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Al Governance for
the Mid-Market CEO

Why your employees are already using Al with your data — and what to do about it
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Introduction

Right now, your employees are using Al tools with your company's data. Some are using tools you have
approved. Many are using tools you haven't heard of. None of them are doing it maliciously. They have
found tools that make them more productive, and they are using them. That is a reasonable thing to do.

But the exposure it creates — to your intellectual property, your client data, and your regulatory standing
— is real, growing, and largely invisible to leadership. And in 2025, the regulatory environment that
governs what happens when that exposure becomes a breach, entered a fundamentally new phase.

This whitepaper is for CEOs and senior business leaders who want to understand the Al governance risk
their organization faces, what a credible response looks like, and why addressing it requires the
coordinated work of IT leadership, security, and data privacy — not a single tool or a single policy
document.

The Shadow Al Problem

Your Organization Already Has

Shadow Al is not a future risk. It is happening today, in your organization, whether you have a policy
about it or not.
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60% of organizations have already The average breach cost when shadow Al is
experienced at least one data exposure involved is $4.63 million — $670,000 above
event linked to employee use of a public the standard average (IBM, 2025).
generative Al tool (Reco, 2025).

60% $4.63M

The reason shadow Al spreads is simple: the tools are genuinely useful, easy to access, and free.
Employees who discover that a public Al tool can draft a client proposal, summarize a contract, or
analyze a spreadsheet in seconds are not going to stop using it because there is no official policy.
Without a governance framework, employees default to the path of least resistance.

What employees are feeding into public Al tools varies by role. Sales teams are pasting client
information to draft communications. Finance teams are uploading spreadsheets to analyze. Legal and
HR teams are summarising contracts and personnel documents. Each of these actions, performed on a
public Al tool with standard consumer terms, creates potential exposure that the organization cannot
see, quantify, or remediate.

\ IMPORTANT

In regulated industries, the exposure is compounding. A HIPAA-covered entity whose employee

pastes patient data into a public large language model has potentially triggered a reportable
breach — regardless of intent, and regardless of whether any harm resulted. The act of

submitting protected health information to a non-covered third party is itself a potential

violation.

Why Your Current Most acceptable use policies were written before generative

Al existed as a practical consumer tool. They address email,

n n I
POlICIGS Dont internet browsing, file sharing, and USB devices. They do not
Cover This address Al tools that may retain, process, and train on the

data submitted to them.

The vendor data retention question is one that most organizations have never asked: when an employee
submits data to a public Al tool, does the provider retain that data? Can it be used to train future
models? The answer varies by tool and by subscription tier — and in most cases, employees using free or
personal-account versions of consumer Al tools are operating under terms that permit the provider to
retain and use submitted content.

The critical distinction is between a managed enterprise Al deployment — where data processing
agreements are in place, training on submitted data is contractually prohibited, and access is controlled
through corporate identity management — and a consumer Al tool accessed via personal or unmanaged
accounts, where none of those protections exist.
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When Boston BizTech deployed a custom LLM integration for a distribution client, the architecture was
designed from the ground up around protecting the client's proprietary parts catalog data. The integration

ran entirely within the client's controlled environment. The data never left the client's infrastructure. That
design decision required policy work, security architecture review, and privacy assessment before a line of
code was written. It was not an afterthought. It was the foundation.

The EU Al Act Changes the Compliance Landscape

INTERNATION.
¥ .y .. COOPERATION

S

The European Union Al Act entered into force on KEY STATISTIC

August 1, 2024. It is the world's first comprehensive Non-compliance with prohibited Al
practices under the EU Al Act can trigger
fines of up to €35 million or 7% of global
annual turnover — whichever is higher.

regulatory framework specifically governing artificial
intelligence, and it supplements GDPR with a risk-
based approach to Al governance.

The Act classifies Al systems by risk level. Eight categories of Al use are prohibited outright, including
social scoring and real-time biometric surveillance in public spaces. High-risk Al systems — including
those used in employment decisions, credit assessment, and clinical decision support — face mandatory
conformity assessments, ongoing monitoring, and transparency obligations.

For organizations operating in Boston BizTech's target industries, the implications are direct. Pharma
and clinical research companies deploying Al in any patient-adjacent or clinical workflow need to
assess their exposure against the high-risk classification criteria. Financial services firms using Al in
credit or risk assessment are in scope. The question is not whether these obligations apply — it is
whether leadership is aware they apply.

KEY STATISTIC

Gartner projects Al governance spending will reach $492 million globally in 2026, reflecting the
speed at which organizations are recognizing this gap.
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What an Al Governance
Framework Actually
Looks Like

Al governance is not a compliance
checklist. It is an ongoing organizational
capability — a set of policies, controls, and
review processes that determine how Al
tools are evaluated, approved, deployed,
monitored, and retired.

Risk Classification { 7/

Not all Al tools carry the same risk. A tool used
to draft internal communications carries
different exposure than one used to process
patient data or generate legal documents.
Each tool should be evaluated for data
sensitivity, regulatory exposure, vendor data
handling practices, and the nature of the
decisions it influences.

Technical Controls o —

Policy alone is insufficient. Technical controls
— data loss prevention tools, endpoint
monitoring for Al tool usage, enterprise
licensing for approved tools with appropriate
data processing agreements — provide the
enforcement layer that policy cannot.

Ongoing Governance 0—

The Al tool landscape is changing faster than
any other technology category. A governance
framework that is built once and not reviewed
becomes outdated within months. Quarterly
review cycles, with clear ownership and
executive sponsorship, are the minimum
standard.

« & &«
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11 Al Inventory

Before any governance framework can be
built, the organization needs to know what it
is governing. This means identifying every Al
tool currently in use — sanctioned or not —
across every department. It is almost always
more extensive than leadership expects.

’{ Policy Design

The acceptable use policy needs to be
rewritten or extended to cover Al tools
explicitly: which tools are approved, how
approval is requested, what data may and
may not be submitted, what monitoring is in
place, and what the consequences of policy
breach are.

_e Vendor and Contract Review

Every Al vendor agreement should be
evaluated for data ownership provisions,
model training clauses, liability exposure, and
audit rights. This is particularly important for
Saa$ platforms that have quietly introduced
Al features into existing products — often
under updated terms of service that
customers accepted without realizing the Al
implications.
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The Three Roles
That Must Work Together

Effective Al governance cannot be owned by a single function. It requires

the coordinated work of three distinct capabilities, in collaboration with
executive management, that most mid-market organizations either lack
entirely or hold in silos.

The CIO — Strategy and Adoption

The Chief Information Officer owns the Al adoption roadmap — deciding which tools
the business approves, how they are evaluated against business objectives, how the
organization builds Al literacy over time, and how Al investment is measured for return.
Without this strategic layer, Al adoption happens organically and without
accountability.

The CISO — Security and Threat Model

The Chief Information Security Officer owns the security implications of Al deployment:
threat modeling for Al systems, controls to prevent proprietary data from being
exposed in third-party models, shadow Al detection and risk management, and
incident response procedures specific to Al-related security events.

The DPO — Regulatory and Privacy Obligations

The Data Protection Officer owns the regulatory compliance layer: GDPR and HIPAA
compliance for Al-processed personal data, EU Al Act alignment, data minimization in
Al training, consent frameworks, and the rights of data subjects whose information is
processed by automated systems.

In an engagement with a clinical research company, Boston BizTech deployed all three capabilities
in a coordinated program. The Virtual CISO built the information security program, including
controls specifically addressing the client's use of digital tools that processed clinical data. The

Fractional DPO established the data protection framework aligned to FDA, HIPAA, and GDPR
requirements. The Fractional CIO (Boston Bizlech's engagement lead) coordinated both functions
against the business's audit obligations and growth strategy. That coordination — across all three
roles, working from a shared understanding of the business plan — was what enabled the client to
pass multiple audits and win new clinical trial contracts.
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Conclusion

Al governance for the mid-market organization is not a technology problem. It is a leadership problem.

The technology is already in your organization. The question is whether your leadership framework has
caught up with it.

The organizations that address Al governance proactively — before a breach, before a regulatory
investigation, before a client's vendor review surfaces a gap — will be better positioned to use Al as a
genuine competitive advantage. The ones that wait will address it reactively, at significantly higher cost.

Boston BizTech provides Fractional CIO, Virtual CISO, and Fractional DPO capabilities for mid-market

organizations that need executive-level leadership across all three dimensions of Al governance without
the overhead of three full-time hires.

Does your organization have an Al governance policy?

If the honest answer is no — or you're not sure — schedule a complimentary 30-
minute discovery call. We'll assess your current Al exposure and identify the
governance gaps that matter most.

SCHEDULE YOUR DISCOVERY CALL
bostonbiztech.com * 781-943-5130
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