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Introduction

Artificial Intelligence (Al) has rapidly become integral to the digital infrastructure of
modern financial services. From automated credit scoring and anti-fraud systems to
conversational agents and risk-modelling, Al enables new efficiencies but also
introduces new regulatory and ethical challenges.

The United Kingdom'’s approach to Al governance remains deliberately principles-based
rather than prescriptive. The Government’s Pro-Innovation Al Framework, combined with
the cross-sector powers of the Financial Conduct Authority (FCA), Prudential Regulation
Authority (PRA) and Information Commissioner’s Office (ICO), sets an evolving
supervisory perimeter. In practice, fintech and financial institutions must design Al
systems that meet existing legal obligations under the UK GDPR, Consumer Duty,
SYSC (Systems and Controls), Operational Resilience, and the forthcoming Al
Regulation Bill (expected to align conceptually with the EU Al Act).

This Toolkit provides practical guidance for firms to construct a proportionate and
defensible Al governance framework that can withstand regulatory scrutiny while
enabling innovation.

1. Regulatory Landscape and Supervisory Expectations

Al regulation in the UK is decentralised across multiple authorities. The FCA and PRA
expect firms to manage Al within their existing governance structures rather than in
isolation. Under SYSC 4-10, firms must establish robust systems and controls, identify
key risks, maintain appropriate skill and competence within senior management, and
ensure data and model risks are effectively managed.

© 2025 Fintech Law. All rights reserved.



PRIVILEGED AND CONFIDENTIAL

The ICO, meanwhile, requires that Al systems comply with data protection law,
particularly regarding fairness, transparency, purpose limitation, and data minimisation.
The overlap between data protection and conduct regulation means firms must adopt
integrated compliance models.

Practical Insight: Firms often underestimate the extent to which existing obligations
already apply to Al. Embedding Al governance within existing SYSC frameworks avoids
duplication and positions the firm ahead of regulatory evolution.

Case Example: When advising a tier-one bank’s digital-lending division, Fintech Law
mapped its model-risk and operational-resilience framewaorks together, creating a unified
oversight map reviewed quarterly by both the DPO and Chief Risk Officer.

2. Al Risk Assessment and Model Inventory

Every Al use-case should begin with a documented risk assessment considering impact
on consumers, markets, data subjects, and operational resilience. The risk assessment
should examine:

The materiality of outcomes (customer vs. internal impact).

The degree of automation (fully autonomous vs. human-assisted).

Potential harms (bias, error propagation, explainability gaps).

Dependencies (third-party APIs, data feeds, open-source models).
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Each model should be registered in an internal Al Register, detailing the use-case,
owners, datasets, versioning, validation results, and ongoing monitoring metrics.

Practical Insight: A single central Al Register significantly improves senior management
oversight and supports the Consumer Duty’s outcome-testing requirements.

Case Example: At CellPoint Digital, implementing an Al Register allowed the compliance
team to demonstrate during audit how each algorithmic decision correlated to defined
business outcomes and fairness tests.

3. Data Governance and Lawful Use of Data in Al Systems

Data is the foundation of every Al system. Under the UK GDPR, firms must ensure
lawful processing, transparency, and data minimisation even during training, validation,
or testing phases. Consent is rarely appropriate in financial services; instead, firms rely
on legitimate interests, contractual necessity, or regulatory obligation.

Data lineage must be documented: where data originates, how it is cleansed or
transformed, and what retention or deletion rules apply. For generative or large-
language models (LLMSs), firms must confirm that training data do not infringe copyright
or use personal data unlawfully.

Practical Insight: Introduce dataset cards for every dataset used in Al development.
Each card should summarise purpose, lawful basis, retention, sensitivity, and bias-
testing outcomes.

Case Example: Fintech Law supported a payments provider in building dataset cards
linked to Article 30 RoPA entries, ensuring auditability between data protection and
model governance artefacts.
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4. Explainability and Transparency

Regulators expect explainability proportional to the risk. For Al models impacting credit
decisions, customer service outcomes, or fraud detection, firms must be able to
articulate in plain language how input data translates into output.

Documentation should cover model architecture, training datasets, validation results,
and the rationale for model updates. Internal explainability enables challenge by risk and
compliance teams; external explainability enables fair treatment of customers and
supervisory understanding.

Practical Insight: Define three tiers of explanation—technical (for developers),
management (for governance), and consumer (for outcome communication)—and
ensure traceability between them.

Case Example: For a crypto-lending platform, Fintech Law established an explainability
matrix mapping model variables to decision narratives, allowing the firm to respond
instantly to regulator queries on model logic.

5. Fairness, Bias, and Discrimination Mitigation

The FCA’s Consumer Duty and Equality Act 2010 together create strong obligations for
fairness and non-discrimination. Al systems can inadvertently entrench or amplify bias,
particularly when training data reflect historical inequities.

Firms must define fairness objectives, select relevant metrics (e.g., demographic parity,
equal opportunity), and test models pre- and post-deployment. Bias mitigation strategies
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include balanced sampling, feature review, algorithmic adjustments, and human
oversight for sensitive decisions.

Practical Insight: Conduct fairness testing as part of every model release cycle, with
results reported to senior management alongside accuracy metrics.

Case Example: Fintech Law guided a major fintech lender to integrate fairness testing
into its model-validation policy, leading to a measurable reduction in outcome variance
between demographic groups.

6. Human Oversight and Accountability

Accountability in Al aligns with the principle that human management must remain
ultimately responsible for automated decisions. Firms should define decision
checkpoints, escalation protocols, and override mechanisms. Senior Management
Functions (SMFs) must understand Al use-cases within their areas of responsibility and
demonstrate informed oversight.

The FCA has indicated that SMF 1 (CEO), SMF 16/17 (Compliance and Risk) and SMF
24 (Chief Operations) will be held accountable where Al risks translate into operational
or conduct failings.

Practical Insight: Establish an Al Governance Committee chaired by a senior executive
with cross-functional representation from Risk, Compliance, Legal, and Technology.

Case Example: When advising a UK challenger bank, Fintech Law assisted in
structuring an Al Oversight Committee reporting quarterly to the board risk committee,
ensuring traceability of all Al-related decisions.
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7. Security, Abuse Prevention, and Operational Resilience

Al introduces new security and resilience considerations—such as model inversion,
data-poisoning, or prompt-injection attacks in LLMs. Firms must assess Al-specific
vulnerabilities in their cyber-resilience frameworks and ensure that incident-response
and continuity plans explicitly cover Al systems.

Practical Insight: Extend penetration testing to include adversarial and prompt-injection
simulations for Al models.

Case Example: At Genesis Custody, integrating Al threat-modelling into the SOC'’s
incident-response playbooks enabled rapid containment of a simulated model-drift
scenario that could have compromised transaction verification.

8. Procurement and Third-Party Al Providers

Third-party Al vendors present layered risks: data leakage, intellectual-property
infringement, and dependency on opaque models. Outsourcing rules under SYSC 8
apply equally to Al services. Firms must conduct due diligence on model explainability,
bias testing, data handling, and audit rights.

Contracts should include obligations for model changes, retraining notification, and data-
handling restrictions. Vendor assessments must also align with the firm'’s privacy and
operational-resilience frameworks.

Practical Insight: Insert clauses requiring third-party Al providers to disclose data
sources and testing artefacts; absence of transparency should be treated as a material
risk.
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Case Example: Fintech Law negotiated Al vendor clauses for a cross-border payments
client, ensuring disclosure of training data lineage and bias-test results before contract
signature.

9. Monitoring, Metrics, and Assurance

Al accountability is continuous, not static. Firms should define KPIs and KRIs such as
false-positive rates, fairness deltas, override frequencies, and drift detection intervals.
Independent validation and internal audit must periodically review the Al framework,
ensuring adherence to policy and regulatory developments.

The FCA expects evidence of senior-management oversight, board minutes referencing
Al governance, and MI showing model-risk controls in action.

Practical Insight: Incorporate Al risk dashboards into existing conduct-risk MI packs; this
demonstrates integration rather than isolation of Al governance.

Case Example: A leading digital bank worked with Fintech Law to embed Al dashboards
into its quarterly compliance reports, enhancing transparency for both management and
supervisors.

Common Pitfalls

Many firms view Al compliance as a technology challenge rather than a governance one.
Common issues include failing to maintain a live Al inventory, overlooking bias testing,
neglecting cross-functional oversight, or treating model validation as a one-off exercise.
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Others adopt opaque third-party models without contractual audit rights—creating
unmanageable systemic risks.

Avoiding these pitfalls requires treating Al as an enterprise-wide responsibility that spans
Legal, Compliance, Risk, Technology, and Operations.

Conclusion

Al presents enormous opportunity for the UK'’s fintech and financial services industry—
but only for firms that combine innovation with disciplined governance. Regulators are
clear: existing rules already apply. Accountability, fairness, transparency, and resilience
remain the foundations upon which Al compliance must be built.

By establishing an Al governance framework grounded in proportionality, transparency,
and continuous oversight, firms can both innovate responsibly and demonstrate
readiness for future Al-specific regulation.

About Fintech Law

Fintech Law provides specialist legal counsel on financial technology regulation, data
protection, crypto-assets, and cross-border compliance. With experience across 33
jurisdictions including the United Kingdom, European Union, United States, and Qatar,
we advise financial institutions, fintech scale-ups, payment companies, and law firms on
complex regulatory matters.

Contact: gavin.persaud@fintechlaw.uk
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