Lloyd’s launches specialised insurance to cover AI chatbot failures and legal risks
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In a notable shift reflecting the growing prominence of artificial intelligence (AI) in business operations, insurers at Lloyd’s of London have initiated a specialised insurance product aimed at covering losses linked to failures in AI tools, particularly focusing on chatbots and customer service platforms. This new offering provides coverage for legal fees and damages incurred when AI applications underperform significantly, leading to potential lawsuits from customers and third parties.
Several incidents underscore the necessity for such insurance. A revealing case involved Money's chatbot, which embarrassedly reprimanded a customer for using the term “virgin,” while DPD had to deactivate its bot due to offensive user interactions. Perhaps most striking was Air Canada’s experience, where a tribunal mandated the airline to honour a discount generated by a chatbot that had no validity. According to Armilla, the company behind this insurance initiative, had its policy been in place during these events, it would have absorbed the substantial financial losses that resulted from the AI’s misjudgements.
The introduction of this policy by Armilla aims to fill a critical gap in the existing insurance landscape. Traditional technology policies typically exclude claims arising from the unpredictable nature of AI's adaptive learning capabilities. This novel approach not only assesses an AI model’s initial performance metrics but also ensures that coverage is provided in cases where performance degrades significantly over time. For instance, a chatbot that initially achieves 95% accuracy and subsequently drops to 85% could trigger a claim.
Karthik Ramakrishnan, Armilla’s CEO, highlighted that this insurance product could stimulate greater AI adoption across various industries by instilling confidence in businesses regarding the management and mitigation of related risks. This development indicates a foundational shift in how businesses and insurers perceive AI—not merely as a tool for innovation but as a source of distinct operational risks that necessitate specialised insurance products.
As the integration of AI into business processes expands, associated risks such as AI hallucinations and model drift are becoming increasingly prominent. Traditional insurance frameworks often lack the specific provisions needed to address these emerging challenges. In response, numerous insurers have begun introducing tailored policies that cater to the unique liabilities stemming from AI technologies. For example, Munich Re offers an AI Warranty Insurance product designed to cover risks associated with the unreliability and underperformance of machine learning models, while Relm Insurance launched a suite of liability insurance products specifically for companies involved in developing AI technologies.
The rising trend within the insurance industry reflects a recognition of these evolving risks, as highlighted during a workshop hosted by Lloyd’s in collaboration with Freshfields, where industry leaders discussed the legal, regulatory, and reputational challenges associated with AI integration. With discussions covering various insurance products, it was evident that understanding how to navigate these novel risks is essential for underwriters in an increasingly tech-driven environment.
Overall, the insurance community is making strides to adapt to the transformative impact of AI, striving to strike a balance between innovation and risk management. The establishment of specialised insurance for AI-related issues marks a significant evolution, offering businesses the protection they need to safely embrace the potential of artificial intelligence in their operations.
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