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About the Author: Seph Mard
As the head of Model Risk Management at DataRobot, Seph is responsible for model risk 
management, model validation, and model governance products, as well as services. Seph has 
more than 10 years of experience working across different banking and risk management teams 
and organizations. He started his career as a behavioral economist with a focus on modeling 
microeconomic choices under uncertainty and risk, then transitioned into the financial services and 
banking industry as a data scientist and leader in model risk management and validation. 
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Enabling Model Risk Compliance with Automation
In recent years, technological advancements in machine learning and artificial intelligence (AI) 
have expanded the integration of predictive models into more and more business processes. It 
is no surprise that accurate predictive models are a valuable asset to any business, but this is 
especially true for financial institutions. However, due to an increased reliance on models for 
everyday business processes and decisions, model risk must be managed. If left unchecked, 
the consequences can be severe. The stakes in managing model risk are at an all-time high, but 
luckily automated machine learning provides an effective solution to ensure a robust model risk 
management framework for your enterprise.

Model Risk Management with 
DataRobot is:

TRANSPARENT
DataRobot offers industry-leading 
transparency and auditability of models 
developed or validated with  
the platform

PROVEN
DataRobot is out-of-the-box compliant 
with industry regulations for model risk 
management and has proven success 
at banks of all sizes and complexities

COLLABORATIVE
Easily share projects, documentation, 
and validation results between teams, 
which maximizes repeatability, 
eliminates re-work, and decreases the 
time-to-deployment of new models

FLEXIBLE
Both documentation (templates) and 
process (submission, review, and 
governance) are customized to fit 
unique organizational needs 

Across the financial services industry, increased 
supervisory oversight has led to significant 
investments in assessing, monitoring, and 
managing model risk. Financial institutions 
are struggling to adhere to significantly higher 
regulatory standards with limited financial 
resources, and model risk management is one 
area in which banks are incurring significant 
expenses to meet regulatory and industry 
requirements. 

Model Risk 
Solutions

Model Risk 
Management  
AI Services

Automated 
Documentation

Sensitivity 
Analysis

Challenger 
Model 

Benchmarking

Model 
Performance Backtesting

https://blog.datarobot.com/whats-model-risk-and-why-does-it-matter
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Traditional manual model development methods are time-consuming, tedious, and subject to user error and 
bias. However, a new class of automated machine learning solutions offers more efficient techniques for rapid 
model development and validation than traditional model building. Instead of forcing users to manually code 
routine modeling steps such as variable selection, data partitioning, model performance testing, alternative 
model benchmarking, and model tuning, automated machine learning incorporates best practices that are 
standardized to more closely align to ever-increasing regulatory requirements.

Documentation Automation
A recent survey of leading financial institutions conducted by McKinsey & Company found that 76 
percent of survey respondents identified incomplete or poor quality of documentation as the largest 
barrier for their validation timelines. Clearly, sufficient documentation is one of the most critical 
elements for effective model risk management, but it is also one of the most time-consuming 
tasks for model developers. DataRobot addresses this industry need by automating the model 
documentation process required for regulatory compliance. Using automation, DataRobot reduces 
the model documentation process that can take weeks, or even months, down to seconds.

Effective model documentation is so important that regulation targets it as a key component of an effective 
model risk management framework. As noted within the Federal Reserve Board’s Supervision and Regulation 
Letter SR 11-7:

“Without adequate documentation, model risk assessment and management will be ineffective. Documentation 
of model development and validation should be sufficiently detailed so that parties unfamiliar with a model can 
understand how the model operates."

https://www.mckinsey.com/business-functions/risk/our-insights/the-evolution-of-model-risk-management
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"Documentation takes time and effort, and model developers and users who know the model well may not 
appreciate its value. Banks should therefore provide incentives to produce effective and complete model 
documentation. Model developers should have responsibility during model development for thorough 
documentation, which should be kept up-to-date as the model and application environment changes.”

By automating the model development documentation process, DataRobot has standardized the documentation 
content to ensure that it aligns with regulatory and institutional policy expectations. The benefits of automated 
model documentation include:

• EFFICIENCY 
Model developers no longer need to create model documentation from scratch. By automating much of the model 
documentation process, DataRobot frees the development teams to focus on developing new models and managing 
existing ones with time they would otherwise spend on documentation and report writing.

• CONSISTENCY 
Automated model documentation ensures that industry best practices are followed and that model validation review 
submissions are consistent and sufficiently detailed, thereby streamlining the model validation review process.

• SPEED 
A potentially underappreciated aspect of documentation automation is the speed with which documents can be prepared 
and distributed. With automation, new model documentation can be created in seconds with the click of a button.

Automated model documentation is a powerful tool for optimizing the model development and model validation 
processes, thereby reducing model risk opportunities. It maximizes the model development process by giving 
model developers a head start on the often-dreaded and time-consuming model documentation process. This 
adds efficiency to the model validation process by providing consistent documentation needed for their model 
review and effective challenge process, reducing model risk and increasing regulatory compliance for your 
financial institution.

“Model developers should 
have responsibility during 
model development for 
thorough documentation, 
which should be kept 
up-to-date as the 
model and application 
environment changes.”

Source: Federal Reserve Board’s Supervision and 
Regulation Letter SR 11-7
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Automated Challenger Model Benchmarking
Effective challenge is a leading principal of model risk regulation, but the burden to ensure effective 
challenge does not lay solely on model validators. The model developer must also perform certain 
tasks during the development process to ensure the model is appropriate for its intended use and to 
show evidence of effective challenge during the development process.

One such task is creating alternative models and comparing the performance of these models with the 
“champion” model. 

Alternative model benchmarking and comparison is a fundamental component of a sound modeling process 
that is expected by regulators. While some machine learning techniques tend to consistently outperform others, 
it is rarely possible to say in advance which will perform best for the given business problem. That is why, during 
the modeling process, DataRobot develops dozens of independent challenger models, exposing the details of 
how these models were built and how they perform, which enables the user to select the best model for the 
particular business problem being addressed in accordance with regulatory expectations.

DataRobot uses automated machine learning to automatically develop, test, and benchmark scores of models in 
a matter of seconds rather than the weeks or months it can take using manual processes. Dozens of challenger 
models are posted to a leaderboard so users can easily compare and benchmark different models and select 
the most appropriate one for the business problem. DataRobot’s unique framework for model development 
provides evidence of effective challenge during the model development process by producing empirical support 
for the final champion model. In this way, DataRobot provides a unique framework for model developers to test 
and benchmark cutting-edge machine learning models in accordance with regulatory requirements.

“Developers should ensure 
that the components 
work as intended, are 
appropriate for the 
intended business 
purpose, and are 
conceptually sound 
and mathematically 
and statistically correct. 
Comparison with 
alternative theories 
and approaches is a 
fundamental component 
of a sound modeling 
process.” 

Source: Supervision and Regulation Letter SR 11-7
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Model Risk Management AI Services
In addition to providing unparalleled automated machine learning software, DataRobot offers Model 
Risk Management AI Services to customers. Our team of industry-leading data scientists and 
financial services professionals provide advisory services for independent model validation and 
assistance for regulatory compliance issues. 

DataRobot’s Model Risk Management AI Services practice provides top subject matter and analytical expertise 
in both model development and model validation from experts with real-world experience working with banks 
of all sizes. We offer independent model validation services that consistently exceed client and regulatory 
expectations by delivering high-quality, transparent model validation analyses and reports that benefit model 
owners, satisfy second- and third-line-of defense risk managers, and stand up to regulatory scrutiny.

At the core of our Model Risk Management AI Service is DataRobot’s proprietary cutting-edge software. The 
combination of the DataRobot automated machine learning platform and our team’s extensive technical 
experience and expertise make DataRobot’s Model Risk Management AI Services an ideal way to ensure your 
model validation processes remain independent, reliable, and defensible.
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OUR APPROACH TO MODEL VALIDATION

Industry Challenges DataRobot Solutions

Regulatory expectations around sound risk 
management practices continue to evolve

Provide a diverse perspective on industry practices, regulatory 
expectations, and considerations for strategic model risk 
management

Burdens on validation teams grow with increased 
modeling granularity, new products, and increased 
model development capabilities and investment

Customize an efficient model risk management and independent 
validation process and framework that integrates with all other 
aspects of the model risk management lifecycle for your bank (model 
identification, model risk tiers, performance monitoring, etc.)

Cost pressures impact firms’ ability to invest in 
headcount or innovation

Offer customized validation support and resources to align with 
budgetary requirements, cyclicality in model development, regulatory 
expectations, and operational priorities

Existing governance, control, or risk management 
frameworks may not be flexible enough to 
accommodate rapid growth in validation needs

Facilitate the transition from a model validation team to a centralized 
model risk management function that supports a repeatable and 
sustainable validation process

Manual processes associated with validation and model 
risk management are increasingly cumbersome

Design and implement more efficient model risk management and 
validation processes with cutting-edge technologies
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A sound validation framework has three main drivers that determine scoping, planning and execution:

Model Risk Management 
& Governance Framework

Model Risk 
Management Policies

Regulatory Guidance & 
Supervisory Expectations

DataRobot’s holistic approach to model validation ensures we capture these three main drivers of effective 
model validation. 

Throughout the model validation process, DataRobot provides status updates, activity tracking, and project 
planning updates through the five main stages of the validation engagement: project planning, documentation 
and methodology review, model performance, testing and analysis, and preparation of the final model validation 
report and workpapers.

1 2 3
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Conceptual 
Soundness

• Information request

• Documentation review

• Model use, theory, and design 
review

• Methodology review

• Developer and lines of Business 
engagement

• Data quality review and 
verification

• Model performance assessment

• Sensitivity analysis

• Assessment of assumptions and 
limitations

• Model replication

• Alternative challenger model 
benchmark

• Peer or industry benchmarking

• Review of controls

• Issue identification

• Issue remediation 
recommendations

• Issue closure tracking

• Validation report and close-out

Documentation 
Review

Issue 
Management

Data Quality 
Review

Validation Methodology

Validation Execution*

Model 
Testing

Model validation projects with DataRobot’s Model Risk Management AI Services are executed in sequentially 
organized phases, which are each delivered with the industry-leading DataRobot platform and our world-class 
data scientists, model developers, and validators.

Model Risk Management & 
Governance Framework

Model Risk 
Management Policies

Model Validation Drivers

Regulatory Guidance & 
Supervisory Expectations

*Validation activities may vary by model, validation type, and scope



EXECUTIVE BRIEFING   |    Model Risk Management with DataRobot

11

Why choose DataRobot?

We know financial services, 
products, industry practices, 
and regulatory expectations

We customize our validation 
approach to clients’ tactical 
needs, strategic priorities, 
business model, and 
operating requirements

We have successfully 
productionalized models 
and navigated the model risk 
management processes with 
the world’s largest banks

We provide additional 
efficiencies through 
our industry-leading 
automatedmachine learning 
platform, which ensures 
defensible evidence of 
effective challenge and 
conceptual soundness

Our model lifecycle approach 
to model risk management 
is holistic and has a proven 
track record of success

We offer standardized 
testing tools and templates 
to maintain comprehensive 
and consistent coverage and 
documentation
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DataRobot Drives Model Risk Management Innovation
DataRobot, a leading global data science and automated machine learning company, enables 
banking institutions around the world to leverage the power of machine learning. DataRobot 
provides a platform for users of all skill levels to develop and validate accurate models that align 
with regulatory guidance and expectations in a fraction of the time that it takes using conventional 
tools and methods.

Machine learning is transforming the banking industry across a wide range of functional areas, including model 
risk management. The future of banking depends on how quickly the industry embraces automated machine 
learning to transform and innovate, and DataRobot’s revolutionary platform is the solution. Enabling the AI-
Driven Enterprise with automated machine learning: that’s DataRobot.

For more information on DataRobot or to request a demo, visit www.datarobot.com/model-validation/

v06252019.0228

Contact Us
DataRobot 
One International Place, 5th Floor 
Boston, MA 02110, USA

www.datarobot.com 
info@datarobot.com

https://www.datarobot.com/model-validation/

