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Executive Summary: The Al Mandate and the
Compliance Reality

Across the financial services industry, the directive is clear: find ways to use Al. Boards are
asking for it, executives are funding it, and regulators are acknowledging that Al will play an
increasing role in oversight and risk management. But compliance is not like other business
functions. Where other departments can experiment, compliance requires something else
entirely: precision, predictability, and proof.

At Red Oak, we believe in Al—and we believe it should be applied in a way that increases
compliance and business protection, rather than increasing risk.

Firms should leverage Al where it genuinely provides value: accelerating reviews, classifying
documents, identifying anomalies, and improving oversight. But they must avoid applying it
where it introduces risk or undermines control.

Our philosophy is simple: Compliance should adopt Al, not surrender to it.

The purpose of this white paper is to introduce the concept of Compliance-Grade Al™; an
architectural approach designed specifically for the rigor, transparency, and auditability that
compliance demands.

Our position isn't anti-Al. It's not about hype. It's about accountability. And it's a deliberate

counterpoint to the new wave of “Al-native” solutions flooding the compliance market -
solutions that promise innovation but almost always introduce unquantifiable risk.
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Compliance Requires Precision, Not Prediction

Compliance exists to enforce rules, not interpret them. The purpose of a compliance system
is to eliminate uncertainty, not introduce it. Generative or “Al-native” systems are built on
probabilistic reasoning. They predict likely answers, generate plausible content, and
constantly adapt based on inputs, which can be powerful in domains like marketing,
customer support, or search.

In compliance, however, every action must be defensible. Every outcome must be auditable.
Every exception must be explainable. These three things must remain constant, all while
regulations are shifting in a deeply nuanced industry.

The danger of Al-native systems is subtle but fundamental. When an Al system “analyzes” or
“creates” disclosures, policies, or communications, it isn't following a rulebook—it's making
predictions. Even if it's correct 99% of the time, that remaining 1% represents a compliance
failure. And in a regulated environment, one wrong disclosure, one misclassified
communication, or one untraceable Al decision is not a small incident, it's a regulatory event,
which could lead to fines, suspensions and even prison time.

Introducing Compliance-Grade Al™

Compliance-Grade Al™ represents our philosophical approach to Al architecture, built around
the sober realities of highly regulated financial environments. It blends automation and
intelligence without ever sacrificing control. Its principles are straightforward but
uncompromising:

1. Compliance-First Engineering
Every feature, workflow, and automation must strengthen—not dilute—compliance
integrity. Systems are engineered for auditability, security, and determinism. The goal

is not to make Al do more, but to make compliance teams work smarter and more
efficiently without losing control.
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2. Agentic Architecture

Compliance-Grade Al™ operates through agentic systems: goal-driven processes that
achieve specific compliance objectives through a structured sequence of steps.
Instead of training an Al to “learn compliance,” we program Al agents to perform
compliance.

For example, an agent might identify a document type, locate the applicable
disclosure rule, apply it, and record the action—all within a clearly defined, auditable
workflow. Each step is transparent, retraceable, and reviewable.

3. Model-Agnostic Flexibility

For truly Compliance-Grade Al™, models are tools, not authorities. Red Oak’s systems
can use large language models (LLMs) or machine learning classifiers where
appropriate (e.g., for natural language categorization or context recognition), but
never allow those models to autonomously drive compliance outcomes. Because we
focus on the architecture of compliance systems and workflows, the LLM itself
matters significantly less.

4. Designed by Compliance Professionals

Red Oak'’s solutions were engineered by people who've lived the compliance lifecycle:
the manual reviews, the policy mapping, the disclosure tagging, the audits. They know
the anxiety that comes with the personal liability held by CCOs, and that experience
informs how automation and Al can accelerate workflows without compromising
defensibility.

Compliance-Grade Al™ doesn't just speak the language of compliance - it was
forged by it.
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Compliance-Grade Al™ vs. “Al-Native” Guesswork

Nowhere is the difference between Compliance-Grade Al™ and “Al-native” tools more visible
than in how “Al-native” vendors handle disclosures. These vendors promise to “generate” or
“analyze” disclosures using custom models (more on this later). On paper, that sounds
impressive. In reality, it's a red flag.

Disclosures are not creative content, they are legally mandated statements that must be
exact, appropriate, and contextually applied. A model that creates, interprets, or analyzes
disclosures introduces unnecessary risk.

Red Oak’s Disclosure Manager with Disclosure Intelligence, for example, automates the
process intelligently without crossing that line. "What's the difference?” you might ask. It
doesn’t generate text. It identifies the right disclosure from a centralized, intelligent library,
applies it where it belongs, and documents every step. This achieves the same efficiency
benefits as Al-native systems, but with no hallucinations, no ambiguity, and no risk of
inconsistency. That's the heart of intelligent automation: using Al to eliminate repetitive work
without introducing uncertainty.

The difference is profound. Al-native tools guess at compliance. Compliance-Grade Al™
does not.

The Data Advantage: 15 Years of Real
Compliance Knowledge

Al systems are only as good as the data and context they’re built on. Red Oak has a 15-year
history in compliance technology, serving financial firms, broker-dealers, wealth managers,
and investment advisors who operate under some of the strictest regulatory regimes in the
industry. That history isn't just experience; it's an institutional dataset. It represents millions
of real compliance decisions, patterns, and workflows refined over time. That's exponentially
more data than any individual firm might have, so the promise of “we will train our model on
your unique data so that it fits your unique needs” is far less compelling than it sounds.
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When Al-native startups attempt to “learn compliance” from scratch, they’re doing so without
that context. Their models are often trained on generalized corporate data, scraped content,
or limited pilot sets. The result is intelligence that looks impressive but doesn't map to the
realities of regulated workflows. Red Oak’s long-term foundation provides something much
more valuable: a deep, structured understanding of compliance behavior that informs
automation design from the ground up. In other words, our Al doesn’t need to guess what
“good compliance” looks like. It's built on it.

For example, we can quantify the impact of our Al solutions in ways that most vendors
simply can’t. Our Al Ad Review capability has facilitated a documented 54% reduction in time
to approval—a figure derived from real-world data collected across active Red Oak clients.
And that 54% gain is on top of the 35% efficiency increase those clients were already
realizing through our existing compliance management solutions. This level of measurable
improvement is only possible because we have more than 15 years of real-world data to
benchmark against. We can backtest, contrast, and validate performance changes over time
within live production environments, ensuring that every claimed efficiency gain is verifiable,
reproducible, and what our clients can actually, reasonably expect.

By contrast, many of the Al-native compliance vendors flocking into the market with bold
claims of “90% efficiency gains” are doing so without any established baseline or controlled
test data. Those numbers sound impressive, but they're speculative at best, and that's a
serious issue in a regulated space. If you or your firm made that kind of unsubstantiated
performance claim publicly, FINRA and the SEC would be knocking on the door asking for
the evidence.

Red Oak doesn't have to invent its numbers. We can prove them because our technology is
deployed, measured, and refined in real compliance environments every single day.

Data Privacy, Model Risk, and the Efficiency lllusion

Al-native systems often tout “custom model training” as their differentiator. They invite firms
to train models on proprietary data to create “firm-specific” intelligence. On the surface, that
sounds compelling. In practice, it creates three serious problems:
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1. Data Privacy and Exposure

Training a model requires giving it access to firm data, which often includes regulated
communications, internal workflows, and client materials. To say the least, we have
been shocked to learn that some of these Al startups are even feeding their clients’
account information into the LLM. Remember—and we cannot stress this enough—Al
native means that every bit of data that platform has access to is being fed into the
model. Even in secure environments, this introduces new risk vectors: data leakage,
misuse, and compliance scope creep.

Ask yourself, “would | ever give ChatGPT access to my IRA? Let it have access to my
account numbers and login information?” We wouldn't.

2. Operational Burden

A custom model isn't static. It must be retrained as regulations evolve, firm practices
change, or data drifts. That requires technical expertise and constant vigilance.
Suddenly, compliance officers are managing model lifecycles, versioning, and
validation. These are roles they were never meant to fill and undermines the entire
point in adopting Al in the first place. Teams are already over-burdened and
under-staffed.

3. The Efficiency lllusion

The promise of speed collapses under the weight of oversight. When compliance
teams must spend time reviewing Al outputs, tuning models, and documenting their
behavior, the net gain disappears. Custom models don't alleviate these issues in
the real

Al should reduce the burden on compliance, not transfer it into a new, unmanageable form.
And that’s the core contradiction of the “train-your-own-model” approach: it increases

complexity, rather than eliminating it.
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Agentic Al vs. Custom-Trained Models: Why One
Works and the Other Fails for Compliance

Custom-trained models depend on the idea that compliance can be learned. Feed the Al
enough examples, and it will eventually recognize what's compliant and what'’s not. But
compliance isn't pattern recognition, it's policy execution. It's context, judgment, and rule
enforcement within defined parameters. A model trained on business data can approximate
that for a while. But as soon as regulations shift or internal policies change, that model’s
understanding is obsolete. Retraining starts the cycle over and introduces the risk of “drift”
(degradation in performance as new information enters the model) and inconsistency.

By contrast, agentic Al doesn't “learn” compliance. It performs compliance. An agentic
architecture works by breaking a compliance objective into smaller, defined
tasks—classification, validation, application, documentation—and executing them step by
step. Each step is governed by deterministic logic, not statistical inference.

Agentic Al is also explainable by design. Every decision is traceable to a rule, input, or
contextual reference. If a regulator asks “why did the system make this decision?”, there's an
immediate, auditable answer, not a probabilistic confidence score.

In other words:

+ Custom models try to predict compliance.
« Agentic Al executes a series of well-defined steps towards a specific
compliance outcome.
That'’s not just a philosophical distinction. It's a structural one, and it's the reason only

agentic systems can truly meet regulatory expectations for traceability, reproducibility, and
control.

The “Flood of Results” Problem

Some interesting feedback we've heard from both clients and prospects is that, during
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demos with other vendors, it looks like those systems are producing “more results” and
“more feedback” than what they see in Red Oak’s Al. At first glance, that can seem
impressive—more alerts, more flags, more action. But it's worth asking a simple question:
is more actually better?

Do you really want to sift through more noise? Is your compliance program so fundamentally
flawed that there are truly that many errors and red flags to surface? Or is it more likely that
the system itself is context-blind, flooding your reviewers with irrelevant or redundant
information that must still be reviewed, triaged, and cleared? When you look closer, “more
results” often means more clutter, not more clarity—and that’s not efficiency. That'’s friction
disguised as insight.

Many Al-native tools simply overwhelm compliance teams with information. They produce
floods of “potential matches,” “possible risks,” and “suggested actions.” This might seem like
intelligence, but in reality it's a distraction. Every false positive adds work. Every irrelevant

alert consumes time. In compliance, volume without precision is a liability.

Red Oak’s Compliance-Grade Al™ takes the opposite approach. It prioritizes signal over
noise. Our systems pre-filter irrelevant or inapplicable results before they reach human
review. That ensures compliance officers can focus on actual decisions, not machine
detritus. Efficiency isn't about producing more data; it's about producing better data because
for compliance professionals, clarity isn't a luxury. It's an obligation.

The Path Forward: Thoughtful, Tactical Al Adoption

Al has enormous potential to reshape compliance operations. But that potential must be
realized carefully. The right question isn't “How can we use more Al?” It's “Where can Al
provide value without introducing new risk?”

Firms that apply Al tactically—using truly Compliance-Grade architectures and intelligent
automation—will gain measurable efficiency while maintaining the control regulators require.
Those who chase Al-native hype will find themselves managing new forms of complexity,
opacity, and exposure.
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The future of compliance is not Al-native. The future is about true Compliance-Grade Al™:

* Purpose-built for accuracy.
« Architected for auditability.
* Trusted by professionals who understand what'’s truly at stake.

Red Oak’s mission is to help compliance teams modernize confidently with automation that
performs like Al but behaves like compliance and uses agentic Al to take measured steps
towards specific outcomes. In the financial services industry, innovation isn't just about
moving fast. It's about doing so while always adhering to the core compliance principles that
protect you, your firm, and your clients.
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