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The Terrorism Risk Insurance Act of 2002 (the Act) creates a federal reinsurance liquidity program for commercial losses arising from acts of terrorism. The Act has been passed by both houses of Congress; it should be signed into law in the very near future. 





Enactment of the new law will have immediate and significant impact on the operations of most companies that insure commercial property and casualty risks. A discussion of some of the statutory provisions that will affect company operations is provided by this bulletin, along with additional comments that address other issues affecting compliance with the new law.





ONGOING COMMUNICATIONS





AAIS will be issuing a number of additional bulletins to provide information on terrorism-related filings and company action. Given the urgent need for timely information on this matter, bulletin content and attachments will be posted to our open Web site at www.AAISonline.com. The AAIS e-mail notification procedure, Product Advisory, will be used to direct company attention to new Web site postings. 





Companies that are not signed up for Product Advisory are urged to do so. Go to www.AAISonline.com and click on the home page link that reads: "AAIS Product Advisory Sign up". 





IMMEDIATE EFFECT ON NEW AND RENEWAL BUSINESS





Immediately upon enactment of the Terrorism Insurance Program (the Program), new and renewal policies for commercial risks must make available coverage for loss caused by acts of terrorism, as defined by the federal statutes. A disclosure notice must be provided to the applicant or policyholder to clearly and conspicuously state the premium for terrorism coverage and to indicate that the federal government will compensate the insurer for a portion of any insured terrorism losses. The disclosure notice must be provided at the time of offer, purchase, and renewal. Once the Program has been in effect for 90 days, the terrorism premium must be shown as a separate line item on all new and renewal policies. 





�
Any offers of coverage or new or renewal policies that do not comply with these requirements will not be eligible for reinsurance under the Program. Filings of rating information and policy language that address the terrorism losses covered under the Program will not be subject to prior approval or a waiting period. Prior to the submission of such filings, however, companies may wish to consider the temporary suspension of all quoting, renewal, and policy issuance activities.





POLICIES IN EFFECT AT TIME OF ENACTMENT





Upon enactment of the Program, terrorism exclusions in existing policies will be nullified, to the extent of the coverage provided by the Program. In order to qualify for federal reinsurance payments, the insurer must provide each policyholder with clear and conspicuous disclosure that states the premium for terrorism coverage and informs the policyholder that the federal government will compensate the insurer for a portion of any insured terrorism losses. Such notice must be provided to the insured within 90 days after enactment. These policyholders may reject the coverage or fail to pay the premium. In either event, the previous terrorism exclusion can be reinstated upon receipt of a written rejection of terrorism coverage or if the terrorism premium is not paid after 30 days of the notice.





MULTI-STATE ACCOUNTS





AAIS has participated, as an "interested party", in a series of teleconferences conducted by the Catastrophe Insurance Working Group of the National Association of Insurance Commissioners (NAIC). During those teleconferences, it has become clear that state insurance departments will not allow insurers to use an Interstate (Home State) rule in conjunction with terrorism rates and endorsements. An Interstate rule specifies that "policies that cover property located in more than one state can be written subject to the rules, forms, and endorsements for the state with either the largest values or where the insured’s headquarters are located." By not allowing for the use of an Interstate rule, insurance departments will require insurers to address terrorism coverage and exclusions for multi-state accounts on a state-by-state basis.





Such a position implies that insurers may have to issue more than one terrorism endorsement per policy. Each endorsement will have to conform with individual state form requirements. For example, adherence to the Standard Fire Policy and the requirements for coverage for fire following losses may vary by state. As regards rates, insurers will have to rate locations on a state-by-state basis according to the terrorism rating methodology filed for each state. This means that multi-state accounts may have to show terrorism premiums that have been separately calculated for each state.





FARM-RELATED POLICIES





AAIS has asked the NAIC to address the issue of clarifying the federal statute's position regarding the classification of farm programs of insurance as "commercial lines" with the Treasury Department. At this point, the need for industry-wide consistency with respect to the Program treatment of all farm policies and with respect to the recoupment treatment that will apply in the event of a covered terrorism loss strongly suggest that farm-related programs will be classified as "commercial lines", regardless of individual state positions.





�
STATISTICAL REPORTING





Special data calls may be required to allow the Secretary of the Treasury to annually compile terrorism premium data. AAIS is currently developing changes to all affected statistical plans to collect such data.





ADDITIONAL AAIS ACTION





AAIS filings that include new endorsements, manual rules, rating information, and, on an informational basis, policyholder disclosure information will be submitted in compliance with the guidelines published by each state.





More information, including sample copies of all materials filed by AAIS, will be released by AAIS Bulletin and posted to www.AAISonline.com in the near future. E-mail notifications will be sent via Product Advisory to announce that new information on this topic has been posted to www.AAISonline.com.





Direct Questions To:





Deborah Summerlin, CPCU			or		Robert Guevara


Vice President, Insurance Lines				Assistant Vice President, Inland Marine


debis@AAISonline.com					bobg@AAISonline.com














AAISDIRECT AND AAIS PRODUCT ADVISORY





All AAIS bulletins, forms, manuals, and other resource information for all lines of insurance are now available online. For a two-week trial of our Internet service, AAISdirect, or a cost quote, contact Joyce Tignino. E-mail JoyceT@AAISonline.com or call 800/564-AAIS. 





The AAIS e-mail publication, AAIS Product Advisory, provides bulletin summaries and other timely information related to products to anyone at your company at no charge. Unlike AAISdirect, you can subscribe to AAIS Product Advisory whether your company is affiliated or not. 





While valuable as a stand-alone service, the AAIS Product Advisory is an ideal complement to AAISdirect. The communication gives you an overview of new information posted weekly on AAISdirect and is directly linked to the site so that you can quickly access complete copies of bulletins.





For more information and to sign up, go to www.AAISonline.com or contact Nancy Bengford at NancyB@AAISonline.com. 
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