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Terrorism insurance is
an important component
of a comprehensive risk
management strategy
that incorporates both
loss prevention and risk
transfer.

The U.S. chemical industry recog-
nizes terrorism as a serious threat
and has been a leader in many
areas of terrorism risk manage-
ment. For example, the industry
has implemented extensive secu-
rity procedures and has adopted
standards such as the Responsible
Care Program of the American
Chemistry Council (ACC). The ACC
estimates its members have invest-
ed more than $2 billion in security
enhancements since the terrorist
attacks of September 11, 2001.

The Department of Homeland
Security (DHS) has often praised
the chemical industry for its com-
mitment to enhancing the security
of the nation’s critical infrastruc-
ture and leading the way in pro-
moting cooperation and informa-
tion sharing between the private
sector and the DHS. Why then does
the chemical industry purchase
less property and liability terrorism
insurance than nearly any other
industry?
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According to an extensive survey
of terrorism insurance buying pat-
terns conducted by Marsh, fewer
than 30 percent of U.S. chemical
companies bought property ter-
rorism coverage in 2004. This is
significantly lower than the overall
average for all industries of nearly
50 percent. Only companies in the
construction industry were less
likely to purchase property terror-
ism coverage. Equally remarkable,
only 32 percent of chemical com-
panies purchased liability terrorism

Terrorism Take-up Rates by Industry
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coverage during 2004, compared to
a national average of 81 percent.

Price is certainly a factor in the
decision making behind the chemi-
cal industry’s low take-up rates of
terrorism insurance. Generally, the
cost of property terrorism insur-
ance for chemical companies has
been higher than for other indus-
tries. Consider, for example, terror-
ism pricing as a percentage of total
insured values (TIV), a measure
that allows companies to track
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what they pay in absolute terms. The median property
chemical rate is nearly 10 percent above the rate for the
energy industry, which is the next highest.

Looking at property terrorism pricing as a percentage
of overall property premiums shows how terrorism
coverage affects a company’s overall property insurance
budget. Again, Marsh’s survey showed the chemical
industry’s terrorism cost to be in the top five.

Size also plays a factor in a company’s terrorism insur-
ance purchasing decisions. Only 12 percent of the larg-
est chemical companies—those with TIV in excess of $1
billion—bought property terrorism insurance, compared
to 32 percent of those with TIV between $100 million
and $1 billion and 38 percent of those with TIV under
$100 million. Interestingly, liability terrorism purchasing
among chemical companies shows the opposite pat-
tern—Iliability terrorism insurance is bought by 42 per-
cent of the largest companies, 22 percent of mid-size
companies, and 30 percent of the smaller companies.
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Terrorism Liability Insurance Benchmarking for
the Chemical Industry
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For chemical companies that did purchase terrorism
coverage, the cost was significantly less for larger com-
panies than for smaller companies, both as a percent-
age of overall property premiums and as a percentage
of TIV. Firms with TIV over $1 billion spent 4.4 percent
of their property premiums on terrorism insurance;
companies with TIV under $100 million spent over 6.2
percent of their budget on the coverage.

The combination of expensive terrorism security mea-
sures, high terrorism premiums, and tight insurance
budgets probably best accounts for what have been

low terrorism insurance take-up rates among chemical
companies. Marsh is committed to working with chemi-
cal companies to educate insurers about the real risks
involved in the industry and the security measures in
place. Insurers can then make more informed decisions
about the pricing of terrorism insurance, which hope-
fully will result in more competitive terrorism insur-
ance rates and greater insurance protection for chemi-
cal companies.

Printed copies of Marketwatch: Terrorism Insurance 2005 can be ordered
through Marsh’s client executives, Property Practice and Casualty
Practice professionals, and other representatives, or by sending a
request to questions@marsh.com.

The information contained herein is based on sources we believe reliable,
but we do not guarantee its accuracy, and it should be understood to be
general risk management and insurance information only. Marsh makes no
representations or warranties, expressed or implied, concerning the financial
condition, solvency, or application of policy wordings of insurers or reinsur-
ers. The information is not intended to be taken as advice with respect to
any individual situation and cannot be relied upon as such. Insureds should
consult their insurance advisors with respect to individual coverage issues.

This document or any portion of the information it contains may not be cop-
ied or reproduced in any form without the permission of Marsh Inc., except
that clients of any of the Marsh & McLennan Companies, including Marsh,
Kroll, Guy Carpenter, Mercer, and Putnam Investments, need not obtain such
permission when using this report for their internal purposes.
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