How small banks may avoid Bank Secrecy Act (BSA)
and Anti-Money Laundering (AML) validation setbacks

The Federal Reserve, the Office of the Comptroller of the Currency ,
and the Federal Deposit Insurance Corporation have all published

guidance explaining how risk managers should meet Bank Secrecy
Act (BSA) and Anti-Money Laundering (AML) compliance require-

ments. As more banks have started using BSA and AML models for

operational efficiency, the need for effective model risk management
framework has emerged.

SR 11-7 or the Guidance on Model Risk Management by the Fed
and OCC outlines the regulatory expectations on banks’ model risk
management framework, including the elements which should be

subject to required model validations. Model risk management
expectations for BSA and AML models were further clarified in SR
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21-8 or the Interagency Statement on Model Risk Management for
Bank Systems Supporting BSA and AML Compliance.
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model and the internal BSA and AML programs are connected.
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Model validations
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bank to support its regulatory compliance, as well as its internal risk management effort.
Make sure that the vendor you choose to work with can perform the validations of their high-risk models. It is even better when they have all the
quantitative and qualitative background and the experiences required in all
aspects of developing and implementing BSA and AML models.
Have more model risk questions? Ask our Model Validation team.
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Jeison Gil
Senior Quantitative Analyst
Jeison Gil is a Senior Quantitative analyst and Manager for KDOA. He has over 10
years of experience in quantitative finance, which has been devoted to Model Risk
Management, Hedging of Commodities, and Research. For the last 7 years, he has
been dedicated to Model Risk Management, with a focus on Model Validation, working
for Tier 1 banks in the United States and Europe.
Jeison has validated a wide range of models including ALM (Empyrean and other
vendor models), CECL (Abrigo), BSA/AML (Verafin and machine learning models) and
various other Credit and Market Risk Models including capital stress testing.
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