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Artificial Intelligence has quickly become a cornerstone of innovation in insurance,
offering transformative potential in areas like underwriting, claims management,
and risk assessment. But as Al systems grow in complexity, one critical challenge
has surfaced: the ability to explain how decisions are made by Al. Enter Explainable
Al (XAl)—a vital tool not only for regulatory compliance but also for fostering trust
among customers and stakeholders. >
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s noted in the AAE’s recent discussion

paper, ‘Explainable Artificial Intelligence

for C-Level Executives in Insurance’,
the stakes are high. With increased regulatory
scrutiny, such as the Al Act and General Data
Protection Regulation (GDPR), insurers must
ensure that their Al systems are transparent,
understandable, and fair. XAl plays a central
role in achieving this, transforming Al from a
mysterious ‘black box’ into a system that provides
clear insights into decision-making processes.

WHY XAl MATTERS FOR EXECUTIVES

The growing reliance on Al in the insurance
industry has led to a rise in operational, ethical,
and regulatory risks.

Lawsuits and fines related to opaque Al
decisions are on the rise, underscoring the
need for transparency. For C-level executives,
understanding how Al systems arrive at critical
decisions, such as claims approval or pricing, is
essential not only for regulatory compliance but
also for maintaining customer trust.

Al models, especially in areas such as claims
management and risk scoring, have traditionally
been difficult to interpret. Customers, regulators,
and even internal teams often struggle to
understand how decisions are made. By adopting
XAl, insurers can enhance the transparency of
these processes. For example, tools like SHAP
(Shapley Additive Explanations) and LIME (Local
Interpretable Model-Agnostic Explanations)

help explain how specific features influence Al
decisions, allowing for greater transparency and
accountability.

Actuarial standards and methodologies are still
in development and so it is highly recommended
to diversify approaches by applying more than
one methodology in order to obtain a broader
overview for the explainability of results.
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REGULATORY IMPERATIVES

In Europe, the regulatory landscape is rapidly
evolving, making XAl a strategic priority. The
Al Act, currently under development, sets out
rigorous requirements for transparency and
accountability in Al systems. Similarly, GDPR
requires companies to provide explanations
for decisions made by automated systems,
particularly in cases where decisions impact
individual rights. Failure to comply with these
regulations can result in significant penalties.

XAl offers a solution to these challenges. By
integrating XAl tools, insurers can ensure
compliance by providing clear explanations

of how decisions are made, mitigating the risk
of regulatory fines and legal challenges. More
importantly, it allows executives to demonstrate
their commitment to ethical Al practices,
reinforcing their reputation with regulators,
customers, and shareholders alike.

BEYOND COMPLIANCE:

BUILDING TRUST AND VALUE

Regulatory compliance is just one piece of the
puzzle. For C-level executives, the true value of
XAl lies in its ability to foster trust and unlock
the full potential of Al systems. When customers
understand how their claims were processed or
how their premiums were calculated, they are
more likely to trust the insurer, leading to higher
customer satisfaction and loyalty.

Moreover, XAl enhances internal decision-making.
With clearer insights into Al models, executives
can make more informed strategic decisions,
identifying potential biases and ensuring that
Al-driven decisions align with the company’s
broader goals. In this sense, XAl is not just a
compliance tool; it is a strategic enabler that
empowers executives to extract greater value
from their Al investments. >

EXPLAINABLE Al FOR C-LEVEL EXECUTIVES IN INSURANCE




PRACTICAL STEPS FOR IMPLEMENTING XAl
Implementing XAl is vital for ensuring that Al
systems are transparent, accountable, and
aligned with regulatory requirements. More
importantly, it enhances stakeholder trust by
demystifying how Al-driven decisions are made.
To successfully embed XAl, C-level executives
must approach the task strategically, ensuring it
becomes an integral part of their organisation’s Al
and governance frameworks.

The first step is aligning key stakeholders across
the organisation. Buy-in from IT, compliance,
legal, and senior leadership teams is essential to
emphasise the importance of ethical Al, ensuring
that explainability is not just a technical add-on
but a strategic priority.

Next, it is crucial to select the right XAl tools.
Depending on your Al models' complexity, tools
such as SHAP, LIME, or ICE should be chosen
carefully. These tools help provide explanations
for individual decisions (local indicators) or
broader trends (global indicators), addressing the
varying needs of internal teams, regulators, and
customers.

Finally, XAl must be integrated into a broader Al
governance framework. This includes regular
audits and continuous monitoring to ensure the
transparency and fairness of Al models over time.
Embedding XAl into your governance processes
guarantees ongoing compliance with ethical
standards and helps mitigate risks, such as biased
or opaque decision-making.
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Actuaries, with their deep expertise in risk
management, data analysis, and ethical
standards, are uniquely positioned to lead the
implementation and governance of XAl within
insurance companies. Their ability to assess
complex risks, interpret large datasets, and
uphold rigorous ethical codes can support the
need to ensure that Al systems remain fair and
transparent. As trusted advisors on financial risk,
actuaries can provide C-Level Executives with
actionable insights into Al operations, bridging
technical complexities and business priorities.
By integrating their understanding of regulatory
requirements and ethical considerations,
actuaries can drive the adoption of responsible Al
practices, ensuring alignment with both strategic
goals and stakeholder trust.

CONCLUSION

Explainable Al is no longer a luxury—itis a
necessity for insurance companies looking

to harness the power of Al responsibly. For
C-level executives, XAl is the key to not only
meeting regulatory requirements but also
building trust and unlocking the full potential
of Al. By embedding XAl into their governance
frameworks, executives can ensure that Al
systems are transparent, ethical, and aligned with
the company’s strategic goals, positioning their
organisations as leaders in responsible Al.

For further detail and information please refer
to the full AAE discussion paper, ‘Explainable
Artificial Intelligence for C-Level Executives in
Insurance’. <
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