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contingency 
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potential loss 
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TRIPRA Expiration Raises Potential for 
Rating Downgrades for P/C Insurers
On January 12, 2015, President Obama signed into law the Terrorism Risk Insurance Program 
Reauthorization Act (TRIPRA) of 2015. This bill extended the expiration for the Terrorism 
Risk Insurance Program Reauthorization Act of 2007 to December 31, 2020. The original bill, 
referred to as the Terrorism Risk Insurance Act (TRIA) was passed in late 2002 in response to 
the 9/11 attacks and was authorized to address the availability and affordability crisis for those 
commercial businesses in need of terrorism insurance. 

Although this public/private collaboration seems to have achieved its goal, there is some 
uncertainty as to TRIPRA’s future role. As of today, whether TRIPRA will be extended again—
and if so, under what terms and conditions—remains in doubt. The hyper-partisan atmosphere 
pervading Washington and the difficulty of bringing legislative proposals to a vote and 
ultimately enacting legislation has created even more uncertainty. Although a federal backstop 
helps with liquidity and reduces the financial impact of a terrorist event, overreliance on such 
a mechanism isn’t a substitute for sound risk management. 

A comprehensive risk management process is crucial to the financial strength rating of any 
insurer with a material exposure to terrorism risk. AM Best has been assessing the impact 
of catastrophe risk, including terrorism risk, on insurers’ balance sheets using confidential 
information gathered during rating discussions, as well as information submitted in 
companies’ Supplemental Rating Questionnaires (SRQs). This information is used to complete 
stress tests designed to gauge the potential impact of a large catastrophic event on a primary 
insurer’s capitalization. 

Although the vast majority of catastrophe-exposed insurers typically rely on reinsurance to 
mitigate catastrophe risk, insurers that have substantial terrorism exposure might also rely 
on TRIPRA to stay within their stated risk tolerances. Key concerns for AM Best with regard 
to terrorism are insurers’ net loss exposures to terrorism excluding the benefit of TRIPRA; 
aggregate exposures of risks in certain geographic areas; the number of locations in those 
areas; and the impact on risk-adjusted capitalization.

Beginning mid-year 2019, AM Best will compile a list of rated insurers with exposure to 
terrorism. Companies viewed to have material terrorism exposure in addition to a significant 
reliance on TRIPRA will then be asked to present detailed plans on how they will mitigate this 
exposure in the event that TRIPRA is not renewed. Although private terrorism reinsurance 
is currently available, a rating concern will be the future availability and affordability of 
reinsurance if the federal backstop is eliminated or changes significantly. Insurers that currently 
would be materially affected by the absence of TRIPRA, and that cannot provide a sufficient 
action plan to reduce exposures to terrorism risks, likely will face negative rating pressure by 
year-end 2019. 

For more information on how AM Best views terrorism risk, please see our criteria procedure, 
The Treatment of Terrorism Risk in the Rating Evaluation, October 13, 2017.
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Best’s Financial Strength Rating (FSR): an independent opinion of an 
insurer’s financial strength and ability to meet its ongoing insurance policy 
and contract obligations.  An FSR is not assigned to specific insurance 
policies or contracts. 

Best’s Issuer Credit Rating (ICR): an independent opinion of an entity’s 
ability to meet its ongoing financial obligations and can be issued on either a 
long- or short-term basis.

Best’s Issue Credit Rating (IR): an independent opinion of credit quality 
assigned to issues that gauges the ability to meet the terms of the obligation 
and can be issued on a long- or short-term basis (obligations with original 
maturities generally less than one year).

Rating Disclosure: Use and Limitations
A Best’s Credit Rating (BCR) is a forward-looking independent and objective 
opinion regarding an insurer’s, issuer’s or financial obligation’s relative 
creditworthiness. The opinion represents a comprehensive analysis consisting 
of a quantitative and qualitative evaluation of balance sheet strength, operating 
performance, business profile, and enterprise risk management or, where 
appropriate, the specific nature and details of a security. Because a BCR is a 
forward-looking opinion as of the date it is released, it cannot be considered as 
a fact or guarantee of future credit quality and therefore cannot be described 
as accurate or inaccurate. A BCR is a relative measure of risk that implies credit 
quality and is assigned using a scale with a defined population of categories and 
notches. Entities or obligations assigned the same BCR symbol developed using 
the same scale, should not be viewed as completely identical in terms of credit 
quality. Alternatively, they are alike in category (or notches within a category), 
but given there is a prescribed progression of categories (and notches) used in 
assigning the ratings of a much larger population of entities or obligations, the 
categories (notches) cannot mirror the precise subtleties of risk that are inherent 
within similarly rated entities or obligations. While a BCR reflects the opinion of 
A.M. Best Rating Services, Inc. (AM Best) of relative creditworthiness, it is not an 
indicator or predictor of defined impairment or default probability with respect to 
any specific insurer, issuer or financial obligation. A BCR is not investment advice, 
nor should it be construed as a consulting or advisory service, as such; it is not 
intended to be utilized as a recommendation to purchase, hold or terminate any 
insurance policy, contract, security or any other financial obligation, nor does it 
address the suitability of any particular policy or contract for a specific purpose or 
purchaser. Users of a BCR should not rely on it in making any investment decision; 
however, if used, the BCR must be considered as only one factor. Users must 
make their own evaluation of each investment decision. A BCR opinion is provided 
on an “as is” basis without any expressed or implied warranty. In addition, a BCR 
may be changed, suspended or withdrawn at any time for any reason at the sole 
discretion of AM Best.
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