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Purpose of your paper: This paper prov ides an evaluation of loss likelihood and severity for terrorism 

catastrophe events in Australia, and the application of risk pooling to mitigate risk to insurers. 

 

Synopsis: The global security environment is rapidly changing.  Australia’s Attorney-General George 

Brandis described the threat of a terrorist attack in Australia as “undiminished” and that “the threat of 

an attack here on Australian soil is real” (INTERPOL Global Security and Counter Terrorism Convention, 

Sydney, 28 January 2014).  Europol, the EU’s law enforcement agency has warned ASIO and 

Australian Federal Police that social media-led networks were specifically targeting Australia to incite 

extremists to launch attacks (news.com.au, 30/5/2014).  The Lowy Institute Poll 2014, June 2014, cited 

international terrorism as the foremost threat in the minds of the Australian public today for threats to 

Australia’s v ital interests.  Terrorism therefore remains a real national security threat and presents a 

short return period risk for insurers. 

 

The risk of terrorism catastrophe is an exposure to commercial property owners and insurers, these 

assets dominating high risk areas.  Commercial property assets are concentrated and high value.  

Probable maximum loss curves for different types of modelled events show potential events 

measured in billions of dollars. 

 

The Treasury has been tasked in financial year 2014/15 by the Australian Government to develop 

options on the future of the Terrorism Insurance Act 2003, including the future role of Australia’s 
terrorism insurance pool operated by Australian Reinsurance Pool Corporation (ARPC).  Any changes 

to terrorism insurance will affect insurer’s capital requirements as legislation currently mandates 

commercial insurers to provide cover for terrorist attacks. 

 

This paper will present a history of global terrorism incidents, their frequency and trends.  The current 

threat level will be presented in context of information published in the media.  I t will compare the 

return period of terrorism events to other types of catastrophic events. 

 

Probable maximum loss (PML) curves will be demonstrated for different types of events using ARPC’s 

3-dimensional catastrophe risk modelling for Sydney and Melbourne CBDs.  A comparison will be 

made against PML estimates published in other terrorism insurance pools. 

 

The paper will provide an overview of the global reinsurance market for terrorism insurance, and will 

compare coverage provided in terrorism insurance pools for major economies including USA, UK, 

and in the EU. 

 

Finally, the paper will explain how terrorism risk insurance makes Australia’s economy more resilient to 

potential terrorism events. 

 

This paper will provide actuaries and insurance professionals with a rigorous overview of risk likelihood 

and risk consequence for Australia’s insurance industry for terrorist attacks. 


