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Welcome to the Al Regulatory Radar. In Financial Services, Al is rapidly moving
from experimentation to wider deployment. As use cases evolve and risks emerge,
regulators are paying closer attention to firms’ compliance with existing and new
frameworks. In this edition, we highlight key developments across the UK and EU and
wider global landscape, share some of our latest insights and bring together
perspectives from across the KPMG global network including developments and
updates you may have missed.

Robert Smith
Partner, Regulatory and Risk Advisory Lead, KPMG in the UK

. considerations. The FCA has just announced the
-:@:- KPMG Regulatory Barometer — second cohort of firms joining Al Live Testing
=~ | focuses on Al which helps firms and the FCA explore risk
management, automated Al assurance and live
monitoring. The FCA also plans to publish a good
and poor practice report on Al in Financial
Services later this year. The FCA and the PRA
are integrating Al and data-driven tools into
authorisations and supervision, including the use
of generative Al to support regulatory processes.

Al is becoming more embedded within the UK
and EU regulatory agenda, with authorities
focusing on how existing frameworks apply as
adoption increases. The latest issue of the
KPMG Regulatory Barometer highlights where

Al is being used throughout the Financial
Services sector. Key themes include
governance, oversight, proportionality and
operational resilience, alongside efforts to

clarify where Al introduces distinct risks versus s Pulse Survey
where current rules already apply.
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In the EU, ongoing work on the Al Act and As Al adoption accelerates, new KPMG research
related simplification measures is focused examines how organisations are investing in Al,
on more proportionate and consistent generating value and strengthening governance
implementation, including alignment with and risk management.

sector-specific frameworks.
The Global Al pulse survey highlights resilient
In the UK, the Bank of England is highlighting investment, growing use of Al agents, and an

system-level risks, including third-party increased focus on scaling Al responsibly as
dependencies and market stability adoption matures.



https://kpmg.com/xx/en/our-insights/regulatory-insights/regulatory-barometer.html
https://kpmg.com/xx/en/our-insights/ai-and-technology/ai-pulse.html
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Further afield: What other
regulators are doing on Al

The KPMG ECB Office examines
how the ECB is encouraging
innovation and Al adoption in EU
banks alongside highlighting why
strong oversight, accountability
and risk management matter as
the ECB pushes firms to stay
ahead.

KPMG Africa’s Regulatory Centre
of Excellence looks at regulatory
reframing of Al risk in the latest
edition of the Ten key regulatory
challenges of 2026.

KPMG in the US examines how
federal and state regulatory
adaptation of existing risk
frameworks and policies responds
to complexities in evolving Al
innovation.

,(DE ‘ Regulatory and Risk Insights

US banking regulators update model risk
guidance

The Federal Reserve Board (FRB), Office of the
Comptroller of the Currency (OCC), and Federal
Deposit Insurance Corporation (FDIC) (collectively,
“agencies”), issued revised interagency guidance
on model risk management. The revised guidance
is intended to clarify model risk management
principles and to set forth a risk-based approach to
model risk management. Read more.

Validating Al models

As organisations increasingly embed Al into
customer engagement and decision-making,
adoption is outpacing governance. The complexity
and interconnectedness of Al risks mean that robust
governance, risk management and validation can
no longer be an afterthought. Traditional model
governance should evolve to address challenges
unique to Al, including bias, limited transparency
and hallucinations. Read more.

Navigating Al model review techniques

The development of Al models spans a broad
spectrum, with each Al model possessing unique
characteristics that dictate the nature of its
associated risks. Consequently, effective model
review techniques should be tailored to the specific
Al model type and how it is used. Below, we explore
several prominent Al model types commonly used
in the insurance sector, and the critical risks that
demand careful consideration. Read more.


https://kpmg.com/kpmg-us/content/dam/kpmg/pdf/2026/model-risk-management-revised-interagency-guidance-reg-alert.pdf
https://kpmg.com/xx/en/our-insights/regulatory-insights/validating-ai-models.html
https://kpmg.com/content/dam/kpmgsites/uk/pdf/2026/02/navigating-ai-model-review.pdf.coredownload.inline.pdf
https://kpmg.com/xx/en/our-insights/ecb-office/kpmg-european-central-bank-office-fs/ai-governance-ecb.html
https://assets.kpmg.com/content/dam/kpmgsites/za/pdf/2026/03/Ten%20Key%20Regulatory%20Challenges-report.pdf.coredownload.inline.pdf
https://kpmg.com/us/en/articles/2025/ten-key-regulatory-challenges-of-2026-02-adopting-disruptive-tech-and-ai.html
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m EU Council — Al Act

Simplification

The Council has agreed its position on the
European Commission’s Digital Omnibus
proposals to streamline aspects of the Al Act as
part of the EU’s wider simplification agenda. This
includes delaying the application of high-risk Al
requirements, introducing targeted exemptions
and clarifying supervisory roles to support more
consistent implementation across member states.
The mandate also introduces additional
safeguards, including prohibitions on certain
harmful Al uses, alongside further guidance to
support compliance and reduce regulatory
burden. Negotiations will now start with the
European Parliament with the aim to finalise
amendments before the Al Act’s application date
of 2 August 2026. Read more.

m FCA - Al review into retail
Financial Services

The FCA has launched a review into how
advances in Al could transform retail Financial
Services, focusing on impacts to consumer
outcomes, market structure and competitiveness.
The review will assess how existing regulatory
frameworks apply as Al adoption increases,
alongside emerging risks such as bias, fraud and
reduced consumer agency. Findings are
expected in summer 2026. Read more.

The UK government, the Bank of England and the
FCA have set out their responses to the Select
Committees findings. They re-affirm a focus on
monitoring, engagement and coordination rather
than introducing new Al specific rules. Read
more.

UK Treasury Select Committee
Inquiry into Al in Financial Services

The Bank is working on simulation methods with
international counterparts to better understand
the conditions under which Al agents trading in
financial markets could demonstrate correlated

KPMG

behaviour or ‘herding’ that end of amplifying a
stress scenario.

@ KPMG and INSEAD: Al

Governance principles for Boards

New KPMG and INSEAD principles provide
practical guidance to help boards navigate the
governance implications of Al. Covering areas
from strategic oversight to trustworthy Al and
accountability, the principles are designed to
support informed board oversight as Al
adoption evolves.

Building on evolving academic work on Al
governance, the report contains practical insights
into how boards can strengthen oversight, build
trust and support responsible Al adoption as
governance expectations continue to develop.
Read more.


https://www.consilium.europa.eu/en/press/press-releases/2026/03/13/council-agrees-position-to-streamline-rules-on-artificial-intelligence/
https://www.fca.org.uk/publications/calls-input/review-long-term-impact-ai-retail-financial-services-mills-review
https://committees.parliament.uk/publications/52647/documents/292955/default/
https://committees.parliament.uk/publications/52647/documents/292955/default/
https://kpmg.com/xx/en/media/press-releases/2026/04/kpmg-and-insead-launch-global-ai-board-governance-principles.html
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EIOPA update

EIOPA has written to EU institutions proposing
targeted clarifications to the Digital Omnibus on Al
to help simplify how the Al Act should apply within
the insurance sector including avoiding overlap
with existing frameworks such as Solvency II, IDD
and DORA.

EIOPA calls for greater clarity on what constitutes
an Al system and proposes excluding well-
established transparent models (such as linear
and additive models) where used in pricing and
underwriting which are already subject to mature
governance and supervision. The overall direction
is towards a more proportionate, risk-based
application of the Al Act, with greater reliance on
existing sectoral controls. Read more.

Monetary Authority of Singapore (MAS) Al
Risk Management —

Operationalisation Handbook

Project MindForge, led by MAS, is an industry
collaboration with 24 financial institutions founded
on a commitment to use Al responsibly. The Risk
Management Operationalisation Handbook,
published in January 2026, provides practical
guidance for financial institutions on embedding
Al governance and risk management across the
Al lifecycle. It adopts a proportionate, risk-based
approach covering governance, use-case
identification, lifecycle controls and third-party Al
risk. The Handbook supports implementation of
MAS’s proposed Guidelines on Al Risk
Management and clarifies supervisory
expectations around accountability,
documentation and ongoing oversight of Al use
cases. Read more.

Source: Monetary Authority of Singapore (MAS)
Reproduced with the permission of the Monetary

Authority of Singapore ©2022 The Monetary Authority
of Singapore.
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herein may not be permissible for KPMG
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The information contained herein is of a general nature and is not
intended to address the circumstances of any particular individual or
entity. Although we endeavor to provide accurate and timely
information, there can be no guarantee that such information is
accurate as of the date it is received or that it will continue to be
accurate in the future. No one should act on such information without
appropriate professional advice after a thorough examination of the
particular situation.

Throughout this presentation, “we”, “KPMG”, “us” and “our” refers to
the global organization or to one or more of the member firms of
KPMG International Limited (“KPMG International”), each of which is
a separate legal entity.

© 2026 Copyright owned by one or more of the KPMG International
entities. KPMG International entities provide no services to clients.
All rights reserved.

KPMG refers to the global organization or to one or more of the
member firms of KPMG International Limited (‘KPMG International”),
each of which is a separate legal entity. KPMG International Limited
is a private English company limited by guarantee and does not
provide services to clients. For more detail about our structure
please visit kpmg.com/governance.

The KPMG name and logo are trademarks used under license by the
independent member firms of the KPMG global organization.
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https://www.linkedin.com/company/kpmg-uk
https://www.instagram.com/kpmgintheuk/
https://twitter.com/kpmguk
https://www.youtube.com/@KPMGUK
https://www.eiopa.europa.eu/publications/letter-eu-institutions-ai-act-and-eu-insurance-legislation-proposal-clarifying-application-ai-act_en
https://www.mas.gov.sg/-/media/mas-media-library/schemes-and-initiatives/ftig/project-mindforge/mindforge-ai-risk-management-operationalisation-handbook.pdf
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