Lloyd’s launches insurance to cover AI chatbot errors amid rising liability concerns
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Lloyd’s of London has taken a significant step into the evolving landscape of artificial intelligence (AI) with the introduction of a new insurance product designed specifically for companies grappling with the fallout from AI-related malfunctions. This offering, which is being facilitated through Armilla, a Y Combinator-backed startup, comes at a time when many businesses are increasingly reliant on AI technologies, particularly in customer service scenarios where chatbots are now commonplace.
The new insurance policies aim to cover legal claims and associated costs arising from cases where an AI system, such as a chatbot, fails to perform adequately—commonly referred to as 'hallucinations'. These hallucinations occur when an AI system produces inaccurate or misleading information with unwarranted confidence, leading to potentially costly errors for businesses. For instance, customer service bots have made headlines after delivering incorrect information or inappropriate responses, reflecting a growing concern about accountability in AI deployment. 
As highlighted in a recent Financial Times article, companies like Virgin Money and Air Canada have faced public backlash and legal challenges due to their AI systems’ failures. Air Canada, for example, found itself in court after its chatbot inaccurately created a discount during a customer interaction. Such incidents underscore the pressing need for businesses to protect themselves against the financial consequences of these burgeoning technologies.
Kelwin Fernandes, CEO of NILG.AI, addressed these concerns, stating that removing humans from processes raises critical questions about accountability and liability. “If you remove a human from a process or if the human places its responsibility on the AI, who is going to be accountable or liable for the mistakes?” Fernandes noted during an interview, emphasising the complexities companies face as they integrate AI into their operations.
The insurance product developed by Armilla not only mitigates the financial risks involved but also seeks to encourage broader adoption of AI technologies by providing a safety net for companies. This can enhance confidence among businesses hesitant to integrate AI tools due to fears of potential blunders and subsequent litigation. Armilla has designed two specific risk transfer products: the AI Product Warranty and AI Liability Insurance—which aim to guarantee the quality of AI products while reducing associated risks for both AI vendors and their clients.
Moreover, the insurance sector is grappling with evolving regulatory landscapes and increased risk exposure tied to AI. An understanding of these issues was reinforced during a workshop jointly hosted by Lloyd’s and Freshfields, which focused on the emerging regulatory challenges associated with AI in the insurance industry. The session highlighted the importance of addressing not only financial risks but also regulatory, reputational, and consumer protection concerns stemming from AI technologies.
Lloyd’s own commitment to AI innovation and risk management is underscored by its in-house initiatives, as exemplified by insights from Ranil Boteju, Chief Data and Analytics Officer at Lloyds Bank. During discussions at a Google roundtable, Boteju revealed that while they are excited about AI’s potential, the organisation takes a cautious approach, limiting exposure to generative AI capabilities until robust guardrails are established.
The introduction of this insurance product signifies not only a proactive strategy by Lloyd’s but also reflects a broader recognition within the insurance industry of the unique challenges and risks posed by AI technologies. As businesses continue to navigate this complex landscape, insurance offerings like those from Armilla will play a critical role in shaping the future of AI integration and protection against its unforeseen consequences.
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