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Editorial

Dear readers,

This year, ERNI celebrates an important anniversary - we are turning 30 years
old. What started as a small team in Daniel Erni’s flat in Lucerne has grown
into a global player in the field of Software Engineering - with more than 800
employees in 18 cities in Europe, Asia, and the US. Almost the same age as
the company is the magazine that you are holding in your hands, which has
accompanied you through recent trends and technologies.

A profound boost for digital innovation came exactly 30 years ago, when Tim
Berners-Lee invented the World Wide Web for the broader public. Today, ar-
tificial intelligence is taking the world by storm - a quantum leap in the world
of technology. | can remember some years ago when we were discussing
ChatGPT with colleagues, still on a theoretical level full of excitement about
what it would bring when available to the public. For over a year the tool is
exciting all of us. Companies are finding themselves in the fast lane, racing for
who will deliver a better Al model to deliver more customer value.

Therefore, we have dedicated this edition of .experience to the two topics out-
lined: the company’s 30th anniversary and artificial intelligence. Let us guide
you on a journey from the Al megacycle and its transformation effects through
the development of leadership in the Al era all the way to Al legislation and to
AIDA - ERNI’s own Al model.

I wish you an insightful read.

o

Rafael Botor
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ERNI 1994 and today -
a personal review and

outlook

Our founder Daniel Erni talks about his initial founding
idea, his first days as an entrepreneur and the vision for
ERNI. He reflects on the last thirty years, but looks to
the future with confidence. Because he believes in ERNI

and the ERNIans.

By Daniel Erni, Founder of ERNI

Founding ERNI 30 years ago

It’s 13th October 1994, a rainy autumn day in Horw,
a suburb of 10,000 people in Lucerne, Switzerland’s
tourist city and the capital of my home canton. I'm sit-
ting at a white-coated chipboard panel balanced on two
painters trestles, overlooking the courtyard from my 3
1/2-room flat on the mezzanine floor in the Spitz neigh-
bourhood. | had lived here since 1988 as a student in the
final semesters of business administration, specialising
in banking at the University of St. Gallen, and then as the
business unit leader of a Zurich engineering company.

| had furnished the cheap flat with student thriftiness:
Two mattresses, one in the bedroom, the other in the
parlour, four rattan chairs at the kitchen table, and the
aforementioned makeshift table in my study room: no
pictures, no mounted lamps, no frills. | wasn’t at home
much, either. Once, when a colleague stood waiting out-
side my front door, and nobody opened it, my neighbour
is said to have shouted into the stairwell: “I haven’t seen
him for a long time; he’s probably moved out.”

But on 13 October 1994, | was at home, on holiday, and
immersed in the book “How can | become self-em-
ployed?” My free time in the previous months had been
taken up with in-depth analysis and studies. | drew up
a business plan for my intended self-employment. The
documents | created became increasingly extensive
and eventually filled seven federal folders. The busi-
ness idea: renting out equipment and machines for
hobby craftsmen.

e
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| had already cancelled my employment contract, and
my last day at work was approaching. Unexpectedly, the
project was cancelled at the last minute. The business
plan became redundant. “What am | going to do now?”
was the question that | was thinking about intensely at
the beginning of October 1994. My conclusion was that
| would do what | had learnt to do in my professional
life over the last five years. | was going to sell software
engineering services. “I know that, | can do that!” | was
brimming with confidence. It was clear: | gave up my
well-paid managerial job and threw myself into my ad-
venture full of confidence.



In a spontaneous move, | travelled to the commercial
register office that rainy morning and had the sole pro-
prietorship “ERNI Unternehmensberatung” entered in
the register with the purpose of “providing services in
the field of IT”. | was in a hurry because | was allowed
to list all up-front expenses as costs in the accounts
from the time the company was founded. This is what
the book says: “How can | become self-employed?”. The
costs were negligible at the time, but the economist in
me shone through and accompanied me throughout my
entire entrepreneurial journey.

30 years later

Today, 30 years later, ERNI is a global software engineer-
ing and digitalisation consultancy, employing around
800 people in 18 offices in major cities in Europe, Asia
and the United States. We help our demanding custom-
ers from R&D, IT and business organisations to make
their products better and processes leaner. For many of
them, we connect the physical and digital worlds. That’s
where we are really strong.

At 30 years old, the company has reached an advanced
age for the IT sector - many of its competitors have al-
ready disappeared. | have now reached the autumn of
my working life. What can | look back on? First and fore-
most, my dear family. A wife who has supported me with
kindness throughout all these years, and our four chil-
dren, who are thriving wonderfully. Have | achieved my
vision? If you only look at the facts, probably not. In the
first 10 years, | was only concerned with entrepreneur-
ial survival, but after surviving the dotcom crisis at the
beginning of this century, | became more ambitious. At
that time, | developed a plan to build a large, globally ac-
tive software engineering company, which 30 years later,
when | reached retirement age, would have 100 offices
worldwide, each with 100 engineers offering Swiss Soft-
ware Engineering to demanding customers.

| missed this target by a long way. But what can we
ERNIans be proud of? There are a few things: over 80%
of our employees work abroad, and we generate over
50% of our turnover in five markets outside Switzerland.
The ambition to take Swiss Software Engineering out
into the world is recognisable. This is how we serve the
foreign market. Eighty percent of our turnover comes
from loyal regular customers, over twenty percent of our
employees have been working with us for more than five
years, and an increasing number for more than ten years,
which deserves recognition in our dynamic industry.

The next 30 years

We have become a secure value for many people. They
trust us. We can be really proud of that. Ultimately, our
most tremendous success is that we are still independent
and can decide our own future. What’s next? We will

Image title: The Endeavour of Captain James Cook, who “dis-
covered” the world for England.

continue to determine our own destiny for the next 30
years. | will make sure of that, and | actually started 10
years ago: | handed over responsibility as CEO to my suc-
cessor back then (although | loved the job), and a year
ago, | handed over my role as Chairman of the Board of
Directors (others are much better at this). Subsequent-
ly, the Board of Directors was expanded and rejuvenat-
ed and now includes two women, one of whom is my
eldest daughter, who represents the family’s interests.
A management participation program ensures better in-
volvement of top management. It promotes their pride
of ownership, which | expect will lead to better decisions
and a continuation of sustainable business develop-
ment. The family will fulfil its role as an anchor share-
holder and ensure long-term, stable shareholdings.

And the market? It will develop fantastically: software
engineering, data and artificial intelligence - a mixture
that places the highest demands on our customers’
projects. Many sectors will be affected and challenged.
The world needs Swiss Software Engineering. ERNI will
be there where it needs us: To connect the physical with
the digital world, with a global Swiss engineering mind-
setand highly motivated and competent talents on-site.
Maybe there will be a hundred of them - one day.



Global ERNI milestones:
An overview

By Mireia Ventura, Global Marketing Manager

Highlights 1994 - 2010

Tim Berners-Lee invents Digital filming and
the World Wide Web for O DVDs appear.
the broader public.

Q
Q ‘o -
Q
O O Wi-Fi becomes

publicly available.

1994 1995 1996 1997

ERNI is founded in
Lucerne.

The domain ERNI.ch is

registered among the We achieve our first ISO
first 500 domains in 9001 certificate testifying
Switzerland. our high quality standards.



The Agile Manifesto is
published, leading to
the wide adoption of
agile methodologies in

The iPhone is
introduced into the
market, revolutionising
the mobile phone

High-definition video
conferencing appears
as new technology.

software engineering. industry.
The complete draft of the human
DNA - our Human Genome - is
sequenced.
2001 2003 2007 2010

We deliver our first IVD
(In Vitro Diagnostics)
project, regarding a PCR
blood screening system.

ERNI expands to other
European markets like
Germany, Spain, Slovakia
and Romania.



Highlights 2011 - 2024

2011

We open our first
office outside of
Europe - in Manila,
the Philippines.

-

2016

We open our
MedTech Labs in
Barcelona, Spain
and complete our
first 1ISO 13485
certificate for
MedTech.

Many companies

are developing their

own VR headsets,
including Apple,
Amazon, Sony and
Samsung.

2017

2019

We start working
on projects about
computer vision
technology and
develop apps for
VR (Virtual Reality)
glasses.

—

Quantum computing

becomes a reality.

2020

We contribute

to developing a
diagnostic device
that diagnoses
more diseases

in less time
worldwide.



ChatGPT is launched by The first drug that slows
OpenAl, sparking a surge Alzheimer’s disease is
in Al model adaptation. approved.

10ml ~
VACCINE =~ =

COVID-19 vaccines I
_\

are developed.

2021 2022 2023 2024

We hold a hackathon about
robotics with teams from
around the world.

° (- We release ERNI
We contribute to the AIDA - a generative
first worldwide digital Al platform for our

o PCR development. employees.




ERNI AIDA:
Why your company
needs an internal

ChatGPT

Last year, we embarked on a journey to understand the rise
of Al and why it should matter to everyone at ERNI. After
a thorough analysis, we concluded that to leverage Al fully,
we needed a tool accessible to all employees. Thus, the idea
of having an internal ChatGPT was born.

By Alberto Martin, Innovation Director

Why your company should have an internal ChatGPT:

1. Our use case

ERNI AIDA was launched for all ERNlans early this
year. The application features a simple interface,
so users do not need extensive technical knowl-
edge. They can simply choose the model, adjust
the so called “temperature”, and start using it. This
ease of use has made it a popular tool among our
employees.

2. Impact on productivity

AIDA represents the first step in ERNI’s journey to
accelerate Al adoption. With the tool in place, we
plan to provide training sessions to help employ-
ees maximise its potential. Additionally, we will
organise a tournament to practise the knowledge
acquired. This initiative aims to enhance produc-
tivity and foster a culture of continuous learning
and innovation.
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3. Security and compliance

ERNI AIDA is designed with security and com-
pliance in mind. It adheres to ISO27001 stand-
ards, ensuring that we can use it for confiden-
tial information without the risk of the model
being trained on the provided data or storing
any of it. This level of security is crucial for
maintaining the integrity and confidentiality
of our business operations. Additionally, hav-
inganinternal GPT reduces the risk of employ-
ees using external platforms, thereby prevent-
ing potential leaks of sensitive information.

4, Cost efficiency

We adopted a “pay-as-you-go” approach,
which allows us to avoid being tied to a spe-
cific licence for a particular purpose. This flex-
ibility ensures that we only pay for what we
use, making it a cost-effective solution for our
organisation.

5. Accessibility and updates

The tool is easily accessible and integrat-
ed with the latest models, such as GPT-4o,
DALL-E 3, GPT4-Vision, and text-to-speech
capabilities. This ensures that our employees
always have access to the most advanced Al
technologies, enabling them to perform their
tasks more efficiently. It also incorporates the
ability to upload documents and “ask ques-

the best and most useful use cases for each
area and technology. To date, nearly 400
ERNlans are using the tool for various purpos-
es. This forward-thinking approach positions
us as innovators in the industry and demon-
strates our commitment to leveraging Al for
business growth.

7. General solution with compre-
hensive capabilities

While ERNI AIDA is a general solution designed
to enhance productivity and innovation, our
capabilities extend across the entire spec-
trum of data and Al projects. We specialise in
delivering custom solutions tailored to meet
our customers’ unique needs. Whether it’s
developing advanced machine learning mod-
els, implementing data analytics platforms,
or creating bespoke Al-driven applications,
our team has the expertise to handle it. This
versatility ensures that we can provide com-
prehensive support to businesses looking to
leverage Al for their specific requirements.

Conclusion:

ERNI AIDA not only positions us as innova-
tors but also helps us become more pro-

tions” about them. ductive in our daily work. From a business

perspective, the implementation of AIDA
is a strategic move that can drive signifi-
cant competitive advantage. By leveraging
advanced Al capabilities, we can optimise
operational efficiencies, reduce costs, and

6. Innovation and future plans

We also aim to evolve the tool with new fea-
tures in the field, such as a prompt market-
place, ensuring that we collaborate to share

improve decision-making processes.

Furthermore, the insights gained from
Al-driven analytics can identify new market
opportunities and enhance customer expe-
riences, driving revenue growth. Investing
in such forward-thinking solutions demon-
strates our commitment to staying ahead
of the industry and continuously delivering
value to our stakeholders.
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Leadership in the Al
era: Balancing artificial
intelligence and human
leadership skills

As we stand on the brink of a new era defined by rapid advance-
ments in artificial intelligence, the role of leadership is undergoing
a profound transformation. Al’s integration into various facets of
business operations promises unprecedented efficiencies, insights,
and innovations. However, as we embrace these technological ad-
vancements, we must remember that leadership is not solely about
leveraging cutting-edge tools; it’s also about understanding and nur-
turing the human element within organisations. Let’s explore the
potential of Al to enhance leadership while assessing why human

leaders remain irreplaceable.

By Rafael Botor, CEO ERNI Group

Leadership in the Al age

As in previous times, new technologies such as virtual
meetings and e-mail communication have changed our
leadership behaviour. Recently, Al has revolutionised
various aspects of leadership even more. Advanced al-
gorithms can process vast amounts of data at lightning
speed, providing leaders with previously unimaginable
insights. Predictive analytics can forecast market trends,
optimise resource allocation, and suggest strategic de-
cisions based on historical data. Al-driven tools can
streamline administrative tasks, allowing leaders to fo-
cus more on strategic and creative endeavours.

Moreover, Al can enhance decision-making by eliminat-
ing human biases. Algorithms can objectively analyse
data without the influence of emotions or preconceived
notions, potentially leading to more rational and fair
outcomes. In crises, Al can provide real-time informa-

tion and simulations, helping leaders to make informed
decisions quickly.

Al technologies bring significant advantages. However,
these advancements also pose challenges to human
leadership.

When should leaders rely
on AI’s strengths?

When do they need to apply
critical thinking skills and
emotional intelligence?

Are the ethical standards
of oneself or the organisa-
tion reflected in AI?
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Irreplaceable aspects of human leader-
ship

At its core, leadership is about inspiring, guiding and
nurturing people to achieve common goals. It involves
understanding the complexities of human emotions,
motivations and interpersonal dynamics. Despite cur-
rent advances in Al, the core of effective leadership lies
in qualities that are inherently human. It is, therefore,
essential to recognise and celebrate irreplaceable traits
of human leadership.

Self-awareness allows leaders to recognise their
strengths and weaknesses. This awareness is crucial
when integrating Al into business processes, as it helps
leaders understand where Al can add value and where
human judgement is indispensable. By acknowledging
their limitations, leaders can make more balanced deci-
sions and avoid overreliance on technology.

Empathy, in particular, is a trait that Al cannot current-
ly replicate. Understanding and sharing the feelings of
others is fundamental to building trust and fostering a
positive organisational culture. Leaders who empathise
with their team members are better equipped to address
their concerns, provide support and foster an environ-
ment where everyone feels valued and motivated.

Another irreplaceable aspect of human leadership is the
ability to envision a future and inspire others to work to-
ward it. Visionary leaders possess a unique blend of cre-
ativity, foresight and passion that drives innovation and
progress. They can articulate a compelling vision, rally
people around it and navigate the uncertainties and
challenges along the way.

To navigate these challenges, leaders need creativity
which fuels innovation and problem solving. In an
ever-changing business landscape, creative leaders
think outside the box, generate novel ideas and adapt
to unforeseen challenges. Unlike Al, which relies on ex-
isting data and algorithms, human creativity is bound-
less and can lead to breakthroughs that redefine indus-
tries.

Last but not least, passion is the fuel that drives leaders
to persevere in the face of adversity. It is the emotional
commitment to a cause or goal that inspires others to
follow suit. While Al can process information and sug-
gest logical courses of action, it lacks the intrinsic moti-
vation and emotional drive that characterise passionate
human leaders.
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Human leadership skills and artificial intelli-
gence

To navigate the complexities of the Al era, leaders must strike a
balance between leveraging Al and nurturing their leadership
skills. We consider the following strategies to achieve this bal-
ance:

Invest in continuous learning

Leaders should stay informed
< about the latest developments in
> Al and understand how these tech-

nologies can be applied to their or-

ganisations. Simultaneously, they
should invest in developing their leadership skills
through training and self-reflection. A commitment
to continuous learning ensures that leaders can effec-
tively integrate Al while maintaining a human-centric
approach.

Foster a culture of collaboration

0 O o) sy bringing together diverse per-
pectives, organisations can devel-

g@g op Al solutions that are both tech-
nologically advanced and aligned

with human values. A collaborative approach ensures

that Al initiatives are implemented to enhance, rather
than diminish, the human experience.

Enhance communication

Effective communication is es-

@E sential for balancing Al. Leaders

should transparently communi-

cate Al’s benefits and limitations

to their teams, addressing any con-

cerns and fostering a sense of inclusion. Open dialogue

helps demystify Al and ensures that employees feel
valued and supported during the transition.

Lead by example
@ By demonstrating a commitment
to both technological innovation
@ and emotional understanding,
leaders set a powerful example for
their teams. This dual focus inspires employees to

embrace Al while maintaining a strong sense of em-
pathy and collaboration.

Conclusion

In the Al era, leadership is evolving to encom-
pass technological prowess and emotional
intelligence. While Al offers transformative
potential, human leadership skills ultimately
drive organisational success. By embracing
the potential of Al while staying true to the
core qualities that make us human, we can
create a future where technology and hu-
manity work hand in hand to achieve extraor-
dinary outcomes. As we navigate this exciting
new landscape, let us remember that the
heart of leadership lies in understanding and
empowering the people we lead.
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Embracing the

Al megacycle:
Transformative impacts
on industries and
everyday life

In the evolving landscape of AI, balancing the integration of advanced
technologies with established methods is crucial. For software engi-
neering companies, it is essential to be able to recognise the impor-
tance of leveraging the latest Al innovations like transformer models
and valuing the efficiency of traditional AI techniques. This allows
us to create solutions that are both forward-looking and grounded
in proven methodologies, ensuring that we meet the needs of our
partners in a way that drives meaningful progress while maintain-
ing operational simplicity.

By Patrick Ott, Global Al Director

The release of ChatGPT marked a signif-
icant milestone in the Al megacycle that
has captured the world by storm. The
so-called attention mechanism laid the
foundation for transformer models like
GPT (Generative Pre-trained Transform-
er), which have revolutionised natural
language processing (NLP) and extended
to image and video processing. Today’s
Al systems particularly excel in areas
where humans face challenges, such as
gaining a holistic understanding of large
datasets and capturing the interdepen-
dencies within data items.
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Real-world applications of Al models

Al is transforming industries by boosting operations and
driving growth. For example, it predicts customer behav-
iour from vast datasets, enabling personalised market-
ing strategies and automating customer service through
intelligent chatbots thatimprove response times. In sup-
ply chain management, Al forecasts disruptions and op-
timises logistics to maintain smooth operations.

Generative Al accelerates content creation, helping mar-
keters develop ideas, conduct keyword research, and
analyse competitors, all of which enhance campaign
engagement. Al also optimises business processes, from
HR to inventory control, driving efficiency and reducing
costs. Al-powered chat agents and automation tools
handle administrative tasks like scheduling appoint-
ments and handling emails, streamlining operations and
improving job satisfaction.

Klarna, a global payments platform, leverages Al to dra-
matically enhance productivity while lowering costs. By
using an Al assistant for customer service, Klarna per-
forms the equivalent work of 700 full-time employees,
handling two-thirds of customer queries and reducing
resolution times by 80%. This automation has increased
revenue per employee by 73% and saved the company
$40 million annually. The integration of Al has helped
the platform boost revenue by 27% while keeping oper-
ating expenses flat.

Source:
https.//www.klarna.com/international/press/klarna-ai-assistant-
handles-two-thirds-of-customer-service-chats-in-its-first-month/

https.//www.klarna.com/international/requlatory-news/klarna-
hl-earnings-compounding-growth-generates-27-revenue-rise-
sek-11-billion-profit-improvement-and-over-sek-1-trillion-annual-
ized-gmv/

To mention a case from our own project pool, a partner-
ship with a major transportation company aimed to op-
timise capacities through Al. By developing a machine
learning algorithm, the project improved occupancy
forecasts, helping to distribute passengers more effi-
ciently across assets. Integrating diverse data sources
into a cloud-based platform, and bringing expertise in
machine learning and data engineering enabled better
planning, load management and resource allocation, re-
sulting in enhanced operational efficiency and customer
experience.

Foundational models and their possibil-
ities

Foundational models, large-scale Al systems trained on
diverse data, are revolutionising the Al landscape. These
models go beyond traditional language interpretation
to include multi-modal capabilities, integrating text, im-
ages and other data types. For instance, OpenAl’s GPT-4
and Google’s BERT have demonstrated these multi-mod-
al capabilities, opening new avenues for Al applications.
Foundational models are being developed for various
advanced applications, including autonomous driving,
managing bureaucratic loads, and enhancing deci-
sion-making through querying other models.

The versatility of founda-
tional models allows them
to interact and complement
each other, leading to more
robust and informed
decision-making.

Integrating these models across different domains sig-
nificantly enhances their capabilities. For example, com-
bining image recognition and language models enables
detailed visual and contextual analysis. This cross-do-
main integration is crucial as robots perform more
everyday tasks, promising autonomous performance in
complex tasks across industries from manufacturing to
healthcare.

One exciting application
of foundational models lies
in managing the increasing

bureaucratic load within

companies.

Imagine an Al that interacts seamlessly with both em-
ployees and customers, understanding and streamlin-
ing company operations while providing feedback for
continuous improvement. This kind of foundational
model will revolutionise business processes, increas-
ing efficiency and productivity. The ability to create and
deploy such versatile models will drive innovation and
operational excellence across various sectors, opening
new possibilities and improving outcomes in previously
unimaginable ways.
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The value of older Al methods

While transformers and generative Al are powerful,
older Al methods still hold significant value. They ex-
cel in processing large datasets and handling tasks
like automated warranty claims, risk assessment
in banking, and predicting stock levels for logistics.
Traditional models remain effective in the fraud de-
tection, recommendation systems and predictive
maintenance. Their development, training and oper-
ationalisation are often faster and cheaper than their
transformer-based counterparts.

The software industry as well as the data science
industry should leverage both new and old Al tools,
applying the most efficient technology to each chal-
lenge. Existing business process automations should
remain if they function well, aligning with the princi-
ple of Occam’s Razor: the simplest solution is often
the best. Newer Al models can augment and enhance
existing automation algorithms, increasing produc-
tivity without the need to start from scratch.

Standardised interfaces and data

One crucial aspect that companies should focus on is the
standardisation of internal and external data interfaces,
along with proper data description and cleansing.

Standardising data interfac-
es not only allows for scaling
potential Al use cases but also
accelerates the development of
AI automation by reducing the
manual data engineering
required to make the Al work.

Imagine a standardised interface for booking data in the
airline industry. Al can be employed for quick, text-based
searches of bookings and for changing bookings using
fully automated chat agents capable of interacting with
customers in natural language, including speech. Once
established and properly described, this data could be
utilised to enable other use cases, such as analytics, or
to scale the use case to partner airlines.

Considering the potential for entire industries to agree
on specific standard interfaces - an initiative that could
be championed by tech giants like OpenAl, Google or
Microsoft - company-spanning microservices could be-
come a reality. This would facilitate seamless integration
and interoperability across various businesses, enhanc-
ing efficiency and innovation industry-wide.

Conclusion: Balancing innovation with proven methods

To effectively embrace the Al megacycle, balance cutting-edge technologies with
proven traditional methods. By leveraging the strengths of both, industries can
achieve greater efficiency, innovation, and security. Responsible Al implementa-
tion can transform industries and everyday life, maintaining trust and navigating
the complexities of this new era.
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The EU’s new Al
regulation: Challenges
and key insights for
businesses

Navigating the complexities of Al regulation requires a strategic
approach that balances innovation with compliance. It is crucial
to focus on a comprehensive risk assessment process to identify
and manage the potential vulnerabilities of Al systems throughout
their lifecycle. Only by aligning one’s own practices with evolving
regulatory standards can businesses get support in implementing
Al solutions that are not only innovative but also responsible and
compliant with the latest legal frameworks.

By Jose Oro Margarit, Data Protection Officer

Artificial Intelligence has experienced expo-

nential growth, changing the way we interact

with technology. This rapid development has

prompted the European Union to introduce the

world’s first binding regulation for Al, establish- Al
ing a unified framework for the use and supply

of Al systems within the EU.

In this article, we explore key takeaways and
challenges presented by the new Al Act, focus-

ing on important aspects such as the classifi-
cation of Al systems and the “risk-based ap-
proach” to compliance.

Business leaders in Al-driven industries, both
within the EU and beyond, must consider the
profound implications of this legislation, which
came into effect in August 2024. Non-compli-
ance could result in penalties as high as 7% of [T T
global annual turnover. ‘ l
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What is an Al system under the Al
Act?

‘Al system’ means a machine-based system
that is designed to operate with varying levels
of autonomy and that may exhibit adaptive-
ness after deployment, and that, for explicit
or implicit objectives, infers from the input
it receives, how to generate outputs such as
predictions, content, recommendations or de-
cisions that can influence physical or virtual
environments.

Who is affected by the new Al Act?

The Al Act applies to providers and deployers
who offer Al systems in the EU market, wheth-
er based in the EU or outside, as long as their
systems’ outputs are used within the EU. There
are some exceptions to this scope, but the Act
broadly affects a wide range of businesses.

)
.

9

)
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How are Al systems classified in
the new Al Act?

The Al Act classifies Al systems using a tiered,
risk-based approach. General-purpose Al
models (GPAI), including foundation models
and generative Al systems, follow a separate
classification framework.

Prohibited Al systems

The Al Act prohibits Al systems

that pose unacceptable risks,
can be used to undermine a person’s funda-
mental rights, or may subject individuals to
physical or psychological harm. Examples
include social scoring systems that evalu-
ate individuals based on behaviour, leading
to detrimental treatment, or indiscriminate
facial recognition databases populated
through mass data scraping.

High-risk Al systems

The Al Act identifies several use

cases in which Al systems are
considered high risk because they can po-
tentially create an adverse impact on peo-
ple’s health, safety or fundamental rights,
with some exceptions. Currently, these in-
clude Al systems integrated into products
covered by EU legislation, such as medical
devices, railway systems or criminal activity
analytics.

Minimal-risk Al systems

Certain Al systems intended to

interact with natural persons
or to generate content may pose specific
risks of impersonation. Therefore, such sys-
tems need to fulfil specific information and
transparency requirements. Also, systems
presenting minimal risk for people will not
be subject to further obligations beyond
currently applicable legislation. There are
plenty of use case examples of this kind of
Al system: chatbots, visual/audio content
manipulation by Al systems, photo editing
software, etc.




Compliance for high-risk Al systems

Providers of high-risk Al systems must imple-
ment specific measures to ensure compliance
and mitigate the risks associated with the sys-
tem, including:

1.

Implementation of
an Al risk and quality
management system

2.

Registering high-risk
Al systems on the EU
database before market
release

3.

Conducting conformity
assessments, preferably
starting in the design
phase

4.

Continuously monitoring
compliance, managing
non-conformities, and
reporting incidents to

authorities
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Conversely, minimal-risk systems have
fewer obligations. They primarily focus on
transparency and user information to en-
sure clarity in interactions, label Al-generat-
ed content, and obtain user consent.

One of our recent projects was to imple-
ment a tool to make a holistic risk assess-
ment of our Al applications. For those Al
projects likely to be labelled as high-risk,
Al risk assessment is coordinated by our In-
formation management system team, who
provide support to the business considering
expert inputs from our privacy, information

security and compliance experts. This Al risk
assessment is key to identifying potential
risks and vulnerabilities throughout the Al
lifecycle and improving our overall project
decision-making approach.

As Al continues to evolve, the EU’s Al Act
marks the first of many legal frameworks
that businesses will need to navigate. Un-
derstanding the implications of both cur-
rent and emerging regulations is crucial for
building an effective Al governance system
that ensures compliance.
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