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DOMAIN SCOPE

AI & Algorithmic Risk Governance. This brief addresses the governance architecture implications of the EU Artificial

Intelligence Act for boards and executive leadership teams.

EXECUTIVE SUMMARY

The European Union Artificial Intelligence Act is often described as a technology regulation or compliance framework.

That description is accurate, but incomplete.

For boards and executive leadership teams, the more important signal is architectural: AI systems are being converted

into governed objects that require classification, accountable use, documented oversight, lifecycle controls, vendor

accountability, and evidence of human authority.

The European Commission describes the EU AI Act as the first comprehensive legal framework on artificial intelligence

worldwide and states that it establishes risk-based rules for AI developers and deployers regarding specific uses of AI.

The Act entered into force on August 1, 2024, with staged application dates for prohibited AI practices, AI literacy

obligations, general-purpose AI model obligations, transparency rules, and high-risk AI systems.

For Praesidium Governance, Inc., the EU AI Act matters not because every board must become expert in European

regulation. It matters because it signals a broader governance shift: AI risk is no longer treated only as a technical,

privacy, vendor, or compliance issue. It is becoming a matter of institutional accountability.

I. The Governance Signal

The EU AI Act establishes a risk-based regulatory structure. Beneath that structure is a governance architecture.

The Act does not treat AI as a single undifferentiated technology category. It distinguishes among risk levels, use cases,

actors, obligations, transparency expectations, and system types. The European Commission describes four risk levels

under the Act: unacceptable risk, high risk, transparency risk, and minimal or no risk.

That distinction is significant for boards. It means AI accountability cannot be assessed only by asking whether an

organization “uses AI.” Boards and executives need to understand how AI is used, where it sits in the business process,

what decision or action it affects, what risks it creates, and who is accountable for its use.

That is not merely a legal distinction. It is a decision-rights distinction.

If an organization modifies, integrates, relies on, procures, rebrands, deploys, or permits AI-enabled systems in ways that

affect consequential decisions, governance must identify who authorized that use, who owns the resulting risk, what

oversight applies, and what evidence will demonstrate that oversight occurred.

II. Why This Matters for Boards

The EU AI Act should be read by boards as a signal that AI use is becoming subject to structured governance expectations.
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The European Commission explains that certain AI systems create risks because it may be difficult to determine why an AI

system made a decision, prediction, or action, which can make it difficult to assess whether someone has been unfairly

disadvantaged. For boards, that is the governance issue: AI risk is not limited to system performance. It also concerns

authority, accountability, explainability, oversight, and institutional reliance.

Five board-level implications follow.

1. AI systems must be identified before they can be governed.

An organization cannot govern AI use it has not inventoried.

AI systems should be identified by business function, use case, data dependency, vendor relationship, user population,

decision impact, and lifecycle stage. Shadow AI, embedded AI, vendor-enabled AI, employee-facing AI, customer-facing

AI, and agentic AI workflows all create governance risk when they operate outside a defined inventory and classification

process.

Recent market evidence reinforces this point. Bloomberg Law’s April 2026 AI governance framework report cites Gallup

data showing that U.S. employee AI use increased from 27% in late 2024 to 46% in Q4 2025, while only 22% of employees

said their organization had communicated a clear AI plan or strategy.

That gap is not only an adoption issue. It is a governance gap. AI use can become embedded in work before the

organization has defined acceptable use, prohibited use, human review expectations, data restrictions, vendor controls,

escalation thresholds, or oversight evidence.

2. AI use must be classified by role, risk, and authority.

The central governance question is not simply whether a tool uses AI. The central question is what institutional role the

AI system plays.

Does it recommend? Rank? Screen? Decide? Escalate? Deny? Approve? Generate? Monitor? Detect? Act?

Each function carries a different governance profile. A system that drafts a document does not raise the same governance

questions as a system that screens employment candidates, influences access to services, affects financial eligibility,

supports safety decisions, or initiates action without meaningful human review.

Classification is therefore not a paperwork exercise. It is the mechanism by which the organization determines approval

authority, escalation rules, human oversight, documentation requirements, vendor obligations, and accountability.

3. Delegated authority must be explicit.

AI governance becomes board-relevant when a system exercises, influences, or operationalizes authority.

The governance question is not whether a machine is “autonomous” in the abstract. The governance question is whether

the organization has delegated judgment, discretion, prioritization, evaluation, escalation, or action to a system.

Where AI systems influence consequential outcomes, management should be able to explain: what authority was

delegated; who approved that delegation; what authority remains reserved to humans; what escalation thresholds

apply; what evidence demonstrates oversight; and who owns failures, exceptions, and downstream harm.

Without those answers, the organization may have AI activity, AI policy, and AI tooling, but not AI governance.
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4. Oversight must be evidenced.

The EU AI Act’s implementation architecture increasingly points toward documentation, monitoring, transparency,

reporting, and compliance evidence.

For general-purpose AI models, the European Commission states that the General-Purpose AI Code of Practice is a

voluntary tool designed to help providers comply with AI Act obligations for safety, transparency, and copyright. The

Code was published on July 10, 2025, and the Commission and AI Board have confirmed it as an adequate voluntary tool

for providers to demonstrate compliance. The Commission has also issued guidelines for providers of general-purpose AI

models, clarifying the scope of obligations, describing when providers may need to comply, and stating that Commission

enforcement powers for GPAI obligations begin applying on August 2, 2026.

For boards, the critical point is evidentiary. Governance cannot depend on undocumented assurances that a system was

reviewed, monitored, or controlled.

The organization must be able to show what was approved, when it was approved, who approved it, what risk

classification was assigned, what oversight mechanism applied, what exceptions occurred, what remediation followed,

and what reporting reached management or the board.

Governance is not the document. Governance is the exercised authority plus the evidence trail. For AI systems, oversight

must be defensible when authority is exercised.

5. AI regulation is becoming enterprise-risk relevant.

Bloomberg Law’s April 2025 special report provides useful market-context evidence. It reported that at least 70 publicly

traded U.S. companies had identified the EU AI Act as a risk in annual filings, citing concerns such as compliance costs,

penalties, civil claims, adverse business impact, product changes, and effects on AI commercialization.

The same report noted that AI-related disclosures may drive investor questioning about AI governance and

organizational accountability, including who is accountable for the company’s response to the AI Act.

That is the board-level signal. Once AI regulation appears in investor disclosures, procurement expectations, vendor

contracts, insurance reviews, and enterprise-risk conversations, the issue is no longer only whether the legal department

is tracking regulation. The issue is whether the organization can demonstrate governed AI use.

III. AI Governance Is Becoming an Operational Mandate

Recent market guidance reinforces that AI governance is moving beyond policy awareness and into operational

implementation.

Bloomberg Law’s April 2026 AI governance framework report describes AI governance as an operational mandate

involving risk management, compliance, vendor oversight, and board reporting. The report also emphasizes that legal

departments are being asked to help organizations balance AI-enabled innovation with regulatory, reputational,

operational, data-security, and ethical-use risks.

For boards, this is the central issue. AI risk does not arise only when a company intentionally launches a high-risk AI

system. It also arises when employees, vendors, business units, or embedded software functions introduce AI-enabled
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activity before the organization has classified the use, approved the authority, documented the risk, and assigned

accountability.

Legal, compliance, privacy, procurement, cybersecurity, human resources, and technology teams each have important

roles. But AI governance becomes board-relevant when those functions must be organized into a defensible institutional

system.

That system should address: acceptable and prohibited AI use; employee-facing and vendor-facing AI controls; human

review requirements; disclosure and transparency rules; third-party indemnification and insurance considerations;

auditability and documentation; escalation criteria for material AI risk; and board reporting expectations.

The governance question is not whether the organization has an AI policy. The governance question is whether AI use has

been converted into a governed system of authority, accountability, escalation, and evidence.

IV. The Core Governance Gap

Many organizations will approach the EU AI Act through legal compliance, privacy governance, model risk management,

cybersecurity, procurement, or vendor management. Each is necessary. None is sufficient by itself.

The governance gap appears when an organization has AI policies, AI tools, AI vendors, and AI risk assessments, but lacks

a clear architecture for: who identifies AI systems; who classifies AI use; who approves delegated authority; who owns

system-level accountability; who defines escalation thresholds; who validates human oversight; who maintains

evidence; and who determines when AI use must be suspended, modified, restricted, or escalated.

This is the distinction between AI compliance activity and AI governance architecture.

Compliance activity asks whether requirements have been addressed. Governance architecture asks whether authority,

accountability, escalation, oversight, and evidence have been structurally assigned.

V. Vendor Governance and Boundary Risk

AI governance does not stop at the organizational boundary.

Bloomberg Law’s April 2026 framework specifically emphasizes vendor management and liability, including third-party

vendors, suppliers, service providers, contractors, processors, indemnification, insurance coverage for AI-related claims,

approved AI tools, and contractual provisions.

This is especially important for boards because many AI capabilities enter the organization through procurement,

software updates, embedded product features, outsourced workflows, managed services, or third-party platforms. In

those cases, the organization may not build the AI system, but it may still rely on it, expose data to it, make decisions

from it, or allow it to influence customer, employee, operational, safety, or compliance outcomes.

Vendor governance should therefore answer: what AI functionality is being introduced; what data is accessed, processed,

retained, or reused; what decisions or outputs the organization relies upon; what human review is required; what

warranties, indemnities, audit rights, and insurance provisions apply; what incident-reporting and escalation obligations

exist; and what evidence the organization retains to prove oversight.
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Third-party AI risk is not only a contracting issue. It is a delegated-authority issue.

VI. Current EU Implementation Posture

The EU AI Act remains in staged implementation.

The European Commission states that prohibited AI practices and AI literacy obligations entered into application on

February 2, 2025, and that governance rules and obligations for general-purpose AI models became applicable on August

2, 2025. Following political agreement on AI Act simplification, rules for certain high-risk systems — including systems

used in biometrics, critical infrastructure, education, employment, migration, asylum, and border control — will apply

from December 2, 2027, while rules for systems integrated into products such as lifts or toys will apply from August 2,

2028.

The Commission further states that amendments have been agreed to reinforce the AI Office’s powers and centralize

oversight of AI systems built on general-purpose AI models, reducing governance fragmentation.

This evolving timeline matters for boards because the governance direction is becoming clearer even where compliance

timing is still staged. The regulatory system is moving toward classification, documentation, oversight, transparency,

and centralized accountability for certain AI systems and models.

Boards should not wait for every obligation to become fully enforceable before asking whether management has an AI

governance architecture.

VII. Praesidium Interpretation

The EU AI Act should be read by boards as a signal that AI governance is moving toward documented accountability for

machine-enabled authority.

The Act does not merely regulate models. It pressures organizations to know their systems, understand their role in the AI

chain, document risk decisions, maintain oversight mechanisms, manage third-party dependencies, and produce

evidence that governance occurred.

That direction aligns with Praesidium’s broader governance position: technology-enabled enterprise risk must be

governed above operational technology domains.

AI governance should therefore not be reduced to model validation, privacy compliance, cybersecurity controls, vendor

diligence, or acceptable-use policy. Those functions matter, but they do not substitute for governance architecture.

A board-facing AI governance architecture should be able to answer seven questions: What AI systems are in use? Which

systems create material risk? What authority has been delegated to those systems? Who approved that delegation? What

human authority remains reserved? What escalation thresholds apply? What evidence proves oversight occurred?

If those questions cannot be answered, the organization may be exposed not only to regulatory risk, but to

accountability failure.
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VIII. Board-Level Implications

Boards do not need to interpret every provision of the EU AI Act. They do need to recognize what the Act signals.

AI systems are becoming subject to institutional expectations around inventory, classification, human oversight,

transparency, documentation, vendor accountability, and evidence. The operational effect may arrive through

multinational compliance baselines, vendor representations, enterprise procurement questionnaires, insurance

underwriting, public-company disclosures, regulatory expectations, customer diligence, and litigation discovery.

The practical board question is therefore not: “Does the EU AI Act directly apply to us?”

The better governance question is: “Can management demonstrate that AI-related authority, risk, accountability,

escalation, vendor reliance, and oversight evidence are governed?”

That is the durable issue.

CLOSING POSITION

The EU AI Act is not only a European regulatory event. It is an early signal of how AI risk is being
institutionalized.

For boards, the central lesson is not that every company must become an EU AI Act expert. The central lesson is
that AI systems now require governance architecture: classification, authority, accountability, escalation,
lifecycle oversight, vendor governance, and evidence.

Organizations that treat AI governance only as a compliance exercise may satisfy isolated requirements.
Organizations that treat AI governance as an architecture problem will be better positioned to withstand
regulatory scrutiny, investor questioning, vendor complexity, operational failure, and future cross-jurisdictional
expectations.

AI governance is not mature because an organization has policies. AI governance becomes defensible when
authority is exercised, accountability is assigned, escalation is defined, vendor reliance is governed, and oversight
is evidenced.

SOURCE NOTE

This Domain Brief relies on official European Commission materials as the source of record for the EU Artificial

Intelligence Act, including the European Commission’s AI Act implementation page, General-Purpose AI Code of Practice

materials, GPAI provider guidelines, and AI Office materials. Bloomberg Law’s April 2025 special report, AI: Regulated,

and April 2026 article, AI Governance Framework: A Practical Guide for In-House Legal Teams, are used as market-context

evidence regarding corporate interpretation, disclosure concerns, legal-department readiness, vendor oversight,

operational implementation, and board-reporting expectations.


