
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

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 Risk Layer Beneath 
the AI Boom 
 

Why the next wave of AI risk may sit below the headline 
platforms. 

 

Where the Bottleneck Is Moving 
 

The AI boom has moved in waves. The first visible 
constraint was compute capacity, particularly the shortage 
of advanced GPUs. As that bottleneck became obvious, 
capital flowed toward the companies capable of supplying 
those chips. 
 

The pressure is now shifting toward the manufacturing 
layer. Advanced chips require highly specialized 
equipment, clean environments, precise process controls, 
sophisticated packaging, and contamination-sensitive 
operations. Building more AI capacity is therefore not as 
simple as adding another data centre or buying more 
servers. It requires an entire industrial supply chain to scale 
at the same time. 
 

That shift matters for risk managers because the 
companies enabling this next stage are often not the 
global names that dominate the headlines. They are more 
likely to be specialized suppliers, manufacturers, 
contractors, engineering firms, cooling providers, materials 
businesses, and test or inspection companies. Many are 
technically sophisticated, but they may still be insured like 
conventional manufacturers, contractors, or technology 
companies. 

 

Why Mid-Sized Suppliers Are Exposed 

Mid-sized companies can sit in a difficult position within the 
AI infrastructure supply chain. They may provide a 
component, service, system, or design input that is essential 
to a much larger project, while operating with a balance 
sheet that is far smaller than the potential downstream loss. 

 

A cooling system failure, calibration issue, contaminated 
input, software-enabled equipment malfunction, or design 
error may not look catastrophic at the point where it starts. 
In a highly integrated AI or semiconductor environment, 
however, a small failure can interrupt operations, damage 
equipment, compromise yield, delay a project, or trigger 
contractual claims that exceed the value of the original 
work. 
 

This is where traditional insurance structures can become 
strained. Policies may respond well to familiar categories of 
loss, but the exposures created by AI infrastructure are often 
more blended. Product liability, technology errors and 
omissions, cyber, property, professional liability, pollution, 
and contractual liability can all intersect in the same event. 
When coverage is built in separate silos, the company may 
not know where the policy response begins, ends, or 
conflicts. 

 

The artificial intelligence boom has largely been viewed through the lens of the companies closest to the end 
market: chip designers, hyperscale cloud providers, and the platforms using AI to build new products and 
services. That focus is understandable, but it does not tell the full risk story. 

As AI demand accelerates, pressure is moving down the value chain. The next constraint is not only access to 
chips; it is the physical capacity to manufacture, package, power, cool, test, and maintain the infrastructure that 
makes AI possible. This creates opportunity for a much broader group of companies, but it also introduces a risk 
profile that many mid-sized businesses have not yet fully reflected in their insurance programs. 

For companies that supply critical components, engineering services, thermal systems, automation, advanced 
materials, packaging, testing, or power infrastructure into the AI ecosystem, the issue is not simply whether 
demand is growing. The more important question is whether their insurance program is keeping pace with the 
scale and consequence of the work they are now supporting. 
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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. 

The Contract Problem 
 

One of the most important pressure points is contract 
alignment. Suppliers supporting AI infrastructure may be 
asked to accept broad indemnities, aggressive service 
obligations, performance standards, or liability provisions that 
were drafted for a much larger balance sheet. 
 

The issue is not only whether the company can win the 
contract. The issue is whether the insurance program 
supports the obligations being accepted. A company may 
agree to indemnify a customer for losses arising from failure, 
delay, defective work, intellectual property disputes, data-
related incidents, or third-party claims, only to discover later 
that its policy contains exclusions, sublimits, narrow 
definitions, or contractual liability limitations that do not align 
with the agreement. 
 

This gap is especially important for companies scaling 
quickly. As revenue grows and customer relationships 
become more enterprise-driven, contracts tend to become 
more demanding. Insurance programs do not always evolve 
at the same pace. 
 

Precision, Contamination, and Failure at Scale 
 

Semiconductor and AI infrastructure environments are 
unforgiving. A microscopic defect, impurity, installation error, 
calibration drift, or environmental failure can create losses far 
larger than the physical damage itself. 
 

These events can be difficult to place neatly within traditional 
insurance wording. A contamination event may not fit 
comfortably within standard pollution language. A precision 
failure may not involve obvious property damage at the 
outset. A product defect may lead to delay, rework, lost yield, 
or downstream financial loss rather than a simple repair bill. 
 

For companies in advanced manufacturing, photonics, 
thermal management, clean room work, packaging, testing, 
robotics, and precision engineering, this distinction matters. 
The value of the insurance program is not only in having limits 
available; it is in having wording that recognizes how loss 
actually develops in a high-consequence technical 
environment. 
 

Cyber-Physical Convergence 
 

AI infrastructure also increases the overlap between digital 
and physical risk. Many of the systems supporting AI capacity 
rely on connected controls, sensors, firmware, automation, 
remote monitoring, and software-driven operating 
environments. 
 

A cyber event may therefore create more than a data breach. 
It may interrupt cooling, manipulate equipment, disrupt 
power management, corrupt process controls, or cause 
physical system failure. Conversely, a technology or 
equipment failure may create cyber, contractual, operational, 
and physical loss issues at the same time. 

 

 

This convergence can expose gaps between cyber, 
property, technology E&O, and general liability policies. 
Each policy may assume another policy is better suited to 
respond. That ambiguity is manageable when the loss is 
small. It becomes a serious issue when the affected 
system supports a high-value AI, semiconductor, or data 
center environment. 
 

Five Areas Worth Testing Now 
 

1. Contractual liability and indemnity 
alignment.  

Companies should review whether customer 
contracts, master services agreements, purchase 
orders, and statements of work align with available 
insurance. Particular attention should be paid to 
liability caps, indemnity language, warranty 
obligations, performance guarantees, and any 
obligation to assume downstream financial loss. 
 

2. Professional services and design 
exposure.  

Many suppliers provide advice, design input, 
specifications, integration support, or engineering 
recommendations, even when they do not describe 
themselves as professional service providers. Policies 
should be reviewed to confirm whether this work is 
covered or excluded. 
 

3. Contamination and precision failure.  

Companies operating in clean, controlled, thermal, 
optical, electronic, or highly sensitive environments 
should test how their policy would respond to a 
defect, impurity, calibration issue, or precision failure 
that causes customer loss but may not involve 
straightforward physical damage. 
 

4. Cyber-physical loss scenarios.  

Connected equipment, industrial controls, monitoring 
tools, and AI-enabled systems should be reviewed 
through both a cyber and physical damage lens. The 
objective is to understand which policy responds 
when a digital event causes physical disruption, or 
when equipment failure creates a technology or 
data-related claim. 
 

5. Supply chain dependency and single 
point of failure exposure.  

Suppliers should identify where their product or 
service could become a single point of failure within 
a larger system. This includes reviewing contractual 
obligations, available limits, customer concentration, 
contingent business interruption, recall, rework, and 
downstream loss exposure. 
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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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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. 

What This Means Now 
 

Risk managers should not wait for a claim to discover whether their program is built for the AI infrastructure environment. 
The starting point is to map where the company sits in the value chain and identify how failure would affect customers, 
projects, equipment, data, and revenue. 
 

From there, the insurance review should be scenario-based rather than policy-based. Instead of asking only what 
coverage is in place, companies should ask what happens if a key system fails, a customer alleges defective work, a 
contaminated input affects production, a cyber event disrupts equipment, or a contractual indemnity is triggered. 
 

This approach helps reveal whether coverage is coordinated or fragmented. It also creates a stronger foundation for 
discussions with insurers, customers, lenders, and investors, because it connects insurance to the actual commercial 
consequences of the company's work. 
 

 

Closing Perspective 
 

The AI boom is creating significant opportunity, but it is also redistributing risk. As capital moves from chips 
to the equipment, systems, infrastructure, and services that make those chips possible, mid-sized suppliers 
are becoming more critical to the global technology ecosystem. 
 

For these companies, the risk is not that they are too far away from the AI boom. The risk is that they are 
closer to it than their contracts, insurance programs, and internal risk processes currently recognize. 
 

Companies that support AI infrastructure should treat this as a moment to reassess their coverage, not 
simply renew it. The businesses that understand their role in the supply chain, test their loss scenarios, and 
align their insurance with their contractual obligations will be better positioned to grow with the next wave 
of AI demand. 
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