BANK POLICY INSTITUTE

October 27, 2025
Via Electronic Mail

Office of Science and Technology Policy
725 17t Street NW, Washington, DC 20504
Attn: Stacy Murphy, Deputy Chief Operations Officer/Security Officer

Re: Request for Information Regarding Regulatory Reform on Artificial Intelligence

Ladies and Gentlemen:

The Bank Policy Institute! is writing to respond to the Office of Science and Technology
Policy’s Request for Information; Regulatory Reform on Artificial Intelligence.> We support and
welcome the opportunity to contribute to OSTP’s efforts, consistent with the recommendations
of the July 23, 2025 Al Action Plan released by the White House,? to identify priorities for
federal regulatory reform and other agency action necessary to promote Al innovation and
adoption in the United States.*

BPI and its member banks are committed to using Al responsibly in their businesses and
operations. As the Government Accountability Office recently noted, “[f]inancial institutions
are using Al for many activities ... includ[ing] automated trading, countering threats and illicit
finance, credit decisions, customer service, investment decisions, and risk management.”>

1 The Bank Policy Institute is a nonpartisan public policy, research and advocacy group that represents universal
banks, regional banks, and the major foreign banks doing business in the United States. The Institute produces
academic research and analysis on regulatory and monetary policy topics, analyzes and comments on proposed
regulations, and represents the financial services industry with respect to cybersecurity, fraud, and other
information security issues.

2 Notice of Request for Information; Regulatory Reform on Artificial Intelligence, 90 Fed. Reg. 46,422 (Sept. 26,
2025), https://www.govinfo.gov/content/pkg/FR-2025-09-26/pdf/2025-18737.pdf (Office of Science and
Technology Policy).

3 Winning the Race: America’s Al Action Plan, THE WHITE Housk (July 2025), https://www.whitehouse.gov/wp-
content/uploads/2025/07/Americas-Al-Action-Plan.pdf (the “Al Action Plan”).

4 This document is approved for public dissemination. The document contains no business-proprietary or
confidential information. Document contents may be reused by the government in developing the Al Action Plan
and associated documents without attribution.

5 Artificial Intelligence: Use and Oversight in Financial Services, UNITED STATES GOVERNMENT ACCOUNTABILITY OFFICE
REPORT TO CONGRESSIONAL COMMITTEES (May 19, 2025), https://www.gao.gov/assets/gao-25-107197.pdf (“GAO Al

Report”).
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The adoption of Al tools in the financial sector is at a critical inflection point. Although
banks have been using traditional Al and machine learning tools for decades,® the emergence of
generative Al, including large language models (collectively, “GenAl”), has opened the door to
transformational benefits for financial institutions. Federal Reserve Board Vice Chair for
Supervision Michelle Bowman recently stated that Al technologies “have the potential to
transform how business is conducted [for banks], including the way we detect and prevent
fraud, manage risk, and provide customer service.”” We agree.

These opportunities are emerging amidst a regulatory and supervisory environment that
often discourages, rather than incentivizes, responsible Al innovation by financial institutions.
Specifically, some BPI members have experienced difficulty engaging with supervisors and
examiners who may not appreciate the benefits and risk profiles of Al use cases. This can lead
to hesitation, if not risk-aversion, across organizations when it comes to Al adoption.

Further, banking organizations face threats from bad actors who themselves use
cutting-edge Al technology to attack financial institutions, threatening the safety and stability of
banks and their customers. In the face of these threats, banking regulators should adjust their
expectations in order to provide banks with the flexibility needed to deploy Al-based defenses
quickly and safely. To date, one of the most widely adopted Al use cases in the U.S. banking
system has been to harness Al-powered technologies to counter the efforts of malicious foreign
and domestic actors.® As the technologies used by these bad actors become more advanced, it
will be important for banks to be able to embed Al into their defensive toolkits to most
effectively combat these threats.

In March, BPI submitted a comment letter on the Al Action Plan to OSTP, emphasizing
that maintaining U.S. Al dominance requires that banks not only have the ability to adopt Al

& The integration of Al in the form of machine learning within the financial sector traces its origins to the 1980s,
when it was employed primarily to identify and counteract fraudulent activities. K. W. Kindle, R. S. Cann, M. R.
Craig, and T. J. Martin, PFPS - Personal Financial Planning System - AAAI, in Proceedings of the Eleventh National
Conference on Artificial Intelligence, pp. 344-349, 1989.

7 Vice Chair Michelle Bowman, Embracing Innovation, Remarks at the Wyoming Blockchain Symposium 2025,
FEDERAL RESERVE (Aug. 19, 2025), https://www.federalreserve.gov/newsevents/speech/bowman20250819a.htm.

8 See, e.g., GAO Al Report, supra note 5 at 11 (“Al could improve the security of institutions and markets through
better detection of cyber threats and illicit finance ... For example, Al can help combat synthetic identity fraud by
identifying cases that human analysts cannot easily detect.”); Report on Artificial Intelligence, BIPARTISAN H. TASK
FORCE ON ARTIFICIAL INTELLIGENCE, 118th Cong., at 235 (Dec. 2024), https://republicans-

science.house.gov/ cache/files/a/a/aa2eel2f-8f0c-46a3-8ff8-
8e4215d6a72b/6676530F7A30F243A24E254F6858233A.ai-task-force-report-final.pdf (discussing how financial
institutions are using Al for customer identity verification and detecting suspicious activity); Al Innovation Explored:
Insights into Al Applications in Financial Services and Housing, Staff Report, BIPARTISAN WORKING GROUP ON ARTIFICIAL
INTELLIGENCE, H. COMM. ON FIN. SERVS., 118th Cong., at 15 (July 18, 2024),
https://financialservices.house.gov/uploadedfiles/bipartisan_working group on_ai_staff report.pdf (noting that
fraud detection has been a leading Al use case in the banking industry).
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without excessive restrictions, but also have the freedom and incentives to drive Al innovation.?
Since then, some banking regulators have publicly recognized the benefits of Al for the banking
industry. For example, Federal Reserve Board Governor Christopher Waller recently noted that
Al can “improve the efficiency of payments in a number of ways, including through automating
manual tasks, detecting fraud or compliance risks, and now with agentic Al, executing tasks on
behalf of a person or company quickly and cheaply through the use of Al agents.”*° Further,
certain international regulators have welcomed Al adoption by regulated financial institutions.
For instance, the United Kingdom’s Financial Conduct Authority has expressly taken a
technology-neutral, outcomes-focused and principles-based approach to Al innovation by
regulated firms.!

Against this backdrop, this submission aims to advocate for a constructive, calibrated
path forward: one that urges regulators to shift from cautious passivity to active
encouragement through the modernization of legacy model risk frameworks, harmonization of
federal regulations and standards applicable to banks’ use of Al, and comparative parity for
banks and nonbank innovators. In doing so, we seek to partner with OSTP in shaping policy that
prioritizes financial stability and customer trust, while unlocking the potential for banking
organizations to serve customers, markets and the economy more effectively and efficiently.
Accordingly, we urge OSTP to incorporate in its recommendations the following principles to
mitigate undue hurdles and incentivize safe and sound innovation as we enter the next
generation of Al development and adoption.

1) Banking regulators should actively encourage the use of Al by banking organizations
and consider the risks of not innovating.

As emphasized in our March comment letter, risk management is a core pillar of banking
operations and, accordingly, banks have already implemented robust governance structures
and independent risk functions that apply to their use of traditional and emerging Al tools.!?
Financial institutions have enterprise-wide risk management frameworks designed to address
the range of risks presented by Al tools and have extensive experience in adopting emerging
technologies.'?

% Response to Request for Information on the Development of an Artificial Intelligence (Al) Action Plan, BANK PoLicY
INSTITUTE (Mar. 14, 2025), https://bpi.com/wp-content/uploads/2025/03/BPI-Al-Action-Plan-RFI-Mar.- 2025.pdf
(“BP1 March 2025 Letter”).

10 Governor Christopher Waller, The Next Frontier of Payments Innovation, Remarks at Sibos 2025, FEDERAL RESERVE
(Sept. 29, 2025), https://www.federalreserve.gov/newsevents/speech/waller20250820a.htm.

11 Al Update, FINANCIAL CONDUCT AUTHORITY, at 10, https://www.fca.org.uk/publication/corporate/ai-update.pdf.

12 Bp| March 2025 Letter, supra note 9 at 2, 3.

13 For a discussion of banks’ extensive Al risk management, see Navigating Artificial Intelligence in Banking, BANK
Pouicy INSTITUTE (April 8, 2024), https://bpi.com/navigating-artificial-intelligence-in-banking/ (“BITS Al
Whitepaper”).
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Despite these robust controls, banks have encountered supervisors and examiners that
impose unduly burdensome expectations with respect to their use of Al. For example,
members have reported that supervisors and examiners often take a “check-the-box” approach
to compliance measures with respect to Al tools, rather than a holistic, risk-based approach
that evaluates the specific risk profile presented by each use case and model. Although firms
have worked with supervisors and examiners to foster a shared understanding of Al use cases
and tools, the current supervisory approach has slowed down GenAl adoption by banking
institutions.

It took bank examiners several years to reach comfort with cloud technologies — we do
not have the luxury of time when it comes to current and forthcoming Al developments, and
regulators and banks should pursue a more aggressive learning curve on Al. As bad actors
increasingly weaponize GenAl to commit fraud and other crimes against banks and bank
customers,* regulators should encourage, not discourage, defensive Al deployment by banking
institutions to combat such threats. Indeed, the utility of Al to combat fraud in the banking
industry is well-documented,*® and we have outlined in previous comment letters and reports
how banking organizations have long used Al (including traditional machine learning) to detect
and prevent fraud.® The federal government has also recognized the value of Al tools in fraud
prevention, with the Department of the Treasury’s Office of Payment Integrity announcing its
use of machine learning Al to identify check fraud.!” As bad actors adopt increasingly

14 For example, speaking at a Federal Reserve Board conference, OpenAl CEO Sam Altman highlighted how Al can
be used to undermine common multifactor security measures used by banks for customer identity verification.
Fireside Chat between Vice Chair for Supervision Michelle W. Bowman and Sam Altman, OpenAl CEO, FEDERAL
RESERVE (July 22, 2025), https://www.federalreserve.gov/conferences/integrated-review-of-the-capital-framework-
for-large-banks.htm. In a subsequent speech, Vice Chair Bowman noted that the discussion highlighted how
“banks must be able to identify new types of fraud where Al tools mimic customer voices and images, including by
video” and that “[i]t is important that Al developers, bankers, and regulators focus on developing tools that can
detect this type of activity enabling them to confirm a customer’s identity in real time...”. Vice Chair Michelle
Bowman, Thoughts on the Economy and Community Bank Capital, Remarks at the Kansas Bankers Association 2025
CEO & Senior Management Summit, FEDERAL RESERVE (Aug. 9, 2025),
https://www.federalreserve.gov/newsevents/speech/barr20250417a.htm. Similarly, Governor Michael Barr
recently highlighted the risks of GenAl-enabled “deepfake” scams which have “the potential to supercharge
identity fraud.” Gov. Michael Barr, Deepfakes and the Al Arms Race in Bank Cybersecurity: Remarks at the Federal
Reserve Bank of New York, FEDERAL RESERVE (Apr. 17, 2025),
https://www.federalreserve.gov/newsevents/speech/barr20250417a.htm.

15 See supra note 8.
16 See, e.g., BPI March 2025 Letter, supra note 9 at 2; BITS Al Whitepaper, supra note 13 at 3, 18.

17 Treasury Announces Enhanced Fraud Detection Processes, Including Machine Learning Al, Prevented and
Recovered Over S4 Billion in Fiscal Year 2024, U.S. DEPARTMENT OF THE TREASURY (Oct. 17, 2024),
https://home.treasury.gov/news/press-releases/jy2650; see also Guiding and Establishing National Innovation for
U.S. Stablecoins (GENIUS) Act, Section 9(a), Public Law 119- 27, 139 Stat. 419 (directing the Department of the
Treasury to seek public comment on innovative or novel methods, techniques or strategies that regulated financial
institutions use, or have the potential to use, to detect illicit activity involving digital assets, including with respect
to Al specifically).
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sophisticated Al techniques, banks need to be able to deploy defensive Al tools without
unnecessary procedural hurdles and delays.

The current regulatory and supervisory framework requires banking institutions to
engage in months-long model risk reviews and compliance processes before deploying any new
Al tools, even for potentially low-risk use cases. The fear of enforcement actions and adverse
supervisory outcomes can significantly delay Al adoption, including in areas such as fraud
detection, anti-money laundering, counter-terrorist financing, sanctions compliance and
cybersecurity. Our proposed approach requires a fundamental shift that accounts for the risk
of inaction when overseeing Al adoption, recognizing that failure to adopt modern tools in
areas such as fraud detection, illicit finance prevention and cybersecurity can pose equal or
greater risk to banks and the financial system.

Further, in the evolving landscape of Al technical development and use, Al risks extend
beyond those that traditional model risk management (“MRM”) frameworks were designed to
address. Specifically, GenAl and other recent Al advancements present novel cybersecurity,
third-party risk management, data and other risks that are not contemplated nor adequately
addressed by the current framework.'® A functional approach to the regulation and supervision
of Al adoption by banks should adhere to core safety and soundness principles, but should also
operationalize those principles in regulatory guidelines and supervisory expectations that
account for the unique risks and benefits specific to different Al technologies and use cases.
Specifically, BPI recommends that regulators consider the following principles, among others:

(i) Risk-based supervision. Supervisory guidelines should prioritize areas where Al adoption
poses a material risk to safety and soundness (e.g., in terms of potential for bias,
hallucinations) and explicitly weigh the risks of not adopting Al, for instance, in areas like
fraud prevention and cybersecurity. Relatedly, supervisors and examiners must
acknowledge the fundamental non-deterministic nature of GenAl models when
evaluating banks’ use of Al, which necessitates the use of risk management frameworks
and outcome analysis rather than an over-reliance on controls.

(ii) Effective supervisory engagement. Regulators should enhance efforts to ensure that
examination teams have a strong understanding of Al technologies in order to foster
more effective engagement with regulated institutions. To ensure consistent, informed
oversight, supervisors and examiners should undergo, at least on an annual basis, robust
training and education regarding how Al technologies — including traditional machine
learning, GenAl, agentic Al and other emerging forms of Al — work and how these
technologies are used by banking organizations. Opportunities for public-private sector
dialogue outside the supervision and examination process (through forums like the

18 For further discussion of the explainability issue, see BPI Responds to Office of Science and Technology Policy’s
National Priorities for Artificial Intelligence, BANK PoLicy INSTITUTE (July 7, 2024), https://bpi.com/bpi-responds-to-
office-of-science-and-technology-policys-national-priorities-for-artificial-intelligence/ and BPI Comments on the
Uses, Opportunities and Risks of Al in Financial Services, BANK PoLICY INSTITUTE (Aug. 12, 2024), https://bpi.com/bpi-
comments-on-the-uses-opportunities-and-risks-of-ai-in-financial-services/,
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Financial Services Sector Coordinating Council®® and Financial and Banking Information
Infrastructure Committee?® or through regulator-hosted public-private sector “office
hours”) could also enhance mutual understanding of Al-powered tools and their
supervisory implications.

(iii)  Activity-informed frameworks. Different risks arise and can be most effectively
managed at different stages of an Al model’s lifecycle. The regulatory and supervisory
framework should distinguish between obligations applicable to developers and
deployers of Al tools, given the distinct spheres of visibility and risk profiles inherent in
each activity with respect to a given Al use case.?! Banks, typically and traditionally
deployers of Al tools, should not be subject to the same obligations and expectations as
the developers of such tools.

(iv) Cross-agency coordination. Coordination and consistency among regulatory agencies,
with clarity about supervisory expectations, is an essential component of a regulatory
framework that fosters responsible Al adoption. Fragmented approaches create
uncertainty and repetitive compliance burdens that discourage innovation. Regulators
should establish clear channels for information sharing in order to ensure that Al
development and adoption is governed by a harmonized inter-agency approach.

These principles would help shift the supervisory culture from reactive to proactive,
reducing its current chilling effect on Al innovation and enabling banks to adopt Al in a safe and
responsible manner.

2) Regulators should immediately narrow the scope of Model Risk Management
Guidance to exclude Al technologies unless they are used for regulatory capital and
liquidity calculations.

As discussed above, banking organizations have robust governance and risk
management processes in place to manage their use of Al in a safe and responsible manner.

19 The FSSCC is an industry-led, non-profit organization that coordinates critical infrastructure and homeland
security activities within the financial services industry. See www.fsscc.org.

20 The FBIIC consists of 18 financial regulators and is charged with improving coordination and communication
among financial regulators, promoting public-private partnerships within the financial sector, and enhancing the
resiliency of the sector overall. See www.fbiic.gov.

21 The Colorado Al Act, sighed into law on May 17, 2024 and set to take effect on June 30, 2026, reflects such a
distinction. Colorado Al Act, C.R.S. § 6-1-1701 et sec. Under the Colorado Al Act, developers of “high-risk Al
systems” (i.e., Al systems that make, or are a substantial factor in making, a consequential decision concerning a
customer) are subject to certain documentation and disclosure duties not applicable to deployers of such systems,
while deployers are subject to risk management policy and program, impact assessment and customer notification
and disclosure requirements not applicable to developers. This delineation reflects the distinct roles and risk-
management capabilities of Al developers, who control model design and have greater visibility into training data,
design choices and limitations, and deployers, who control context of use and have greater access to end-users.
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The federal banking regulators’ model risk management guidance?? (“MRM Guidance”) informs
and underpins this risk management framework. MRM Guidance provides guidance for bank
supervisors and examiners on how to evaluate models used by banks and directs banks to,
among other things, (i) review model inputs, assumptions, outputs, bias, precision, accuracy,
robustness, stability and reliability, (ii) perform model validation and testing and (iii) adopt and
maintain practices and procedures related to model governance.

However, we believe that MRM Guidance, as it stands now, is not the appropriate
framework under which to evaluate non-deterministic Al models. MRM Guidance is based on
traditional validation techniques, which are built on independently reviewing the input,
processing (methodology and implementation), and output components of a model. This
approach relies on a sequential, lifecycle-based process with clear handovers between
developers and validators, rooted in the “software/model release” paradigm. Although these
techniques may be effective for deterministic Al models (i.e., those that yield the same output
for the same input and process), they are ill-suited to GenAl or more advanced Al models, like
agentic Al models. The non-deterministic nature of such models, where the same input can
yield different outputs, introduces unique challenges not addressed by existing MRM Guidance
which was adopted in 2011 with a focus on capital and liquidity adequacy, long before the
recent transformational advancements in Al.

Moreover, we also believe that MRM Guidance is not always applied in an appropriate
manner. Although MRM Guidance was issued by the federal banking regulators as guidance, it
is often viewed and applied by bank examiners as a rule and a compliance “checklist.” This
dynamic has, in some cases, led banks to adopt overly conservative interpretations of MRM
Guidance that have hindered them from maximizing their innovative potential. To illustrate,
some BPI members have reported several challenges in the application of MRM Guidance to
recent Al use cases, including that MRM processes can delay adoption of new or improved Al
tools by up to nine months as a result of excessive documentation requirements and multi-step
review processes, even for updates to existing vendor services. Some BPI members have also
reported that bank examiners fail to apply a consistent framework to classify Al tools as
models. The result is that banks lack clarity regarding when and under what circumstances
MRM Guidance applies to a given Al tool, which can lead to banks choosing to adopt the
detailed and time-consuming MRM inventory process for all Al models used, including Al
models used by third-party providers.?3

22 See Guidance on Model Risk Management, SR 11-7, FEDERAL RESERVE (Apr. 4, 2011)
https://www.federalreserve.gov/supervisionreg/srletters/sr1107.htm; Supervisory Guidance on Model Risk
Management, OCC 2011-12, OFFICE OF THE COMPTROLLER OF THE CURRENCY (Apr. 4, 2011),
https://www.occ.treas.gov/news-issuances/bulletins/2011/bulletin-2011-12a.pdf; Adoption of Supervisory
Guidance on Model Risk Management, FDIC FIL-22-2017, FEDERAL DEPOSIT INSURANCE CORPORATION (June 7, 2017),
https://www.fdic.gov/news/financial-institution-letters/2017/fil17022.html; Model Risk Management,
Comptroller’s Handbook, OFFICE OF THE COMPTROLLER OF THE CURRENCY (Aug. 2021), https://www.occ.gov/publications-
and-resources/publications/comptrollers-handbook/files/model-risk-management/pub-ch-model-risk.pdf.

2 The application of MRM Guidance to Al features added to products provided to banks by third-party vendors is
particularly problematic. Specifically, some banks have opted to ask vendors to remove or turn off Al features in
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Banks currently augment risk management practices to more appropriately address

evolving Al risks and will continue to do so as the technology advances further. However, the
current rigid application of MRM Guidance to banks’ Al use cases has hindered (and continues
to hinder) Al adoption. Although we acknowledge that the principles of MRM Guidance form
an effective foundation for model risk management (e.g., requiring sound development,
effective challenge, ongoing monitoring), regulators should revise the existing MRM Guidance
with respect to Al to:

(i)

(i)

Clarify that not every use case or model is subject to MRM Guidance. Al use cases or
models that do not drive a business decision and are not related to regulatory capital or
liguidity — such as generative productivity assistants, natural language search, or
financial crimes monitoring platforms — should not automatically trigger MRM
treatment. This will help to reduce the undue conservatism that MRM Guidance
continues to drive, in addition to helping examiners interpret the scope and substance
of the guidance appropriately. For example, use of GenAl for triaging security alerts can
significantly augment human capabilities by summarizing and de-duplicating alerts,
adding context and threat intelligence to focus on the most significant threats. Use
cases such as these where the output is advisory (not customer facing) and low-risk
should be expedited for deployment rather than delayed through MRM reviews and
other procedures. Clear thresholds are needed to distinguish between decisioning
models and utility tools.

Permit adaptive, pattern-based frameworks designed for non-deterministic models. As
noted above, the current MRM Guidance is also not fit-for-purpose with respect to non-
deterministic models, which should be scoped out of existing MRM Guidance. Any new
or modified guidance should include methods suitable and sufficient to evaluate and
monitor risks in these models. Appropriate controls could include ongoing performance
monitoring and drift detection, independent bias testing, and standards for
documenting model use, performance and limitations.

(iii) Tailor procedural expectations to risk. Although MRM Guidance does permit tailoring

based on risk, it can still subject a lower-risk model to overly burdensome expectations
that are disproportionate to the risk posed. Regulators should therefore clarify in any
new guidance that, for use cases and models for which MRM Guidance remains
applicable, banks should be permitted to tailor their risk management and governance
procedures to the level of risk presented by a particular Al use case. Although certain
higher-risk Al use cases may warrant comprehensive validation and testing (e.g.,
because they carry a greater risk of producing biased outputs that could lead to

third-party products in order to obviate the need for a lengthy and unpredictable MRM review. This results in such
banks falling off of the regular update cycle of the vendor(s) because the bank has essentially not adopted the
latest version of the product. In turn, this means that such banks would not receive (or would receive with delay)
the latest updates to the vendor’s products, which could include critical cybersecurity patches and fixes.
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discriminatory actions), lower-risk Al use cases can be subject to simplified control
review and should not necessarily be subject to independent review requirements.

Concurrently, supervisors and examiners should adjust their expectations to align with
these adjustments to MRM Guidance, including by:

(i) Refocusing on actual risk outcomes, rather than procedure. Excessive documentation
does not lead to better processes. Effective Al risk control should prioritize managing
outputs, including intermediate outputs in agentic workflows, and focus on actual
model risk outcomes (i.e., is a model well-controlled in practice), rather than focusing on
procedural details which may or may not add practical value in terms of risk detection or
mitigation in the Al context. To this end, banking regulators should promulgate explicit
guidance that banks may utilize existing and emergent automated compliance
technologies to satisfy MRM requirements, so long as this use is consistent with
generally applicable safety and soundness principles.

(ii) Requiring review of adverse supervisory feedback. Banking supervisors and examiners
should review outstanding “matters requiring attention” (“MRAs”) and “matters
requiring immediate attention” (“MRIAs”) relating to a bank’s use of Al in examination
reports or other supervisory communications, particularly if such MRAs or MRIAs came
to fruition due to MRM Guidance overreach or the application of MRM Guidance in a
manner not consistent with the principles elucidated above. Relatedly, regulators
should expressly permit banking organizations to revise practices and procedures
adopted to meet requirements of prior MRAs or MRIAs that were issued on the basis of
MRM expectations that are no longer applicable in light of the aforementioned
suggested changes to MRM Guidance.

3) Continued Al adoption will require a coordinated, consistent regulatory framework
that is set and implemented by the federal banking regulators.

As we have previously advocated, successful Al innovation and adoption by banks also
requires consistent national expectations.?* However, a number of states and even some
localities have proposed or enacted legislation with differing requirements that are not
consistent with and do not recognize the existing requirements applicable to federally
regulated banks.?> The existence of so many overlapping standards creates operational
frictions and legal challenges for banks that slow down Al innovation and provide little to no
safety and soundness benefits.

For example, the risk teams of some BPI members are investing considerable time and
resources performing gap analyses between the requirements of the Colorado Al Act and their
existing risk management programs and practices, even though these programs and practices

24 BPI March 2025 Letter, supra note 9 at 8, 9.
% See, e.g., Colorado Al Act, C.R.S. § 6-1-1701 et sec.



were already designed in light of the robust and multi-faceted federal regulatory regime
applicable to banks. These efforts to incrementally adjust compliance programs to check the
boxes of state laws, which are often redundant with extant programs and practices designed to
meet federal standards, divert the limited resources of risk teams away from developing fit-for-
purpose strategies and controls to enable the safe and sound adoption of new, innovative Al
use cases and projects.

Al-related policies applicable to federally regulated financial institutions should originate
from the federal financial regulatory agencies and remain consistent with the standards and
principles set forth above. To the extent any generally applicable laws would otherwise apply
to federally regulated financial institutions’ use of Al, such laws should include an entity-level
exemption for firms subject to federal oversight. We also encourage the Administration to
explore other methods to avoid harmful fragmentation in Al policy, including federal
preemption. These measures are particularly necessary in light of nonbank financial technology
companies and other firms adopting Al without the same level of regulatory restrictions, as
discussed further below.

Similarly, although we understand that the OSTP RFl is focused on domestic regulatory
issues, we also suggest that U.S. regulators coordinate with regulators internationally to ensure
globally harmonized standards, address the barriers to Al adoption that stem from the overlap
or disconnect of foreign laws and frameworks from domestic ones, and, accordingly, actualize
the goals of the Al Action Plan.

4) Regulators should also tailor regulations and policies with an eye to achieving parity
between banks and third parties, including vendors and nonbank competitors.

OSTP and the banking regulators should work to ensure that banks are fairly situated
with respect to third-parties, including their vendors and nonbank competitors. There are two
dimensions to this goal, which should be pursued in parallel:

First, regulators should reconsider third-party risk management expectations with
respect to third-party Al models. In addition to MRM Guidance, banks are also subject to third-
party risk management (“TPRM”) requirements obligating them to conduct due diligence on
third-party providers of Al models and ensure on an ongoing basis that any tools or services
provided by such vendors adhere to applicable regulations.?® Although some due diligence
obligations are still manageable (for example, ensuring that technology-agnostic information
security or data protection controls have been established by the third party), challenges stem

% See, e.g., Interagency Guidance on Third-Party Relationships: Risk Management, 88 Fed. Reg. 37,929 (June 9,
2023), https://www.federalregister.gov/documents/2023/06/09/2023-12340/interagency-guidance-on-third-
party-relationships-risk-management (“TPRM Guidance”) (“Conducting due diligence on third parties before
selecting and entering into third-party relationships is an important part of sound risk management. [...] Due
diligence includes assessing the third party's ability to: perform the activity as expected, adhere to a banking
organization's policies related to the activity, comply with all applicable laws and regulations, and conduct the
activity in a safe and sound manner.”).
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from limited visibility into licensed proprietary Al models from third-parties, who are generally
reluctant to divulge requested model information they view as proprietary, as noted by the
Bank for International Settlements in its recent paper.?’

These challenges are magnified when models are provided by large technology
companies and Al developers with large market share that are not subject to the same
regulatory requirements and oversight as banks. Specifically, BPI members have reported
difficulties conducting due diligence and securing contractual protections, among other
challenges, when seeking to use Al models provided by such firms and, in some cases, lack
alternative providers. The Department of the Treasury has highlighted the problem of
“concentration risk” of Al model development, wherein certain Al models — particularly more
advanced models — are only produced by a few technology firms, resulting in a competitive
advantage for the third-party provider relative to a bank seeking to use the model in question.?®

As a result of these inherent challenges, supervisory expectations should be tailored to
recognize that banks have a limited ability to gain insight into third-party models and to ensure
vendor compliance with regulatory requirements. Specifically, regulators should understand
and clarify that, under applicable TPRM guidance, banking organizations may tailor third-party
due diligence standards and requirements with respect to certain third-party models and Al
tools used in third-party software as appropriate. This approach is consistent with the flexibility
afforded by the current TPRM guidance, which acknowledges that there may be cases in which
“a banking organization may not be able to obtain the desired due diligence information from a
third party” and notes that, in such cases, a banking organization should “identify and
document any limitations of its due diligence, understand the risks from such limitations, and
consider alternatives as to how to mitigate the risks.”?2°

Relatedly, regulators should also issue guidance making explicit that banks are not
expected to directly oversee so-called “fourth- or nth-party vendors” —i.e., that banks do not
have due diligence obligations with respect to their vendor’s subcontractors or vendors. As we
noted in our March 2025 comment letter, such requirements would be “impractical and a
diversion of resources from true risks.”39

Second, Al policy should ensure a level playing field for banks and nonbanks. Fair
competition requires that all parties be subject to regulatory requirements proportional to their
risk profile. However, the disproportionate regulatory requirements and supervisory
expectations currently applicable to banking organizations when they use Al, including MRM

27 Managing explanations: how regulators can address Al explainability, BANK FOR INTERNATIONAL SETTLEMENTS (Sept.
2025), https://www.bis.org/fsi/fsipapers24.pdf.

BArtificial Intelligence in Financial Services: Report on the Uses, Opportunities, and Risks of Artificial Intelligence in
the Financial Services Sector, U.S. DEPARTMENT OF THE TREASURY at 24 (Dec. 2024),
https://home.treasury.gov/system/files/136/Artificial-Intelligence-in-Financial-Services.pdf.

23 TPRM Guidance, supra note 28 at 6.

30 BP| March 2025 Letter, supra note 9 at 7.
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Guidance and TPRM requirements, put banks at a systemic competitive disadvantage as
compared to other actors that are not subject to a similar regulatory environment. Further, this
disparity creates gaps in the resilience and security of the financial system. To this end, we are
supportive of the work that NIST is doing to ensure that nonbank competitors have the tools to
develop, deploy and monitor Al models safely.3! In addition, as noted above and in our March
2025 comment letter, we also believe that public-private partnerships are key to fostering
collaboration between financial institutions and regulators. BPI, through its technology division
BITS, has led significant industry-wide efforts with the banking regulators to address large-scale
issues through the FSSCC and FBIIC, which would benefit from the engagement of the
Administration and other relevant regulatory agencies.

Given this background, OSTP should partner with the federal banking agencies, other
relevant regulatory agencies, and the private sector, to ensure that Al adoption by banking
organizations is not bogged down by overly burdensome regulation and supervisory
expectations. Achieving a fit-for-purpose regulatory regime will help to foster the adoption of
Al-powered technologies among U.S. banking organizations, which, in turn, will help to ensure
the continued safety, soundness and efficacy of the U.S. banking system.

* k ok *x %

The Bank Policy Institute appreciates the opportunity to comment. If you have any
guestions, please contact me by email at Heather.Hogsett@bpi.com.

Respectfully submitted,
/s/ Heather Hogsett

Heather Hogsett
Executive Vice President & Head of BITS
Bank Policy Institute

31 See, e.g., Artificial Intelligence Safety Institute Consortium, NATIONAL INSTITUTE OF STANDARDS AND TECHNOLOGY,
https://www.nist.gov/artificial-intelligence/artificial-intelligence-safety-institute-consortium-aisic.
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