Top 3 Al Adoption Risks
for Financial
Institutions in
North America
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Intro

Imagine a world where Al-powered algorithms can predict market
crashes before they happen, detect fraud in real-time, and
personalize customer experiences to a tee. For the financial industry,
this future seems appealingly close. But as with any powerful tool, Al
comes with its own set of risks. As a technical decision-maker, you're
tasked with balancing the transformative potential of Al against
these inherent risks to bring in results.
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Data
Privacy
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Financial institutions are entrusted
with sensitive customer information,
from transaction histories to
personal identification data, any
breach can have devastating

consequences. In 2023, the global
average data breach cost reached
$4.45 million (IBM Cost of Data
Breach Report, 2023), highlighting
the substantial financial impact of
security failures.



https://newsroom.ibm.com/2023-07-24-IBM-Report-Half-of-Breached-Organizations-Unwilling-to-Increase-Security-Spend-Despite-Soaring-Breach-Costs
https://newsroom.ibm.com/2023-07-24-IBM-Report-Half-of-Breached-Organizations-Unwilling-to-Increase-Security-Spend-Despite-Soaring-Breach-Costs
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Modern Al systems process
unprecedented volumes of sensitive
financial datg, raising the stakes
significantly. While these systems
offer powerful analytical capabilities,
they also present new attack vectors
for cybercriminails.
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Tomitigate the data
privacy risk, financial
Institutions can:

e Implement privacy-preserving machine learning techniques that
allow model training without exposing raw data

e Utilize advanced encryption methods for data processing and
storage

e Establish comprehensive data governance frameworks that ensure
compliance with evolving regulations like GDPR in Europe and CCPA

e Conduct regular privacy impact assessments of Al systems

e Maintain detailed audit trails of all data access and processing
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“The key Is creating a
robust security
architecture that

protects sensitive
information
throughout its lifecycle
while maintaining the
utility of Al systems.”
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Algorithmic
Blas




Al models are trained on historical
data, which can inadvertently
perpetuate existing biases, creating
serious ethical and business risks.
The 2021 study by the National
Institute of Standards and
Technology (NIST) revealed that
facial recognition algorithms
misidentified black faces 10 to 100
times more frequently than white
faces. In financial services, similar
biases could affect crucial decisions
about loans, insurance, or
Investment opportunities.



https://pages.nist.gov/frvt/html/frvt_demographics.html
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Toaddress this
algorithmic bias
effectively:

e Implement rigorous testing protocols for Al models across

different demographic groups
e Use diverse and representative training datasets
e Deploy explainable Al (XAl) tools to understand model decisions
e Establish regular audit cycles to monitor for emerging biases
e Create clear escalation paths when bias is detected
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“Financial institutions must
ensure their Al systems
enhance fairness rather
than perpetuate historical
Inequalities. This requires
ongoing vigilance and
commitment to ethical Al
practices.”
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Over-
reliance on
Automation




The automation capabilities of Al are
Impressive, but over-reliance on
automated systems can lead to
significant risks. The 2010 Flash Crash
serves as d sobering reminder: the
Dow Jones Industrial Average
plunged approximately 9% in
minutes, largely due to algorithmic
trading systems operating without
adequate human oversight. This
event fundamentally changed how
the financial industry approaches
automation.



https://corporatefinanceinstitute.com/resources/equities/2010-flash-crash/

SEIDOR Opentrends | Report

To achieve the
right automation
balance:

e Implement "human-in-the-loop" systems for critical decisions

e Create clear guidelines for when human intervention is required

e Develop smart alerting systems that escalate complex cases to
human experts

e Maintain institutional knowledge and expertise alongside Al
capabilities

e Regular testing of manual override procedures
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“The future of finance lies not Iin
complete automation, butin
the thoughtful integration of Al

and human expertise.
Financial decisions often

require nuanced judgment
that Al alone cannot provide.”
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“Al tools can assist in analyzing
large datasets and identifying
patterns or opportunities that
humans may not see, but
human judgment is still

required to evaluate and make
final decisions.” Anselm Bossacoma

Chief Strategy Officer
Opentrends Inc.

Interview at the SCIP Nashville, April 2024



https://www.opentrends.us/en/news-release/ai-a-look-at-data-monetization-and-future-applications

RISK LANDSCAPE

Data Privacy
Breaches

Algorithmic Bias

Over-reliance on
Automation

STRATEGIC
MITIGATION
MEASURES

Implement Robust
Data Governance

Ensure Al fairness
and transparency

Balance Automation
with Human
Oversight

ACTIONS

Establish a cross-functional data governance
committee

Develop and enforce clear data access and usage
policies

Regularly conduct data privacy impact
assessments

Implement explainable Al (XAl) techniques in your
models

Conduct regular algorithmic audits, focusing on
protected characteristics

Collaborate with diverse teams to identify and
mitigate potential biases

Develop a clear framework for human-in-the-
loop processes

Invest in upskilling programs to ensure your team
can effectively oversee Al systems

Establish clear escalation protocols for Al-flagged
decisions
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Recap
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The Future of Al
Risk Management
In FiInance
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Looking ahead, several
emerging technologies
and approaches will
shape how financial
institutions manage Al
risks:

Quantum-resistant cryptography to
protect against future security threats

Advanced model monitoring tools for
real-time risk assessment

Enhanced regulatory compliance
frameworks designed explicitly for Al
systems

Improved explainability tools for
complex Al decisions
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Harnessing Al for Responsible
Financial Innovation

At SEIDOR Opentrends, we understand
that Al is not just a tool but a strategic
asset. To maximize its potential in
finance, we advocate for a responsible
approach that prioritizes security,
human oversight, and a structured
Implementation strategy. By focusing
on specific use cases, we ensure that Al
solutions are tailored to address real-
world challenges while mitigating risks.
Our expertise lies in guiding financial
institutions through this journey, helping
them leverage Al to enhance customer
experiences, optimize operations, and
drive sustainable growth.
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Set up a 30-minute
meeting to learn
more about
|mplem.ent|n?.
responsible Alin
your financial
Institution



https://www.opentrends.us/en/contact

Stay up to date with curated insights

and tech industry updates— short,

sharp and tailored for busy leaders

like you. Follow us on Linkedin or
become a subscriber.

SEIDOR Opentrends is a global technology
consulting agency specializing in IT
architecture and digital product
optimization. Through innovative software
solutions, we empower companies across
industries to evolve with confidence. Our
phased approach to Al adoption enables
financial institutions to integrate Al
technologies gradually, focusing on
targeted use cases that deliver value.

Mailing address: 228 Hamilton Ave, 3rd Floor Palo Alto, CA 94301
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