation of the structure that I have talked about
could be made acceptable?

Mr. KELLY. Actually, not only can I see it, Chairman Baker, I
would applaud it. I think it is desirable that we feel uncomfortable.
It is only if we are uncomfortable we will work aggressively with
the capital markets to come up with solutions, but in the interim,
we cannot expose—it would be Russian roulette for us to go for-
ward without a Federal backstop. Although the chance of losing
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Russian roulette is only one in six, I do not expect to play it with
the capital of the company.

Chairman BAKER. But that sliding scale where, if it is a smaller
event, we do less; if it is a bigger event, we do more—that is the
near-term deal on our side.

Mr. KELLY. In the current situation, we—I can speak for Liberty
Mutual. If there were a significant event—we would lose $1% bil-
lion. $1% billion is not insignificant. So, we are already under
pressure, and we are willing, as I stated in my testimony, to work
on any method that increases the deductible over time. It has
worked very well.

Remember, what has happened in the last 5 years—buildings are
more secure today because of the deductibles and insurance that
we worked actively through the distribution mechanism and with
our policyholders to make sure they are better protected today than
they were 5 or 6 years ago.

So, TRIA has worked not just to provide reinsurance or insur-
ance, but has also made the country safer. As we get better at that,
working with the policyholders, as we build up the capital, abso-
lutely, we stand ready, over time, to assume more of the risk, and
I think it is very desirable. We are firmly committed to the private
market. However, we cannot play Russian roulette with the exist-
ence of our company.

Chairman BAKER. Thank you, sir. My time has long expired.

Mr. Kanjorski?

Mr. KANJORSKI. The risk, obviously, is to the equity holder or to
the funder. Yet, we do not cover certain of the contingencies that
could happen in a terrorist attack on the United States. Appar-
ently, even with that, the mortgage holders and lenders of these in-
vestments go forward and offer these mortgages. How do you ex-
plain that?

Mr. KELLy. Well, I mean, right now, I think—we have a manda-
tory offer. Under TRIA, we are mandated to offer terrorism cov-
erage, and I think the real estate industry has made it clear that
they see the absolute need for their mortgage holders. In fact, if
you look at how quickly New York has recovered, I think both Con-
gresswoman Maloney and Chairwoman Kelly alluded to how well
New York has recovered, we met those needs because of mortgage
holders where legitimate claims were paid.

Mr. KANJORSKI. Mr. Kelly, I am curious. Why were the mortgage
holders happy when a great deal of their risks were not covered?

Mr. KELLy. Well, I think, in any environment, there is only so
much money that we can make available.

Mr. KaNJORSKI. That is what I am trying to get to. Just how
much of the risk should we think about covering?

There has to be certainly the possibility of a hydrogen attack on
New York City. It would be trillions of dollars in losses. So, regard-
less of what we write into law here, it would pretty much bankrupt
the country.

Mr. KELLY. I think there is a two-phase process. I think we all
share the belief that the private sector should take on as much as
it can right now. So, we work on that. We can envision $7-, $8-,
$900 billion events very easily.
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So, what we would propose is, right now, set a deductible that
the private sector can handle, not comfortably—and I understand
what Chairman Baker says. We are uncomfortable with it, because
it is un-priceable, but we can get some money for it.

Start with a deductible, and then say, beyond that deductible, it
is so unpredictable and potentially so large that no single industry
or no sets of industry can absorb that risk. It does become a shared
risk, albeit the taxpayer shares it, but it is so large that the private
sector cannot absorb it.

Mr. KANJORSKI. Because we do not cover that risk at all right
now, what portion would we have to cover—

Mr. KELLY. We absolutely do cover it. Under workers compensa-
tion, we have no exclusions. I mean if an event were to happen—

Mr. KANJORSKI. I am talking more about other property and cas-
ualty lines.

Mr. KELLY. Well, on property, in many States there are—in 16
or so States, which represents a small number of States but more
than half the insurance industry premium, we cannot exclude—we
are mandated to provide the coverage. In New York, for example,
we have to provide the coverage. I mean we cannot exclude it. So,
the exclusions are not there, not available to us.

Under a normal free market, we would exclude risks that would
potentially bankrupt us. We cannot exclude those risks in most of
the major States.

Mr. KANJORSKI. When do the mortgagers become happy and sat-
isfied to continue the normal course of business? In other words,
what is that risk that they are willing to accept that you cannot
insure and you do not want to cover that risk?

Mr. KELLY. I do not think it as much the mortgage holders as
it is the lenders.

Mr. KANJORSKI. Lenders.

Mr. KeLLY. I think they have made it very clear.

The mortgage issuers made it very clear that, absent a Federal
backstop, there will be no commercial—very limited commercial—
mortgage available, and I think this would better be addressed by
the representative of the Real Estate Roundtable.

Mr. NASSETTA. I think that is right.

I think the question you are trying to pinpoint, as I am hearing
it, is on NBCR, for example, where we are saying there are exclu-
sions, how are mortgage holders getting comfortable that—having
something on basic conventional terrorism but nothing beyond
that, and I think the answer is, from our perspective, they had
minimally been comfortable with that, but I think that the risk in
it is there only has to be one event, and it does not have to be a
large event, that falls into those other categories, and I will tell you
uncategorically, you will see the mortgage industry shut down in
terms of its ability to lend to the real estate industry, because it
will not be willing to take those risks. How they have concluded to
date to take those risks—I could not tell you how the underwriting
has been done, but I can assure you, in our opinion, that to the ex-
tent you have any event, that will shut down the CMBS market,
which is obviously a large part of that market.

Mr. KANJORSKI. If it shuts down, how will you reopen it?
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Mr. NASSETTA. I think you will reopen it by having that risk cov-
ered in some way.

Mr. KANJORSKI. So, we would have to come back here to Con-
gress?

Mr. NASSETTA. You would have to come back, and so, I think
part of our objective in being here, and having worked on this per-
sonally for the last 5 or 6 years, is to have an orderly process set
up in advance to deal with these problems, rather than having a
catastrophic shutdown in one or more parts of our capital markets.

Mr. KANJORSKI. Okay. Maybe I misunderstand you, but are you
suggesting that if we do not cover nuclear, chemical, and biological
events, and once that occurs, and since it is not covered, that it will
shut down the market?

Mr. NASSETTA. I think that would cause a very significant shut-
down in the lending market.

Mr. KANJORSKI. So, as TRIA exists today, it would take one ter-
rorist attack, using one of those mechanisms, to cripple the econ-
omy?

Mr. NASSETTA. In my estimation.

TRIA exists today. I think it is fabulous. I applaud the leadership
in getting it done, and it does allow for capacity in the market that
has been needed to keep the capital markets generally flowing, but
there are some important things missing from TRIA.

I think the distinction between domestic terrorism and the risk
associated with domestic terrorism is a gap in the system, and
NBCR is a meaningful gap, not in TRIA, but given the fact that
it—unlike conventional terrorism, there is not a make-available
provision. It is not offered, and I think, absolutely, to the extent
you had a meaningful event that fell under those categories, it
would be very disruptive to the financial markets.

One other comment on the question Mr. Baker asked and got a
response to: When we think about reduction or increases, rather,
in retention or deductibles and additional capacity coming into the
market—and I respect, obviously, everybody to my right that is in
the industry, that is providing this product, but I will tell you, from
my experience, personal experience on the matter, with the
deductibles going up after the extension, actually capacity has been
diminishing in the market, and the cost has been going up.

Now, we are not here from a consumer point of view to complain
about costs. We will pay what it takes. We are just talking about
capacity. But I think we have to be very careful to make sure what-
ever we are doing in weaning the Federal Government out of the
system, which we absolutely agree with over time, that there is
somehow created a pool of capital that is there to pick up the slack,
because to the extent—as we are doing today, we just modify TRIA,
and we do not create any mechanism for capital to accumulate.

My own opinion is that there is risk to the capacity in the mar-
ket. Certainly, as I say, our personal experience has been, in the
last 2 years, capacity for what we could achieve has gone down,
costs have gone way up.

Mr. AYER. Chairman Kanjorski, if I could jump in here and just
clarify a couple of things?

Mr. KANJORSKI. Yes.
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Mr. AYER. First of all, on the question of nuclear, biological,
chemical, radiological, the GAO report has one or two errors in it.
The market still does cover, first of all, all conventional attack
modes. There is also coverage available today, and specific to the
nuclear peril, since most property destruction occurs from fire fol-
lowing the nuclear peril. So, there is enormous coverage.

Mr. KANJORSKI. You therefore think that there is potential cov-
erage there?

Mr. AYER. Fire following coverage, as Mr. Kelly was pointing out,
is still in the contracts, and our big concern is the fact that absent
NBCR type of backstop, we not only take property-oriented risk,
but workers compensation, which is a big, big amount of coverage
that the insurance industry provides for American workers will be
one where the industry could get devastated.

Mr. KANJORSKI. I am going to use a term now that will abso-
lutely exacerbate the other side of the aisle, but I am throwing it
out to you, because I am listening to an industry that wants help.

Mr. AYER. Please do not get me in the middle of that.

Mr. KANJORSKI. I have always been considered extremely con-
servative about inserting government into the private sector. But
now, as testified here rather unanimously of the need for govern-
ment involvement and as my opening remarks indicated, I tend to
agree with you in this time of peril, perhaps the next 2 or 3 dec-
ades, we are probably going to have that involvement.

As a potential solution, how much thought has been given—I
think, Mr. Kelly, you may have even referred to it in your testi-
mony—to creating a government-sponsored enterprise, somewhat
similar to Fannie Mae or Freddie Mac?

Chairman BAKER. You are right about some people’s response to
that.

Mr. KANJORSKI. I just wanted to give you prior warning.

Mr. KELLY. I did not mean a government-sponsored entity.

I mean legislation that would enable the private sector—for ex-
ample, the cat bond market, right now, is, in fact, based in the
Cayman Islands, for tax reasons. It is not a U.S. market.

éVIr. KANJORSKI. You get all the up-side, and we get all the down-
side.

If we form a government-sponsored enterprise, we fill a vacuum
that the private sector has not yet filled.

It can be structured in such a way as to create a reinsurance
market and eventually go back to the private market. But if, in the
meantime, no disaster occurs and there are some premiums that
are acquired, there is a sharing of the benefit. I think it is only
fair, if we are going to play cards together that the taxpayers that
Mr. Baker wants to protect should be the recipients of some of the
premiums or benefits from the game.

Mr. KeELLY. I do not want to get into the discussion of Fannie
Mae and the issues involved in government-sponsored entities.

I do believe that, to the extent there is no event, the taxpayer
does participate; it gets 35 percent. We pay significant taxes on our
profits. We are a significant taxpayer. So, to the extent there is no
event, indeed, the government participates. What we want to do is
create an environment where the economy can grow. The govern-
ment is going to benefit from increased tax revenue.
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Mr. KANJORSKI. So, your answer is you would not look at a gov-
ernment-sponsored enterprise.

Mr. KELLY. No, we think—Ilegislation enabling the private sector
to form better structures. Right now, the cat bond market, for ex-
ample, is, in fact, an offshore market for tax reasons.

Mr. KANJORSKI. Should it be mandatory that every company—

Chairman BAKER. That has to be the gentleman’s last question.

Mr. KELLY. Mandatory that every company offer terrorism—

Mr. KANJORSKI. Yes.

Mr. KELLY. We work under a mandatory offer right now. It has
worked. Whether or not I get into the philosophical debate is im-
material. It has worked, and I think we can live with the current
mandate.

Chairman BAKER. The gentleman’s time has expired.

Chairman Oxley?

The CHAIRMAN. Thank you, Mr. Chairman.

Mr. Kelly, your answer on the GSE’s was absolutely correct, and
I am sorry I missed your opening statement. I hope you did not do
any unwarranted bragging about the results of the Ryder Cup.

Mr. KELLY. I restrained myself.

The CHAIRMAN. Thank you.

Mr. KELLY. But if you want me to start, I shall.

The CHAIRMAN. No, I do not want to give you that chance.

We have had quite a history of TRIA, and I was thinking the
other day that our goal, ultimately, when we passed the original
TRIA bill, with the strong support of the President—we probably
would not have been able to do it without his aggressiveness on
dealing with this issue, and I remember, at the bill-signing cere-
mony, how proud I was that we had really come together, bipar-
tisan, and the Administration, to pass the original TRIA bill, and
then the second go-round was not as satisfying, because we had
issues with the other body, to some extent, with the executive
branch, about the extension and how we would—ultimately, what
kind of conclusion we would come to.

Ultimately, the goal, as Chairman Baker knows, and Chair-
woman Kelly, and others who worked on this bill, was to provide
a backstop but, indeed, to encourage the private sector to step up
and deal with this issue, to get the reinsurers back in the game,
to really gradually come back to a free market solution.

It is obvious from your testimony and experience that that has
not happened, and we still face that same problem, except that we
now face it with a looming deadline that could be catastrophic, to
coin a term, for our economy in going forward with our insurance
coverage.

As you know, both the original TRIA bill and the Baker-Oxley-
Kelly extension bill allowed insurers to set aside dedicated ter-
rorism reserves, and because we were unable to secure the coopera-
tion and support of the Ways and Means Committee, we were left
with something less than a whole package to try to deal with that.

So, let me just ask anybody, or all of you on the panel, is there
any question that allowing long-term reserving for terrorism risk
without a tax penalty would help stabilize the market over time?
Is there any doubt about that statement?
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Mr. AYER. Congressman Oxley, first of all, thank you for your
leadership on the first TRIA bill and your continuing support. I
just wanted to be sure we all recognize your contribution here.

Going back to the chairman’s earlier question on this whole issue
of tax reserves, tax reserves, over time, will help the insurance in-
dustry deal with catastrophic losses if we are permitted to do so,
but it is very important that we all recognize—and you as CEQ’s
have to be commended, CEOs in the taxpayers’ behalf, because you
moved our retention from 7% percent to 20 percent.

Our retention went from somewhere around $400 million or so
to $1.3 billion going into next year. So, you are shifting account-
ability to a greater and greater degree, and even in the layers
above the industry’s retention, the participation of the industry will
increase going into 2007. So, you are doing a fair amount of shift-
ing accountability to the private sector. My big concern is, even
given all these best efforts, on NBCR-type perils, the devastation
that could result from it, absent a Federal backstop, will wipe out
big chunks of the insurance industry. That is the reason why we
need a public/private partnership. We cannot forget that.

The CHAIRMAN. I think that is well spoken, and indeed, the hid-
den secret is that this thing has worked, and it is proof positive it
has worked, and I think it would have worked better, frankly, if
we had the reserving option, and hopefully, in the next Congress,
we are kind of setting the table here, I think, Mr. Chairman, for
what will inevitably be an effort to reestablish TRIA, to continue
to provide for more participation of the private sector, for you folks
to have more skin in the game, to be able to protect the taxpayers,
which Chairman Baker has insisted on, correctly, but I would hope
that we could take a step back and look at the whole picture, and
clearly, the reserving aspect is critically important.

I wondered if all of you could just simply give me a sense of how
long and how we would best structure a reserving program, how
long it would take, for example, and how you would see it unfold
as we try to move more responsibility towards the private sector
and less towards the government. If you were to write a bill or if
you were to look at your own particular situation, how would you
structure that that would make sense and protect our economy and
really make certain that we do not have a real meltdown should
some catastrophic event occur?

Mr. KeELLY. This is an issue—there is significant discussion with-
in the industry, because it is not just with respect to terrorism risk,
it is also the overall natural catastrophe risk.

There is no debate that, for every contingency that confronts the
country, we are much better off if there is savings accumulated in
the private sector, and reserves are a form of savings, if you will,
and tax-free reserving encourages saving.

In most countries, in Europe, there have been traditionally—and
up until about 20 years ago in the U.S. casualty industry—contin-
gency reserves allowed on an accounting basis, not on a tax basis
in the United States, and you can set up mechanisms that say how
much a company could put into it in a given year, based on their
total exposure, on the deductibles, and whatnot, as the deductible
moves up.

The CHAIRMAN. So, it would be a ceiling, essentially?
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Mr. KELLY. Yes, a ceiling. The problem is—as a mutual—we are
under less pressure from shareholders to release profit quickly. So,
as the industry is sorting it out, we have to balance the industry
with shareholders and whatnot, the public, but there is a signifi-
cant portion of the industry that believes that tax-free reserves,
properly structured, are a very good way, over time—I have not
seen a model to see when we would accumulate a lot, but this is
still an open discussion in the industry.

Mr. AYER. If I could just clarify, Congressman Oxley, the eligible
lines, property casualty insurance lines, premiums is about $150
billion or so, and so, if you are thinking in terms of a $100 billion
event, you know, you can do the math on how long it is going to
take from a reserving perspective to provision for something like
that, and that is exactly why a public/private partnership is very
helpful, because under the current TRIA bill, post-an event, the
government does have a recoupment mechanism excess of the com-
pany retention.

There is an enormous amount of genius in the way you all have
constructed the current proposal. I would not reject it that easily,
because there is a good balance between private involvement, be-
tween your capacity to recoup from policyholders and companies
over an extended period of time once you have a terrorism event.

The CHAIRWOMAN. I know Mr. Case wants to respond, but back
to my frustrations, had we enacted that reserving as part of our
original bill, we would be well on our way to having those reserves,
and so, we really—we have lost 4 or 5 years here, dithering around,
worried about jurisdiction and everything else that is totally irrele-
vant to the issue at hand.

Mr. Case?

Mr. CASE. Congressman Oxley, I think the facts bear out exactly
what you said, and I think your specific question was what you do
going forward. At the risk of putting an option out that Aon put
forward to the industry a year ago for colleagues to react to, I will
get very specific around how one might think about it. First of all,
do you need the build-up capability you have described? Absolutely.

I think the committee has to make some decisions, and our
broader—the broader group has to make some decisions. Is the gov-
ernment going to be involves? Yes or no? You have heard all of us
say quite strongly it will not work otherwise.

Then the second question is to what level? How high does it go?
And you need some specifics. The analytics we did basically said,
at what point will the reduction in capital—again, we are doing
this on behalf of clients, of which some are insurance companies—
at which point does the industry start to lose rating, and when the
industry loses its rating, it will lose its ability to write, capacity
goes away, and none of us like that picture.

So, there is a threshold. The threshold around the analytics—and
we are not saying it is exactly right—was roughly $40 billion. So,
in a $40 billion first traunch, if the industry—we stepped up to
that, and they had made a $2 billion contribution every year for
the next 20 years, we start to build what you have described. Now,
$40 billion—that is two World Trade Center events. That would be
first layer.
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The second layer would be a post-event issuance of a bond. If
something happens, a bond is issued, and the industry pays it
back. This actually has—you captured a lot of this insight in the
first round of TRIA, and that’s another $40 billion, and the indus-
try would pay that back. That basically says that the industry
steps up to $80 billion over time, and I have thrown out a 20-year
time-frame, again not because, Congressman, it is the right an-
swer, but it gives you a perspective.

If you said—and you are going to have make that—we are going
to have to make that call. You are going to have to make that deci-
sion, at what level are you describing, I would put forth two $40
billion traunches, one more direct, one more indirect, at $80 billion.

The item I would urge you not to get confused is we continue
talk about NBCR and the efforts—you know, $80 billion, while a
tremendous amount of money, is wiped out in some of these other
issues, which is why they have to be included, from a government
standpoint, but make no mistake about it, you know, getting the
industry, guys to my right and left, to step up to an $80 billion
commitment, traunched over time, with the build-up you have de-
scribed, puts us in a fundamentally different position, and again,
back to you as a CEO, thinking about your constituents, there is
$80 billion at risk before the government steps in. That is a pretty
fundamental commitment, and again, we are not suggesting the 80
billion is correct, or the traunch of 40, Congressman, is right, or
the next traunch.

What we looked at was inflection points and when the industry
got downgraded, at which time the industry would lose its ability
to actually be effective.

Chairman BAKER. Thank you.

Mr. DuBois. I would like to comment that I think there are ex-
amples elsewhere in the world, in other countries, where reserves
have been allowed to build up in pools or other vehicles, that then
get used to pay for terrorism risk, should terrorism events happen.

Now, none of these other pools or reserves have suffered losses
like we did on 9/11, but nonetheless, there certainly are possibili-
ties and models that can be looked at.

You know, the industry, with, let us say, a $30 billion retention
today, or whatever, is already in a position of having a lot of skin
in the game, and the types of losses that NBCR could create are
so severe that these losses—and I do not think there really are
pools that could be created on a short-term basis, that could come
close to dealing with this. I think the government has to be in-
volved, and has to be involved in a very substantial way.

I think that there are also potential issues with regard to how
you go about establishing reserves for this. There needs to be an
actuarial determination. How do you determine how much reserve
you should put aside for something for which the frequency and se-
verity are unknowable? I think those are big issues that would
have to be wrestled with to avoid problems that could be created
and create issues that taxpayers would object to.

The CHAIRMAN. Thank you.

Mr. NASSETTA. I guess, following on what the two gentlemen to
my right just said, the thing we cannot lose sight of in any pro-
gram, ultimately, that we jointly come up with is that, whether it
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is $70- or $80 billion of skin in the game, from a consumer point
of view, one of the things—and from an economic point of view,
looking at the country’s economy, we cannot disregard the NBCR
and the super-cat.

A lot of the solutions that have been batted around, I think—and
while TRIA, as I said already today, is a very successful program
and allows for NBCR, we have to find a mechanism in whatever
we do to allow for capacity in those areas.

If we do not, obviously the markets are functioning reasonably
well today, effectively, without it, because it is not being offered,
but as I mentioned in response to Mr. Kanjorski’s earlier question,
all it takes is one event, and we are back in a mad scramble, a la
Katrina, to figure out what we are going to do, and what I would
off out is I think it will cost the Federal Government a lot more
money trying to clean up the mess afterwards than it would have
to have a reasoned program put in place up front.

So, while we have not had to deal with it yet, certainly the risks
that we all hear about from our President and everybody down the
line is those are the real risks that are in front of us today.

I think any program we come up with that leaves those super-
cat kind of concept to, you know, figuring it out later are mis-
guided. I think it will be very costly to the economy and very cost-
ly, ultimately, to the taxpayers.

The CHAIRMAN. Mr. Chairman, I think Mr. Nassetta said it best.
That is, does anybody here really think, if we had a catastrophic
event, that the Federal Government would not respond, the way we
did with Katrina or any other natural disaster, whether they are
floods or draught or anything else?

That is just the nature of the beast, and anything that we can
do to alleviate that or to mitigate it seems to me exactly the right
approach to take, and to say, you know, next year, the program ex-
pires and everybody goes back to their corners, to me, is not even
close to a solution. As a matter of fact, it abdicates our responsi-
bility to the taxpayers big time, and I thank you for your leader-
ship, Chairwoman Kelly, others on the committee, who get it and
who want to make this thing right, despite all of the political dif-
ficulties that we run into. You are on the right track, and I wish
you the best.

I yield back.

Chairman BAKER. Thank you, Mr. Chairman. I simply want to
say that the general testimony here this morning has been that the
TRIA in place has had a substantial positive effect on market func-
tion. It has worked, it was properly crafted, and to a great extent,
it is the product of your work effort and intense focus to get this
across the finish line.

So, I wish to sincerely commend you for your hard work on this,
and please know, going forward, whatever fortunes hold next year,
you hanging over our shoulder up here will be a constant reminder
we need to get this thing right.

Ms. Maloney?

Mrs. MALONEY. Thank you, Mr. Chairman. I would add to your
statement about TRIA working. From our experience in New York,
we could not even build a hot dog stand until we got TRIA in place.
All building had stopped, and the rebuilding had stopped, until we
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got the insurance program in place. I join my colleagues in thank-
ing you for your thoughtful testimony.

All of you have spent a great deal of time trying to come up with
some long-term solutions, and that is the type of thinking that
members of this committee tried to write into the TRIA extension
bill.

We tried to include a blue ribbon commission of leaders in the
industry that would come forward with concrete ideas and solu-
tions to move forward with. Unfortunately, that was not included
in the extension of TRIA. It only provided for a working group,
which is led by the Administration. The Administration has not
issued their report yet from this working group, but from some of
the signals that I have gotten from the Administration, I am not
optimistic that they will come out with creative ideas that include
a government component.

So, my question to you is what have you done to advance your
ideas with the Administration or, specifically, with the working
group that is charged with coming up with a long-term solution,
and then, secondly, what can we as a government do to help your
industry, to support your industry while you work to come up with
a long-term solution?

As I said, we tried to have it in the Administration—in the bill
that we put forward, but the working group is out there, they are
going to be coming out with a report soon. I hope that you have
made contact with your ideas, and I would like to really call first
on Mr. Case and Mr. Kelly, because they have spoken at great
length on some of their ideas and some of their solutions, and real-
ly open it up to all of the members of the panel.

Mr. KELLY. Thank you, Congressman Maloney.

We have met—Liberty and the industry have met several times
with the working group. I do not think they heard anything that
you have not heard today. We have spelled out clearly two things,
and I will reiterate them.

First, there is not enough capacity—I think there is unanimity—
there is not enough capacity in the private sector to absorb a sig-
nificant event.

Second, the private sector stands willing to absorb more risk over
time and is willing to work with creative mechanisms to allow us
to do that. We have made that clear.

Most importantly, we cannot live continually under a period
where we are going to lose coverage every 2 or 3 years. It is not
useful for us, it is very disruptive for our policyholders, and it is
bad for the economy. So, we need to recognize—and we have made
this point very clear—we cannot do it without government help, we
will try to do more over time, and we cannot continue to stand the
uncertainty.

Mr. CASE. Congresswoman Maloney, you asked two questions.

One is what specifically are we doing and what you can do to
help the industry. You know, what we have done is tried to put a
concrete proposal on the table, again not as an answer but as a
stocking horse, if you will, to take shots, and it has gotten plenty,
lots of new ideas on the table, but we are going to continue to re-
double our efforts to make sure that the committee understands
what is out there, what the possibilities are.
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The most important thing I would address, though, is, in my
mind, your second question, which is what can the industry do?
One thought I would suggest to the committee is that if this is
viewed as an insurance industry issue—again, Aon is not an in-
surer in the way that my colleagues to the right and my left are—
it is a view on the issue that is—scope is way too narrow.

I am not suggesting you were there in any way, in any event, but
just for the record, this is an issue for businesses. It is an issue
for Marriott. It is an issue for businesses around the world.

Our concern, which is the reason we put forward a solution, is,
if it ever gets construed as an insurance company set of issues and
an insurance company backstop, if you will, in our view, that un-
dermines what you all have actually put in place, and undermines
the ability to actually talk about this issue in a way that can be
very productive. So, I would ask your help to make sure that, when
the solutions come forward, they are from a broad-base sector—fi-
nancial services, which include the banks; the insurance compa-
nies, their constituents and companies out there trying to make in-
vestments and build. All these constituents are incredibly impacted
by this.

I can make an argument that banks are as impacted as insur-
ance companies. Banks will eventually be—if they are building
buildings and they finance them, they eventually are going to be
the construction owners, and they are eventually going to be insur-
ance companies, if anything happens, and the banks do not want
to do that. So, please help us make sure the constituent group is
broad enough.

Mrs. MALONEY. Any other comments?

Mr. AYER. We belong, Congresswoman Maloney, to—we belong—
the AIA, ACLI, as well as the CEO Roundtable that Mr. Kelly re-
ferred to, and in all cases, we have actually worked and reached
out to the working group to advance ideas and kick around dif-
ferent alternatives, and I believe that the industry eagerly awaits
the analysis and is hopeful that, fundamentally, we will continue
to have a public/private partnership here for the risk of terrorism.

Mr. DuBois. We have been involved in this discussion for 5 years
now, as many of us here in this room, and we are today reinsuring
terrorism risk, to some extent. We are the largest reinsurer world-
wide, and we collect premiums from around the world to cover ex-
posures here and in the U.K. and in Spain, etc.

The appetite, for the industry, however, as I said earlier, for rein-
suring terrorism risk, is still limited. That may change over time,
but it would require the reinsurers and society at large to consider
terrorism risk to be a lessening risk. We do not yet see that.

We in the RAA have been working on alternative solutions, as
well, just as Mr. Kelly and Mr. Ayer and Mr. Case have been sug-
gesting for themselves, and I think that there is an opportunity for
all of us to get together to work on these solutions. Pools are one
possibility. Reserving is another possibility. They all have problems
attached to them, but I think that there may be ways that, collec-
tively, we can do it.

You know, cat bonds are suggested as an alternative. Yes, but
cat bonds face the same pricing problem that we face. I do not
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know why the capital markets would look at the pricing any dif-
ferently. After all, the capital markets supply capital to us.

So, consequently, I think that it is a potential long-term solution,
but it is nothing immediate, but I can assure you that we, Swiss
Re, are more than happy and willing to work with any working
group or any of the insurers, reinsurers, and brokers, etcetera, to
come up with alternative solutions that can be meaningful on as
short a term period as possible.

Mrs. MALONEY. Thank you.

Mr. NASSETTA. I think most of it has been said. On behalf of
CIAT and the roundtable and personally, we have been spending
a lot of time with the members of the President’s working group
and, I think, have had a good dialogue, as others have, about the
various options. We are not, at CIAT, promoting one versus an-
other. We think there are a lot of alternatives that would make
sense.

What we are promoting is, really, making sure all the interested
parties are in the same room and have an incentive to find a way
to make this work that is balanced, that is balanced in terms of
the policyholder versus the insurers, the reinsurers, and ultimately
the taxpayer. So, from the standpoint of your question, what can
you do, short of, of course, passing legislation, which would be ter-
rific, it would be to continue to put the pressure on all of us and
all the other interested parties on this issue to really sit down and
force the parties to figure out a balanced public/private partnership
equation that ultimately makes everybody reasonably uncomfort-
able, as Chairman Baker said, which I think was a very good way
of putting it, and so, I think there is a good start.

I think there is a lot further to go, obviously, and we are going
to be running out of time. People are renewing policies. From a
consumer point of view, this is an issue that is accelerating very
rapidly as people go out to renew their policies, and so, very timely
that we are having the hearing today, and again, all of us very
much appreciate it.

Chairman BAKER. The gentlelady’s time has expired.

Our co-chair, Mrs. Kelly.

Mrs. KELLY. Thank you. The House bill we drafted last year had
a specific program for the NBCR coverage, and the GAO has said
that that is the greatest terror risk to our country, but there is no
private market that has really developed on that. Is there any
doubt that we need to have a specific NBCR protection written into
this law? Do any of you have any question about that? I am just
going to ask you to give me a quick yes or no.

Mr. KeLLy. I think, given the significant difference in NBCR
from, if you will, conventional terror—I mean it is somewhat sad
that we now talk about conventional and non-conventional terrorist
acts, I mean the world has changed so much.

There is such a significant difference in terms of predictability,
in terms of the long-term emergence of damage from—whether it
be biochemical or nuclear—that it is so significantly different, we
believe it is highly desirable to treat the two separately. They can
be coordinated, but they need to be treated separately.

Mr. AYER. There is no doubt in my mind that we need a Federal
partnership on NBCR. I would also say, on conventional acts, we
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are always concerned, as you saw in the case of the London ter-
rorism incident, of what we in our industry refer to as swarm at-
tacks. So, you could have conventional attacks occur in several cit-
ies at the same time, which collectively could be a serious size loss
that the industry would have difficulty responding to.

That is the reason why your increasing retention has been a nice
device, a good device to construct the right balance between how
much the industry ought to bear versus how much the government
ought to step in as a backstop.

Mrs. KELLY. One of the things I think that is problematic for the
general public is that they have not seen the movements within the
industry that have enabled it to cover, so far, the World Trade
Tower disaster and Hurricane Katrina, and with the terrorist at-
tack on the towers, followed by Katrina, it has had an economic ef-
fect on the whole country, but people have not thought about what
has gone on within the industry itself, and I would like to ask what
it took, if you are willing to share, what it took within your indus-
try to be able to cover the disaster of Katrina and the hit of the
terrorist in New York.

Mr. KELLY. We assume great fiduciary responsibility for the cap-
ital of our companies, so we try our best to manage risk, and it is
a truism in the insurance industry, the best accident or best claim
is one that never happens. I think if you go around the cities and
malls of America, you will see that they are significantly safer,
whether it be devices as concrete pylons, metal pylons, to keep
trucks away from the front of the building—we, separately, and a
competitive marketplace, have worked with each of our policy-
holders to reduce the terrorism risk.

The average consumer does not see that. They see a planter in
front of a building, and they think we are beautifying the building.
No. We are working with the policyholder to make sure nobody can
drive a truck bomb up beside that building.

I think what is not obvious—obviously, what is obvious in New
York, Chairwoman Kelly, is that things recovered, but what is not
obvious is that around the country, we, working with the policy-
holders, have made this country safer against terrorism. We are
glad it is not noticed. We are proud of what we have done, and
each of us do it in our own way, but it is a safer country for that
reason.

Mrs. KELLY. I want to go back to this question again and ask
about manipulations within the industry itself. Have you had to
help each other because of the amount of coverage and exposure
that one person in the industry has had versus another person?

Mr. KeELLY. The TRIA has allowed the free market to work in the
following sense—and I speak for how we approach it. We can tell
you in New York, within a hundred yards, within a quarter of a
mile, how much exposure we have. Once it gets more than we have
an appetite for, we back out.

TRIA allows other people who are willing to step in, to pick up
the exposure. We cannot do it in collusion, but when we, as a com-
pany, decide not to bid, there is always enough people in there bid-
ding for the risks we do not want. So, TRIA, by creating a certainty
as to the absolute amount of loss, no runaway losses, has allowed
the free market to work very, very well. We can make normal eco-
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nomic decisions, and there is enough capacity left underneath the
TRIA deductible to meet the needs. So, it is a remarkably effective
construct.

Mr. AYER. From a consumer point of view, I agree with all that,
and I think it is actually a fairly simple approach, when you think
about it.

As it has been for a hundred years or more in the insurance in-
dustry, the tradeoff has been limited, as described by Mr. Kelly,
meaning limiting exposure in certain areas.

It has been through exclusions, like excluding NBCR and other
things, so that not taking certain risks at all—and it has been
through rates, which is to say that our rates from a consumer point
of view—and again, I am not saying it in a negative sense, it is be-
cause of these things that have happened—the rates are multiples.

So, it is through limiting risk, excluding risk, and getting greater
payments to cover what risk remains. It is a simple equation of a
profit-making business.

Mrs. KELLY. Mr. Case, I see you looking as though you would
like to answer that question.

Mr. CASE. Congresswoman Kelly, it is interesting—I agree the
markets have worked in a wonderful way. There is §15— to $25 bil-
lion at risk as that has evolved over time. Mr. Nassetta is right,
though. Rates have gone up. Post-9/11, rates went up quite sub-
stantially, as they needed to do.

If you talk to constituents, look at the balance sheets of the in-
surance industry, because one question you should be asked is why
would you be thinking about this when it looks like the industry
is so strong right now? That will be a question you will be asked.

I think a reasonable response is that the balance sheets of the
entire industry, the overall capital, were at a much weaker posi-
tion, having coming through a decade of softer prices in 2001. The
$20 billion event, which was the World Trade Center, was dev-
astating in that context, plus we had a market crash afterwards,
equally devastating.

Understand, last summer was a 60-plus-billion-dollar event that
my colleagues’ balance sheets absorbed, and they actually came out
of it quite well. In fact, they are prepared and they are well
equipped to kind of continue to meet the needs of consumers and
of businesses, and it is because of all the preventions that hap-
pened, that Mr. Kelly talked about, and everything that went on,
all those are good, but the market was forced to react. Prices did
go up over time, and the mechanisms did work.

Mrs. KELLY. Thank you.

Yes, Mr. Ayer.

Mr. AYER. Just a quick additional thought here. TRIA cost us
close to a billion dollars—not TRIA—the World Trade Center cost
us close to a billion dollars, and the devastating hurricanes of last
year cost us close to a billion dollars. When we had the WTC event,
we did have reinsurance. Today, our retention inside of TRIA is en-
tirely borne by The Hartford.

On the other hand, we have close to a billion-and-a-half of rein-
surance available on natural disasters, and so, today, we scour the
world markets, including capital markets, to seek reinsurance sup-
port. So, that is the distinction.
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So, what changes inside The Hartford? We not only are a writer
of property, casualty, and workers’ compensation insurance; we
also provide group life, and we are one of the largest lenders to
commercial real estate through commercial mortgage-backed secu-
rities.

So, what we have to do is really take a second look at how our
aggregations stack up inside of cities, including New York City,
how much lending are we doing, how much group life are we writ-
ing, how much comp and property insurance are we affording, and
that is the change in our lives post-TRIA.

Mrs. KELLY. I have one more question, and that is, the White
House-controlled PWG report last year was not—did not contain
what the House bill contained. The House bill—we had an inde-
pendent commission looking at the future of terrorism insurance
that would have had experts from both sides. Would you support
the establishment of an independent TRIA commission that rep-
resented government, policyholders, and the industry?

Mr. KELLY. I hate to say yes, but—yes, I think that would be a
very desirable way to make sure there is an open hearing and a
broader constituency.

My concern is that were we to advocate such a commission, it
would provide an excuse to give us another temporary extension,
and one message I do want to leave—I have said it several times,
and I will say it again, and I think Mr. Nassetta alluded to it sev-
eral times, too. This idea that, every 2 or 3 years, we are in limbo
is not a good thing.

So, if a commission delayed a permanent solution—it would be
not a desirable thing at all. On the other hand, any mechanism
that gets the best and widest thinking would be highly desirable.

Mrs. KELLY. Thank you, Mr. Kelly.

Chairman BAKER. I thank the gentlelady.

Mr. CASE. As long as the industry is defined broadly enough—
and I apologize for repeating, but if the industry is the insurance
world, it has, in my view, hindered the ability to actually push this
forward. If the industry is represented by the capital providers,
banks, etcetera, and is there with insurance companies, with rein-
surers, and it is broad-based, you are going to get a much richer
view of what the possibilities are.

Chairman BAKER. I thank the gentleman.

Mr. Hinojosa?

Mr. HINOJOSA. Thank you, Mr. Chairman.

I would like to make a statement and then ask a question of Mr.
Gregory Case.

Some folks suggest that TRIA is crowding out private market so-
lutions. Has the amount of reinsurance available for this risk in-
creased since we renewed TRIA, and is it enough?

Mr. CASE. To the question of is it crowding out private solutions,
within the construct that was set up by TRIA, in terms of the ag-
gregates that are there for the broader market that the industry
absorbs, I think, as Mr. Kelly was pointing out, there has been a
tremendous amount of innovation to try to operate within that con-
text. To take on additional risks that are both unpredictable and
unquantifiable, basically, if I may offer, kind of finite capital
against infinite risk, there have not been a lot of solutions that
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show up sort of in that genre, as Mr. Dubois described, which is
why, within the context of the next iteration, should there be one,
of how we think about, you know, a set of solutions, the innovation
in the capital markets and the innovation in the industry, the inno-
vation on the reinsurance side is—you know, in my view, is not
going to be constrained at all with regard to whether the govern-
ment—if the government is involved. In fact, quite the reverse,
what the government backing would do is to provide a stable play-
ing field upon which the participants could actually put some
things forward and potentially price product to be effective.

Mr. HINOJOSA. Mr. Chairman, based on what I have read and
heard, I think it remains extremely important that we, the Federal
Government, continue to collaborate with the private sector and, in
some form, on this issue.

I want to thank you, Chairman Baker, for holding this hearing,
and I want to work with you and Ranking Member Kanjorski and
with other members of our subcommittee to keep this terrorism
coverage available. I yield back the balance of my time.

Chairman BAKER. I thank the gentleman.

Mr. Garrett?

Mr. GARRETT. Thank you, Mr. Chairman. Just a couple of quick
questions.

Mr. Case, you had made an indication before that, after 9/11, be-
cause of the situation at that time, a deadening of the economy,
and but for us taking some sort of action on TRIA, you would have
probably seen a deadening of the economy and new construction
and the like, what have you. You also indicated that you have con-
stituents or clients around the world, as well. Could you or other
members just very briefly tell us what is going on in the rest of
the world, to the best of your knowledge, in this area, whether they
have a TRIA backstop in the other countries, or do we see a flat-
tening of their economies?

Mr. CASE. First of all, in terms of sort of what happened in the
United States, it is, in fact, exactly what happened for a period of
time, until things became more stabilized. We have seen other con-
stituents around the world asking the same sets of questions. The
capital is global. The capital is fungible.

They are seeking and they are trying to understand, when you
think about the events that have happened in the U.K., the inci-
dent that happened in Madrid, a whole set of issues are being
raised. This is not just a U.S.—

Mr. GARRETT. But did the other countries adopt this?

Mr. DuBois. Maybe I could address that for a moment. There are
a number of countries around the world that have terrorism risk
protection programs in place. One of the oldest is the one in the
Republic of South Africa, and it has been there for decades. Poten-
tially older is the program in Spain, which dates back to the early
Franco days, in the civil war. The U.K. has a program that can be
considered a model for us. France, Germany, and other countries,
the Netherlands, set up programs after 9/11. Australia has, as well.
So, tlhere are plenty of models out there that we can look to for ex-
ample.

They all have what some might consider failings, but nonethe-
less, you know, they are in place. Other than Spain and Israel and
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South Africa, there is only one that really has responded to ter-
rorist acts, and that would be the U.K. program. It was set up in
1993 in response to IRA attacks in London and elsewhere in Eng-
land. The funding was provided through a mechanism where pol-
icyholders paid insurers, who paid into a pool, and that pool accu-
mulated the funds.

It also purchased a reinsurance line from the U.K. government,
which served as the ultimate reinsurer for that pool. It has re-
sponded on three or four occasions out of the funds that have col-
lected in the pool and is, today, expanding its coverage. It is not
shrinking it. It is expanding what it covers. So, it is actually going
in the opposite direction. Instead of reducing its involvement, it is
actually going the other way.

As I understand it, that company, although more limited in size,
in terms of the funds involved and its coverage, it employs about
nine people. So, it is not exactly an enormous bureaucracy. It has,
frankly, been quite effective.

Mr. GARRETT. I guess my next question was going to be—as far
as whether what we have done has sort of frozen out either innova-
tion or any enlargements into the system because—obviously, in-
dustry knowing that we are here, you are not going to be expand-
ing into this market.

Mr. DuBois. Well, from a reinsurer perspective, I can say that
we have changed our view on terrorism risk over the last number
of years.

As some of you know—we can talk, certainly, about large num-
bers—we suffered losses of $3.3 billion on 9/11, and we imme-
diately, within a week’s time—my colleague from Switzerland and
I visited the White House and indicated that we would not be re-
newing our treaties with reinsurance—with terrorism being pro-
tected under our treaties. Since that time, we have been changing
our view, and we do now provide reinsurance protection for ter-
rorism risk, as I testified earlier.

Mr. GARRETT. So, had the original TRIA been in place prior to
9/11, the impact upon the industry, the government, in that situa-
tion, would have actually had to have stepped in to a significant
degree. First of all, is that correct, and secondly, if it is correct—

Mr. Dusois. I think it would depend on what you mean. What
Wer?e the deductibles in place, you know, in a pre-9/11 TRIA pack-
age’

Mr. GARRETT. The original TRIA that we passed.

Mr. DuBois. Then the government would have picked up, prob-
ably, some of the tab, yes.

Mr. GARRETT. Thank you.

Mr. KELLY. If you recall, the very low level of industry deductible
early in TRIA was because we were recovering from 9/11. We did
not have the capital at that time.

One can always speculate as to what might have happened, but
had it been—my belief is that, had TRIA been enacted earlier, the
deductibles would be more like the levels we have right now, in
which case there would have been very little Federal Government
involvement. The early 7%2 percent was only so low because the
capital has been significantly damaged by 9/11.

Mr. GARRETT. But the industry was able to absorb—
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Mr. KELLY. Yes, we were able to absorb it, but we could not ab-
sorb the high deductible, 7%2 percent, post-event.

So, the 7% percent initially was recognizing that we had been
damaged significantly.

Mr. NASSETTA. I think Chairman Oxley made the comment be-
fore, which is worth noting again, which is to say some of these
other programs, as Mr. Dubois describes around the world, have
been very successful, including the U.K. program, where they are
building pools.

To the extent that approach had been taken, which is an ap-
proach that a number of parties, including the Roundtable, have
put forth, 5 or 6 years ago, you would have, today, substantial
pools of capital that would be available.

So, it is something that—it is not the only solution, but is a solu-
tion that we should be, as a group, considering. In the end anal-
ysis, some kind of pooling system—we can debate what mechanism,
and whether it is reserves, tax-free reserves, etcetera—some mech-
anism to build up a capital base of some kind or another is abso-
lutely necessary here in order to ultimately have the Federal Gov-
ernment be able to lessen its role over time, and again, debatable
what exact form that will take, but the concepts that have been
used around the world, which vary a great degree, have largely, in
my opinion, been successful, because they have build up inde-
pendent pools of capital to deal with this risk, and ultimately taken
their Federal Government exposure down over time.

Mr. GARRETT. In each one of those cases, is there always a gov-
ernment backstop at the other side of those pools?

Mr. NASSETTA. There has been in each one that I am aware of,
yes.

Mr. KELLY. There is not enough capital in the private sector to
absorb the hundred, three, four, five hundred billion dollar loss
that could easily occur. There is a level at which there is not
enough—there is no mechanism that will create enough private
capital. What is desirable is to create an environment with a mech-
anism to move that government step-in point higher and higher
over time, but there will always be a need, ultimately, for a Federal
Government backstop.

Mr. AYER. One misunderstood point, Congressman Garrett, is the
fact that, today, there is private capital. It is the insurance indus-
try, and you know, in stepping up our retention from 7Y% percent
to 20 percent, what you have done is brought the insurance in as
private capital, but unlike natural disaster risks that take us—for
example, we are in the market on natural catastrophes where we
have reinsurance from cat bonds protecting us.

With respect to TRIA, we cannot get or secure protection from
capital markets or from reinsurance markets, and that is the dis-
tinction.

Chairman BAKER. The gentleman’s time has expired.

Ms. McCarthy?

Ms. McCARTHY. Thank you, Mr. Chairman. I want to thank ev-
erybody for the testimony. It really has been fascinating.

I am one of those who do believe that the Federal Government
should be involved in backing up for the terrorist insurance, and
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actually even for catastrophe insurance, what we have seen in the
last couple of years that has happened here in the United States.

From listening to your testimony, probably most of you were
talking, especially, from 9/11 and Katrina. It has opened up our
eyes to what we all are exposed to, but one of the things I have
not heard—one part, I heard that the insurance have actually gone
down about 25 percent, I believe, Mr. Case, you had mentioned,
that it was being stabilized?

Mr. CAsSE. What I mentioned was in the context of the effective-
ness of TRIA, that the terrorism rates had come down roughly 25
percent. That is, within the context of insurance rates, dramatically
increasing over that period of time.

Ms. McCarTHY. Okay. Because my concern is really—no one has
talked about small businesses. We know that, from 9/11, in the
building, certainly there were large corporations, and certainly they
were extremely hurt, but there was also small businesses that were
in the building and in the surrounding areas.

My concern would be a lot of those businesses have not cone
back, because they were not prepared for, certainly, that kind of a
disaster, and I think one of the problems that we are going to see
in the future, whether it is a Katrina-like issue or another terrorist
attack, if it does happen here in the United States, that small busi-
nesses are still going to end up losing, and I think that is some-
thing that needs to be adjusted somehow.

You had mentioned that your costs have gone up quite a bit. Is
there anything that we can do to incorporate—to make sure that
small businesses are covered—with the rates?

Mr. AYER. If I could pick up on this, The Hartford is one of the
largest small business insurers in the country. We have 770,000
small businesses that we insure today, and a ton of them were our
insureds in the 9/11 incident, and a ton of them have come back,
and absent reinsurance availability, that would be a challenge, but
a lot of them do buy the terrorism insurance currently in their con-
tracts, because it is automatic on workers compensation, and it is
also available on property insurance, because it is a mandatory
offer today.

Ms. McCARTHY. I am wondering today, with what we are dealing
with, possibly, for the future—I know here—actually, on one of my
other committees, we had—for small businesses to be able to buy
health care, to pool together. When I talk about small business, I
am talking about the little guy that has got a little shop, probably
does not have any insurance whatsoever, or if it is, it is minimal,
because we talked about fire, but if we had a biological attack,
which we are hearing about constantly, there would be no fire.

Obviously, some other attacks, yes, there would be explosions
and then fires. That would be covered. How do we, as the govern-
ment, work with you to try and cover those particular different
areas?

Mr. KELLY. First of all, the small business market is very com-
petitive. There is lots of property and casualty capacity available
to small business. Now, whether or not they want to pay for it or
not, that is a decision.
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They have to pay the rent, and there is the form of doing busi-
ness. It is a competitive market. We compete against my colleagues
at The Hartford.

It is a very active—and I think, later, you will hear from the
independent agents—it is a very active market, but to the extent
they are exposed to things such as nuclear or biological, you know,
it is the same for an aggregation of small businesses as for a big
business. Our capital is at risk.

So, if TRIA provides the appropriate backstop, then we can pro-
vide the coverage. It is no different. The mechanism will be no dif-
ferent than it is for the larger risks.

Ms. McCARTHY. Let me ask you a question, because it just
popped into my mind. You know the insurance business better than
I do, but with a large corporation—say they are an accounting firm.
You know, they have records, they have paperwork, but downstairs
there is a restaurant which would be considered a small business.

They might not be prepared for the loss of, number one, closing
the restaurant down for weeks, months, certainly the loss of in-
come, food, and everything else. So, your insurance would cover
something like that?

Mr. KELLY. Business interruption insurance is probably the most
significant part of their coverage. They would get significant busi-
ness interruption payment that is based on their revenue and prof-
its. Mr. Ayer alluded to how well his policyholders recovered, the
same as ours. That is a huge part of the business, business inter-
ruption insurance. It is readily available, it is freely available, and
if someone decides not to buy it, I mean—it is a cost of doing busi-
ness, but it is there. It is there.

Mr. NASSETTA. I think, again, from a consumer point of view,
whether large or small—and a lot of our businesses certainly are
large, but there are small businesses involved—I think it gets back
to the underlying issues that I have talked about, others have
talked about here, and that is we cannot—in thinking about ter-
rorism insurance, you cannot exclude certain aspects of it like
NBCR and feel like we have accomplished the objective.

Again, while TRIA has been very, very successful and does, in
fact, cover it, there needs to be a plan put in place to stimulate
more capacity for those types of things, for small business, big busi-
ness, medium-size businesses. Otherwise, to the extent that we
have an occurrence of that sort, it is going to devastate all busi-
nesses in whatever particular zone of the country that it occurs.

So, I think the small business will ultimately benefit from what-
ever we are doing in the same exact way that any medium or larg-
er business would.

Chairman BAKER. The gentlelady’s time has expired.

Ms. McCARTHY. Thank you, Mr. Chairman.

Chairman BAKER. I thank the gentlelady.

Mr. Miller?

Mr. MILLER OF NORTH CAROLINA. Thank you, Mr. Chairman.

Mr. Kelly, you have at least mentioned, for the first time in any
of the hearings on TRIA, a concern that I have had about what is
the insurance industry doing to push the private sector to be pre-
pared for terrorism attacks, to be—what is the insurance industry
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doing for preparedness. I am glad to see that that—that you have
addressed that, or you mentioned it, at least.

The 9/11 Commission report said that the private sector was al-
most wholly unprepared. All of the witnesses said that, despite the
clear risk, the private sector was almost wholly unprepared, 85 per-
cent of the likely targets were in the private sector, and that there
was, in fact, no widely understood set of standards for care, for pre-
paredness that was being embraced, that was embraced by the pri-
vate sector, and actually, when the 9/11 Commission did their fol-
low-up report card just a year ago, private sector preparedness still
got a grade of minimal progress and said that the insurance and
credit rating industries were just beginning to incorporate national
preparedness standards into their underwriting and risk assess-
ment criteria, and that there needed to be a great deal more of that
done.

Are you requiring your insureds to submit to preparedness, ter-
rorism preparedness audits? Are you telling them of standards?
Are there clearly understood standards for preparedness?

Are you telling them about that? Are you able to require that
they meet those standards?

Mr. KELLY. Yes. I think it is always easy to look at 9/11 and say
we should have been prepared. As a country, we should have been
prepared. We were not. We were not prepared.

I understand it is easy to say, in retrospect, we should have
been. No one could have anticipated it. So, that criticism, let us put
aside, but I do think the report is absolutely incorrect.

Each of us in our own way—we cannot compare underwriting
rules. The Hartford has theirs; we have ours.

It is an essential part, before we will assume a risk. Have they
protected the building? Have they taken care if something goes
wrong? And we have worked with various groups to develop our
underwriting standards.

Our competitors have similar standards, and it is a central
part—people who do not meet the standards cannot get insurance.

Mr. NASSETTA. As a consumer, I would have to agree with that,
from what we are seeing.

It is certainly a very active dialogue that occurs as we are plac-
ing our insurance—as an industry, we are placing insurance. It
starts with a fundamental belief that there are some things that
you can protect against and some you cannot. We cannot protect
against a plane flying into our building, as an example, and we had
that happen at our company. We owned the World Trade Center.
Marriott—we lost a number of guests, a lot of employees, and ulti-
mately, an 820-room hotel that was taken out.

There is nothing, ultimately—the Federal Government can help
protect us against that; we cannot. Having said that, as an indus-
try, not only is it being driven through the discussion we are hav-
ing with lenders and insurers, but it is being driven by our own
interest in protecting ourselves because of what I am describing,
which is a lot of these risks and perils that we have, we do not
have coverage for.

I mean the fact of the matter is, when it gets down to NBCR—
I have talked about it 5 times. I will not say it again. We really
think we have very little coverage. So, we have to protect ourselves
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right now as best we can. There are some things we can do, some
we cannot. The real estate industry has gotten together with the
Federal Government and created a real estate information sharing
analysis center, real estate ISAC, that we have invested a lot of
capital into, that is working very well.

Individual companies are doing a great deal to harden targets as
best they can. I know we are spending millions and millions of dol-
lars, our company, additionally, a year, on security and protection
against NBCR and other forms of terrorism that we think we can
protect against. So, I disagree with the report in the sense of what
I see day to day and what we are doing in our business, what I
see in the industry, overall, and I think, you know, there is a kind
of self-help component to what is happening, not just the influence
of lenders and insurers but a self-help in the sense that it is the
only protection we may have on some of these events right now.

Mr. MILLER OF NORTH CAROLINA. One of the other findings of the
9/11 Commission was the civil liability system should be part of the
market inducement to preparedness, that if the company has what
should be a known risk and fails to take the actions to prepare for
that risk and causes harm to others, under the civil justice system,
they should have liability for that.

Mr. Kelly, do you agree with that finding of the 9/11 Commis-
sion?

Mr. KELLY. That is an area I think is beyond where I have exper-
tise.

Mr. MILLER OF NORTH CAROLINA. Does anyone on the panel wish
to claim expertise and address that?

Mr. NASSETTA. I have no expertise, but I have to say I would not
be in favor of it.

I think what it will lead to is a massive amount of litigation in
which you are going to turn—what will ultimately happen is the
victims of terrorism will be victimized again with a debate, with a
thousand lawyers trying to determine whether the locks on our
doors of our HVAC system were adequate enough to keep some-
body out of putting a chemical agent in there that harmed our
guests. I can only imagine the anarchy that would follow.

So, I personally, speaking on my own behalf, think it is a very,
very difficult thing to do.

Mr. MILLER OF NORTH CAROLINA. Actually, I think the 9/11 Com-
mission was not talking about statutory liability but simply com-
mon law liability; the existing law of negligence would hold that
once—in 9/11, nobody thinks the World Trade Center should have
understood that they were going to be hit by a plane filled with jet
fuel.

No business in America can now say who would have thought—
who would ever have thought we could be the victim of a terror at-
tack, particularly the chemical industry, particularly all the indus-
tries that we know are likely victims.

If there is a clear set of standards of what they should do, they
did not do it, and others suffered as a result, you do not believe
that they should be held—

Mr. NASSETTA. The clear standards are the rule of law and peo-
ple that are not abiding by the rule of law or set-out rules, I think
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there is a different set of issues involved. That is not how I under-
stood the—

Mr. KELLY. Let us hypothesize a situation. There are certain
glass standards you can put in a hotel. I will posit that as a situa-
tion. Well, unless you mandated a specific manufacturer and said,
unless you buy that manufacturer’s glass, then there is significant
liability. Well, the bar will begin saying, well, you bought that
glass, but that does not quite meet the standard in the following
way—or it was not installed properly because in the upper right-
hand corner, on the 22nd floor, you find a millimeter—it opens and
so on. The plaintiff bar is remarkably creative in using liability
laws to significantly increase the cost of doing business in this
country, and to create a new liability, with all the interpretation
of clear standards, and use legislation to encourage litigation,
which this would do—it would not just allow it, it would encourage
litigation—would be a deleterious effect on the broad economy.

Mr. AYER. It would be a tragedy, Mr. Miller, if you used this leg-
islation to spawn or support the idea—

Mr. MIiLLER OF NORTH CAROLINA. Actually, I was just asking if
you agreed with the 9/11 Commission.

Mr. AYER. I just believe that litigation is not the best way—

Mr. MILLER OF NORTH CAROLINA. I think the answer is no.

Mr. AYER. Litigation is not the best way to enforce account-
ability, in my view.

Mr. CASE. The one item I would also just highlight is to what
purpose?

What I thought was interesting when you asked the question, is
there preparedness and is there efforts around preparedness, you
actually heard as emotional a response as you have heard today,
and it was from the insurance world, who talked about—you know,
they actually spend real time with companies, with firms, not just
asking but requiring, and the penalty for not complying is much,
much higher rates or no coverage, and then you heard a client de-
scribe the fact that they believe most of their terrorism risks right
now are uncovered. They are self-insured, and what is insured—
again, they have tremendous economic incentive to try to get the
best possible situation they can.

So, I would just ask—I would concur with the other panel mem-
bers but would ask to what end? Are we trying to improve the situ-
ation, because we have got tremendous incentives to try to do that
now.

Chairman BAKER. Can you make this your last one, Mr. Miller?

Mr. MILLER OF NORTH CAROLINA. I can.

I also understand that, for the vast majority of insureds, who are
not required to have a form of insurance—workers comp insurance,
one obvious example; the other is the requirements of the lenders,
mortgage lenders—that the vast majority of insureds, commercial
insureds, decline terrorism insurance.

They do not pay the additional premium. They simply bear the
risk. Given the fact that some are obviously vulnerable, their vul-
ne}tl"ability affects others. Their failure to take precautions affects
others.

Do you believe that, for some businesses that are obvious ter-
rorism risks, that insurance should be optional or required?
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Mr. KeLLY. I think mandatory coverages inevitably lead to regu-
latory abuse, and I think to mandate coverages would be a bad
thing.

Let the person’s risk appetite determine what they are willing to
pay in the marketplace, and it is not—you should not be surprised
that the take-up—it is increasingly dramatically, I think, as Mr.
Case pointed out—take-up is low.

Think of a California earthquake. A State program available to
individuals on their homes, people living on the faults do not buy
it. Very small take-up of earthquake insurance by individuals in
California. Is that a rational act? No. But should the government
mandate rationality? I think that would be unfortunate.

Chairman BAKER. I think government and rational are mutually
exclusive.

That was the gentleman’s last question, I believe, and I just
wanted to clarify, Mr. Kelly, with regard to pricing freedom, the
NAIC has taken the position with regard to this issue that there
are no pricing constraints. The GAO report seems to indicate that
there is considerable friction between insurers and varying State
regulation. I believe it extremely important to have pricing freedom
for this product in order to have availability.

From your role, and particularly given the extent to which you
are engaged in workers comp, do you find, from your perspective,
there is State regulatory intervention in your pricing models?

Mr. KELLY. Significant. In our own State of Massachusetts, pret-
ty much the rate is mandated.

I think very interesting in the GAO report is the situation in
California.

The industry is in a peculiar Catch-22 situation. California regu-
lation says that before a rate can be approved, it must be actuari-
ally based. Because of the nature of the terrorism risk, they say
your rates are not actuarially based, so we will not let you charge
anything. Essentially, I mean it is a Catch-22. I mean it is not an
actuarial system.

So, in many, many, many States, there is significant price control
of workers comp. We do not operate in anything remotely like a
free market.

Mr. AYER. Congressman Baker, I would like to add—I think it’s
a very well-framed question.

I believe, today, that price and forms are not areas where the in-
dustry has much freedom.

As a matter of fact, I believe that the NAIC is not right in sug-
gesting that there is enormous freedom in both rates and forms
today.

Chairman BAKER. I thank you. I want to express appreciation on
behalf of the committee to each of you. This has been a very in-
formative hearing, very good information provided from various
perspectives, and it will be of substantive help to us as we move
forward in this resolution.

Mr. KeELLY. Thank you for inviting us to testify.

Chairman BAKER. I appreciate your time, and this panel is dis-
missed, and Mrs. Kelly will assume the chair.

Mrs. KELLY. [presiding] Thank you very much for joining us
today.
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This second panel begins with Dr. Sharon Emek, a partner of
CBS Coverage Group, Incorporated. She appears today on behalf of
the Independent Insurance Agents and Brokers of America. She
has testified numerous times before the New York State Assembly
on terrorism insurance, insurance market conditions, and broker
compensation. Most recently, she testified before the National As-
sociation of Insurance Commissioners on developing a permanent
terrorism insurance solution.

We welcome you, Ms. Emek, and let us start with you.

STATEMENT OF SHARON EMEK, CBS COVERAGE GROUP, INC.,
ON BEHALF OF THE INDEPENDENT INSURANCE AGENTS
AND BROKERS OF AMERICA, INC.

Dr. EMEK. Thank you. Good morning, Chairman Baker, Chair-
woman Kelly, Ranking Members Kanjorski and Gutierrez, and
members of the subcommittee. My name is Sharon Emek, and I am
pleased to be here today on behalf of the Independent Insurance
Agents and Brokers of America to present our association’s per-
spective on terrorism insurance. I am currently a managing direc-
tor and partner at CBS Coverage Group in New York, and also
chair of the board for the Independent Insurance Agents and Bro-
kers of New York.

I would like to begin by complimenting the committee and Con-
gress for passing TRIA in 2002 and its extension in 2005. The Fed-
eral backstop created by these laws have worked well. It has en-
sured that terrorism insurance is available and more affordable. It
has allowed businesses to continue operating and growing and pre-
serve jobs, at virtually no cost to the Federal Government.

However, as we all know, TRIA is scheduled to expire at the end
of 2007. There is still no reason to believe that the threat of ter-
rorism is on the decline, or that the private insurance alone can
adequately provide coverage.

As such, the Big I encourages Congress to develop a long-term
solution that encourages the private sector to take on additional
risk. Based on our members’ experience in the market, we would
like to stress that this is not just a big city or a big business prob-
lem; it is truly a national issue. Policyholders across the country
insist on having the coverage. We have seen terrorism coverage
purchased everywhere, from small towns in Mississippi to small
and large businesses in New York City.

Similarly, this issue impacts all businesses, large and small. The
fabric of this country and our economy are built on small busi-
nesses. Without a long-term solution, we anticipate that coverage
would be very expensive and unaffordable to smaller businesses. It
would be years before there would be sufficient take-up to make it
affordable for small businesses, if ever. These businesses would be
at risk, with no option, and I personally have seen what can hap-
pen after a terrorist attack.

I work and live in New York City, and I lived through the hor-
rific event at the World Trade Center. After 9/11, a number of my
friends had to close their businesses because they did not have suf-
ficient business interruption coverage, even with terrorism being
covered on their policies at the time, because no one could have an-
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ticipated the length of time it would take to get back into business
after a terrorist attack.

Imagine how many more businesses would go out of business
without business interruption coverage at all, because they could
not purchase affordable terrorism insurance. Without the ability to
purchase affordable terrorism insurance, businesses will have no
business interruption protection, and in the event of a terrorist act,
many more businesses will go out of business.

You have heard plenty of testimony from experts on why ter-
rorism insurance is uninsurable in the free market alone, as it does
not have the appropriate characteristics and creates adverse selec-
tion. So, I would like to tell you about the businesses I insure, and
what they think and worry about every day, and I insure small to
mid-size businesses all across the country, not just in New York.

At most of my client renewal meetings this year, my clients ask,
first thing, about a permanent terrorism insurance solution. They
say will it still be available? Will it be affordable for me? What
would happen to me if a terrorist attack happened in my sur-
rounding area? How would I get back into business?

We agents have to deal with these questions and help our clients
figure out how to best protect themselves in the case of a terrorist
event. Without the availability of affordable terrorism insurance,
we would not be able to help them.

Imagine a terrorist act happening in a few industrial complexes
around the country, some of which I insure, at the time, and a rip-
ple effect it would have across the country on the businesses in
their supply chain. If they cannot get back into business because
they were not able to purchase affordable terrorism insurance, it
will have a dire economic effect on all the businesses they support,
not just perhaps their distributors and the retailers that they
might supply, but their accountants, consultants, attorneys, the
coffee vendors, the office supply vendors—all of them would have
economic impact because these businesses would not be able to get
back into business without the ability to purchase affordable ter-
rorism insurance.

I can tell you from firsthand experience that the ripple effect of
9/11 in the city was enormous. All of the retail shops in downtown
New York were closed for months. Many never were able to get
back into business, even with having terrorism coverage at the
time.

Imagine how many more would have gone out of business with-
out it, but it was not just the retail stores. One of my clients was
a dentist, just blocks away from the World Trade Center, and his
practice was built on servicing those professionals who worked in
the World Trade Center. At 55 years of age, he was out of business,
because there were no more customers available.

What I want to reiterate is that we need to look at this problem
from the bottom up and not just from the top down. Millions of
small businesses across the country can be affected without afford-
able terrorism insurance. The Big I is encouraged by the report re-
leased by the Government Accountability Office yesterday. We be-
lieve its findings highlight the need for a limited but continued
Federal role in terrorism insurance.
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Coverage would be very limited and less affordable without a
Federal role to encourage the private market, especially as it re-
lates to NBCR attacks.

The requirement that insurance companies make available cov-
erage has been very important to the policyholders that our mem-
bers serve, because it encouraged greater uptake, resulting in in-
creased capacity and lower premiums.

The Big I supports the continuation of make-available require-
ments in any future public/private partnership, and consider ex-
tending the make-available provision to NBCR attacks, providing
that this risk is separated and given special treatment.

Any program should focus on increasing uptake rates to spread
the risk and build capacity while protecting taxpayers from ad hoc
post-disaster funding.

In conclusion, the Big I applauds Congress for not ending TRIA
abruptly last year and for having the foresight to continue the pro-
gram while working on a viable long-term solution.

Most importantly, we thank this committee and Congress for its
continued leadership on these issues. Your efforts are crucial for
finding long-term solutions of the economic and physical risk asso-
ciated with terrorism.

Thank you.

[The prepared statement of Dr. Emek can be found on page 110
of the appendix.]

Mrs. KELLY. Thank you, Ms. Emek.

Mr. Heck, I am going to call on you, but I am going to ask if you
could curtail your opening remarks. We have your full testimony,
it will be made part of the record, but we are just being called to
the Floor for some votes, and if we could have your testimony be-
fore we go to the Floor, it would be very convenient for Chairman
Baker and myself.

STATEMENT OF WARREN HECK, CHAIRMAN AND CHIEF EXEC-
UTIVE OFFICER, GREATER NEW YORK MUTUAL INSURANCE
COMPANY, ON BEHALF OF THE NATIONAL ASSOCIATION OF
MUTUAL INSURANCE COMPANIES

Mr. HEcK. I will cut out most of what I was going to say, but
there are a few items that I think I should cover.

My experience tells me that, without a Federal program, we
would find ourselves in the same position we were in at 9/11, with
insurers excluding terrorism, unless they were required, as they
are in New York, to provide it. Insurers forced to write such cov-
erage in New York would either leave New York or they would in-
crease their rates.

Now, my company is a medium-size company. It is the fourth-
largest writer of commercial multi-peril in New York State, and we
are one of the major writers of commercial insurance in New York
City. We talked about the capital markets, so I will not say any-
thing about that, but I would like to say that the insurance indus-
try has been working to devise a long-term program for Congres-
sional consideration that would maximize private sector participa-
tion without threatening the economy and the industry.

One way might be to create a federally-charted entity that will
establish a reinsurers market below the deductibles. With vol-
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untary insurer participation, this “middle layer” of potential risk-
bearing capacity would provide the kind of private market test that
some in the Congress believe is needed. Another critical consider-
ation is the size of the trigger, and this is very important. We
heard a lot of very large insurance companies discuss this today.

We should consider the small and medium-size companies, and
for medium-size and small companies, the event trigger is critical.
Too high a trigger would drive them from the market, because rein-
surance costs would be too expensive, making primary coverage
unaffordable.

A trigger in excess of $50 million would severely limit my com-

any’s ability to offer as much coverage as it does now. I think a
550 million trigger would likely assure the continued involvement
of these insurers in the sale of terrorism insurance.

Absent their involvement, I believe there would not be enough
capacity and interest to stabilize the economy after another event.

One of the very important things to consider is that there are
2,100 property and casualty insurance companies that operate in
the United States. If you look at the amount of premium that they
write and the surplus that they have, there are only approximately
40 companies that have $1 billion or more of written premium and
about 60 companies that have $1 billion or more of surplus.

In order to make terrorism available and affordable, it is essen-
tial that all companies participate, so that the risk can be spread.
You need the smaller companies, too, and many small companies,
like my company, operate in New York, and write a significant part
of that market. There is much more detailed information, as you
had indicated, in my written testimony, as well as a description of
NAMIC’s views regarding a long-term terrorism risk insurance pro-
posal.

Thank you once again for the opportunity to testify on this issue.
NAMIC appreciates your continuing leadership. We stand ready to
assist you in any way possible in developing an effective long-term
terrorism insurance plan.

[The prepared statement of Mr. Heck can be found on page 125
of the appendix.]

Mrs. KELLY. Thank you.

Mr. Heck is chairman and chief executive officer of the Greater
New York Mutual Insurance Company, and he testified today on
behalf of the National Association of Mutual Insurance Companies.
Mr. Heck, you have been with us before. You have testified before.
We are always happy to have you here again.

We have been called, as I said, for a vote. There are three votes.
I would imagine that we will probably have to figure, I would
think, at least—to give it some time, because I do not know what
is going to happen between the votes, I would say we will recess
for approximately 20 to 25 minutes, and see you all back—I am
sorry for the break, but this is the way it is today.

Thank you.

[Recess]

Mrs. KELLY. [presiding] Thank you very much, all of you, for
your indulgence on our going off to vote.

We will hear now from Janice M. Abraham, who serves as the
president and chief executive officer of United Educators Insur-
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ance, having occupied that position since 1998. She testifies today
on behalf of the Property Casualty Insurers Association of America.
Ms. Abraham has over 14 years of experience in serving the higher
education community through her work as chief financial officer/
treasurer of Whitman College, various senior positions at Cornell,
and the National Association of College and University Business
Officers.
We welcome you and we look forward to your testimony.

STATEMENT OF JANICE M. ABRAHAM, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, UNITED EDUCATORS INSURANCE, ON
BEHALF OF THE PROPERTY CASUALTY INSURERS ASSOCIA-
TION OF AMERICA

Ms. ABRAHAM. Thank you very much, and I appreciate the oppor-
tunity to talk to you today, Chairwoman Kelly, and Ranking Mem-
ber Kanjorski. Thank you very much.

I am Janice Abraham, and I am president and CEO of United
Educators. We are an insurance company owned by over 1,200
schools, colleges, and universities throughout the United States,
and we are very interested in the continuation of the partnership
that exists in providing liability insurance, property insurance, and
workers compensation insurance for terrorist events in this coun-
try.

On first blush, it might be unlikely to think about educational in-
stitutions as targets, but the experts have identified educational in-
stitutions, colleges, and schools as potential soft targets, and there
are really four reasons that we are focused on that.

The first is colleges and universities. Our schools are symbols of
what is great about this country. They are the envy of the entire
world. They are icons of America. It is not at all unusual to walk
down the street of a foreign capital and see a t-shirt for Sarah
Lawrence, for Dickenson, for any of the institutions, University of
Michigan, Cornell University, St. John’s, on somebody walking
down the street. They are known, they are respected, and they are
envied around the world.

Our campuses, our schools are open. They are open for debate,
for controversy, and they are open physically. We cannot and we
do not want to lock down our campuses. There are some areas that
are restricted, obviously, but for the most part, we encourage visi-
tors. We encourage individuals to come to our campuses, to engage
in the arts, to engage in the discussion and the gatherings that
happen, and so, we cannot lock down nor do we want to make a
hardened target for our colleges and universities.

We are also magnets for mass gatherings, whether or not it is
110,000 people at the football stadium at the University of Michi-
gan; the presidential debates, which are often held on our college
campuses; or a commencement, where you will have thousands of
individuals, plus illustrious speakers, gathered for an important
ceremony. Thousands and thousands of people come to our campus
every day for nationally televised events, and it is an important
symbol of what we do.

Finally, some of the most important research, often done under
Federal grants and contracts, is done in the laboratories of schools
and colleges and universities. Research on ebola, on anthrax, and
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on botulism is done in our labs, and we take great care to keep
those laboratories safe; however, it is not unthinkable that there
would be a break-in and dangerous substances would be stolen and
used as part of a weapon in a terrorist event.

So, it is—we are targets, potentially soft targets for a potential
terrorist event.

Our first line of defense as an insurance company which is
owned by the educational institutions is to do risk management,
and we do extensive work on crisis planning, on safety, on security,
but if that were all it took, we would not be here today. We would
not be talking about this issue.

Rather, we need—we are dependent on having a three-way part-
nership to provide terrorism insurance. We offer very high limits
of liability insurance to our educational institutions, and if the Fed-
eral Government is not part of the three-way partnership, we will
not be able to offer this coverage to our members.

We will either exclude it or we will sub-limit it significantly and
leave our educational institutions with a significant uninsured po-
sition, and the three-way partnership is this:

First, our schools and colleges commit a lot of resources in crisis
planning, keeping the athletic stadium safe, and they have signifi-
cant financial investments in this.

Second, as an insurance company, we have a significant invest-
ment in the risk management that we offer our educational institu-
tions, and we have a significant financial exposure to the loss. That
is what we do. We are not looking to step away from that, but we
are a small company, and we are dependent on our reinsurers.

I just came back late last night from meeting with five of our do-
mestic reinsurers, and they told me that they are not able to pro-
vide unlimited terrorism insurance for us, for United Educators
without the role of the Federal Government. They cannot predict
what the frequency, the severity, when it would happen, how it
would happen, and they are not able to provide that protection to
us, and so, without—as a small company, without the reinsurance
support, we will not provide it.

So, we need the Federal Government to be a backstop, not a bail-
out but a partner in a long-term solution, some of the solutions
that were talked about earlier this morning, to make sure that edu-
cational institutions continue to meet their mission.

In conclusion, we do not know when the next event will be. We
do not know where it will be. Will it be at a college? Will it be at
a shopping mall? Will it be at a Federal Government building? We
do not know that.

We do not know what method the terrorists will use, but what
we do know is that United Educators, small insurance companies,
our educational institutions, and our reinsurers want to be part of
that solution, but we cannot do it without the role of the Federal
Government.

Thank you very much for the opportunity to speak to you today.
I would be happy to answer questions later on.

[The prepared statement of Ms. Abraham can be found on page
75 of the appendix.]

Mrs. KELLY. Thank you, Ms. Abraham.
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We turn now to Mr. Edwin Harper. Dr. Harper is a senior vice
president with Assurant. Prior to joining the Assurant Group in
1998, Dr. Harper held a number of senior management positions in
the private sector. He also served as an assistant to President
Richard Nixon for policy planning and budgeting. During the
Reagan Administration, he was Deputy Director of the Office of
Management and Budget, and Chief of Policy Development.

We welcome you and look forward to your testimony, Mr. Harper.

STATEMENT OF EDWIN L. HARPER, SENIOR VICE PRESIDENT,
ASSURANT, INC.

Mr. HARPER. Thank you very much, Chairwoman Kelly, and
Ranking Member Kanjorski. My name is Ed Harper, and I am here
today representing the ACLA, Assurant Inc., and as chairman of
the Group Life Coalition, and I will summarize my written testi-
mony by making a couple of points and then telling a story.

In 2001, I walked through the smell of quenched fire and ashes
to my office at One Chase Manhattan Plaza, and from my office,
I looked down into the hole which was the site of the World Trade
Center, where more than 2,000 people lost their lives. Most of those
lives were covered by group life insurance. So, we at Assurant
know about terrorism attacks and group life from close-up.

My message here today, to this committee, is do it again, and do
not let go. This committee got the TRIA extension right by includ-
ing group life in last year’s bill, and as we heard from the earlier
panel, TRIA has done a lot of excellent things and has made a huge
difference, but TRIA has a big gap, as it was finally enacted.

It provided for the buildings, the brick and mortar, but not for
the people who work in those buildings. The workers got left be-
hind when the bill was finally signed.

The National Association of Insurance Commissioners has pub-
licly stated its support for group life’s inclusion in TRIA. Howard
Mills, New York’s superintendent of insurance, vigorously restated
his support for this position in a hearing at the NAIC’s quarterly
meeting 2 weeks ago in St. Louis, and group life is important, be-
cause it is the only insurance that most of the working men and
women of America have.

At the end of 2004, there were 165 million certificate holders of
group policies. It is interesting. I am told, historically, that New
York State wanted to isolate itself from potential insurance com-
pany failures in other less rigorously regulated States, since the
subsidiaries who operate in the single State of New York, the
amount of surplus and assets available to pay claims is limited to
the amount of company operating in New York but protected by po-
tential failures elsewhere.

The normal solvency regulation says you have surplus propor-
tionate to the amount of risk the company has. Some group life ac-
tuaries would suggest that normal is to expect four deaths per
1,000 lives covered each year, with the average claim cost of just
over $46,000.

Thus, the normal loss would expect to be about $184,000 