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Al Risks and How to Mitigate Them

Artificial intelligence reshapes industries and changes competitive dynamics. Al risks
affect your entire organization, not only a single team or system. If you ignore Al
accountability, you can jeopardize organizational integrity and weaken strategic objectives.

Key Points

e Alriskis the potential for negative outcomes from Al development and use, from
algorithmic bias and privacy violations to concerns about Al making humans
obsolete and even destabilizing society in broad discussions.

e Alrisks can appear as job displacement, a larger attack surface for cybercriminals,
exposure of sensitive information, and a lack of accountability for Al driven
decisions.

e Alincidents can disrupt workflows, damage reputation, reduce financial stability,
and create risks for staff, consumers, and stakeholders, with wider societal and
environmental impacts.

¢ Many organizations still treat Al governance and risk management as secondary,
even though Al governance provides needed oversight of how Al is developed and
used across the business.

¢ Resources such as the MIT Risk Repository and the Al Incident Database show that
Al related incidents affect entire organizations and require company wide risk
management strategies.

¢ Realincidents show five main Al risk categories: reputational, regulatory,
operational, security, and deepfake and disinformation related risks.

o Reputationalrisk: Biased or incorrect Al outputs can erode trust. In 2023, Google’s
Bard gave incorrect information during a demo, and Alphabet lost about 100 billion
dollars in market value.

o Regulatoryrisk: The EU Al Act, GDPR, emerging state laws in the United States, and
FTC enforcement increase compliance pressure. Clearview Al’s unauthorized
biometric database led to sanctions and multimillion dollar fines in several regions.

e Operationalrisk: Al failures in supply chains or pricing models can disrupt
operations. Zillow Offers overpaid for homes because of valuation errors, took 569
million dollars in write downs, closed its iBuying unit, and laid off a quarter of its
staff.
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Security risk: Al specific threats include prompt injection against Bing Chat,
backdoored models on Hugging Face, training data poisoning using Nightshade, and
adversarial attacks that caused Tesla Autopilot to misread a speed limit sign.

Deepfake risk: Al generated deepfakes and disinformation create financial and
reputational exposure. A deepfake CFO led an Arup employee to transfer 25 million
dollars, and a fabricated smoke image triggered a rapid stock market sell off.

Clear accountability reduces Al risk. Human in the loop governance assigns specific
people or teams responsibility for model sign off, monitoring, maintenance, and
explaining high stakes decisions.

High quality, representative data supports fair and accurate Al. Continuous data
auditing, bias measurement tools, data augmentation, and targeted collection help
you keep training and real world data complete, accurate, and balanced.

Continuous monitoring in production detects model drift and unexpected failures.
Automated systems can track accuracy, fairness metrics, and input distributions
and then trigger alerts so you can retrain, recalibrate, or pause systems.

A cross functional Al Governance Body defines policies across the Al lifecycle and
involves legal, risk, compliance, engineering, and ethics teams to guide Al
initiatives.

An Al governance framework sets rules for accountability, data quality standards,

and monitoring requirements so you can move from one off reactions to continuous
Al risk management as a business function.

You need a holistic approach to Al risk management. Traditional frameworks often
miss Al specific issues such as algorithmic bias, misinformation, and ethical
concerns.

Frameworks such as the NIST Al Risk Management Framework and ISO/IEC
42001:2023 for an Al Management System highlight the need for tailored Al risk
practices and updated governance structures.

Al strategy describes how you will use Al to reach business goals, while Al
governance supports that strategy by providing oversight, ethical implementation,
and regulatory compliance for Al initiatives across your organization.

Trace3 helps you develop a clear Al vision that aligns with your objectives,
operationalize trustworthy Al and Al solutioning, and architect and implement
robust Al infrastructures that integrate with your existing systems.
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FAQ

What is Al risk?

Al risk is the possibility that Al development and use will create negative outcomes,
including bias, privacy violations, job loss, cyberattacks, exposure of sensitive information,
and wider societal or existential harms.

Why does Al risk affect your whole organization?

Al incidents can change how you operate, damage your brand, affect revenue and stability,
and create safety or ethical concerns for staff, customers, and stakeholders, which makes
Al risk an organization wide issue.

What are common misconceptions about Al risk?

Many assume Al risk is only a technical issue, but real incidents show impacts across
reputation, regulation, operations, security, and deepfakes that affect the entire
organization. Others see Al governance as a blocker, when it actually prevents
malinvestment and duplicate efforts by overseeing Al initiatives across the business.

What are the five main Al risk categories?

You should focus on reputational, regulatory, operational, security, and deepfake and
disinformation risks, which appearin realincidents in large companies.

How does Al create reputational risk?

Biased, offensive, or simply incorrect outputs can quickly erode trust. Google’s Bard error
in 2023 contributed to an Alphabet market value loss of around 100 billion dollars.

How does regulation increase Al risk?

New laws and stricter enforcement create higher consequences for misuse. Clearview Al’s
privacy breaches led to sanctions and multimillion dollar fines across several regions.

How can Al failures cause operational risk?

Al driven decisions in supply chains or pricing can misread demand or value. Zillow Offers
overpaid for homes and then recorded large write downs, closed the program, and laid off
staff.
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What Al security threats should you monitor?

You should monitor prompt injection, compromised or backdoored models, training data
poisoning, and adversarial attacks that cause misclassification and can expose broader
system weaknesses.

Why are deepfakes a major business risk?

Deepfakes can enable fraud and market manipulation. A deepfake CFO led to a 25 million
dollar transfer at Arup, and a single fake smoke image helped trigger a market sell off.

How can you assigh accountability for Al outcomes?

You can define human in the loop structures where named individuals or teams hold legal
and operational responsibility for deployment decisions, monitoring, maintenance, and
auditability of high impact models.

How does data quality affect Al risk?

If training or real world data is incomplete, inaccurate, or biased, Al systems can learn
flawed patterns and produce unfair or incorrect results that increase risk.

How should you improve Al data quality?

You can audit datasets for completeness, accuracy, and representation, measure bias, and
use techniques such as data augmentation or targeted collection to balance
underrepresented groups.

Why should you monitor Al in production?

Monitoring helps you detect performance drops, fairness issues, or changes in input
patterns so you can respond before isolated errors turn into systemic, high impact risks.

What is an Al governance framework?

An Al governance framework is a set of policies and processes, led by a cross functional
body, that guides how you design, deploy, and monitor Al systems across their lifecycle.

Why do you need a holistic Al risk approach?

Al introduces new types of risk that traditional frameworks do not fully address, including
algorithmic bias, misinformation, and complex ethical questions, which require tailored
practices.
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Which frameworks can support Al risk management?

You can use the NIST Al Risk Management Framework and ISO/IEC 42001:2023 for an Al
Management System as references for structured, Al specific risk management.

What is the difference between Al strategy and Al governance?

Al strategy defines how you will apply Al to meet business goals. Al governance ensures
that Al initiatives follow ethical standards, regulatory requirements, and risk controls.

How does Al governance reduce duplicate effort?

By tracking Al solutions, bringing risk into feasibility studies, and monitoring projects
across the organization, Al governance helps prevent malinvestment and duplicate use
cases.

Why do you need training and culture change for Al risk?

Specialized training and a culture that values ethics and risk awareness help your teams
design and deploy Al systems that follow governance policies and avoid harmful outcomes.

Why should you build dedicated Al risk teams now?

Dedicated teams help you manage Al risks effectively, protect operations and strategy, and
use Al technologies ethically and efficiently in a competitive environment.

How can Trace3 support your Al risk work?

Trace3 helps you define Al vision, operationalize trustworthy Al, and design and implement
Al infrastructures that integrate with your existing systems.

Why does Al risk management matter now?

Al incidents have already led to multibillion-dollar losses, sanctions, and major operational
failures, making unmanaged Al risk a direct threat to business stability and brand trust. At
the same time, new regulations and frameworks such as the EU Al Act, NIST Al RMF, and
ISO/IEC 42001 are raising expectations for structured, auditable Al risk management.

Who is Al risk management for?

Al risk management is organization-wide, involving legal, risk, compliance, security,
engineering, and ethics teams through a cross-functional Al Governance Body. Business
leaders and product owners also share responsibility by aligning Al use cases with strategy
and applying governance standards to new and existing Al systems.
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Related Trace3 Blogs

Understanding Artificial Intelligence (Al) Compliance: Examples, Legdislation, and Best

Practices

4 Words to Supercharge Your GenAl Security Strategy

From Inbox to iMessage: Securing the Unseen Paths of Social Engineering Attacks

Contact

Want to know more? Contact us at Trace3.com.
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