
                    

  
  
May 23, 2007 
 
Senator Chris Dodd 
444 Russell Building 
Washington DC 20510     
 
Congressman Barney Frank 
2252 Rayburn H.O.B. 
Washington DC 20515-2104 
 
Senator Dodd and Congressman Frank: 
 
On behalf of our combined membership and the millions of policyholders they serve, we wish to express our 
appreciation to you and the members of your staff who are working diligently to craft legislation to ensure that 
America’s business community will continue to have affordable insurance coverage for acts of terrorism when 
the current Terrorism Risk and Insurance Extension Act (TRIEA) expires at the end of this year.   
 
We are concerned, however, about the possibility that the legislation that emerges from this process will 
include a requirement that insurers offer commercial property and liability coverage for attacks utilizing 
nuclear, biological, chemical, and radiological (NBCR) weapons of mass destruction.  We believe it would be 
a serious mistake to add mandatory NBCR coverage to the federal terrorism insurance program.  The 
reasons are several. 
 
From an insurance standpoint, NBCR events are qualitatively and quantitatively different from events arising 
from the use of conventional terrorist weapons.  Indeed, even before the atrocities of September 11 exposed 
the vulnerability of the United States to large-scale terrorist attacks on American soil, insurance companies 
and insurance regulators had long regarded losses caused by nuclear incidents as uninsurable.  That is why 
the insurance laws of every state allow standard commercial property and liability policies to exclude 
coverage for accidents at nuclear power facilities and intentional detonations of nuclear devices. In addition, 
virtually all personal homeowners insurance policies exclude this coverage for the same reasons. 
 
During the 1950s, Congress recognized that private insurers’ inability to assess the risk and provide coverage 
for losses resulting from nuclear accidents required Federal assumption of this risk. A deliberate terrorist 
attack using NBCR weapons, strategically executed to inflict the greatest possible harm, would likely produce 
losses many times greater than those arising from an accident at a nuclear power plant.  Given the private 
sector’s inability to provide coverage for nuclear accidents, it stands to reason that intentional terrorist attacks 
using weapons of mass destruction would be regarded by terrorism risk analysts as categorically uninsurable.  
Indeed, the Government Accountability Office, the President’s Working Group on Financial Markets, and the 
RAND Center for Terrorism Risk Management have all concluded that virtually no private market exists for 
NBCR insurance or reinsurance and that these risks meet every classic definition of uninsurability.   
 
These conclusions are borne out by the fact that in the nearly six years since the attacks on September 11, 
2001, virtually no private reinsurance has been offered for this coverage nor have the capital markets 
developed any alternative risk transfer products for NBCR events.  That this state of affairs is unlikely to 
change is reflected in a 2005 RAND report’s observation that NBCR attacks “pose a challenge that may be 
most appropriately covered through a direct government insurance program.” 
 
What would be the consequence of requiring insurers to offer NBCR coverage under a renewed TRIA 
program?  At the outset, insurers would need to quickly raise large amounts of capital to cover an utterly 
unpredictable risk whose potential loss costs are staggeringly high and variable—somewhere between $27.3 
billion and $778.1 billion, according to projections by the American Academy of Actuaries.  To rapidly 
accumulate the necessary capital, insurers would have to obtain it either from private market sources or from 
policyholders.  Since 9/11, private capital markets have demonstrated no willingness to securitize this type of 
risk. That leaves rate increases on existing policyholders as the only source of the needed capital.  Moreover, 
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since there is no way to predict when the capital will be needed, the only reasonable approach would be to 
raise all of the required additional capital immediately.  According to RAND, such price increases will probably 
reduce the overall take-up rate for terrorism insurance, as many policyholders would be unable or unwilling to 
afford the higher rates, with the net result that fewer businesses have access to insurance coverage after an 
event.   
 
In addition to unrealistic capital requirements likely to affect many insurers, we believe adding NBCR risk to 
the terrorism insurance program will be especially problematic for many medium and smaller insurers.  These 
carriers are likely to be faced with assuming a risk and an operational exposure of great danger and 
complexity for which they have no previous insuring or claim adjustment experience.  There are a number of 
operational issues that have not been addressed by insurers or the government, including: (1) the accuracy of 
catastrophe loss models for property and liability terrorism risk; (2) regulatory controls on insurer pricing for 
this risk; (3) possible correlations between this risk and others that an insurer may have in place; (4) issues 
arising from possible “mixed attacks” involving both NBCR and non-NBCR exposures; (5) proper protection of 
claim site workers (a very serious issue in the 9/11 attack); (6) procedures for claim site access, which may 
require months or even years of waiting; and many other issues. Our point in raising these operational issues 
is not to suggest that they should not be addressed.  To the contrary, we believe that the complexity of this 
issue demands careful study and analysis, rather than a premature and counterproductive mandate to provide 
NBCR coverage now. 
 
In conclusion, our organizations are united in strongly urging Congress to resist the temptation to demand that 
commercial property and liability insurance contracts provide coverage for NBCR-related terrorism risk.  
Because we recognize how serious this issue is, we recommend instead that Congress enact legislation to 
create a commission to study all of the risks associated with NBCR attacks, the many operational questions 
involved, the various ways that such events might be financed, and the role of the federal government versus 
the private sector.  Upon completing its work, such a commission would be in an excellent position to make 
recommendations to Congress concerning how best to address this issue. 
 
Sincerely, 

        
 
 
June T. Holmes      Charles Chamness 
Interim CEO       President & CEO 
Property Casualty Insurers Association   National Association of Mutual Insurance  
  of America         Companies 
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