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Al and Machine Learning
What is the difference between Al, ML and Deep Learning?

Decision Tree

Bayes Net

Deep Neural Network  s———
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Machine Learning

What makes the technology different?
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Machine Learning
What makes the technology different?
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Machine Learning — What's it good at?
Classification

Machine learning helps us predict a
category based on the data the system
has been trained on.




Machine Learning — What's it good at? _
Prediction ;

ML can help us predict outcomes,
or actions, as with YouTube’s e @ 4 0 =
Watch Next.

v 3 Visualizing a Decision Tree .
- Machine Learning Recipes i
#2

What Makes a Good :
Feature? - Machine Learning  ~
Recipes #3
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@ Let's Write a Pipeline -
Machine Learning Recipes
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Machine Learning — What's it good at?
Generation

Machine learning can help us
create entirely new outputs.



Machine Learning — What's it good at?

B .

Machln_e learning is key “
to making computers
comprehend speech and "How long is the wait

usually to be seateg?”

language.
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Regulated advice

What is advice?

« Arecommendation of what the customer should do, e.g. to buy or sell a particular investment
» Personal to the customer

« Based on their specific circumstances and financial objectives

« Only authorised firms can provide this kind of advice

The advice gap Advice models The promise of Al
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The advice gap

« The average advised customer has over £150,000 of assets under
advice

e Of UK adults with £10,000+ of investible assets:

o)
« 54% (around 8.4 million people) did not receive any formal "Many O do not
support to help them make investment decisions over the 12 seek, or receive, the sort of

months to December 2020 help with their finances that

« 37% did not have any investments at all and were holding WOUId_ equip them to .m.ake"
their assets entirely in cash better investment decisions

. . . FCA, Evaluation of the impact of the Retall
« Afurther 18% were holding more than 75% of their investible Distribution Review and the Financial Advice

assets in CaSh Market Review, December 2020
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Advice models

e Traditional, holistic advice

« The fully automated future / hybrid models / tools to bring efficiencies

* Information and guidance / advice

« Established players / new entrants to the market

« Standalone advice / link to other services
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The promise of Al

Fast and
convenient

Reduce
mis-selling

Free from
bias




The regulator's historic approach

Financial Advice

Market Review
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Financial Advice Market Review (FAMR)

« Launched in August 2015 — jointly led by HM Treasury and the FCA

« Explored steps government, industry and regulators could take
towards a market that provides affordable, accessible financial advice
/ guidance to everyone

» Final report published 14 March 2016
* |Included recommendations aimed at:

« providing affordable advice to consumers

* increasing the accessibility of advice

o)

"While many consumers will
continue to seek face-to-face
advice, technology-based models

are poised for growth. FAMR wants
to support the development of mass
market automated advice models
that have the potential to bridge the
advice gap"

HM Treasury, Financial Advice Market Review,
March 2016
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The Advice Unit

FAMR Recommendation 9

The FCA should build on the success of Project Innovate and establish an Advice Unit to help firms develop
their automated advice models

June 2017: expansion to mortgage, general

» Provides regulatory feedback and support to firms \
insurance and debt sectors

developing automated models to deliver lower cost
advice and guidance to consumers

* Plus to firms not intending to seek authorisation

« Aims to reduce the level of regulatory uncertainty ~ 4 -

8
f\ L §
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Taking stock: not there yet?

Demand-side barriers Supply-side barriers

Accelerants of change
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Demand-side barriers

Robo-refusers

« Willingness to pay

« Wariness about using unfamiliar brands

 Basic trust in financial institutions

e The human touch

 Generational differences

o)

"... robo advice has a way to go

before it is embraced by the
majority of consumers"

FCA Insight, Robo Advice — will consumers get
with the programme?, 28 November 2019
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Demand-side barriers

Figure 3.3: proportion who would not be willing to pay for automated online investment
advice in the foreseeable future

o
"€, w 2020 52% 48%
SenS
= g
£8% 8
v>—E 2017
oo
b
(=]
o o -~
g g z: 2020
L ocw-
OSc o
Z Tog 2017 76% 24%
E
= Would not pay for online automated advice ® Would pay for online automatad advice

Source: Financial Lives Survey

Base: All UK adults who have received regulated advice in the last 12 months, but not from an automated advice provider (2017: 652/

2020: 1,328; All UK adults who have not had advice but might have a need forit (2017: 1,213/ 2020: 2.009)

FCA, Evaluation of the impact of the Retail Distribution Review and the Financial Advice Market Review,
December 2020
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Supply-side barriers

Technological development

Lack of competitive pressure

Profitability

Regulatory framework

o)

"Advice firms appear to face little
competitive pressure to innovate
and offer new, more affordable

services, or to try to attract less
wealthy consumers. Competition
does not appear to be operating
effectively in the interests of
consumers"

FCA, Evaluation of the impact of the Retail
Distribution Review and the Financial Advice Market
Review, December 2020
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Accelerants of change

Demographic
change

The COVID-
19 pandemic

Open
Finance

Hybrid
models
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Looking ahead: regulatory pressure points

The technology-neutral Governance and The customer Operational resilience

approach accountability relationship
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The technology-neutral approach

“the position of Al under the existing requlations should be considered further... There should be specific
guidance about the application of the PRA and FCA rules. There is a lack of clarity over how the existing rules

should be applied in the context of Al"

Kalifa Review of UK Fintech, 26 February 2021

* No separate regime

« Flexibility for the regulator

* Regulatory risk and innovation

« The consumer protection objective
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Governance and accountability

« Senior Manager responsibility (SMCR)
» Appropriate oversight
 Management information (MlI)

» Risks specific to Al advice

o)

"There appeared to be confusion

within some firms as to the nature of
the auto advice service being
provided"

FCA Multi-firm review, Automated investment
services — our expectations, 21 May 2018
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The customer relationship

"Explainability" and customer understanding

Service disclosures and financial promotions

Vulnerable customers

Information-gathering for suitability assessments
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Operational resilience

« Qutsourcing and third-party dependency
« Business continuity

« Cyber-security
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Looking ahead: The EU Al Regulation
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High Risk Al
Categories

A safety component
of a "product” or itself
a "product” (Annex II)

D

: : Critical Infrastructure
Biometric .

: e management systems

identification systems (road traffic, utilities)

ystems providing
access to essential
private and public
services (including

k credit)

evaluation)

Administration of

avooaren. | g MZETIT g |
systems systems justice systems

Employment systems
(recruitment, Education and
‘ selection, promotion, ‘ Vocational training
performance systems
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High Risk Al —

Compliance

(Providers) ——
B cE RIS Testing and
niouy | I | comomiv | W | oo,
management

o

Logging by
Human oversight ‘ Transparency . design (record

keeping)
¥

Accuracy &
robustness
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Enforcement
& Penalties

Proactive market
surveillance (link to EU
product safety and
compliance legislation)

and documentation market or corrective action
(including APIs, training within specified periods if

Full access to system data | Withdrawal from EU
datasets and source code) non-compliance identified

4

Fines: up to €30m or

Fines: up to €20m or 6% of worldwide
4% of worldwide turnover - for use of
turnover (for any other prohibited AI and

breaches) failing to meet data

Prohibitions from use if no
corrective actions taken
within time limits

quality standards

Fines: upto €10m or 2%
of worldwide turnover
(if a company) for the
supply of misleading

information




Any guestions?
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About Osborne Clarke

Our global connections and
'best friends'’

Through a network of 'best friends' we
extend our reach across the globe,
particularly in North America, EMEA &
Asia Pacific. We have worked closely
with like-minded firms in over 100
countries. We'll find the right local
partner for you and wherever that may
be, we will make sure that you receive
the Osborne Clarke level of service.

Osborne Clarke is the business name for an international legal practice and its associated
businesses.

Full details here: osborneclarke.com/verein

*Services in India are provided by a relationship firm

Europe

Belgium: Brussels

France: Paris

Germany: Berlin, Cologne, Hamburg, Munich
Italy: Busto Arsizio, Milan, Rome

The Netherlands: Amsterdam

Spain: Barcelona, Madrid, Zaragoza
Sweden: Stockholm

UK: Bristol, London, Reading

USA

New York, San Francisco, Silicon Valley

Asia

China: Shanghai

India*: Bangalore, Mumbai, New Delhi
Singapore

025+

talented lawyers
working with

270+

expert partners

in

international locations*
advising across

8

core sectors
with

1

client-centred approach




