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 A. COVERAGE OF TERRORISM RISK
1. Insurance coverage of terrorism risks 

	
	Exclusion of terrorism risks 
	Type of insurance coverage

Private/public scheme 

Optional/mandatory insurance

stand-alone or standard policy
	Reinsurance coverage 

	Australia
	No exclusion. A new 2002 legislation compels insurance companies to provide cover for terrorism on all classes of insurance included under the new scheme (commercial property, infrastructure facilities business interruption and public liability).
	Some covers are provided by the insurance industry but not through specific policies.

In some States, worker compensation and motor insurance for third parties are covered by the government.
	 A pool of reinsurer and insurers backed up by the Commonwealth was created in fall 2002 to cover and reinsure terrorism risks and should start its operation on 1rst July 2003. (see following table).

	Austria
	Since June 2001, exclusion of general policy conditions for property loss and damage insurance contracts.

No exclusion for accident and life insurance. 
	Insurance cover against terrorism is generally private, facultative and conditional except for commercial passenger and third party liability for aviation and other mandatory “no default liability”, like railways where such cover is mandatory.
	A pool was established by insurers and reinsurers with no guarantee from the state for the time being. (see following table) 

	Canada
	Exclusion may be introduced, except in fire insurance policy for which terrorism risks have to be covered.


	Terrorism coverage is generally provided by commercial insurance firms in a conventional, competitive environment.

There are only a few exceptions to this general rule, including some sectors/players that self-insure (e.g. governments, private utility services)  and the nuclear energy sector, which is insured through a mix of private insurance (up to $75 million) and public backstop (above $ 75, and up to $ 1 billion) 
	No specific regulation

	Czech Republic
	Standard exclusion
	No specific cover
	

	France
	Exclusion for bodily damage and liability insurance.

No exclusion for property damage law 9/9/1986. 


	It is mandatory for insurers to cover terrorism risks as part of the global cover for property damage but not for liability.

Bodily injury are covered by a state scheme (see following table) 
	On December 20th 2001, a specific but facultative pool (GAREAT) reinsured by the state was created to cover property damages resulting from terrorist events (see following table). 

	Germany
	The cover against terrorism risk is included in fire and business interruption policies 

No exclusion from non- life and TPL insurance (except concerning aviation TPL insurance).
	Coverage by the direct insurers is limited to an insured value of €25 million.


	Above the €25 million threshold up to €3billion a special insurer: Extremus AG started business on 1 November 2002 to cover terrorism costs. 

This insurer benefits of the State guarantee above the €3billion losses.  (see following table)

	Greece
	No exclusion
	Insurance is private, facultative and conditional. The cover is included in fire insurance contract. 
	Individual reinsurance treaty.

	Hungary
	Exclusion from current life/accident private insurance.
	Insurance against injuries is covered through the social security system.
	No specific regulation, reinsurance coverage against terrorism risk is scarcely provided.

	Iceland
	No exclusion 
	
	

	Italy
	The coverage of terrorism risks depends on the contract. This coverage is typically excluded in non life classes unless it is expressly envisaged under a special contract  clause while it is generally envisaged in life classes and classes concerning personal risks (accident, sickness), unless where specifically excluded. 
	Insurance is private, facultative and global (not provided as a stand-alone cover).
	No specific regulation.

	Japan
	No exclusion 
	Non-life insurance products cover terrorism risk.
	No specific regulation at present (see following table).

	Korea
	Exclusion from non-life policies except if a specific clause is signed;

Life insurance covers the death caused by terrorism acts.
	
	No reinsurance for non-life contracts.

No specific regulation for life contracts.

	Netherlands
	No exclusion. 

Only large scale molest (acts of war) are excluded.  
	It is not mandatory to provide terrorism insurance.
	No specific regulation, normal individual reinsurance treaties.

	Norway
	
	Insurance is private, facultative and conditional upon other insurance cover.
	No specific regulation at present (see following table).

	Poland
	Standard exclusion
	Insurance cover against terrorism is voluntary and conditional. 
	No specific regulation.

	Portugal
	No specific exclusion
	Terrorism coverage is currently available as an extension of the policies. However, insurance companies are trying to separate terrorism risks from the basic coverage and studying a “stand alone” cover.

This coverage is always limited to the sum insured, a deductible and a percentage of replacement is applied in most cases.
	No legal limitations upon terrorism risks reinsurance.

	Slovak Republic
	No exclusion
	
	No specific regulation

Reinsurance treaties may be mandatory or facultative depending on the reinsurance contract

	Singapore
	No exclusion from motor, workmen’s compensation and public liability insurance contracts;

Exclusion from business risk insurance contracts;

Specific exclusion clauses for credit insurance and individual travel accident policies.
	Terrorism cover is not provided as a stand-alone cover.

The terrorism cover follows that of the main policy. No separate rating for the terrorism risks cover: if applicable, it is included as part of the main policy premium rate.
	Reinsurance of terrorism risks is included in global policies.

A reinsurance back-up scheme is being studied by the Singapore's government (see following table).



	Spain
	No automatic exclusion.


	Two types of state coverage for terrorism risks:

a) For bodily and material damages. 

b) For property and casualty damages, the Consorcio de Compensación de Seguros (CCS) covers extraordinary risks (including terrorism) if insurers choose to exclude it from their policies.(see following table) 
	See following table for the details on the insurance reinsurance of terrorism risks through the CCS.

	Sweden
	For consumer insurance policies, many insurers still make no exclusions for terrorism risks.

Exceptions are, however, in some cases made regarding damage caused by biological, chemical or nuclear substances related to terrorist acts, as well as assault and accident coverage if the injuries occur in connection with such acts.

For business insurance, there are considerable exclusions (property losses, business interruption losses, liability losses. Some damages are not covered at all, whereas in other cases the coverage is limited to a certain amount for each injured party. Moreover, business insurance policies often include suspension clauses in order to quickly limit the coverage.  
	It is not mandatory to cover terrorism risk for insurers.

Terrorism coverage may be either conditional upon existing insurance or “stand alone” cover.
	No specific regulation

	Switzerland
	No exclusion from property or special insurance coverage.

Transport insurance excludes from its coverage damages resulting from events related to political or social motives.

For personal insurance (life, accident, sickness), war and terrorism risks are covered except if a particular exclusion clause is specified.
	Specific insurance contracts may cover events related to political or social motives for transport activities.
	No specific regulation

	Turkey
	Terrorism coverage is given in the fire, theft, hail, greenhouse and comprehensive motor insurance policies in the form of an allied peril. It is provided through a specific “strike, lockout, riot, civil commotion and terrorism clause” attached to the main coverage.
	Except the State Guarantee for third party liability for events stemming from terrorist activities in aviation insurance, terrorism coverage is provided by private insurance firms and it is optional. The benefit is limited (sum insured); and there is a deductible.


	No specific regulation.



	United Kingdom
	No explicit exclusion in commercial property and business interruption insurance.  
	The UK government is involved in the provision of insurance and reinsurance for war or terrorism risks where there are statutory definitions that determine the government role.

This is the case for wartime according to the Restriction of Advertisement (War Act insurance); for the coverage in time of war of Marine and Aviation, Act 1952; for the reinsurance of terrorism (Act 1993).
	The UK government has set up two schemes involving the insurance market capacity.

Pool Re(see following table) 

Troika (see table A3)

	United States
	State-approved exclusions for international acts of terrorism were voided when the new law on the federal program of November 2002 was signed into law by President Bush in December (see following table). However, an exclusion could be reinstated either through an agreement between the insurer and the policyholder, or if the policyholder does not wish to pay the premium for terrorism coverage.
	
	A federal back-up for terrorism risks was established by new federal legislation in November 2002. (see following table).


2. Mix private/ public arrangements to cover terrorism risks 

	2.1 Mix schemes developed in OECD countries 

	
	Organisation and 

Financing of the scheme/pool
	Risks and

Type of policies covered

	AUSTRALIA

A specific Scheme including an Insurer pool backed up by a Commonwealth Government indemnity should be set up for 1rst July 2003.
	A new 4-layer scheme has been put in set up in the fall of 2002:

- the first layer consist in the retention of part of the risks by insureds and insurers;

- the second layer is a pool of approximately $300 million, to be funded by premiums collected from property owners over 3 to 4 years;

- the third layer is a commercial loan facility of $1 bn underwritten by the Commonwealth;

- the fourth layer is a commonwealth Government indemnity for up to $9bn.

Conditions: All insurers licensed by APRA will be required to include terrorism risk cover for the classes of insurance covered by the scheme. They will be able, but not obliged, to reinsure their terrorism risk exposure with the proposed Scheme. 

Insurers liabilities are limited to the funds available from the scheme.

Financing: premiums collected from insureds will be paid by insurers to the Scheme in order to fund the pool and to repay any loan required in the event claims exceed the resources of the pool. Premiums will depend on the risk of insured properties and facilities, and cost from around 2% to a maximum of 12% of the related property insurance premiums.

Organisation: the Commonwealth will establish a statutory authority to oversee investment of the pool fund, negotiate the Commonwealth facility, the bank credit facility and agreements with insurance companies to collect funds and to process claims.

Duration: once commercial insurance and re-insurance markets begin to re-emerge, the company will begin to wind-up its operations. In accordance, the insurance market capacity will be assessed every two years.

 
	Risk cover would be for any terrorist event, as defined in legislation, except events involving damage from nuclear causes.

The Scheme will cover insurance for commercial property. It will also extend to business interruption risk policies associated with those properties that are insured, and public liability policies.

Insurance company exposures in relation to their underwriting of certain States' and Territories' compulsory workers compensation and compulsory third party motor vehicles schemes may be included subject to discussion with State and territory governments. 

Private residential property will be excluded, since market cover is becoming available in this area.

Coverage will be available for Commonwealth and State business enterprises and Commonwealth-owned airports leased commercially. Coverage will extend throughout all States and Territories, together with offshore facilities, providing that premiums are collected. 

	AUSTRIA

Insurer and reinsurer Pool created in 2002, with no state guarantee for the time being  
	As a consequence of the 11/09 events, insurers agreed on setting up a mixed co- and reinsurance pool open to insurers and reinsurers doing business in Austria. 

- The pool offers coverage without deductibles.

- a first layer up to an aggregate limit per year of €50 million will be borne by direct insurers according to their market share;

- the second layer up to €150 million will be underwritten by international reinsurers 
	The cover for terror risks includes all lines of property business except transport insurance, with cover limit of €5 million per single event and per year. A further €20 million cover is available for an additional premium. The cover is limited to terror risks within Austrian territory.

	FRANCE

A Pool of insurers and reinsurers, GAREAT (Gestion de l’Assurance et de la Réassurance des Risques Attentats et Actes de terrorisme) reinsured by the Caisse Centrale de Réassurance (CCR) was created in December 2001. 

Compensation guarantee funds for victims of terrorist acts
	The scheme features 4 layers gradually triggered according to the size of the annual losses arising from terrorist events:

- An annual  amount €0-250million: is first borne by the direct insurers;

- An annual amount €250ml-1bn is borne by the pool of insurers and reinsurers called GAREAT, which has been settled to cover terrorism attacks. Every insurer or reinsurer providing cover on the French market can enter the pool on a voluntary basis. In order to avoid adverse selection, each insurer member of this arrangement has to include all the policies potentially covered by the pool.

- From 1bn-1.5bn, the CCR which is a state-own enterprise under specific government guarantee (see article L. 431-10 of the Insurance code) will provide a financial reinsurance arrangement.

- Above the €1.5 billion aggregated losses for a year, the CCR reinsures the pool without limitation.

Rate premiums of policies covering terrorism risks are not limited and depend on the insurance value of the property. The cover granted by the CCR is charged to the GAREAT.

This arrangement has been implemented for one year.
	- The pool (GAREAT) is designed to insure and co-reinsure damage to property caused by acts of terrorism and terrorist attacks. The pool covers businesses, local governments, very large buildings and technical risks whose insured value exceeds €6 million.

Third party liability insurance is excluded from the pool.

- The CCR reinsures the consequences of terrorism attacks on property damages, excluding third party liability insurance. (an exception is aviation activities see table on aviation A3).

The Pool and CCR exclude acts of war, acts of hostility, the riots and popular movements.



	
	A specific guarantee fund for the victims of terrorism acts and other offences was created in 1986. 

The fund covers bodily injuries and is aimed at providing compensation for the injured victims or for the death for all persons on the French territory.

	GERMANY

A state guarantee is provided since April 2002. 

A specific insurer Extremus AG was created in August 2002.


	The coverage of terrorism is organised around three layers:

- The first two layers up to €3bn are provided by the private insurance sector through a specific insurance company in the legal form of a stock corporation (no pool solution) called Extremus AG which will purchase as a reinsurance policyholder the capacity of €3bn. The first layer will cover losses from 0 to €1.5bn and be written exclusively by direct insurers and reinsurers operating in Germany. The second layer is to be purchased in the international reinsurance market.

- The third layer is a guarantee provide by the Federal government on top of the capacity of €3bn to the extent of €10bn for the moment only until the end of 2005.  The state is obliged to pay only if and to the extent that the loss per insured event or as a yearly aggregate exceed €3bn; only policies with an insured amount of more than €25 million are taken into account in this calculation. 

Financing: The premium to be paid by German trade and industry to the new special insurer are estimated at about €550 million.

The terrorist damage insurer receives 10% of the premium revenue to cover the cost of administration, brokerage, etc;

81% of the premium revenue accrues to the insurers providing reinsurance cover up to €3 bn; 

 At least 9% of annual premium revenue accrues to the state in exchange of its guarantee. 

Duration: The State limits its involvement to 3 years.
	- This new arrangement covers insurance for industrial and commercial risks located in Germany from non life contracts (fire, business interruption, technical insurance). The cover applies to large risks with an insured value of more than €25million. 

- direct insurers and reinsurers separately provide adequate capacity for risks up to the insured amount of €25million and in life, health, accident and third-party insurance.

	SPAIN

The Consorció de Compensación de Seguros (CCS) was created in 1941 and was finally given a permanent status in 1954 to cover extraordinary risks

.

State  compensation for personal and material damage 
	The CCS is a state insurance facility guaranteeing cover for “extraordinary risks”. The private market normally may cover the risks. However the CCS plays a subsidiary role to the insurance market under two circumstances:

- direct insurer: if the risk is not covered in the insurance policy;

- Guarantee funds: if the risk is covered, but the private insurer is unable to meet his commitments because it has been declared bankrupt or is insolvent.

The CCS benefits from the government guarantee but has never had to use it.

If private insurers decide not to cover extraordinary risks directly in their policies they must include an “extraordinary risk cover clause” and along with their claims, collect a surcharge for the CCS (for which the insurers receive a fee of 5% of the sums received, as compensation for their activity) which they pay to the CCS.

The CCS directly manages and pays claims on the basis of the ordinary policy, i.e. securing the same properties for the same insured capitals contracted with the private insurer. For the other ordinary covers in the policy a franchise applies which may not exceed 1% of the insured sums or fall below 10% of the amount of the claim.
	- Extraordinary risks covered by the CCS, include natural phenomena (earthquake, seaquakes, volcanic eruption, extraordinary floods, atypical cyclone storm and falling spatial objects and meteorites) and acts with social repercussions including terrorism (rebellion, insurrection, riots, civil commotion and acts or actions of the armed forces or security services in peacetime).

- The cover clause must be incorporated into personal accident policies and those for damage. The CCS does not normally cover terrorism risks in life insurance policies or those for civil liability or lost profits. (see tables on aviation for the extension of coverage to this kind of activities).

However to solve the short supply of insurance offered by the private companies operating in the industry following the 11th September events, the Union Española de Aseguradores y Reaseguradores (Spanish Union of Insurers and Reinsurers, UNESPA) has reached an agreement with the CCS whereby the latter temporarily accept to reinsure lost profits risk subject to no ceiling, under certain agreed terms.

The agreement signed calls for participation in the sum insured at a given minimum rate, depending on the amount involved by the private insurers, which may cede the rest to the CCS. The ceding company’s participation would be nil for sums insured of over €9.1million.

The agreement reached is expected to be in effect only temporarily, until the CCS amends its by-laws to include such risks in its extraordinary coverage portfolio. This amendment is addressed in the Financial Industry Bill that is presently the subject of parliamentary debate.

	
	A system of indemnification and compensation for expenses charged to the state was created in December 1996. 

Act N 13/96 provides for state compensation of personal and material damage caused by terrorism acts under certain conditions (Bodily and material damages are granted provided they are not already covered by other insurance). Moreover Act N 32/1999 established a system under which the State guarantees the right of those affected to civil liability indemnification or compensation, with the State subrogating in the situation of those bound to pay indemnifications.


	UNITED KINGDOM

 Pool Re was created in 1993 after a series of terrorist incidents in the 1990’s. 

In July 2002, as a consequence of the 11th September events and changes in the market since 1993, a Treasury working group agreed to reform several aspects of the scheme including the scope of the cover, the direct insurance retention and, accordingly the premium rates of Pool Re.  
	Pool Re is a mutual reinsurance company, consortium of more than 200 members (including national or foreign insurers and lloyd’s). It is established and regulated in the same manner as any normal insurance company. However, its liabilities are reinsured with the UK government.

- The organisation of the pool :

 Policyholders purchase all coverage from primary insurers (policyholders are required to insure all their properties, not just the high risk ones). Member companies purchase reinsurance from Pool Re. Treasury is reinsurer of last resort of Pool Re.

The participation to the pool is voluntary. Any insurer (or syndicate) writing commercial policies in Great Britain (excluding Northern Ireland), is eligible to become a member of pool Re. 
- The  mechanism and the 2002 reform:

 Basic or underlying coverage lies with primary insurance companies (those reinsured by Pool Re) and used to cover claims up to £100 000 per Head of cover. This means that the total cost borne by an individual insurer depended on the number of Heads of Cover affected. This head of cover retention for direct insurers will be modified and replaced by a per event retention combined with an annual aggregate limit for each insurer based on the overall terrorism market share of each insurer. From 1 January 2003, the maximum industry retention will be set at £ 30 million per event. Over the next four years, the retention will increase each year up to £100 million per event, and £200 million per annum in 2006.

- Pool Re will cover terrorism above this retention limit. Pool Re is liable for 100% of this fund. If and when the fund is exhausted, the UK government, as reinsurer of Pool Re, is liable for 100% of claims above the fund’s value. Moreover, a £500 million loan facility is available to Pool Re should the government indemnity obligation be triggered, as the Treasury only disburses funds on certain dates.

 Once the pool’s reserves exceed £1 billion, it is to pay to the government the greater of 10% of the net premiums remitted each year or a payment geared to the government’s past losses.   While the pool has had numerous claims, there has not yet any drawn on the Treasury or premiums paid to the British Government. 
	Pool Re contracts used to cover commercial property (building, contents, business interruption, book debts, and damage to engineering and computers) arising from an act of Terrorism which results in fire or explosion and occurring in England, Wales and Scotland, excluding the territorial seas. Pool Re does not provide reinsurance for the homes, personal property or cars of private individuals, nor does it provide reinsurance for terrorist losses on other coverages such as third party liability, aviation (see table on aviation), worker’s compensation and accidental health.

The extension of the cover from July 2002:

This cover will be extended to cover all risks arising from terrorists attacks such as biological contamination, floods, impact by aircraft… (and not only fire and explosion). There will be no change to the existing exclusion for war risks, nor to the type of property covered by Pool Re. There will however be an exclusion in respect of computer hacking and virus damage to electronic components. The present exclusion for damage caused by nuclear devices will also be deleted as soon as practicable and at the latest for 1 January 2003. 

This all risks cover will apply to renewals from then. In addition, Pool Re members will be able to offer the extended cover as an optional addition to policies which have full cover in force.

 


	
	- Financing and premium valuation:
The way in which Pool Re charges for its reinsurance is being reviewed to take account of the change in the basis (cover) and size of the retention for insurers.

Under the new arrangements from 1 January 2003, insurers will be free to set premiums for underlying policies according to normal commercial arrangements. 

The extension in cover to all risks will be reflected in a doubling of the existing rating charged for Pool Re cover under existing heads of cover arrangements until the end of 2002.
	

	UNITED STATES

A program of federal reinsurance to cover terrorism risks was enacted by the Congress in November 2002 and signed into law by President Bush in December.
	The federal government is responsible for paying 90% of each covered insurer's primary losses above that insurer's annual deductible.

Each insurer's annual deductible is based on a comparison of that insurer's covered losses in that year to its direct earned premium for lines of business covered by the program in the prior year.

The amount of each insurance company's deductible (i.e. retention (scales upward each year of the program (2002: up to 1% of the prior year's earned premium; 2003: 7%; 2004: 4%; 2005: 15%)));

The program has an annual cap. Losses in excess of $100 billion are not covered by insurers or the federal government under the new program.

Financing: Policyholders surcharges are mandated for any differences underneath an annual aggregate loss figure and the total amount of insurer loss payments (deductibles plus their 10% quota share).

The industry aggregate loss figures used to determine whether or not there will be a surcharge are $10 bn in 2003, $12.5 bn in 2004, and $15bn in 2005.

Surcharges above the annual numbers, up to the program limit of $100 bn, are at Treasury's discretion. The decision about whether to impose such surcharges would be based on economic conditions.

Conditions: All licensed primary commercial insurers are covered, as well as surplus lines companies, state workers' compensation funds and all residual market mechanisms to the extent they write a covered line. 

Insurers must make terrorism coverage available during the program's first two years in the following way: to the extent that a policy otherwise covers a particular type of loss, the insurer must make coverage available for that type of loss if it occurs as the result of a terrorist act.

Duration: The program should only last for three years until 2005.
	The program is limited to acts of international terrorism (domestic terrorism is not covered).

To be covered by the program an act must cause at least $5milllion damages.

The program only provides coverage for commercial lines of insurance, with certain specific exclusions (crop insurance, mortgage guarantee, monoline financial guaranty, medical malpractice, the national flood insurance program, life and health insurance).

Business interruption, surety insurance, excess lines are also covered for terrorist acts.

Workers’ compensation is covered _ not only for terrorist acts, but also for acts of war. War is not covered for any other line of coverage.

Civil liability: a federal clause of action is created for all personal injury, property damage and death actions arising out of, or related to, a terrorist act.

The federal cause of actions pre-empts state causes of action. 

Federal funds may not be used it pay punitive damage awards.


	2.2 Specific schemes in non-member countries

	
	Organisation of the scheme
	Risks and policies covered

	ISRAEL

Property Tax and Compensation Fund (PTCF)
	Terrorism is excluded from standard property policies but the private insurance markets grants cover by separate endorsement. Reinsurance coverage is provided by catastrophe excess of loss treaties. In addition, the state of Israel has created a specific fund. 

The fund is financed through government property taxation and premiums for additional state coverage. Although not explicitly stated, general tax revenues stand behind the primary funding sources.
	The fund provides coverage for property casualty and health life insurance for victims of politically motivated violence (including terrorism).

	SOUTH AFRICA

The South Africa Special Risks Insurance Association (SASRIA) was created in 1979 in the wake of Soweto riots.
	The SASRIA is a tax-exempt insurance company in the form of an incorporated not-for-profit association reinsured by the government on last resort. Until now the government has never intervened. SASRIA also utilises the international reinsurance market to protect part of its exposure. 

The purchase of SASRIA coverage is voluntary in addition of covers provided by conventional insurers.

SASRIA is financed through its premiums whose rates are determined on a commercial basis.

The Government does not perceive a premium in respect of its reinsurance role.  
	From January 1987, SASRIA took over all liability for riot cover, thus removing the ambiguity that existed when SASRIA covered “political” riots and the companies insured “non political” riot. Cover also includes terrorism risks. SASRIA has a monopoly in South Africa for this type of cover.

	SRI LANKA

The riot fund was set up in 1983
	The government sponsors a riot fund. The fund cover is limited to SRL 30 million (approximately US$ 300 000) per risk, per location, and subject to a 10% deductible 
	The fund covers riots and terrorism.


	2.3.   Schemes currently under discussion in some OECD countries

	
	Overview of the market/government proposals to cover terrorism events

	JAPAN
	In a bid to avoid corporate assets being uninsured against terrorist attacks, the Marine & Fire Insurance Association of Japan is considering establishing a pool insurance system. Such a system is already operating in four areas in Japan: earthquakes, atomic accidents, airplane mishaps and automobile third-party liability insurance. The proposed pool insurance system for terrorism would be jointly run by non-life insurers to allow insurance claims to be paid from an industry fund. The non-life insurers plan to work with the government to develop a framework in which public funds could be provided to cover some of the potential losses from terrorist attacks as is the case with earthquakes.

	SINGAPOUR
	The General Insurance Association of Singapore (GIAS) has commissioned the services of a consultant to study the feasibility of forming a pool to cover terrorism risks in Singapore. The study, which is still in progress, proposes the Government to stand in as the reinsurer of last resort. 


3.  National and International measures to cover terrorism risks in the Aviation sector

	Short-term market consequences and policy reactions in OECD countries

	As a consequence of the 11th September, insurers and reinsurers worldwide limited or cancelled their aviation coverage, and/substantially raised related premiums particularly in the case of third party liability insurance. In order to support the aviation sector, in most OECD countries, governments have provided a guarantee to cover for damage and injury to third parties in the events of terrorism act (or war) for the aviation activities above 50 million US $ and up to a specified amount (Austria US$700k, Germany US$1bn, Japan US$2 bn, Norway US$100bn as from 01/2002, Poland as from 14/11/2001 US$1bn,Turkey US$ 1.5bn), or have granted direct financial help to the aviation industry like in the United States (see below). In some OECD countries (see below France, Italy, Spain and the United Kingdom), a specific structure already in place or implemented in the wake of the events, is in charge of this coverage. In all countries, these guarantees were temporary, until the insurance market would be able to provide full insurance coverage at affordable prices for the aviation business. In the European Union these third party liability guarantees have been extended until the end of October 2002 (except for Sweden where the State cancelled its guarantee from 1st July 2002). After this limit, the European Commission has cancelled the requirement for this temporary arrangement. Accordingly, the UK ended its scheme (see below) on 31rst October. Austria has also done so on 20th November (on 30th November 2002 for the AUA-Group).  However some countries such as France, Germany, Portugal and Poland outside the EU area have applied for an extension from the European Commission until the 31rst of December 2002.  In the US the initial program is also continuing until mid-December 2002.  

Meanwhile, the insurance market has only partly recovered and has not yet not provided comprehensive and affordable terrorism risks covers for the aviation activities.  Alternative solutions are therefore being discussed at national, regional and international levels that include both market retention and state guarantees (see below).   

	
	
	

	Short-term specific measures in some OECD countries 

	France
	The French government gave its guarantee to the Central Reinsurance Fund (CCR), to reinsure terrorism third-party liability insurance contracts on a temporary basis. The CCR intervenes in “airline” and “service provider” coverage in excess of US$50 million.

	Italy
	The Italian legislator has issued a decree law, whose terms of expiration were postponed several times, that establishes that Italian air companies or airport operators can obtain, by application to the Ministry of the Treasury, a state insurance coverage against war and terrorist attacks. The applicants must pay a premium, which is fixed by the above mentioned decree law and which is paid to the public revenue.

	Spain
	The CCS covers on a temporary basis, and under the State Guarantee, the reinsurance of air navigation risks for civil liability in relation to third parties and other than passengers, for war and terrorism risks, until the reinsurance market is able to restore the cover capacity.

	United Kingdom
	A specific scheme, called Troika was set up the 24th September 2001 by the Government in response to the withdrawal of third party and terrorism cover for the aviation. Troika was a UK company authorised by the FSA to conduct insurance business. Troika benefited from a reinsurance contracts entered into by the UK government, which had a special share in the company to ensure that it was not used for any purpose other than the UK Government’ short term replacement insurance scheme. Under the scheme, the UK government was to indemnify liabilities above the $ 50 million aggregate cover available in the commercial market.  The cover for each policyholder was capped at $ 2 billion per incident. Troika activities ended on 31 October 2002, following EU's decision.  

	United States
	A package signed by President Bush on September 21 2001, gave the airlines US$ 5bn in cash grants, up to US$10 billion in loan guarantees, and required the government to reimburse the airlines for any increase in the insurance premiums.


	Medium-term schemes involving a government guarantee  

	- In the United States, the Air Transport Association (ATA), a trade organisation of US airlines, Marsh an insurer and the Department of Transportation (DOT) created a company called Equitime, to provide terrorism insurance to airlines. Equitime is a captive
 insurer set up in Vermont. 

Open to every American airline the captive will provide cover for up to $1.5billion for passenger and third-party war and terror risk. Equitime will initially be capitalised at about $300million, but it will progressively accumulate funds through the collected airlines’ premiums (the expected premium is between US$0.50 and US$0.70 per passenger). The federal government through the Department of Transportation (DOT) will provide reinsurance to Equitime if losses exceed US$300 million.

-  In April 2002, the European Union and the Association of European Airlines (AEA) created a similar scheme as Equitime at a European level, known as Eurotime. A mutual fund for European airlines financed by a levy of €0.5 on every airline ticket and contributions from related industries (airports, manufacturer,..). Coverage will start from US$100million to US$150 million, and will be capped at US$1-US$1.5 billion. Governments will guarantee the fund’s excess risks, but their role will diminish as the fund grows. This scheme is meant to replace the present government-fully supported arrangements. 

- The International Civil Aviation Organization (ICAO) for its part, recommends for the medium term to facilitate a similar mechanism at an international level. Aviation risk coverage would be provided by a non-profit company with multilateral government backing. This company’s purpose would be to offer third-party war risk liability cover up to US $1.5bn in excess of the US$ 50 million per insured. The excess limit would progressively increase to enable the return to the market. The initial capital would be provided through financing arranged by the aviation industry (through their representative organisations) and not by participating States. The scheme would commence once a sufficient number of States agree to participate and back up the scheme should a call.  

	
	

	Market-based solutions

	- In the United States, Equitime was favoured by the airlines companies over a solution proposed by a consortium led by American International Group (AIG). This Consortium offers to supplement the $50 million available in the primary aviation market to cover third-party liability terrorism risks up to $1bn. But this cover requires a surcharge of around $3 on each air ticket and does not benefit from the government back up.

- Similarly, in Europe Allianz and a group of international partners (including Berkshire Hathaway Inc, Hannover Re and Partner Re) offer airlines cover for third-party terrorism risks since May 8, 2002. The new policy provides coverage of up to $1bn per aircraft and a maximum of up to $2bn per annum. Each policy is part of a master scheme encompassing all relevant airline policyholders. The coverage will automatically terminate after four major events resulting in losses under the master scheme; individual policies cannot be cancelled otherwise at the Insurer’s discretion. 


B. market consequences and policy reactions

1. Market consequences

	
	Changes in insurance and reinsurance cover
	Insurance company solvency 

and financial stability  
	Effects on insurance and reinsurance markets

	Australia
	Major reinsurance groups (Bershire Hathaway, Munich Re and Swiss Re) plan to withdraw from some forms of terrorism cover.

Munich Re will insert a terrorism exclusion clause in all non-marine, general insurance contracts.

Marine reinsurance (which includes aviation) should have a cancellation clause with 48 hours notice.
	No major insolvency:

- One insurance group, QBE announced a capital raising to position it to write more premium volume. It indeed raised $ 663 million capital from institutional shareholders on 18 October 2001.  

- a small non-life insurer is receiving a capital injection from its parent company to address a capital shortfall that was exacerbated by the fall in assets prices;

- a life insurance group is considering capital transfers between Statutory Funds of its Australian life insurance companies to rebalance capital within the group.  
	

	Austria
	Insured amount for liability insurance was diminished from 1.7 billion US$ to 50 million US$,

There has been significant rise in premiums to obtain the original cover is expected.
	No solvency problem.


	No major changes.

	Canada
	At the end of September 2001, the insurance industry indicated that they would likely have to exclude terrorism coverage on all policies as they did not anticipate being able to obtain reinsurance for these risks at the time of reinsurance policies renewal. 70% of all reinsurance contracts were up for renewal on January 1st.  2001.

By the end of 2001, however, the reinsurance market has evolved to the point where reinsurers are offering terrorism risk insurance covering damages to property caused by fire or explosion to a limit of $500 million per property. Terrorism reinsurance gaps still exist for assets of higher value, as well as for liability, business interruption and mass evacuation. Accordingly, many primary insurers are excluding terrorism risks for these classes.  
	No or negligible solvency impact on insurers.
	Aviation insurance appears to be the only insurance class for which reinsurance is not redeveloping to the extent required by the air industry to continue operate normally.



	Czech Republic
	Rises in premium rates are expected as well as suspension of policy cover for terrorism risks.
	
	

	Denmark
	Possible exclusion of terrorism acts in reinsurance contracts and then possibly in insurance contracts.
	No life insurance companies went bankrupt due to the fall in share value.

No direct solvency difficulty for non-life and reinsurance companies.

However, the Danish FSA has so far in 2001 required 5 life companies and 1 reinsurance company to establish restoration plans.
	

	France
	- Significant rises in the price of reinsurance cover for 2002 (premiums had already doubled in 2001).

- Lacking reinsurance coverage, insurers might choose not to cover some risks. The exclusion should mainly affect corporate policyholders and not individuals.

- Terrorism risks as well as pharmaceutical civil liability, cyber-risks, operating loss not linked to material damage, may be affected by exclusion of coverage by reinsurers.

- Changes should result in rise in premiums as well as lower guaranteed ceiling and higher deductibles 
	No insolvency expected.
	In spite of high rise in premiums, on the short term, the market is facing at least a temporary capacity shortage. 

	Germany
	.
	In the life sector, problems regarding in particular net return, representation of provisions by assets and profit participation of policyholders are to be expected in individual cases.
	

	Greece
	Increase in reinsurance premiums may bring about an increase in insurance premiums for the coverage of terrorism risks.
	
	Insurance capacity is expected to be reduced depending on the reduction of reinsurance capacity.

	Hungary
	As the Hungarian market is 90% foreign owned the impact on its market is indirect.

Yet, premiums are expected to rise in certain branches especially in the insurance of travel, aviation and exposed property (buildings). The industry started to evaluate the risks concerning important buildings, industrial property, aviation and certain other activities with more attention.

An even more stringent exclusion of terrorism risks from contracts is expected.

Reinsurance premiums increases might affect direct insurance. 
	No threat on solvency or financial stability of insurance companies.
	

	Iceland
	Effects through increase in premiums for reinsurance coverage. These increases will vary due to the various types of contracts and classes of insurance involved.

Contractual exclusions are also expected in the future regarding terrorist attacks.
	Icelandic insurance companies have not been affected directly.
	

	Italy
	In the reinsurance there were increases in insurance rates in some classes and difficulties of coverage in others.

In the direct insurance sector, a general revision of coverage clauses for the expiring contracts occurred.
	One company was affected by the 11th September events in terms of claims, although not for amounts likely to undermine its solvency.
	No major changes. 

	Japan
	In the negotiation of renewal of the reinsurance contracts dating January 1, 2002, reinsurers excluded coverage of terrorism risks and raised reinsurance premiums. Also in the negotiation to ceding reinsurance contracts renewed on April 1, Japanese insurers faced lack of reinsurance capacities, rise in premiums and additional charge for coverage of terrorism risks.
This rise of reinsurance premiums will affect the insurance premium directly.
	Due to a very high amount of reinsurance claims caused by the event on September 11, Taisei Fire and Marine Insurance Company filed the rehabilitation procedures from the viewpoint of protection of policyholder and the people concerned.


	Shortage in the reinsurance capacity is expected.

	Korea
	The premiums for hull and aviation insurance went up because foreign reinsurers charged more premiums for such insurance.

In the same way, the restricted capacity in foreign reinsurance cover (i.e. the Lloyd’s) is expected to lead to high rises in premiums and deductibles for property and business interruption policies. 
	No insolvency for Korean insurance companies.
	No major change expected. 

	Netherlands
	The larger Dutch insurers have pro forma cancelled most of their industrial policies as of January 2002.

Based on recent information insurers will probably continue to offer terrorist cover for most personal and small business risks. There are much more uncertainties as regards to the conditions of coverage of large commercial risks.
	The average position of insurers still shows that two times the required solvency is available.

Only 2% of the insurers seem to approach the danger zone.
	

	Norway
	The events have mainly indirect effects on insurance contracts through modification in the reinsurance coverage.

The estimated increases in reinsurance premiums from 2001 to 2002 vary considerably due to the various types of contracts, the quality or security of contracts and the class of insurance involved. However, a reasonable estimate of the average increase seems to be approximately 60-75%.

A consequence of this sharp increase in reinsurance premiums may be that the direct (mainly non-life) insurance companies may consider to a greater extent the trade-off between premium rates and security as well as between premium rates and self-retention. 

It has been indicated that direct insurers will seek assistance from their reinsurers with the purpose of framing policy conditions in a more appropriate manner.

However, the attempts to exclude some sub-cover from the direct insurance contracts will probably not be sufficient to avoid that the increased costs will not be carried to policyholders by increasing premiums.

The scope of this expected increase also depends on the impact of the events on the value of the insurance companies’ total assets.

As for life companies, premium rates are also expected to increase in 2001-2002.

Moreover, the direct insurance companies may alter their present reinsurance arrangements in order to avoid the most expensive sub-cover and layers. An example is the Norwegian Pool of Natural Perils that decided to skip the expensive upper layer when renewing its excess-of-loss program for 2002.

Lastly, the insurance industry fears that there will be further tightening of the reinsurance markets in 2003 and beyond – with respect to reinsurance premiums, reinsurance terms and conditions as well as reinsurance capacity. 
	No insolvency expected. 
	For direct insurance, it is likely that the 11th September events  will have no major impact on the overall capacity of the Norwegian direct insurance market (except for specific lines of business underwritten abroad i.e. marine and energy insurance).
The reinsurance for non-life insurance is insignificant in Norway since the last past 6 or 8 years.

There is a tendency that some of the largest Norwegian non-life insurance companies gradually cease to underwrite hull insurance and energy insurance. On the other hand, a new specialised marine insurance company has recently been granted authorisation and has started underwriting marine business from 2002. 

	Poland
	Rise in premium rates as well as suspension of policy cover for terrorism risks.
	No solvency issue
	No major changes but insurance capacity is expected to be reduced depending on the reduction of reinsurance capacity.

	Portugal
	The premiums of some insurance cover have increased, due to higher tariffs proposed by the reinsurers, especially concerning the coverage of acts of war and terrorism in third-party liability and fire insurance contracts.

There is, in global business, a precautionary withdraw of this coverage in facultative contracts, when this is allowed, and a general cancellation of coverage in air transportation insurance, with, in some cases, a reposition in different contractual condition.  

It seems that there is now some commercial coverage available for air transportation.
	The solvency situation of Portuguese insurance companies had fallen in the last two years, namely because equity market falls had a negative impact in the profit and loss account in the value of the revaluation reserve.

During 2002 there was some particular cases of insurance companies with solvency problems, that are being solved ( namely with capital increases), and besides those, some insurance companies needed to use their own funds to fulfil the contractual obligations in life insurance contracts with guaranteed rates. 
	No specific changes: the most significant part of the claims was transferred to reinsurers abroad.

	Singapore
	There has been a reduction in underwriting capacity. Some local insurers and reinsurers have already encountered reduced reinsurance/retrocession capacity, especially for airline cover and petrochemical risks.

Members of the General Insurance Association of Singapore (GIAS) have excluded terrorism risks cover from their insurance policies with effect from January 2002 due to the exclusion of such cover from their reinsurers’ renewed terms for treaty arrangements. 

The events will also certainly  accelerate changes  in the risk assessment and techniques of reinsurers:

- Technical pricing: the reinsurance industry was expected to shoulder 59% of total losses from September 11. Reinsurers (and therefore insurers) are accelerating the rate of premium increases to attain the technical pricing level within a much shorter timeframe.

- Probable Maximum Loss: prior to the events, the concept of probable loss, generally applied in the pricing of property insurance, did not incorporate a total loss scenario. The September 11 showed that total loss can happen. This change in mindset translates into a higher technical pricing level.

- Proper  underwriting: there has been evidence of a more thorough process of risk assessment; 
	As most general insurers and reinsurers do not have substantial equity exposure, the fall in equity prices should not have significant impact on their fund solvency margin.
	There was industry feedback that the attacks would lead to:

- the closure of some smaller players;

- the reduction in reinsurance/ retrocession capacity;

- Greater control: reinsurers realised the importance to have a greater control over their branches/ overseas operations. Many direct insurers have moved to close down their inhouse reinsurance entities. Some reinsurers have reduced or removed underwriting authorities at the branch or overseas levels.

- Captive insurance may develop as it becomes more cost efficient for companies to self-insure, though not necessarily to cater to terrorism covers specifically. 

	Spain
	Redefinition of the risks covered for life, loss of profits, civil liability or stoppage.

As a result of the 11th September events, certain risks were left uncovered, both on account of the substantial reduction of the supply of insurance available and a considerable rise in premiums under the new policies. Such is the case of profit losses coverage, since the resulting changes in the system for calculating the so-called Maximum Possible Loss that the international market had been using, have rendered risks of this nature, when occasioned by terrorism, virtually non-insurable.
	The financial stability of Spanish reinsurers will not be affected.
	

	Sweden
	The reinsurance market might include some limited cover for the reinsurance of terrorism risks (for example US$40 million). If more cover is needed insurance companies will have to negotiate separately.
	The events have not threatened the stability/ solvency of any Swedish insurance company.
	No major capacity problem

	Switzerland
	In general, reinsurers have been forced to insert into contract exclusions for terrorist events.

Both direct insurers and re-insurers are currently exploring ways to limit the scope of such exclusions.
	The financial stability and solvency of Swiss insurers is not at risks.
	

	Turkey
	As from 15/12/2001, the rate of terrorism coverage is increased by 20-25%. Moreover, a deductible in loss and 20% co-insurance with the insured in commercial and industrial risks have been introduced.


	The financial stability and solvency of insurance and reinsurance companies was not threatened.

The insurance sector was not directly affected by the 9/11 events.
	The effect on the Turkish market can be considered as marginal.

	United Kingdom
	Reinsurers have signalled that cover for terrorism is likely to be restricted, or indeed not to be available at all, including on compulsory liability classes. 
	
	Analysts are predicting a flight to quality, where demand will flow towards the insurer/reinsurers with the highest capacities.

The premiums rise and, potential new profitability may encourage new capacity into the market.   
However, premiums are rising in every line of business, and new international reinsurance vehicles may provide reinsurance cover for more predictable non-terrorist risks rather than provide terrorism cover, at least temporarily.

	United States
	As the majority of reinsurance contracts have been renewed on January 1st 2002, war and terrorism risk exclusions in reinsurance and hence in insurance contracts for certain lines of business have occurred. 

Reinsurers are also notifying their primary insurers about certain “target risks” of terrorism inter alia service and utilities, financial institutions, infrastructure risks, airports, manufacturing, public assembly, landmark building and structures worldwide, Symbols of America… These lists show that primary insurers and reinsurers are vigorously assessing the risk of terrorism.

Moreover, commercial insurance rates in particular could continue to rise substantially over the next year or so; a trend toward higher rates was already witnessed prior to September 11th. 
	Most insurers and reinsurers are expected to be able to pay their losses without financial peril or insolvency.   
However, some insurers and reinsurers have received downgrades and rating agencies are watching all insurers closely. 

The new federal law is expected to bring more stability and capacity into the marketplace by making it easier for primary insurers to offer terrorism insurance to policyholders.
	Markets will have an easier time adjusting to the new terrorism threats and potential acts due to the new federal backstop mechanism, although terrorism risks will always be significantly more difficult to actuarially price than natural catastrophes.

New capital is coming into the insurance and reinsurance markets, particularly through Bermuda-based entities.



2.  Policy Reactions

	
	Forbearance measures

specific short-term regulatory or supervisory measures

 towards insurance/reinsurance companies
	Introduction of long-term regulatory measures 

	Australia
	Supervision: The APRA held a variety of information discussion and requests for information. APRA formally surveyed the 158 non-life insurance companies and 40 life insurance companies in Australia during October to ascertain the effects on Australian insurers.
	- The Australian Government is considering relevant options to address particularly reinsurance coverage of terrorism risks from January 2002.

- The APRA has introduced a new general insurance regime with effects from 1 July 2002 where company will be required to apply more risk based practices to identify, measure and manage their risks.

	Austria
	Supervision: The Austrian insurance supervisory authority has intensified the monitoring of the financial situation of insurance undertakings, in particular in life insurance.


	New accounting of assets:

The insurance companies have been asked to submit reports in order to allow an assessment of their financial situation for the rest of the year 2001.The supervisory authority concluded that the decline in the value shares during the year 2001 did not jeopardise the solvency margin or technical provisions of Austrian insurance companies. However the regulation discrepancies for example with German insurance companies could disadvantage Austrian companies. Therefore an amendment to the Insurance Supervisory Act was passed in mid-December 2001 and shall apply to the business year ending after 30 December 2001.

Before the amendment securities of insurance companies had to be valued at the lower of the purchase price or the market value.

The amendment gives the insurance companies the option to classify these assets as fixed assets, in case they are intended for use on a continuing basis for the purposes of the company’s activities. As a consequence, these assets need not be written off to the lower market value in case the decrease in value is expected not to be permanent.

Other measures to ensure the safety of the policyholders’ interests:

- the hidden reserves of the company must be twice as high as the depreciation not made in the balance sheet; 

- the hidden reserves in the amount of the depreciation not made according to this new option must not be taken into account for covering the solvency margin;

- the auditor has to certify the compliance with the legal provisions, in particular the amount of the hidden reserves;

- the supervisory authority is entitled to lay down by decree more detailed provisions concerning the appropriate policyholders’ participation in profits. 

	Canada
	Supervision:

- reinsurance recoverable balances have been reviewed to identify those institutions that may be more susceptible to a problem in the reinsurance market; these will continue to be monitored;

- OSFI and the Government are maintaining contact with various representatives of the insurance industry to monitor developments in the industry;

- OSFI is taking additional measures/precautions as appropriate (e.g. monitoring cash outflows and preventing a weakening of the Canadian operations through, say upstream dividends where there is the risk that the parent may be under financial strain as a result of the crisis). 
	No new regulation

	Czech Republic
	No specific measure
	

	Denmark
	No Forbearance in solvency requirements, capital or provision requirement.

Reporting:
In June 2001, the Danish FSA established a reporting system whereby the companies on a regular basis report the Authority two resilience tests on changes in share values, interest rate, real estate prices and currency rates. The resilience test includes drops in the stock market of 12 and 30%. The more fragile life insurance companies are required to report the results of the tests more frequently to the FSA. 
	The taxation rules: government has proposed a tax change, which would improve the possibility for life insurance companies to meet solvency requirements. The proposed tax change removes the uncertainty about the value of this particular deduction so that it can be valued as an asset on the balance sheet and be accounted for in capital requirements.
The Danish FSA will take into account already planned changes in accounting rules, when evaluating the economic position of any life insurance company required to establish a restoration plan. These accounting rules will introduce fair values on liabilities and on Bonds alike the evaluation of shares.  

	France
	Forbearance and support:

Three possibilities already provided through current regulation were enforced: 

a) Undertakings will be able to avail themselves of an existing provision of the Insurance Code that allows the supervisory authority to authorise them to stagger the constitution of their provision for the risk that technical commitments will become payable (PRE), which in any event is already mandatory if the disposal value of non-obligatory investments falls below the historical cost thereof.

b) The scope of the equalisation provision mechanism, which serves to cover risks of exceptional intensity, will be extended to the risks of terrorism, war and air transport. This measure will be applied in a way that will be conducive to the rapid constitution of the said provisions.

c) Measures relating to the tax on claim settlement gains that is levied on the excess of provisions over the actual final cost of claims will be amended slightly to take the events of 11 September into account on a one-off basis. This tax relief will be strictly limited. In calculating tax liability for the financial year ending 31 December 2001, the amount by which surplus added-back provisions are reduced will be increased from 3 to 6%, although the tax differential may not exceed one-half of the average amount of tax paid by the undertaking in respect of the years 1999 and 2000.
	No further modification of the prudential regulatory rules is planned.

However since December 2001, the CCR has become insurer of last resort for terrorism risks (see table A2). 

	Germany
	Forbearance in the reporting of assets from 2001.

Supervision: the BAV asked insurers whether they had taken sufficient measures to maintain their ability to function in the event of terrorism attacks. The case of cyber-terrorism has also been envisaged. 
	Accounting: Evaluation principles for assets of insurance companies were modified. The strict lower of costs or market value is no longer to be applied in order to avoid depreciation on shares. Fungible assets such as shares are to be shown in the balance sheet like fixed assets if they serve the purpose of permanent operation, they are to be valued as long-term investments. Fixed assets must be depreciated only if the loss in value is permanent

The new principles apply from the business year 2001 onwards.

Since April 2002, the government backs the industry for terrorism risks over a certain threshold (see Table A2) 

	Greece
	No specific measure.
	

	Hungary
	An increased supervision on the underwriting of terrorism risks by insurers has been enforced.
	

	Iceland
	No new measure
	No new measure. 

	Italy
	Specific monitoring of undertakings’ portfolio in order to verify the impacts of market’s trends has been set up. 
	No new measure.

	Korea
	The Korean government has decided to raise the ceiling of investment by insurance companies in their own affiliates from 2% to 3%.

Domestic insurers are however asked to be more prudent in selecting outward reinsurance companies in order to minimize potential claims from terrorism risks.
	

	Netherlands
	No specific measure
	No specific measure. 

	Norway
	Policy action to support life insurance companies:

a) The historical statutory requirement for statutory reserves has been partially abolished and the companies have been authorised to dissolve 80% of their contingency reserves and to transfer these amounts to their buffer capital.
b) Moreover, the life companies have been granted a period of 3 years to increase their disablement pension reserves (e.g. by a general increase in the insurance premiums).
	The Norwegian Financial Services Association established in November 2001 a task force on the evaluation of possible consequences of the 11 September. A first report of this task force was finalised for December 2001. 



	Poland
	No specific measures
	No new regulation.

	Portugal
	Supervision measures: 

Close supervision of the cases that really breached the solvency margin. Some companies are being asked to report the solvency margin in a semester or trimester basis and to make projections towards the end of the year.

Analysis of the risk profile of the portfolio of the insurance companies with special attention to the sensibility to market variation;

Ask for special information on the impact in the accounts of the equity markets falls during the year 2002.

Concerning the financial guarantees regime, there are not measures to alleviate the effect of EU or national prudential or reporting requirements on insurance or reinsurance companies.

At the end of 2001, it was published a regulation allowing the insurance companies, in the 2001 accounts, to defer during a three years period (2001, 2002 and 2003) the potential losses that were not covered by the fund for future appropriations and the revaluation reserve. However, this measure has no implication in the solvency margin.
	No new regulations are considered.
However, the events seem to show the increasing importance of the development of a solvency system that takes into account some stress mechanism based on a set of extreme scenarios.

To this end, the Portuguese Insurance Supervisory Authority has prepared a questionnaire about the impact on the investment portfolio of the insurance companies, calling for more information broken down into the portfolio of assets covering technical provisions (life and non life) and the free assets portfolio.

	Singapore
	No forbearance

Reporting: as a risk management measure, MAS will be requiring all insurers to submit pertinent information on their reinsurance management strategies and reinsurance/retrocession arrangement.

Supervision: MAS has asked all life insurers to perform additional valuation of their life insurance funds based on realistic valuation approach. 

All selected life insurers have been asked to stress test their portfolio on market and credit risks and value their assets and liabilities on realistic basis. Selected general insurers are also requested to perform a stress test on the market and credit risks for their assets.

MAS continue to monitor the claims situation and solvency position of all insurance companies. 
	No future measure.

	Spain
	Careful supervision on the impacts of the events on the insurance sector has been performed with greater weight in variable income in investments or extensive reinsurance cover.
	

	Sweden
	No measure.
	No new regulation.

	Switzerland
	No forbearance measure.
	No measure expected for the time being.

	Turkey
	No measure.
	No new regulation.

	United Kingdom
	Forbearance in the investment principles:

The FSA relaxed the financial investment rules (Resilience test) for life insurers, amending the “Resilience test”, which assesses the ability of a fund to withstand major falls in asset prices (such as equities and fixed interest securities).
	The UK government is monitoring the market closely, and will consider developing further appropriate reinsurance vehicles which support market functioning if there is a clear evidence of market failure (as in aviation) over the next few months.

The long-term objective remains to restore commercial cover as soon as possible.

The working group under the aegis of the Treasury has agreed on some changes to Pool Re arrangements (see table A2 for details)

	United States
	Forbearance in solvency requirement:

The NAIC relaxed for Lloyds the funding requirement to set aside before 15 November 2001 an amount equivalent to 100% of expected gross claims, to 60%, under condition that the Lloyds would be examined during the next months. 

Specific post-crisis supervision was established.
	Congress is currently discussing the possibility of a federal temporary backstop to cover terrorism risks (see table A2.3).     
 


�.  Captives are insurance or re-insurance vehicles set up by one or more companies to insure the parent companies’ risk. 	
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