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1. Executive Summary

As businesses rapidly integrate Generative Al (GenAl) and autonomous systems, they
encounter a new architecture of digital and financial exposures. The Al insurance
market is projected to grow by over $30 billion by 2029 [15], yet most organizations
remain underinsured. Traditional policies often fail to bridge the "trust gap" because Al
failures are frequently probabilistic rather than negligent [12]. This report identifies the
primary categories of Al risk and the critical need for Affirmative Al Insurance.

2. The Landscape of Al Risk

Artificial Intelligence introduces distinct perils that traditional insurance was not built to
handle:

« Algorithmic Hallucination & Inaccuracy: Recent research indicates that factual
inaccuracies appear in approximately 27% of chatbot responses [14]. In legal
and professional sectors, these "hallucinations" have already led to court
sanctions for submitting fictitious case citations [65].

« Discrimination and Algorithmic Bias: Al models can amplify societal biases.
Regulators like the EEOC and FTC have explicitly stated that "the Al did it" is not
a valid defense for discriminatory outcomes in hiring or lending [24].

« Intellectual Property (IP) Infringement: A landmark February 2025 ruling in
Thomson Reuters v. ROSS established that using copyrighted content to train
competing Al platforms can constitute infringement [39].

« Data Poisoning: Adversaries can corrupt training data to manipulate model
behavior, a risk that traditional cybersecurity tools often fail to flag because the
model continues to operate while producing "silent" errors [46].

3. The Liability Framework: The Shared
Responsibility Model

Accountability in Al is shifting from a purely technical issue to a boardroom priority [28].



o Regulatory Scrutiny: The EU Al Act has introduced a risk-based regime,
requiring high-risk Al systems to maintain rigorous technical documentation and
post-market monitoring [57, 69].

« Contractual Shifts: Most Al vendors use "limited liability" clauses, effectively
shifting the financial burden of model errors onto the business deployer [26].

4. The Insurance Gap: "Silent Al" vs. Absolute
Exclusions

Many businesses mistakenly assume their existing Cyber or E&O policies cover Al.

« Absolute Al Exclusions: Leading carriers have begun adding broad exclusions
to D&O and E&O policies, precluding coverage for any claim "arising out of or
attributable to" the use or development of Al [34, 53].

« The Negligence Trigger: Traditional policies often require proof of human
negligence. However, because Al failures are often inherent to the model’s
probabilistic nature, a "wrong" prediction may not legally qualify as negligence,
leaving a significant coverage gap [12].

5. Strategic Solutions for Al Resilience

Ocean Falls Insurance provides specialized tools to quantify and transfer these risks:

o Al Performance Guarantees (aiSure™): This solution turns performance
promises into a financially backed guarantee. It uses "parametric-like" triggers to
provide payouts when a model falls below pre-defined accuracy thresholds [6,
43].

e Technical Risk Assessment (aiExpress™): We leverage data-driven
underwriting to evaluate model drift and performance integrity, ensuring your
premium is based on your specific model's "Ground Truth" [54, 71].

« Affirmative Al Liability: Dedicated coverage for IP infringement and algorithmic
errors that explicitly fills the gaps left by traditional policies [13].

6. Conclusion

Al liability is no longer a theoretical concern. By moving from "silent" coverage to
affirmative, tech-literate protection, businesses can close the trust gap and scale their Al
initiatives with confidence.
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