FARO

REPORT

Key Trends in the Insurance Sector This Week

S§22-2026-INS - Reporting Period: May 25-June 1, 2026

Synthetic Fraud Becomes an Industrial Risk. Generative Al is rapidly transforming insurance fraud
from a specialist activity into a mass-market capability. Recent industry estimates place total U.S.
insurance fraud at approximately $308 billion annually, while several carriers report sharp increases
in Al-assisted claims manipulation. Fraud involving synthetic images, altered invoices, and
fabricated documentation is moving from an emerging threat to an operational reality. The strategic
shiftis not the fraud itself, butits democratization. What previously required technical expertise can
now be executed through consumer-grade Al tools, increasing pressure on insurers to deploy
forensic Al capabilities at first notice of loss.

Al Capital Concentrates Around Winners. Al-focused insurtechs captured more than 95% of
global insurtech venture funding during Q1 2026. Capital is no longer dispersing broadly across the
sector; it is concentrating around firms capable of demonstrating measurable underwriting, claims,
or operational outcomes. This trend suggests that investors increasingly view Al as infrastructure
rather than innovation. Funding is flowing toward platforms that can improve combined ratios,
reduce loss-adjustment expenses, and accelerate underwriting decisions.

The Al Liability Market Takes Shape. A notable divergence is emerging in commercial insurance.
Several carriers are introducing exclusions for Al-related losses in traditional liability policies, while
specialty markets simultaneously develop standalone Al liability products. The result is a new
insurable class of risk. As organizations embed Al into decision-making processes, demand is
expected to expand across cyber, professional liability, D&O, and technology E&O lines.

Governance Becomes the Competitive Variable. Recent industry surveys indicate that
governance and compliance deficiencies remain among the primary causes of Al project
underperformance. At the same time, regulators continue introducing requirements related to
explainability, bias management, and board-level oversight. The market is moving beyond Al
adoption. The emerging competitive advantage lies in the ability to demonstrate that Al decisions
can withstand regulatory, judicial, and audit scrutiny.

Agentic Al Enters Underwriting. A new generation of Al agents is beginning to automate substantial
portions of underwriting preparation, including document ingestion, data enrichment, risk
summarization, and submission triage. While human decision-makers remain central, underwriting
workflows are increasingly evolving toward Al-assisted operating models capable of reducing
turnaround times and improving consistency.

MY TAKE

Insurance has crossed the threshold from Al adoption to Al governance. The central question is no
longer whether carriers deploy Al, but whether they can defend Al-assisted decisions before
regulators, boards, courts, and policyholders. Those building governance frameworks today are
likely to enjoy a durable competitive advantage tomorrow.

TECH TERM OF THE WEEK: “Synthetic Claim”

A fraudulent insurance claim supported by Al-generated or manipulated evidence, including
fabricated images, invoices, medical documentation, or digital identities. Detection increasingly
depends on forensic Al capabilities rather than traditional document review techniques.
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Al Becomes Banking Infrastructure. Major financial institutions increasingly describe Al as core
infrastructure rather than a productivity tool. Investment priorities are shifting toward Al-native
operating models spanning client servicing, compliance, cybersecurity, risk management, and
internal operations.

The strategic implication is significant: competitive advantage is moving from Al experimentation
toward enterprise-wide deployment.

Access to Frontier Models Emerges as a Competitive Advantage. A growing divide is emerging
between institutions with direct access to the most advanced Al capabilities and those relying on
secondary implementations. Recent developments in cybersecurity and model-enabled
vulnerability detection suggest that access itself may become a strategic differentiator.

This represents a new form of technological asymmetry, particularly relevant for institutions
operating in heavily regulated environments.

Core Modernization Is Being Driven by Al. Banks continue modernizing legacy cores, but the
primary motivation is changing. Historically, modernization programs focused on efficiency and
operational resilience. Increasingly, institutions cite Al integration, real-time processing, and data
accessibility as the principal drivers of migration decisions. Al capability is becoming the business
case for core transformation.

Fraud Management Evolves into Risk Transfer. Digital onboarding, synthetic identities, and Al-
assisted impersonation continue expanding the fraud landscape. At the same time, some financial
infrastructure providers are beginning to assume liability for approved transactions, shifting fraud
management from a detection problem toward an underwriting problem.

The evolution reflects growing confidence in real-time verification and behavioral analytics
capabilities.

Regulatory Al Moves Toward Enforcement. Regulatory attention is shifting from principles to
implementation. Supervisory authorities increasingly focus on explainability, governance, human
oversight, and accountability for Al-assisted decisions.

Financialinstitutions should expect Al governance frameworks to become a permanent component
of regulatory examinations and operational resilience programs.

MY TAKE

The post-pilot phase has arrived. The mostimportant differentiator is no longer access to Al tools but
the ability to integrate Al into institutional processes while maintaining governance, resilience, and
regulatory credibility. Al capability is becoming the new driver of core modernization, operational
design, and competitive positioning.

TECH TERM OF THE WEEK: “Composable Banking”

A modular technology architecture in which banking capabilities are delivered as independent
services connected through APls. This approach enables gradual modernization, accelerates
innovation, and provides a more effective foundation for Al deployment than traditional monolithic
core systems.
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