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Enterprises Need Explicit AI Risk Transfer
Solutions: Gaps in Traditional Business Insurance

Mind the Gap: As AI becomes core to business, a dangerous "coverage gap" is emerging. Traditional insurance
portfolios often fail to address the specific nuances of AI—such as algorithmic bias or generative IP infringement
—leaving boards and executives exposed.

In Part 2 of our AI Insurance Market Series, we dissect why standard policies fall short and why the industry
must pivot toward explicit AI solutions. Learn how to identify hidden exclusions in your current coverage and
what a modern, AI-ready insurance strategy actually looks like.
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The Insurance Coverage Gap

As enterprises deploy AI systems across their operations, they naturally look to their existing
insurance portfolios for protection. After all, businesses have long relied on commercial insurance to
transfer various operational, liability, and cyber risks.

The Problem: Traditional business insurance policies were written before AI became a core
business technology. They contain language, definitions, and exclusions that create significant
ambiguity about whether AI-related losses are covered.

Why Traditional Policies Fall Short

1. General Liability Insurance

General liability (GL) policies typically cover bodily injury and property damage caused by a
company's operations, but they face several challenges with AI:

Causation ambiguity: When an AI system contributes to harm, establishing the causal chain
between the insured's actions and the injury can be complex

Professional services exclusion: Many GL policies exclude coverage for professional services,
which could arguably include AI advisory or implementation work

Intentional acts: If an AI system is deployed despite known flaws, insurers might argue the
resulting harm was "expected or intended"



2. Professional Liability / Errors & Omissions

Professional liability insurance covers negligent acts, errors, or omissions in providing professional
services. For AI risks, the gaps include:

Service definition limitations: Policies may not clearly define whether AI-powered services
fall within the scope of covered "professional services"

Product vs. service distinction: AI offerings often blur the line between products and
services, creating coverage uncertainty

Prior knowledge exclusions: If an organization knew about potential AI biases or flaws
before obtaining coverage, claims might be excluded

3. Cyber Insurance

Cyber insurance covers data breaches, network security failures, and related incidents, but has AI-
specific limitations:

Narrow data focus: Cyber policies typically focus on data confidentiality and availability, not
on the accuracy or fairness of AI outputs

Bodily injury exclusions: Most cyber policies explicitly exclude bodily injury, which could be a
concern for AI systems in healthcare, autonomous vehicles, or physical robotics

Sublimits for specific coverages: AI-related incidents might trigger multiple sublimits (e.g.,
for regulatory defense, crisis management), quickly exhausting coverage

4. Directors & Officers (D&O) Liability

D&O policies protect company leadership from personal liability for decisions. For AI governance,
the issues include:

Conduct exclusions: Insurers may deny coverage if directors knowingly approved deployment
of problematic AI systems

Regulatory enforcement: Coverage for fines and penalties varies widely, with many policies
excluding certain regulatory actions



Shareholder derivative actions: Complex attribution questions arise when AI decisions affect
company value

Specific AI Risk Scenarios and Coverage Uncertainty

AI Risk Scenario Potential Coverage Gaps

AI hiring tool produces
discriminatory outcomes

Employment practices liability may not cover
algorithmic bias; causation and intent questions
complicate claims

AI medical diagnostic system
provides incorrect recommendation

Professional liability may exclude technology
products; causation shared between AI and human
clinician

Generative AI creates infringing
content

Media liability policies may not contemplate AI-
generated works; IP infringement coverage is often
limited

AI-powered chatbot provides
unauthorized financial advice

E&O may not cover automated systems; professional
services definition may be unclear

AI model trained on improperly
licensed data

IP infringement coverage may exclude willful
violations; cyber policies don't address IP issues

The Cost of Ambiguity

Coverage uncertainty creates problems for all stakeholders in the insurance ecosystem:

For Enterprises

Inability to accurately quantify insured vs. uninsured risk exposure

Potential for claim denials or coverage disputes when losses occur

Difficulty explaining risk management strategy to boards, investors, and regulators



Hesitation to fully leverage AI due to unmanaged risk

For Insurance Carriers

Uncertainty about actual exposure under existing policies

Risk of adverse selection as high-risk AI users seek coverage

Claims handling complexity and potential litigation over coverage interpretations

Missed opportunity to develop specialized AI insurance products with appropriate pricing

The Solution: The market needs explicit AI insurance products designed specifically for AI
risks—policies with clear definitions, purpose-built coverage grants, and pricing that reflects
actual AI risk profiles.

Next: Article 3 - Emerging Regulatory Landscapes and AI Compliance


