AI insurance emerges as safeguard for algorithmic risks
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As artificial intelligence becomes embedded across industries, organisations are grappling with two sides of risk management: ensuring AI systems operate safely—known as AI assurance—and mitigating financial exposure when they fail, through AI insurance.
AI assurance involves technical and governance measures such as bias testing, performance monitoring, audit trails and accountability frameworks. The UK government has championed the field, publishing a Trusted Third-Party AI Assurance Roadmap in September 2025 to strengthen independent verification services and position the country as a global hub for assurance.
AI insurance complements these efforts by covering liabilities from algorithmic harms including discrimination, privacy breaches and operational errors. Unlike traditional cover, AI insurance must address “multiplayer accountability”—the shared responsibility of developers, data providers and deploying firms. Insurers are increasingly demanding structured documentation of data sources, model architecture and regulatory risks before underwriting.
The two disciplines are closely linked: robust assurance lowers insurance premiums, while insurance requirements incentivise organisations to improve assurance practices. This is creating de facto safety standards, with insurers insisting on evidence of monitoring and incident response before offering cover. Firms adopting advanced model risk management protocols benefit from reduced costs and stronger governance.
The FCA has cautioned that AI in underwriting could entrench discrimination, warning of risks around hyper-personalisation. The market is already responding: Lloyd’s of London has introduced chatbot liability cover, while Hiscox has launched the UK’s first dedicated AI liability policy.
Despite limited historical data, actuaries are modelling AI risks using simulations and analogues from human decision-making claims. These efforts, supported by partnerships such as a £2 million Axa–University of Edinburgh project, aim to build new risk assessment tools for commercial AI.
AI insurance is also emerging as a proactive governance tool, with policy reviews often exposing weaknesses in firms’ AI management. By setting expectations ahead of regulation, insurers are shaping industry norms and reinforcing responsible adoption.
Though still nascent, the field is expanding in step with AI applications from recruitment algorithms to autonomous systems and healthcare diagnostics. Early adopters of AI insurance stand to gain not only financial protection but sharper insights into AI safety—helping to secure the UK’s role as a leader in trustworthy, innovation-friendly AI.
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