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Purpose of the Survey:
Outlining thorough model validation procedures is necessary in today’s compliance landscape. It’s

important for financial institutions to be aware of what potential shortcomings their software or

AML program have in order to remediate the risks before they can become a devastating

complication. Coupled with the continuing scrutiny financial institutions face from regulating bodies

to meet the highest standards of AML compliance, the model validation process can be a headache.

But it doesn’t have to be.

In this survey we go over how our respondents handle the model validation process; how often

they conduct them, what methods they use, and what areas of their AML program were found to

be problematic. We hope that the information provided will be a helpful guide for AML

professionals and continue to shape the qualities that define a thorough model validation.

Here are just some of the questions we will cover: What programs have you completed a model

validation on? When was the last time you conducted a model validation? Who conducted your

model validation? What methods did you use to to remediate any issues found?

Purpose of this Report:
The purpose of this report is to summarize and

demonstrate the overall findings of this survey. A

detailed version of this report showing a

comparison to our previous results, as well as how

community banks handle Model Validation

Procedures is also available. To receive a copy,

please send us an email requesting a detailed

copy of these survey results.

mailto:newsletter@arcriskandcompliance.com
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Demographic Results:
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25.5% of respondents are regulated by the

New York State Department of Financial

Services (NYS DFS).

Conducted a Model Validation:

New York State Department
of  Financial Services (NYS DFS)

72.3% of respondents have conducted a model

validation on one or more of their AML

compliance programs/models at some point

with their current institution.

Have You Conducted a
Model Validation?
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Just over two-thirds (67.6%) of our

respondents utilize licensed AML

software. 32.4% use hosted software.

Hosted or Licenced?

When Was the Last Time You Conducted a Model Validation?
Most respondents have conducted a model validation within the past 12 months (41.2%).
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Most respondents conduct

model validations once a

year (41.2%). There was

also a noteworthy group

of respondents that

conduct model validations

every two years or

longer (32.4%).

How Often Do You Conduct
Model Validations?

The most common

program to be validated

by our respondents is the

BSA Program (91.2%).

What Programs Have
Been Validated?
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85.3% of respondents said data

mapping/validation was included in

the model validation.

Data Mapping

52.9% of respondents

utilized an AML

specialized consulting

firm to conduct their

model validation.

Who Conducted Your
Model Validation?
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55.9% of respondents had statistics for both threshold analysis and small change testing produced

during their model validation.

Threshold Analysis/Small Change Testing

91.2% of respondents had their

policies and procedures reviewed

during their model validation.

Policies & Procedures
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When compared, 58.1% of respondents found some gaps between their policies & procedures

and their model/system. 38.7% had no gaps.

Policies & Procedures Gaps

58.8% of respondents’ scenarios match the risk mitigation listed in their risk assessment. 32.4%

of respondents’ scenarios somewhat matched the risk mitigation.

Risk Mitigation
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88.2% of respondents believe that a model

validation has helped with regulatory

compliance.

Regulatory Compliance

For those respondents who don’t

believe a model validation has

helped with regulatory

compliance, 75% have said that

due to the large number of

recommendations there is an

increased focus and pressure on

the compliance department

which has made it more difficult

to keep up with day-to-day work.

Why Hasn’t it Helped?
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79.4% of respondents conducted their

model validation due to regulatory

requirement. 20.6% conducted their

model validation unprompted.

Regulatory Requirement

Issues

52.9% of respondents discovered between 1-9 issues through their model validation; 29.4% found

between 10-19 issues; 14.7% of respondents didn’t find any issues.
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Of the issues discovered, 44.8% of respondents said between 1-4 were considered critical, whereas

37.9% of respondents said that none of their issues were considered critical.

Critical Issues

Issue Areas
After conducting their model validation, 48.3% of respondents had issues with threshold analysis.

41.4% apiece had issues with country codes and gaps between policies & procedures and the

model.

13
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Post model validation, 58.6% of respondents remediate any issues found internally; with compliance

and IT. 34.5% utilize a combination of internal and external resources.

Remediation

Remediation Costs
69% of respondents said their

remediation was less costly than

the model validation. 31% said

the remediation was more costly
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Reasons for Not Conducting a Model Validation
Of the respondents who have not conducted a model validation, the main reasons cited were

budgetary constraints as well as no regulatory requirement (both 30.8%).

Planning

For the respondents who have not

conducted a model validation, 69.2%

indicated they were planning to in the

future.

Did Not Conduct a Model Validation:
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Of the respondents who have not conducted a model validation, 38.5% plan on conducting one in

the next 12-18 months. 30.8% are planning on conducting one in the next 3-6 months.

When

For the respondents who haven’t conducted a model validation but plan to, 76.9% plan on

conducting it on their BSA program.

Potential Programs
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Conclusion:
All processes within a business need some form of

checks and balances to make sure they run

smoothly, from employee progress reports to

factory safety seminars, all of these processes

need to be maintained and monitored to ensure

continued success. AML compliance is no exception.

The best way to maintain a healthy anti-money

laundering (AML) program and systems is through

a model validation, a periodic review to ensure everything is operating as intended. The purpose

of this survey was to find out how our respondents go about this process and share the best practice

with the industry.

Overall, our survey participants represent a BSA/AML/OFAC compliance officer at a state licensed

or chartered retail or commercial community bank with between $1 billion to $10 billion in assets,

a medium risk rating, and are not regulated by the New York State Department of Financial Services

(NYS DFS). The majority of respondents maintain their AML software on a licensed system. Most

respondents have conducted a model validation, and for those that have it was primarily within

the last year. It was most common for respondents to complete their model validations once a year,

but there was also a large group who conduct them every two years or longer. While the OCC

guidelines only mention a periodic review, outside of two years changes that naturally take place

over time begin to diverge from compliance standards. Respondents typically utilized an AML

specialized consulting firm to conduct their model validations and the most common program to be

validated was the BSA Program.

Data mapping as well as threshold analysis and small change testing statistics were common

component to respondents’ model validations. They were also likely to have their policies &
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procedures reviewed during the process. When compared, most respondents said they found some

gaps between their policies & procedures and their model/system.

The majority of respondents’ scenarios match the risk mitigation listed in their risk assessment, which

shows the proactive stance compliance is taking on this issue and should demonstrate well for

regulators. Most respondents have said that a model validation has helped with regulatory

compliance. For those that responded that it hasn’t helped, it is mostly because that due to a large

number of recommendations there is an increased focus and pressure on the compliance department,

making it difficult to keep up with day-to-day work.

Most respondents completed a model validation due to regulatory requirement. It was typical for

respondents to discover between 1-9 issues post model validation; however discovering 10-19

was also common. Of those issues, respondents defined about 1-4 as being critical, with the most

common issue being threshold analysis. When remediating issues, most respondents utilized internal

resources; through compliance and IT. The remediation process was usually less costly than the

model validation itself, which is not surprising if a financial institution receives a thorough report

outlining the issues and utilizing internal resources.

For the respondents who have never conducted a model validation, the most common reasons were

budgetary constraints and no regulatory requirement. However, the majority are planning on

conducting one in the future, typically within the next three months to a year. They would want to

focus the model validation on their BSA and OFAC programs.

Some of the responses provided a surprise while others did not. A more detailed report with

comparisons to our previous model validation survey as well as a breakdown on community banks,

the most common response demographic, provides more specific details and is available if you

visit http://www.arcriskandcompliance.com/surveys/

mailto:sales@arcriskandcompliance.com
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AML-ology is the study of AML trends, challenges, and solutions for banks and non-bank financial institutions

alike. We have found that there are a lot of discrepancies in the financial industry about what is common/best

practice regarding AML compliance, what precautions need to be taken in order to properly safeguard

institutions against potential threats and exploitations, as well as what is considered sufficient knowledge to

manage the various preventative programs put in place. We believe that the success of an AML program depends

on communication, not just within a single institution, but communication among the AML community as a

whole. It’s important to understand how AML professionals and financial institutions across the country, and

potentially the globe, are handling the day-to-day risk and compliance hardships facing their organization in

order to create a network of information and communal problem solving that could potentially be helpful or

translatable to other organizations.

We provide this report as a value-add to the compliance community to better the anti-money laundering

community as a whole. Thank you to everyone who participated. We hope you will participate in future surveys

as well.

ARC Risk and Compliance (www.arcriskandcompliance.com) is a consulting company that specializes in

anti-money laundering (AML) compliance and the technology that supports your AML compliance program. For

us, this specialization includes BSA, OFAC, KYC/CDD and FinCEN 314(a). We are “The AML Specialists”.

We can bridge the communication gap between what compliance needs and IT can support with the system

they have. We believe that in order to bridge the gap between compliance and IT, the expert needs to be able

to communicate to both departments, have knowledge and experience in both, and provide experienced

solutions. We’ve been able to combine that knowledge and experience for a more thorough solution addressing

both the compliance and IT requirements. Nearly all of our services have an element of technology and

compliance so our approach reassures a better rate of success.

Many of ARC Risk and Compliance’s team helped pioneer AML technology in the industry. They were leaders

in designing, developing and deploying the leading AML software vendors of today. In addition, our team has

a strong compliance background that can assist banks with their regulatory challenges and other compliance

matters. To learn more about ARC Risk and Compliance or our services, please contact us!

Contact Information:
(P) (855) ARC-5995 • (E) sales@arcriskandcompliance.com

About ARC Risk and Compliance

About AML-ology
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