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> Navigating the New Frontier:
«( Al Assurance in UK Financial Services

A Strategic Briefing for Senior Leaders
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“/\Z The Al Governance Paradox

Regulators view Al through a financial
stability lens, focusing on traditional risks
like leverage and interconnectedness
manifesting in new ways. This is driving a
wave of intense, data-driven supervision
and new reporting requirements.

The primary danger for firms is falling into
the “compliance trap”: mistaking the
production of extensive documentation for
genuine resilience against the profound
uncertainty Al introduces.

© Copyright ADVANTAGE Al, 2025. All rights reserved.

The Strategic Imperative:
A Dual-Track Approach

Boards must bifurcate their governance to
succeed:

¢ 1. Manage the “Ritual”: Efficiently handle
the necessary compliance and reporting
obligations.

e 2. Govern the “Uncertainty”: Create a
separate, robust process to address
strategic Al risks using forward-looking
tools like scenario analysis, not just
traditional risk registers.
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The Three Forces Shaping Al Governance

The UK's approach to Al assurance is not monolithic. It is shaped by a tension between three distinct
viewpoints that every leader must understand.

The Strategic Driver
(The Architect) Bank of England

Source: Bank of England (BoE)
Focus: Financial stability and

systemic risk. /

The Supervisory Mechanism The Governance Trap
(The Inspector) (The Critic)

&> Source: Academic Critique
(Hunziker)
Focus: The danger of 'ritualistic’
compliance and false
certainty.

Source: FCA/PRA/ICO
Focus: Data collection, auditable
rules, and compliance.

PRA ico.

© Copyright ADVANTAGE Al, 2025. All rights reserved.



https://www.advantage-ai.co.uk/?utm_source=linkedin&utm_medium=organic&utm_campaign=uncertainty&utm_content=_logo

The Strategic Driver: The BoE’s Architect View

The BoE’s primary concern isn't Al code, but the financial structures supporting it.
A stylizes of a public figure like Randy Kroszner (BoE FPC, ex-Fed Governor during the GFC)
argues that while Al is new, the risks manifest through ‘familiar channels.’

Regulators are translating Al risk into three core financial fragilities:

512 o0 &

Leverage Liquidity Interconnectedness

Al valuation bubbles, especially where How might new Al-enabled Systemic risk from the financial
development is funded by private instruments or services cause rapid sector's reliance on a small number of
credit (e.g., the ‘rapid expansion of deposit shifts during a market stress critical third parties, such as major
Artificial Intelligence (Al) data centres’).  event? cloud and Al infrastructure providers.
Valuations rely on ‘assumptions about

its success.’

Is the value of Al on our books Is our liquidity management Are we overly dependent on a few
sustainable, and what leverage was framework resilient to sudden Al- key Al providers, and what are the
used to acquire it? driven market shifts? implications of their failure?

© Copyright ADVANTAGE Al, 2025. All rights reserved.
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= The Supervisory Mechanism: The Inspector’s Checklist

f‘.. (\ Q Regulators, admitting they often “fly blind” on new risks,
are responding with a massive data and reporting push. The

live initiatives

Regulatory Initiatives Grid exemplifies this.

This bureaucratic machinery forces firms to operationalise Al governance via specific mandates:

Mandate 1:
Mass Data @
Collection

The ‘Transforming Data
Collections' initiative is
designed to give

regulators the data they
need ‘at the lowest possible
cost’ to industry.

© Copyright ADVANTAGE Al, 2025. All rights reserved.

Mandate 2:
Third-Party
Scrutiny

The joint BoE/FCA/PRA
initiative on 'Incident and
Outsourcing and Third
Party Reporting' directly
targets the
interconnectedness risk
identified by Kroszner.

O

o

Mandate 3:
Mandated
Explainability

The ICO's upcoming
guidance on ‘Automated
Decision Making and
Profiling’ will dictate how
firms must comply when
using Al to ‘automatically
approve or deny’ financial
products.
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The Governance Trap: The Critic’s Warning

The intense regulatory activity creates a significant risk: that governance becomes a hollow
compliance exercise. Professor Stefan Hunziker warns that conventional risk management tools are
ill-suited for the genuine uncertainty of Al.

Actual Uncertainty

Assumed Certainty
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Key tenets of the critique:

1. The lllusion of Predictability 2. Compliance vs. Decision 3. The Documentation Fallacy

Forcing Al-driven uncertainties into tools Quality Success becomes measured by the

that “assume precise predictability” (e.g., An “overwhelming amount of regulatory “completeness of documentation” rather
heatmaps, standardised risk registers) frameworks"” can lead to risk management than actual resilience to the

provides a false sense of control. Many Al risks becoming a “reporting-cycle ritual tied to unmeasurable uncertainty Al introduces.

“lack reliable data and stable distributions.” legal expectations.”

© Copyright ADVANTAGE Al, 2025. All rights reserved.
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Synthesis: The Ship in Uncharted Waters

An Analogy for the Board: Imagine your Al adoption is a ship built to cross an uncharted
ocean. The three perspectives define your challenge.

The FCA Grid is the Inspector’s Kroszner is the Naval Architect.

Safety Checklist. He warns that even if you pass inspection, a

: : . top-heavy ship (Leverage) with a single engine
It requires documenting the lifeboats ; S
ondthe thickness oftha bull Yol (Interconnectedness) will capsize in a storm.

pass this inspection to leave the harbour.
This is Risk Management (The Ritual).

Hunziker is the Navigator.

He warns that your map is blank. No
amount of checking the hull
(Documentation) will tell you if you are
sailing towards an iceberg (Uncertainty).

The Board’s Job: Ensure the checklist is ticked, but spend your time looking for icebergs,

© Copyright ADVANTAGE Al, 2025. All rights reserved.
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The Board’s Mandate: A Dual-Track Approach

The only effective response is to create two distinct, parallel governance tracks for Al.
One process cannot effectively serve two masters.

Track 1: Govern the Risk (The Compliance Ritual)

Goal {5} Method (J Ownership Output

Al Strategy

Satisfy legal and Efficiently produce Compliance, Risk, Completed risk

regulatory auditable documentation. and Legal functions. registers, regulatory

expectations. Automate reporting submissions, audit
where possible. trails.

© Copyright ADVANTAGE Al, 2025. All rights reserved.

Track 2: Govern the Uncertainty (The Strategic Decision)

@) Goal Q, Method $23 Ownership {3 Output

Build genuine Acknowledge the The Board, Executive Scenario analyses,
resilience and make unknown. Use Committee, senior pre-mortems, clear
better, risk-informed qualitative, forward- business leaders. strategic guardrails.
decisions. looking tools.
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Priority 1: Reframe Al as a Financial Risk

Apply the Kroszner Doctrine Internally. Do not treat Al assurance solely as a technology
or model validation exercise. The Board must assess its impact through the traditional
economic channels of leverage, liquidity, and interconnectedness.

Key Actions:

I Challenge Al Valuations & Leverage
. ' 9 Assess the leverage used to acquire or build Al assets.

Is it based on sustainable assumptions
about future success?

Map Critical Third-Party Dependencies

Proactively map your firm's reliance on external Al
models, data centres, and cloud providers. This is
essential preparation for the BoE/PRA/FCA joint
initiative on ‘Incident and Outsourcing and Third
Party Reporting'’ (Final rules expected H1 2026).

Board-Level
Question

“How would a systemic
failure at our primary
cloud provider impact
our liquidity? What are
the second-order
effects?”
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Priority Priority 2: Go Beyond the Risk Register

Govern Uncertainty with Scenario Analysis. Since many Al risks “lack reliable data and stable distributions,”
standard probability scores are misleading. Adopt the exploratory approach advocated by regulators.

Unseen Unseen Model
Model Drift Drift
Adversarial Unseen Adversarial Adversarial Enemy
Attack Model Drift Attack Attack
Adversarial Communication
Attack Conseoning

Data Regulatory @ Catastrophic @ Ethical Ethical
Poisoning Shlft Failure Breach Performance

5 A 5T A
S ' Regulatory Shift Eglssc: r:::ag and

High
Infrastructure Ethical Systemic Systemic Blas

; Coliapse Breach Blas ic Bi
. Infrastructure Infrastructure
Low Low High Collapse : :

Collapse

OLD APPROACH: The Risk Register & Heatmap NEW APPROACH: Exploratory Scenario Map

Key Actions:

Action 1: Create a Separate Forum for Uncertainty Action 3: Example Scenarios to Explore

Establish a governance body for Al that is explicitly forbidden from

using standard heatmaps or percentage-based risk scoring for & & “Our new Al-driven pricing model is accused of systemic bias,

redress scheme.”

Action 2: Conduct “Pre-Mortem” Exercises
Instead of asking “What is the likelihood of this risk?”, frame the “ “A core third-party Al model is suddenly withdrawn by the
discussion as: “It's one year from now and our Al initiative has failed vendor, crippling a key business process with no immediate
catastrophically. What happened?” replacement.”

© Copyright ADVANTAGE Al, 2025. All rights reserved.
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Priority 3: Prepare for Regulatory Tripwires

The Regulatory Initiatives Grid signals the specific mechanisms regulators
will use to exert scrutiny. Board-level attention is required now.

Automated g?g} Al & The Consumer Duty Outsourcing &
Decision-Making Third-Party Reporting
Initiative: FCA consultation on the
Initiative: ICO guidance on using application of the Consumer Duty Initiative: Final BoE/FCA/PRA
personal data to ‘automatically through distribution chains. rules on Incident and Outsourcing

approve or deny’ financial products. Arewe confident our Almicdels Reporting.

Can we explain the logic of our are not optimising for profit at Do we have a complete,

key automated decisions to a the expense of ‘Consumer accurate, and auditable register
regulator, in plain English, Understanding’ or creating of our critical Al-related third-
today? foreseeable harm? party dependencies?

*

Winter 2025/26 H12026 H12026

© Copyright ADVANTAGE Al, 2025. All rights reserved.
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Priority 4: Challenge the lllusion of Control

Kroszner admits regulators cannot ‘predict the next crisis with any degree of certainty.' Boards must
adopt the same humility and challenge the false comfort of documentation.

© Copyright ADVANTAGE Al, 2025. All rights reserved.

Key Actions:

® Action 1: Explicitly Avoid ‘Documentation Bias'

— In Board and Risk Committee meetings, formally separate the
agenda item for ‘Confirming Compliance' from ‘Assessing
Real-World Resilience.’

@ Action 2: Focus on the Human-Al Interface

— The greatest vulnerability is often not model failure, but
unguestioning human reliance on a model's output.

— Probe the behavioural risks and the organisational ‘circuit
breakers’ that prevent automation bias.

£ Action 3: Board-Level Question '

“We have the model validation report, but what evidence do
we have that our team understands its limitations? How do we
stop them from blindly trusting its recommendations?”
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The Commercial Imperative

Al Assurance is a Competitive Advantage, Not Just a Cost. While the regulatory pressures
are significant, building a robust assurance framework is a powerful commercial enabler.
Proactive governance moves a firm from a defensive to an offensive posture.

(24
2

Build Market Trust Drive Operational Excellence Unlock Innovation Safely

Demonstrably superior governance The process of mapping data flows A strong, dual-track assurance

is a key differentiator for and dependencies for regulators framework provides the confidence

sophisticated clients, institutional almost always uncovers hidden to deploy more advanced Al models

investors, and potential partners. operational inefficiencies and more quickly, creating a sustainable
opportunities for improvement. competitive edge.

Action: Commission independent Al assurance not just to satisfy auditors, but to use
proactively as a public signal of quality and trustworthiness.

© Copyright ADVANTAGE Al, 2025. All rights reserved.
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Your Al Governance Action Plan

Four Priorities for the Board

Treat Al as a core financial stability risk

(leverage, interconnectedness), not just an IT

project.
-]
I,

Actively monitor and prepare for the specific
regulatory tripwires on the horizon, focusing on

1. Reframe

3. Prepare

explainability, consumer duty, and third-party risk.

GE Al, 2025. Allrights reserved.

2. Separate

Implement a dual-track governance system to
distinguish the “Compliance Ritual” from the

strategic management of “Uncertainty.”
@ .‘

Instill a culture of humility that values genuine
resilience and critical thinking over the illusion of
control provided by documentation.

4. Challenge
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OPERATIONALISING RESILIENCE: YOUR NEXT STEP

ADVANTAGE Al provide peace of mind to board executives and senior leaders with essential solutions tailored to high-stakes,
regulated UK financial services organisations.

1. Independent Al Risk Assessments
Independent assessments of current management, technical and operational capabilities that offer clarity on an organisation’s
current Al risks with a prioritised roadmap of remediation actions to deliver robust board-level assurance.

2. The Executive Al Masterclass
An online, self-paced masterclass for board executives and senior leaders (SMFs) needing to rapidly close the Al governance gap.

Delivered in bite-sized content to fit busy schedules, the program transforms strategic risk into a competitive advantage

3. Interim Leadership
Flexible bespoke assignments to augment current leadership teams fractional and short-term engagements.

Take control of your Al risk exposure before the regulator does. Contact us today...

Web: https://www.advantage-ai.co.uk Phone: +44 (0)7471 359987 Email: info@advantage-ai.co.uk

We don't sell Al systems. We deliver regulatory assurance. Independently.

© Copyright ADVANTAGE Al, 2025. All rights reserved.
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