
 
 

  
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Technology companies are moving faster than insurance policy wordings. Artificial intelligence (AI) has 
become central to both innovation and exploitation: developers are embedding AI into their products and 
cybercriminals are using AI to make fraud more convincing and harder to detect. 
 
For executives and risk managers, this raises a critical question: will your insurance respond when AI is at the 
center of a loss? 
 
In most cases, the answer today is uncertain. That uncertainty stems from a fundamental issue in the 
insurance market: silent coverage versus affirmative coverage. 

Silent Coverage vs. Affirmative Coverage 

Silent Coverage: A policy neither confirms 

nor excludes coverage for AI-driven losses. 

This potentially leaves the determination of 

the claim outcome in the hands of the 

insurance company, lawyers, and 

sometimes the court, long after the 

damage is done. 

 

Affirmative Coverage: An affirmative 

policy explicitly states how losses arising 

from AI are covered. This certainty 

eliminates debate when an incident occurs, 

while also allowing insurers to define and 

control the intended scope of coverage.  

 

The difference between the two is not 

academic. It is increasingly impacting 

whether a company can secure enterprise 

contracts, satisfy investors, or recover from 

a loss as risk teams heighten their scrutiny 

over how AI exposures are identified and 

managed. 

Two Key Scenarios Where Silence Creates Risk 

Integrated Software and Errors & Omissions (E&O) 
Policies 

Companies developing and selling AI-powered software 
face heightened scrutiny. What happens if: 

• An algorithm produces a harmful or biased 
output? 

• Training data is alleged to infringe on third-
party IP rights? 

• An AI feature malfunctions in a way that disrupts 
customer operations and causes financial loss? 

• An AI agent is tricked into executing malicious 
tasks, exposing clients to unexpected liability? 

Most technology E&O policies are silent on AI. For 
developers, this silence introduces friction in two areas: 

• Enterprise sales and partnerships: Customers 
increasingly ask whether AI exposures are 
covered. Silence can stall or even block deals. 

• Investor due diligence: Sophisticated investors 
flag coverage gaps tied to emerging risks like AI. 

AI Affirmative E&O coverage closes these gaps by 
confirming that AI-related claims are insurstrengthening 
both contractual credibility  

The Hidden Weak Link 
How Third-Party Vendors Create Outsized Risk Exposure 

 

Insurers Are Paying Attention 
Underwriters are increasingly scrutinizing vendor 

management as a key indicator of operational maturity. 

When insurers assess cyber, E&O, or supply chain 

coverage, they now expect to see formal onboarding 

procedures, due diligence documentation, and ongoing 

monitoring programs. 
 

Absent these controls, organizations face: 

• Higher premiums or reduced limits; 

• Broader exclusions for third-party acts or 

dependent business interruption; and 

• Delays or outright declinations during 

underwriting. 
 

Conversely, companies that can demonstrate 

disciplined vendor governance through structured 

onboarding, continuous risk assessment, and clear 

contractual risk allocation are consistently achieving 

more favorable terms. 

 

Why Onboarding Procedures Matter 
 

A robust vendor onboarding process ensures that new 

partners meet your organization’s standards for security, 

compliance, financial stability, and operational reliability 

before access or engagement begins. 

 

 

Without it, companies expose themselves to three core 

categories of risk: 
 

1. Data Security & Privacy Breach 

Third-party vendors often handle sensitive information, 

such as client data, trade secrets, or proprietary 

algorithms. Weak security practices can lead to 

unauthorized access or breaches that, legally and 

reputationally, fall back on your organization. 

 

2. Contractual & Regulatory Non-Compliance 

Many organizations fail to verify that vendors adhere to 

applicable laws, certifications, or insurance 

requirements. Non-compliance can trigger fines, 

breach of contract claims, or regulatory penalties. 

 

3. Operational & Reputational Impact 

Service interruptions, fraudulent activities, or negative 

publicity from a vendor’s actions can disrupt 

operations and damage trust, even when the 

company itself is not directly at fault.  

 

Vendor and subcontractor relationships have become indispensable across industries. From cloud service 
providers to third-party logistics partners, companies now depend on complex ecosystems to deliver products 
and services efficiently. Yet each new partner introduces potential points of failure, from data breaches to 
business interruption to reputational harm. 
 

According to recent claims data highlighted by Advisen, a significant portion of cyber and operational losses 
stem from third-party failures rather than the insured’s own systems. In many cases, breaches originated from 
vendors with privileged access, weak controls, or inadequate contractual obligations. 
 

As the report notes, “Organizations are only as strong as their least secure vendor.” 

Practical 
 Guidance 
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  Capacity Limits and Terms 
 

Cybercriminals are now deploying 
AI to commit fraud at scale. 
Deepfakes, voice clones, and AI-
generated scams are tricking 
employees into transferring funds 
under false pretenses. 

The challenge? Many cyber 
policies are silent on whether AI-
enabled fraud is covered. That 
silence matters when regulators, 
boards, or shareholders ask why a 
six or seven figure loss isn’t being 
reimbursed. 

Case Example: One client recently 
suffered a $250,000 funds transfer 
fraud enabled by AI-driven social 
engineering. Under a typical silent 
policy, the insurer could have denied 
the claim forcing the policyholder to 
turn to the courts for resolution. 
Because they had affirmative 
coverage, the loss was promptly paid. 

For companies of any size, affirmative 
cyber coverage ensures that 
protection keeps pace with the 
evolving threat landscape. 

Why This Matters Now 

Market Pressure: Enterprise 
customers and regulators are already 
pressing vendors on AI risk 
management. 

 

Contractual Exposure: Indemnities in MSAs 
and licensing agreements are increasingly 
tied to AI-driven errors or misuse. 

 

Reputation and Trust: Silence breeds doubt; 
affirmative wording builds confidence with 
clients, investors, and partners. 

Forward-looking companies are no longer 
leaving AI risk to chance. They are proactively 
seeking policies that explicitly cover AI-driven 
exposures.  

Conclusion 

Insurance is meant to provide certainty in 
times of crisis. Yet when it comes to AI, too 
many policies remain silent. For technology 
companies, this silence is not just a coverage 
issue, it is a strategic risk that can affect 
contracts, fundraising, and resilience. 

Whether developing AI-integrated software or 
simply defending against AI-driven fraud, the 
solution is the same: affirmative coverage that 
explicitly responds when AI is the cause, the 
vector, or the trigger of a loss. 

Don’t wait to find out after a claim. Reach out 
today to ensure your policy keeps pace with 
AI-powered risks. 
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About 
Axis Insurance - Safeguarding the Exceptional. Axis Insurance is your strategic advantage; we cut through the complexity of risk management enabling 

you to confidently embrace the opportunities of tomorrow. Our role is to provide you with the best insurance value that combines coverage, service and 

price. We also provide personalized, quality service that includes professional insurance advice, ongoing policy maintenance and claims support. When 

any issue arises regarding your insurance coverage, we are your advocate, using our professional experience to best represent your individual interest. 

Follow Axis on LinkedIn, X, Facebook and Instagram. Stay up to date by signing up for our newsletter here. 
 
axisinsurance.ca 
#2000 – 1055 Dunsmuir Street, Box 49264, Vancouver, B.C. V7X 1L2 
1-800-690-7475 

©2026 Axis Insurance. All rights reserved. 
The information contained in this document is for informational purposes only and should not be relied upon as advice.  

Professional advice should be obtained for questions relating to insurance coverage or specific risk matters. 

Hiring Is a Top Trade Secret Risk Vector  
Effective onboarding should be structured, documented, 

and scalable. Core components typically include: 

1. Pre-Engagement Due Diligence: Conduct risk-

based reviews of each vendor’s financials, legal 

standing, data handling practices, and insurance 

coverage. 

2. Security & Compliance Verification: Confirm 

compliance with relevant frameworks (ISO 27001, 

SOC 2, GDPR, etc.) and internal policies before 

granting system or data access. 

3. Contractual Risk Allocation: Require written 

agreements with clear indemnification, liability 

limits, and insurance obligations tailored to the 

vendor’s function and exposure. 

4. Access Control & Data Segmentation: Limit 

access to the minimum required systems and 

data, with clear protocols for onboarding and 

offboarding credentials. 

5. Ongoing Monitoring: Implement periodic reviews, 

incident reporting requirements, and automated 

tools to track compliance throughout the vendor 

lifecycle. 

 

6. Incident Response Coordination: Ensure 

vendors understand and align with your 

breach notification timelines, reporting 

structures, and escalation procedures. 

 

From Compliance to Competitive Advantage 
Insurers increasingly view vendor governance as a 

signal of strong enterprise risk management. Much 

like ISO certification or AI governance frameworks, a 

documented onboarding process reduces 

uncertainty and demonstrates control, factors that 

directly influence underwriting decisions. 

Beyond insurance, robust vendor onboarding delivers 

strategic value: 
 

1. Improved resilience against supply chain 

disruptions; 

2. Reduced audit and compliance costs; 

3. Enhanced client trust through visible 

diligence and accountability; and 

4. Faster recovery when third-party incidents 

occur. 

A Risk Too Often Overlooked 

Many organizations focus heavily on internal cybersecurity or operational controls while neglecting the external 

entities that support them. Yet third-party risk remains one of the most common sources of loss across industries. 

Developing and enforcing a clear vendor and subcontractor onboarding procedure is no longer optional; it’s a 

business imperative that strengthens resilience, improves insurability, and demonstrates governance to clients 

and regulators alike. 
 

Takeaway 

Your risk doesn’t end at your firewall. Formalizing vendor and subcontractor onboarding is one of the most 

effective steps a company can take to prevent third-party losses, improve coverage outcomes, and show insurers 

that you’re managing exposure proactively. 

 

 
Contact us for expert guidance on developing vendor onboarding procedures or aligning your 

third-party risk controls with insurance market expectations. 

mailto:Chris.Jones@axisinsurance.ca
mailto:Clive.Bird@axisinsurance.ca
mailto:Stacey.Copeland@axisinsurance.ca
mailto:Tristan.Smith@axisinsurance.ca
https://www.axisinsurance.ca/
https://www.linkedin.com/company/axisinsurance/
https://x.com/_AxisInsurance
https://www.facebook.com/AxisInsurance
https://www.instagram.com/_axisinsurance/
https://form.typeform.com/to/Z1jX7qAn
https://www.axisinsurance.ca/
https://www.axisinsurance.ca/
https://www.axisinsurance.ca/
https://www.axisinsurance.ca/

