Royal Bank of Canada (RBC) engages in the provision of
banking and financial solutions. It operates through the
following segments: Personal and Commercial Banking,
Wealth Management, Insurance, Investor and Treasury
Services, Capital Markets, and Corporate Support.

Across these segments, RBC offers a broad suite of financial
products and services in Canada with operations in 29 countries
and therefore plays a pivotal role in establishing responsible
policies in the use of Al in advancing its market position.

With the growing use of artificial intelligence (Al) in the
financial services sector, we were concerned about data
governance, fairness, algorithm biases and accountability
during the implementation of Al tools at RBC. We believe that
companies should publish governance principles for the
ethical use of Al in a format accessible to stakeholders.

We were concerned about data
governance, fairness, algorithm
biases and accountability during the
implementation of Al tools at RBC.

Accordingly, as the bank’s implementation of Al expanded,
we engaged to understand the principles governing the use
of Al in a way that explains the ethical considerations of its
implementation and ensures transparency, accountability, and
fairness to users.

In Q3 2020, we began conversations regarding Al and asked
the company to consider publishing its Al principles and
assigning board level responsibility to a director to
demonstrate good governance and hedge for emerging risks.

In early 2021, we met with the company to discuss the
strategy, utilisation and governance of artificial intelligence
(Al). We were pleased to learn that the Al topic had recently
been presented to the bank’s board of directors and that
while the board does not have a designated Al expert, the
topic is discussed at board meetings.

Engagement objectives:
Social:
Al ethical principles

Social:
Al leadership responsibility
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We were pleased to learn that the Al
topic had recently been presented
to the bank’s board of directors and
that while the board does not have
a designated Al expert, the topic is
discussed at board meetings.

As the bank’s Al-related offerings continue to evolve, we
encouraged it to map its Al footprint as a means for
strengthened governance and risk management oversight.
The team said it has been working towards creating an Al risk
profile to share with the board. At RBC, Al augments
customer tools and does not perform decision-making
processes without appropriate human oversight.

The company had not published its principles of ethical Al on
the RBC website, but has published it on the Borealis Al site
and had an internal white paper highlighting such principles,
and emphasised that its practices align with the Borealis Al
institute, a research centre created by the bank driving
research on responsible Al.

The company agreed to consider our request to disclose its
principles publicly, as we emphasised the value of doing this
to alleviate stakeholder concerns. It currently meets regulatory
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guidance for model risk management which includes
validation of Al. The company welcomed receiving our artificial
intelligence materials.

In Q1 2022, during a meeting to discuss the bank’s 2022 proxy
statement, the company noted that the board’s 2021
education agenda included Al risk considerations and
oversight. We continued to press the company for more clarity
on board and senior management level oversight of Al.

In 2023, the company received a shareholder proposal on Al
governance and enhancing the mandates of the governance
committee and the risk management committee to include
an ethics component regarding the use of artificial
intelligence. The proposal was withdrawn given that the
company had met the asks of the proposal but had not
explicitly disclosed the principles.

In response to the proposal, the company disclosed its five
principles for responsible use of Al, along with the board'’s
oversight on strategic direction, plans and priorities of the
bank and how it ensures these facets align with the risk
appetite framework which the board approves annually.

The response to the withdrawn shareholder proposal noted
that the board receives regular reports from the business

segment heads, including on initiatives involving the use of
Al and the risk committee reviews significant and emerging
risks, including those related to the adoption and use of Al.

In response to the proposal, the
company disclosed its five principles for
responsible use of Al, along with the
board’s oversight on strategic direction,
plans and priorities.

Further, in June 2023, we met with the global head of
market and counterparty credit risk and the interim head of
Borealis Al, RBC's lab for Al. The company stated that no
single board member has Al oversight, but it relies on the
expertise of all directors, including those with technology/
digital competencies.

Together, with proxy disclosures and engagement context,
we believe the company has sufficiently addressed board
level Al oversight.

Together, with proxy disclosures and
engagement context, we believe the
company has sufficiently addressed
board level Al oversight.

Later, we wrote to the company and applauded Borealis Al's
leadership in responsible Al and its work on the RESPECT Al
pillars which identify robustness, fairness, model
governance, data privacy and explainability as critical for
responsible and safe Al. We acknowledged the company'’s
disclosure of its five principles for the responsible use of Al
and the board'’s oversight on Al.

Taken together, the RESPECT Al pillars and the disclosure
on RBC's principles and oversight are considered emerging
best practice in disclosing ethical Al principles. As such, we
deem our ask substantially met.

Next steps

EOS will continue to encourage the bank to disclose
its alignment with RESPECT Al pillars and the bank’s
own principles more clearly on its website.

This case study has been fact-checked by RBC to
ensure a fair representation of the work the company
does in Al and EOS engagement on the topic.

Emily DeMasi
Engager
EOS

Case studies are shown to demonstrate engagement, EOS does not make any investment recommendations and the information

is not an offer to buy or sell securities.
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Federated Hermes

Federated Hermes is a global leader in active, responsible investing.

Guided by our conviction that responsible investing is the best way to create long-term wealth, we provide
specialised capabilities across equity, fixed income and private markets, multi-asset and liquidity management

strategies, and world-leading stewardship.

Our goals are to help people invest and retire better, to help clients achieve better risk-adjusted returns and, where
possible, to contribute to positive outcomes that benefit the wider world.

All activities previously carried out by Hermes Investment Management are now undertaken by Federated Hermes
Limited (or one of its subsidiaries). We still offer the same distinct investment propositions and pioneering
responsible investment and stewardship services for which we are renowned — in addition to important strategies

from the entire group.

Our investment and stewardship
capabilities:

@ Active equities: global and regional

@ Fixed income: across regions, sectors and the yield curve
@ Liquidity: solutions driven by four decades of experience

@ Private markets: real estate, infrastructure, private equity

and debt

@ Stewardship: corporate engagement, proxy voting,
policy advocacy

Why EOS?

EOS enables institutional shareholders around the world to
meet their fiduciary responsibilities and become active
owners of public companies. EOS is based on the premise
that companies with informed and involved shareholders are
more likely to achieve superior long-term performance than
those without.

For more information, visit www.hermes-investment.com or connect with us on social media: m u
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