
)UHVK�WKLQNLQJ� 
RQ�ULVN�

FastFastForward

Thank you!
<RXšYH�MXVW�DFFHVVHG�D�3')�RQ�)DVW�)DVW�)RUZDUG���;/�*URXSšV 
RQOLQH�SODWIRUP�IRU�VKDULQJ�QHZV��FRPPHQWDU\��DQG�LGHDV� 
DERXW�EXVLQHVV�FKDOOHQJHV���+HUH��ZH�VKDUH�WKRXJKWV�DERXW� 
SHUVLVWHQW�ULVNV�DQG�HPHUJLQJ�RQHV��QHZ�LGHDV��LQQRYDWLRQV��DQG�
ULVN�PDQDJHPHQW�VWUDWHJLHV�WKDW�KHOS�NHHS�EXVLQHVVHV�PRYLQJ� 
IRUZDUG���:HšUH�D��UH�LQVXUHU�DQG�ULVN�LV�RXU�EXVLQHVV���

:H�LQYLWH�\RX�WR�H[SORUH�PRUH� 
[OJURXS�FRP�)DVW)DVW)RUZDUG 
 
Enjoy!

Unit 8E Golden Sun Centre 223 Wing Lok St Sheung Wan HK
Tel. (852) 2530 2530 Fax (852) 2530 2535
Email: crew@navigator-insurance.com
www.navigator-insurance.com

http://xlgroup.com/fast-fast-forward


WATER 
DAMAGE 

Global 
warming 
affects 
everything 
from shipping 
lanes to  
fine art. 
BY CHERYL ARVIDSON
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FAST FOCUS

» Underwriters consider the 
potential for Arctic sea lanes 
to be opened year-round as 
they try to foresee new risks 
on the high seas. 

» Even if average tem-
peratures have increased 
minimally, extreme weather 
conditions have become 
more frequent.

» The lowering of global trade 
barriers has prompted more 
cargo to be shipped to and 
from places that have never 
been trading partners before. 

When two leading insurance underwriters for XL Group’s marine and fine arts 
specialty lines focus their eyes on the elements of future risk, one looks up and the 
other looks down.

For Rich DeSimone, the president of XL Group’s North America Marine business, the 
receding ice caps in the Northern Hemisphere and the potential for arctic sea lanes to be 
opened year-round are major considerations as he looks ahead to the changes—and new 
risks—that shipping will experience. 

For Jennifer Schipf, the senior underwriter for XL Group’s Fine Art & Specie business, 
the flood damage wrought by Superstorm Sandy in the basements of art galleries and 
warehouses in and around New York City gives her pause.

Roland Murr, the vice president of research at XL Global Asset Protection Services, says 
climate change is affecting both marine and art underwriting and every other risk under-
written at XL that involves water in some form.

The earth’s temperature has been increasing since the 1850s, when scientific recording 
began, Murr says. But the increase has become greater in the last 30 to 40 years due to 
more carbon dioxide in the atmosphere from the burning of coal for heating and the 
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burning of gasoline in automobiles. Even if average 
temperatures have increased minimally, Murr says, 
extreme weather conditions—long, cold winters and 
long, hot summers—have become more frequent.

“Then you have the other problem with overall 
global warming resulting in the meltdown of the 
Antarctic ice, which means eventually the sea levels 
increase,” he says. “And that poses two threats for peo-
ple living on the coast: gradually growing sea levels, 
and, in the case of major storms, the protection sys-
tems like dams and other things that were installed 50 
years ago are no longer adequate 
to protect the people.”

DeSimone says global 
warming has contributed to 
one of the biggest changes in 
maritime trade over the last 
several years—the effort, led by 
the Russians, to start moving 
ships across areas in the Arctic 
seas that had traditionally been 
ice-bound for nearly 12 months a 
year. These shipping lanes speed 
travel time between the Atlantic 
and Pacific oceans.

“With receding ice caps in 
the Northern Hemisphere, ships 
are moving through northern sea 
routes,” DeSimone says. “That 
saves about 20% in transit time 
because it is a much faster way, 
and it also saves in fuel-related 
expenses because you can deliv-
er goods much more quickly. But 
it is an uncharted area because 
the area is not well transited, the 
knowledge of the area is not as 
well known, and there are not 
as many support services. It will 
take some time for an infra-
structure to be established there 
with salvage ships in the case 
of an incident and the ability to 
service ships.”

If vessel owners and cargo owners have an opportu-
nity to move goods faster, DeSimone says, “They will 
take whatever routes are the most beneficial to them, 
but the uncertainty of the new route falls squarely on 
the underwriters.”

So far, he says, there has been no market-wide deci-
sion on how to respond, with some underwriters will-
ing to accept a change in the trading warranties, which 

specify where ships can operate, without charging 
higher premiums.

“Others recognize the need for higher premi-
ums because shorter routes provide greater risk,” 
DeSimone says. “It poses new risks for the underwrit-
ers, and we as underwriters have to decide how we 
will deal with those new risks.”

Among other future risks and challenges that 
DeSimone says will figure in marine underwriting are:
X More complex, larger and more expensive ships that 
will require expanded ports and terminals to service them.

X   The need to change the in-
frastructure to accommodate the 
larger ships and the shift away 
from the historic fuel of choice, 
diesel, to the more volatile liquid 
natural gas.
X   The increasingly high value of 
the cargo being shipped, which 
in some cases can be worth more 
than the ship itself.

“The world is becoming small-
er and flatter,” DeSimone says, 
with the lowering of global trade 
barriers changing historical trading 
patterns and routes, prompting 
more and different types of cargo 
to be shipped to and from places 
that have never been trading part-
ners before.

“It is an increasingly sophisti-
cated, complex risk, and the po-
tential of an extremely large loss 
is growing every day,” DeSimone 
says. “It is an opportunity for 
underwriters to understand the 
new exposures that exist out 
there, decide what coverage is 
appropriate, what kind of limits 
they are willing to commit to a 
given risk and then how to price 
these kinds of risks.” 

While DeSimone is concerned 
with goods moving through water, Schipf, the fine arts 
expert, is focused on water moving onto goods—spe-
cifically, valuable art owned by galleries, museums and 
individual collectors. 

“Water damage is one of the two most common 
coverages of loss to fine art, the other being transit 
damage,” Schipf says. 

Water damage can be caused by anything from  
a catastrophic event, such as Superstorm Sandy, to  

Water
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“They will take 
whatever routes are 
the most beneficial 

to them, but the 
uncertainty of the new 
route falls squarely on 

the underwriters.”  
—Rich DeSimone, XL 



a more isolated instance in which art owned by a  
collector or a gallery is damaged by a waterline  
break, a leaking roof or other plumbing crisis in a 
home or business. 

“The owners of the art and the custodians of the 
art don’t have control of what the tenants above them 
do,” Schipf says. “So if folks don’t own the entirety of 
the space in which they reside, they are at the mercy of 
their neighbors.”

For art owners and patrons, the common use of sub-
terranean storage spaces by art galleries in the Chelsea 
neighborhood of Manhattan and 
in parts of Brooklyn and Queens 
exacerbated the damage caused 
by Superstorm Sandy, which 
struck most ferociously along 
the Jersey Shore and in New 
York City in October 2012.

“We had one Sandy claim 
where the gallery had done ev-
erything they could do to protect 
against flooding in the basement 
and had three sump pumps,” 
Schipf says. “But when Sandy 
struck, the electricity went out 
so the pumps didn’t work, and 
the amount of water was so 
great that it was not a reason-
able amount to remove in time,” 
even after electrical power  
was restored.

Schipf says the flooding also 
resulted in losses in subterranean 
vaults storing currency, securities 
and gold bullion, but those losses 
did not compare to the damage 
to fine art. The market had been 
soft for so long that carriers were 
not writing huge flood deduct-
ibles prior to Sandy, compound-
ing losses from the storm.

“That is not the case now,” 
she says. “Risks tend to be han-
dled on a regional basis. But basically, where there are 
catastrophes, the entire market has to pay attention. It 
is rare that any company doesn’t change its view or re-
visit underwriting guidelines following a catastrophe.”

As a result of Sandy, Schipf says, XL and many 
other companies no longer cover fine art stored in 
basements, even if a customer is not in a flood zone.

“Basements have proven to be increasingly dan-
gerous places to hold high-value fine art,” she says. 

“It has become increasingly apparent that putting art 
in basements is much riskier than putting art above 
ground. If folks have fine art in basements, whether 
they are private collectors, commercial galleries or 
museums, they need to rethink that strategy.”

In addition, Schipf says underwriters are asking art 
dealers and collectors to produce preparedness plans.

“Underwriters are asking, ‘What do you plan to do 
the next time? What can you do better to demonstrate 
that you are still a good risk?’ Galleries are considering 
evacuation and relocation plans,” she says. “How do 

we get all the art off the ground 
floor and up to the second story? 
Or can we move to an offsite 
storage location that is not in a 
flood zone?”

In the future, Schipf says, 
underwriters might start regard-
ing floods “as sort of a third 
catastrophic peril,” joining the 
historic natural catastrophes of 
earthquakes and hurricanes. As 
well as requiring higher deduct-
ibles, underwriters will be look-
ing at flood sublimits on all-peril 
policies to better manage their 
portfolios and limit the maxi-
mum exposure, she says.

“Earthquake and wind are 
underwritten quite carefully and 
specifically,” she says. “I am 
saying flood will increasingly be 
considered in the same way.”

Murr, the water risk specialist, 
says underwriters are studying 
numerous models that can help 
predict both how often a certain 
area, or even a specific address, 
could be flooded, the height of the 
flood, and what type of flooding, 
such as river or storm surge, might 
be involved.

“That is one way we try to 
manage our risk from flooding,” he says. “The other 
one is looking at preventive features like dams and 
things like that. We decide if we want to write the risk 
and up to what amount we want to write in terms of 
location. It is equally important to monitor the sort of 
accumulation of risk—meaning how many locations in 
the same area are subject to the same flood event.”

Arvidson is a contributing writer. Cheryl@carvidson.com
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“It has become 
increasingly apparent 

that putting art in 
basements is much 
riskier than putting 
art above ground.”  

—Jennifer Schipf, XL 
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