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Executive Summary

A dangerous assumption has taken root across SMB and lower mid-market enterprises — in
healthcare, financial services, digital health, and every sector that processes regulated data. That
assumption is simple, seductive, and increasingly fatal to organizational survival:

We passed our audit. We have cyber insurance. We are protected.

This whitepaper makes a precise and evidence-backed argument: that assumption is structurally
false, and the organizations that act on it are systematically more exposed than they know.

Drawing on original breach survivability research covering 1,478 healthcare organizations, analysis
of SOC 2 and HITRUST certification scope, cyber insurance market data from multiple credible
sources, and carrier underwriting requirements compiled across the major market participants, this
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paper documents the anatomy of a structural failure that is quietly producing some of the most
consequential organizational collapses in modern enterprise history.

The failure is not primarily technical. It is architectural, organizational, and epistemic. The
compliance audit evaluates governance. The insurance policy is a financial instrument, not a
security instrument. The IT manager is running infrastructure, not adversarial defense. Each
element operates as designed. What is broken is the organizational architecture that uses all three
as substitutes for operational security — and the epistemic blindness that prevents boards,
executives, and audit committees from seeing the gap.

31.3% 40-44%, 88%

of breached healthcare
organizations did not survive as
independent entities

of cyber insurance claims denied or of breach entry points: email and
only partially paid network servers

The gap between governance compliance and operational resilience is not a minor calibration
issue. It is the precise location where modern attackers operate. And for organizations in the SMB
and lower mid-market segment, where 98% of cyber insurance claims originate, a denied claim
following a major breach is frequently not a setback — it is an extinction event.
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Section 1: The Structural Failure Hiding in Plain Sight

1.1 The Dominant Security Posture Is a Simulation

The dominant security posture of SMB and lower mid-market companies is a simulation of
protection, not protection itself. The mechanisms are real — the SOC 2 reports, the HITRUST
certifications, the cyber insurance binders, the IT-managed security programs — but they
collectively address a threat model that is largely obsolete. Meanwhile, the actual threat has moved.

This is not an accusation of negligence. It is a structural diagnosis. The organizations most at risk
are those that have done exactly what the market, their auditors, their brokers, and their technology
teams told them to do. They have complied. They have certified. They have insured. And in doing
so, they have confused the appearance of protection with its substance.

1.2 Four Compounding Sources of Risk

The structural failure operates through four interlocking mechanisms, each of which is individually
defensible and collectively catastrophic.

Source of Risk Organizational Consequence

Governance assurance misread as Certification confidence grows while operational
adversarial validation resilience remains untested
IT delegation of security governance Compliance metrics reported to boards as security

status — structural blind spot

Cyber insurance treated as a safety net 40—-44% claim denial rate under forensic
conditions at worst possible moment

Identity infrastructure neglected 88% of breach entry points are credential-based;
budgets address the remaining 12%
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Section 2: Governance Assurance Is Not Adversarial
Resilience

2.1 What SOC 2 Actually Evaluates

SOC 2 is a governance assurance framework operating under the AICPA's attestation standards
(AT-C 205). It evaluates whether an organization's controls are suitably designed and operating
effectively relative to the Trust Services Criteria during a defined review period. That is a
meaningful, bounded, and valuable form of assurance.

It is not an evaluation of adversarial resilience. It does not test whether controls withstand real-world
attack techniques. It does not model identity privilege pathways. It does not simulate credential
abuse, token replay, or privilege chaining across modern SaaS environments. It was never
designed to do those things — and that is not a deficiency. That is scope.

The danger of interpretation drift

Formal SOC 2 report: "Controls were suitably designed and operated effectively relative to the Trust
Services Criteria during the review period."

Board reporting (five compressions later): "We passed our annual security audit. Our security is
validated."

At each step, the language becomes slightly less precise. The cumulative effect is that "governance
controls were evidenced against criteria" becomes "our security is validated" — a statement that
implies adversarial resilience the original report never claimed to confirm.

2.2 What HITRUST Actually Evaluates

HITRUST certification has become the dominant security assurance signal in healthcare. Health
systems require it from vendors, payers embed it in contracting language, and technology
companies pursue it to reduce sales friction and demonstrate governance maturity. That prevalence
reflects genuine value.

But HITRUST certification — at any tier — is a control maturity framework. It evaluates whether an
organization's controls are documented, implemented, measured, and managed according to a
prescriptive set of requirement statements derived from over sixty authoritative sources. At the r2
level, that evaluation is externally validated and quality-reviewed by HITRUST itself before
certification is issued. That is meaningful, substantive assurance.
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It is not adversarial resilience validation. HITRUST certification does not model whether privilege
escalation paths exist in your identity architecture. It does not test whether stolen credentials can be
replayed through a Citrix remote access portal. It does not simulate whether your detection systems
would alert before ransomware achieves lateral persistence.

The Change Healthcare proof of concept

The Change Healthcare breach resulted in $3.09 billion in damages — occurring while the
organization held active HITRUST r2 certification. This is not an edge case. It is the proof of concept
for what happens when control maturity assurance is mistaken for adversarial resilience. Certification
increased confidence. Confidence, unchecked by adversarial validation, closed the feedback loop that
would otherwise have forced the organization to confront its actual exposure.

2.3 The Assumption Registry

Alongside interpretation drift, there is a complementary structural problem: the accumulation of
untested architectural assumptions. Every security program rests on beliefs about how its
architecture behaves under stress. Some of those beliefs are explicit and documented. Most are
implicit and have never been adversarially tested.

Governance assurance confirms that processes exist around each of these areas: MFA is

implemented, conditional access policies are documented, backup procedures are defined,
monitoring is performed. It does not independently validate the adversarial reliability of the

underlying architectural assumptions.

The danger is that governance discipline increases confidence — and that confidence, if it outpaces
actual validation, causes organizations to treat architectural assumptions as confirmed realities. The
assumption registry grows. Complexity compounds. And the gap between confidence and resilience
widens silently.
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Section 3: The IT Security Delegation Trap

3.1 The Structural Blind Spot

Across thousands of organizations today, the same team responsible for maintaining systems,
managing infrastructure, supporting users, and ensuring uptime is also responsible for designing,
implementing, monitoring, and reporting on cybersecurity. The Chief Information Officer or Chief
Technology Officer oversees both domains. Compliance certifications are prepared by IT staff.
Security status is reported upward by the same people who built what is being evaluated.

The result is not malicious negligence. It is structural blindness. And it is costing organizations their
existence.

IT operations and security operations require fundamentally different disciplines, mindsets, and skill
sets. IT governance is oriented toward availability, efficiency, and continuity. Security governance
requires adversarial thinking — the ability to model how an attacker would traverse your
architecture, abuse your identity infrastructure, and operate within your environment as a legitimate
user. These are not complementary orientations. They are frequently in tension.

3.2 The Spending Pattern This Produces

When security investment decisions flow through a technology executive whose primary mandate is
operational delivery, the resulting portfolio tends to reflect operational priorities rather than
adversarial risk priorities. The breach data documents where this leads:

* Heavy investment in perimeter and endpoint security tools that demonstrate visible,
measurable coverage

+ Compliance-driven spending on audit preparation, policy documentation, and certification
attainment

» Under-investment in identity governance, detection engineering, and incident response
capability — the domains that address the actual attack vectors responsible for 97%+ of
breach events

» Minimal budget for adversarial validation — penetration testing scoped beyond compliance
requirements, red team exercises, and assumed-breach simulations

* No budget allocation for dedicated security leadership — a CISO or equivalent — because
that role is perceived as duplicating the CIO/CTO function

The healthcare breach data illustrates where this spending pattern leads. Network servers and
email systems account for 88% of breach locations. Physical security, endpoint controls, and
perimeter defenses account for less than 3% of breach entry points. Organizations spending the
majority of their security budget on the 3% are not making bad decisions because they are
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uninformed. They are making bad decisions because their security governance is managed by
people who understand operational technology better than adversarial risk.

3.3 The Reporting Problem

In organizations where security is governed by the CIO or CTO, the board receives security
information filtered through a technology lens. Technology-led security reporting to boards typically
follows a recognizable pattern:

+ Compliance status: certifications achieved, audits passed, regulatory requirements met

+ Tool and control coverage: percentage of endpoints with EDR deployed, percentage of users
enrolled in MFA, patch compliance rates

* Incident volume: number of security tickets, phishing simulation click rates, vulnerability
counts

* Year-over-year comparisons: more tools deployed, more training completed, better scores

What this reporting does not convey — because the CIO or CTO does not typically have the
framework to convey it — is operational resilience status. It does not answer the question that
boards should be asking: If an attacker breached our environment tomorrow, could we detect them,
contain them, and recover before the event becomes an extinction-level incident?
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Section 4: The Insurance Safety Net That Isn't

4.1 The Denial Rate Reality

The cyber insurance denial problem resists clean quantification — and that is not accidental. The
industry is structurally opaque. Carriers do not publish claim outcome statistics, and reporting
frameworks capture aggregate market data without separating denial rates from other closure
categories. But when credible sources are triangulated, a consistent and alarming picture emerges.

The most defensible range, supported across multiple 2024—-2025 industry analyses, is that 40 to
44% of cyber insurance claims are denied or only partially paid. This figure represents claims that
go through the full submission and investigation process and are then rejected or reduced based on
coverage conditions.

40-44% ~50,000 98%

claims denied or partially paid reported claims in 2024, up nearly of claims 2020-2024 from
(multiple 2024-25 analyses) 40% year-over-year companies with under $2B revenue

4.2 Why Claims Collapse

Cyber insurance is better understood as a contractual audit conducted at the worst possible
moment — under forensic conditions, after systems are down, data is exposed, and leadership is
searching for financial relief. Carriers who absorbed record ransomware losses now verify, under
forensic conditions, whether your security program matches what you told them it was. In most
cases, it does not.

The most common grounds for denial are not obscure exclusions. They are the gap between what
organizations represented on their applications and what forensic investigation reveals:

Denial Ground Carrier Evidence

MFA not universally enforced Coalition's data: 82% of claims involved organizations without
enforced MFA on critical systems

EDR absent or incomplete Traditional antivirus does not qualify under current underwriting
standards — 65% of carriers require true EDR

Backup integrity failures 94% of ransomware incidents involved attackers targeting backup
systems; many organizations had no tested, immutable backup
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IR plan never tested Carriers now specifically ask whether the incident response plan
has been exercised — having a document is not sufficient

Warranty misrepresentation Al-driven underwriting that scans public-facing infrastructure can
identify discrepancies between claimed controls and observable
posture before binding

4.3 What Carriers Now Require — The 2025-2026 Baseline

What were once best practices are now binding conditions. Absence of any of the following is
sufficient grounds for application denial or claim denial across the major carrier market:

» Universal MFA enforcement on email, VPN, remote access (RDP, cloud consoles), and all
privileged accounts — enforced, not merely available

» Endpoint Detection and Response (EDR) on all endpoints — traditional antivirus does not
qualify; must include active monitoring and host isolation capability

* Immutable, isolated, tested backups — one-third of carriers now require offline or air-gapped
backups with documented successful restore tests

+ Documented and exercised incident response plan — not a document that exists, but a plan
with evidence of tabletop or live exercise

» Privileged Access Management (PAM) for business-critical systems

» Continuous vulnerability management with documented remediation SLAs

Some carriers now deploy automated tools that scan public-facing infrastructure before binding
coverage. Discrepancies between claimed controls and observable infrastructure can trigger
application denial or warranty exclusion. The direction of travel is toward continuous monitoring
post-binding, with policy conditions tied to real-time security posture.
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Section 5: The Empirical Picture — Breach Outcomes

5.1 Study Parameters

The organizational survival analysis presented here draws on 1,478 healthcare provider and
business associate organizations that reported major breaches affecting protected health
information (PHI) between January 1, 2023 and early 2026. Major breach events are those affecting
500 or more individuals subject to immediate HHS notification requirements.

This dataset represents the visible tip of a substantially larger breach iceberg. In 2023 alone, the
U.S. Department of Health and Human Services Office for Civil Rights received approximately
320,000 complaints involving potential HIPAA violations — and approximately 36,000 individual
small-breach events required annual logging without triggering immediate notification. Our survival
findings apply specifically to the studied population; the actual scope of healthcare cyber harm is
substantially larger.

5.2 The Survival Finding

31.3% of the studied organizations did not survive as independent entities following a major breach.
This figure encompasses permanent closure, bankruptcy filings, forced merger or acquisition under
financial distress, and material operational incapacitation. The implication is direct: nearly one in
three healthcare organizations that experienced a major breach in the study period no longer exists
in its prior form.

For business associates — vendors and technology partners who handle PHI on behalf of
healthcare organizations — the outcomes were disproportionately severe. Business associate
involvement in a breach event serves as a proxy for governance maturity in the regression model:
organizations that maintain formal vendor relationships with executed business associate
agreements tend to be more operationally mature overall.

5.3 The IAM Hypothesis — Logging In, Not Breaking In

The concentration of breach events in email systems and network servers — two environments that
are fundamentally structured around identity and authentication — leads to the central empirical
hypothesis of this research: many modern healthcare breaches do not involve attackers defeating
technical defenses through sophisticated exploit code.

Instead, they involve attackers obtaining valid credentials and operating within systems as though
they were legitimate users.

Modern healthcare attacks are not breaking in. They are logging in.
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Credential compromise — through phishing, password reuse, credential stuffing, MFA bypass, and
OAuth token abuse — has become the dominant initial access vector. The remarkable consistency of
attack pathways across thousands of distinct organizations suggests systematic exploitation of
consistent identity weaknesses, not unique technical vulnerabilities.

Healthcare organizations face identity and access management challenges that are structurally
distinct from many other industries. The clinical care environment places an enormous premium on
speed and clinician convenience — priorities that frequently conflict with strict access control
enforcement: shared workstation accounts used across clinical shifts, generic or role-based
credentials for high-use clinical systems, and MFA exception policies driven by workflow demands.

You cannot SOC 2 your way out of a stolen credential. You cannot HITRUST-certify your identity
architecture into adversarial resilience. You can document that MFA is implemented, and an
attacker can still find the one legacy VPN endpoint where it is not enforced — and that is the door
they walk through.
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Section 6: The Future of Information Security

6.1 The Insurance Market Will Force a De Facto Security Standard

The cyber insurance market will continue tightening until it becomes the effective security standard
for organizations that cannot afford or will not adopt formal security governance. Carrier
requirements documented in this paper — universal MFA, EDR, immutable backups, tested IR
plans — represent the 2025-2026 baseline. The direction of travel is toward Al-driven continuous
monitoring post-binding, with policy conditions tied to real-time security posture.

The wave of high-profile SMB claim denials that receives mainstream business press coverage has
not yet arrived. It is coming. The organizations it washes out will not have done anything
dramatically different from their peers — they will simply have been breached before the lesson
became impossible to ignore.

6.2 Governance Frameworks Will Bifurcate

SOC 2 and HITRUST will face market pressure to distinguish between control maturity assessment
and adversarial resilience validation. The most likely near-term development is the emergence of a
separate assurance tier requiring red team exercises, assumed-breach simulations, and identity
architecture testing scoped beyond compliance requirements.

This exists in embryonic form in some large-enterprise contexts today. It will become a procurement
requirement in mid-market healthcare and financial services within three to five years, driven not by
regulatory mandate but by insurance underwriting standards and board-level liability awareness.

6.3 Identity Infrastructure Becomes the Foundational Investment

The empirical data is unambiguous: the attack surface is identity. The future security program that
survives this correction will be built around:

 Identity governance and privileged access management as primary security investments —
not compliance afterthoughts

» Detection engineering tuned to credential abuse patterns, not perimeter traffic anomalies

+ Incident response built for the assumed-breach scenario: the attacker is already inside, and
the question is how quickly you can detect, contain, and recover

* Immutable backup architecture that survives ransomware designed to destroy recovery
capability

+ Adversarial validation — red team exercises and assumed-breach simulations — as ongoing
operational practice, not annual compliance checkbox
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Organizations that continue building their programs around perimeter and endpoint — the visible,
auditable, certifiable layer — will continue producing excellent compliance artifacts and poor breach
outcomes.

6.4 The CISO Role Separates from IT in This Market Segment

The governance correction the evidence demands is the separation of security leadership from
technology operations in the SMB and lower mid-market. This will happen in one of two ways:
voluntarily, as boards begin receiving data about peer organizations that did not survive; or
involuntarily, after their own breach event exposes the structural conflict of interest in having IT
govern its own security evaluation.

Regulatory pressure will accelerate this in healthcare specifically. HHS has signaled intent to
strengthen HIPAA Security Rule enforcement, and the FTC Safeguards Rule has already created
personal liability structures that make board-level ignorance legally untenable. The question is not
whether dedicated security leadership will reach this market segment. The question is whether it
arrives before or after the incident that makes it obvious.

6.5 The SMB Reckoning

This is the population most directly addressed by the evidence in this paper, and the prognosis is
sobering. These organizations generally cannot afford a dedicated CISO. They frequently rely on a
single IT generalist or a managed service provider whose security capabilities are themselves
unvalidated. Their cyber insurance is typically their only financial backstop — and as the evidence
demonstrates, that backstop has a 40—44% failure rate under forensic conditions.

The organizations in this segment that survive the next five years will be those that find credible
advisory relationships that bridge the governance-resilience gap — providing the adversarial
perspective, the identity-first architectural discipline, and the incident response capability that
internal IT cannot supply.
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Section 7: A Framework for What Is Actually Broken

The evidence does not indict any single element of the current security posture as fraudulent. SOC
2 is what it says it is. HITRUST is what it says it is. Cyber insurance is what the policy language
says it is. The failure is that organizations in the SMB and lower mid-market have constructed a
mental model in which these elements add up to protection — when they were never designed to

do so and never claimed to.

Element What it actually provides

SOC 2 attestation Governance assurance:
controls documented and
evidenced against criteria

during review period

HITRUST certification Control maturity assurance:
prescriptive requirements
implemented, measured, and

independently validated

Financial risk transfer — when
coverage conditions are met
and security program matches
representations

Cyber insurance

Operational continuity,
infrastructure reliability,
compliance documentation

IT-managed security

What it does not provide

Adversarial resilience validation;
real-world attack simulation;
identity architecture testing

Confirmation that controls hold
under adversarial pressure;
operational security validation

Security assurance; guaranteed
payment; protection against
claim denial under forensic
review

Adversarial governance;
independent security validation;
breach detection tuned to
credential abuse

The compliance audit evaluates governance. The insurance policy is a financial instrument. The IT
manager is running infrastructure. Each of these things is operating as designed. What is broken is
the organizational architecture that uses all three as substitutes for operational security — and the
epistemic blindness that prevents leadership from seeing the gap.

The future of information security in this segment will be shaped by whoever closes that gap first:
through advisory models that bring adversarial perspective without requiring internal headcount,
through underwriting products that reward real security posture rather than compliance theater,
through regulatory frameworks that demand adversarial validation rather than document production.

The core truth this paper establishes
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Governance compliance is not operational resilience. The gap between them is precisely
where modern attackers operate. For organizations in the SMB and lower mid-market — the
population that generates 98% of cyber insurance claims — that gap is the difference
between survival and becoming one of the 31.3%.

About Cybantage

Cybantage is a healthcare and regulated industries cybersecurity advisory firm specializing in the
intersection of security governance, operational resilience, and regulatory compliance. Our work
spans security leadership, governance architecture, HIPAA, HITRUST, FTC Safeguards
Rule/GLBA compliance, and the practical application of adversarial validation to organizations that
cannot afford to discover their exposure through a breach.

Our practice is built on the conviction that the gap between governance compliance and operational
resilience is not a minor calibration issue — it is a structural failure with existential consequences
for the organizations most at risk. We exist to close that gap.
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