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Purpose of the Survey:
Working with medical marijuana related companies has presented a challenge for financial institutions.

The dichotomy of this situation is the glaring federal laws that still prohibit the use of marijuana for

medical or recreational use and the overwhelming revenue business it would bring to banks seeking to

further their competition. Without discussing the legality of it and too many what if’s, we wanted to get

an idea of what the industry is already doing about this issue.

The purpose of this survey was to get a better idea of which financial institutions, if any, were

conducting business with medical marijuana companies; how they discovered they are; how they are

managing that risk; and what they believe is the greatest risk to their institution by doing so. If financial

institutions are not working with medical marijuana related companies, why not; how are they ensuring

that they aren’t; and would they change their minds if it became legal on the federal level.

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

demonstrate the findings of this survey.

Specifically, this report will provide details on how

retail and commercial banks are addressing this

issue in their institutions. To read the summary of

all data presented, please refer to the summary

report which can be found here.
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Demographic Results for Retail Banks:

The majority of our retail bank respondents represented a community bank at just under 50%, with the

next largest group of respondents representing a national bank. Finally, regional banks and credit unions

represented 14% of the respondents collectively.
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Retail bank respondents primarily identify themselves as a compliance officer (46%), followed by a

compliance analyst (29%) and then “other” (25%). Other titles included AVP Supervisor FIU AML

Department, Consultant, Director of Business Development, Executive Vice President, Financial

Intelligence Unit Manager, Senior Investigator, and VP of OFAC Sanctions.
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 Of retail bank respondents, not surprisingly the majority of banks stated that they are not banking with

medical marijuana related companies. Meanwhile, just over 10% are banking with medical marijuana

companies and less than 4% don’t know if their institutions are.

Retail Bank Respondents Who Conduct Business
with Medical Marijuana Related Companies:
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For the the retail banks that stated

they do bank with medical

marijuana related companies, the

majority said they started only in

the last three months, whereas a

surprising 33% said in the last 12

months.

Further, the majority of retail banks

(67%) that are banking medical

marijuana related companies said

that they only have one customer,

but 33% said they have 2-3

customers.
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Retail bank respondents equally indicated that a variety of departments initiated that the institution bank

with medical marijuana companies.
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Finally, for the retail bank

respondents that are banking

medical marijuana related

companies, the majority are

concluding their business status via

KYC (66%) and then by reviewing

transactions (33%).

When we asked the retail banks who are working with medical marijuana related companies what they

believed to be their greatest risk, their answers were equally split between “all of the above”, which

included legal issues, lending, transaction monitoring, KYC/due diligence, and cash management;

transaction monitoring and cash management.

www.ARCRiskandCompliance.com


We next reviewed the answers of the retail bank respondents who are not been banking with medical

marijuana related companies, and asked why they aren’t. The majority said that “executive

management said no” (24.44%). They next stated in descending majority order that medical marijuana

is “not legal in my state” (22.22%), “can’t manage the risk” (20%), “the return on investment isn’t worth

the risk” (15.86%), “customers have not approached the bank” and “other” (6.67% equally), and “I

don’t know” (4.44%).
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Retail Bank Respondents Who Do Not Conduct Business
with Medical Marijuana Related Companies:
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We also asked how these banks and other financial institutions are validating that they aren’t banking

medical marijuana related companies. This led to a variety of answers, with the majority of respondents

answering that they use additional know your customer (KYC) measures with 35.42%. This was followed by

in-house research, 29.17%, and data service/list, 16.67%. We found the least popular answers to be

utilizing credit/background checks, 10.42%, and finally other unspecified methods at 8.33%.
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For the respondents who don’t

currently bank with medical marijuana,

we asked if their institution would

support banking with medical

marijuana related companies in the

future. Unsurprisingly, 72% answered

that they would not. However, 20%

said they would and 8% said “I don’t

know”.

An unsurprising majority said that

their biggest concern with banking

medical marijuana related

companies is “all of the above”,

which includes, cash management,

KYC/due diligence, lending, and

legal issues. Another 32% stated

that legal issues was their biggest

concern, while 4% said “other”.



Finally, we asked if the respondent had the confidence that you could manage the risks, would you

present the confidence to your institution and we saw an interesting mix in responses. The majority

said “maybe”(44%), and they were equally tied at 28% each between “yes” and “no”.

Interestingly, for retail banks,

even if they had the confidence

that they could manage the risk

and could present the potential

business gain to the institution

more than half said they still

wouldn’t initiate it. However, the

remaining 44% left the door

open and thought they either

would present it to management

or at least said “I don’t know”

yet.



Demographic Results for Commercial Banks:

The majority of our commercial bank respondents represented a community bank at 44.83%, and a

national bank following closely at 41.38%. Regional banks, U.S. foreign branches and credit unions

represented 13.80% of the respondents collectively.



Commercial bank respondents identified themselves in descending order as a compliance officer (38%),

followed by a compliance analyst (31%), “other” (24%) and a CCO or other C-level executive (7%). Other

titles such as AVP Supervisor FIU AML Department, Consultant, Director of Business Development,

Executive Vice President, Financial Intelligence Unit Manager, Senior Investigator, and VP of OFAC

Sanctions fell under the “other” category.



 Of commercial bank respondents, not surprisingly the majority of banks at 86% stated that they are not

banking with medical marijuana related companies. Meanwhile, 10% are banking with medical marijuana

companies and less than 4% don’t know if their institutions are.

Commercial Bank Respondents Who Do Conduct Business
with Medical Marijuana Related Companies:



For the the commercial banks that

stated they do bank with medical

marijuana related companies, the

majority said they started only in

the last three months, whereas a

surprising 33% said in the last 12

months.

Further, the majority of commercial

banks (67%) that are banking

medical marijuana related

companies said that they only have

one customer, but 33% said they

have 2-3 customers.



Of commercial bank respondents, there was an even split between front office, the Board, executive

management, and the compliance departments being responsible for initiating that their bank medical

marijuana related companies.



For commercial banks that are banking medical marijuana related companies, they seemed to agree

that the greatest risk to their institution is cash management, KYC/due diligence, transaction

monitoring, lending, and legal issues. However, some respondents seemed to also believe that

KYC/due diligence and transaction monitoring to be the greatest risks separate from the others.

The approach that our

commercial bank respondents

took to identifying medical

marijuana related companies

was primarily through KYC

(Know Your Customer)

measures (67%) and then

reviewing transactions (33%).



For the group of commercial banks that are not banking medical marijuana related companies, we

asked why they weren’t. The responses were varied but the majority (21.28%) were tied over being

concerned they “can’t manage the risk” or that it was “not legal in their state”. In descending order,

“executive management said no” (19.15%), “the return on investment isn’t worth the risk” (17.02%),

“customers have not approached the bank” (10.64%), “other” (6.38%), and “I don’t know” (4.26%).

Commercial Bank Respondents Who Conduct Business
with Medical Marijuana Related Companies:



When we asked how commercial bank respondents were validating that they are not banking medical

marijuana related companies, the majority (39.96%) said that they had additional KYC measures in place.

They also said that they conduct in-house research (28.26%), use a data service/list (15.22%), conduct a

credit/background check (10.87%) and by other means (8.70%).



A majority of the commercial bank

respondents said that their

institution would no be interested in

support banking medical marijuana

related companies (77%). Another

15% said they would, and 8% said

they didn’t know.

A very clear majority said that there is more than one concern with banking medical marijuana related

companies. Just over 60% said “all of the above”, which includes cash management, KYC/due

diligence, transaction monitoring, lending and legal issues. However, the next largest concern on its

own was legal issues (30.77%) followed equally (3.85%) by KYC/due diligence and other.



Nearly 60% of commercial bank

respondents said that even if they

had the confidence they could

manage the risks they would not

present that confidence and

potential business to the institution;

however, 27% said yes and 15%

said I don’t know.

Finally, we asked the commercial

bank respondents who said that

they are not banking medical

marijuana related companies if the

federal law changed and banks

were encouraged to conduct

business with them, would they.

Interestingly, 50% said maybe, 27%

said no, and 23% said yes.



Conclusion:

This survey was slightly different from our previous surveys in that we asked what banks were doing, but

also what they would do under different circumstances. As we’ll cover, for some it didn’t seem to matter

if federal law changed regarding medical marijuana related companies, they aren’t going to conduct

business with them. Of course the risk(s) involved with these companies is something to be aware of and

mitigate for, however, by not banking them what are we doing as a financial community to these

business by forcing them to take other measures, such as hiding what could have been legitimate

business monies.

Of our respondents, the majority are not working with medical marijuana related companies, which is not

surprising. However, for the small that group that is, they started working with them sometime in the last

12 months, or even sooner, in the last three months. The majority are working with only one company,

and the compliance department initiated that they begin banking medical marijuana related companies.

Understandably, the majority felt there is no single greatest risk to the institution, but a number of them

including cash management, KYC/due diligence, transaction monitoring, lending and legal issues. That’s

not surprising because they are viable concerns, but ones we believe can be managed. The majority are

also determining if the business they’re working with are medical marijuana related companies through

KYC measures, and much less through transaction monitoring. Generally speaking this is a good method

because you need to know before they’re a customer, but these types of companies will likely be risk

rated differently and therefore monitored a bit more closely.

For the institutions that are not banking medical marijuana

companies, the majority aren’t because it isn’t either legal

in their state or executive management said no, both of

which interpret to us a semi-proactive approach to the

potential revenue business to their institution. There are a

variety of ways they’re validating that their customers are

not medical marijuana related companies, but the majority



are using additional KYC measures. That is helpful of

course to weeding out new customers, but not

necessarily existing customers; however, for the existing

customers, we would presume based on the responses

that’s why they’re utilizing a data service/list, in-house

research, credit/background check and other

unidentified means. The majority said that their

institution would not support banking medical marijuana

related companies, which is not surprising given the number of respondents that said executive

management said no to banking these companies. Also for this group, most of them agree that there is

no single greatest risk, like those who do bank with medical marijuana related companies, but if there

were one leader it would be legal issues. Finally, despite if they had the confidence that they could

manage the risk, they still wouldn’t present it to management as a potential revenue maker for the

business, and even if the federal law changed, only just under half said that their institution might

participate in the business one day.

Overall, the industry is concerned about the potential risks to the business, as any good compliance

professional would be concerned of, and they’re only slightly more interested in conducting business

with these companies if the laws changed and they were encouraged to work with them. However, like

previously stated we’re a little surprised at the aversion given the potential revenue business to a bank.

Further, as active as compliance professionals are at trying to prevent money laundering, by closing off

these companies to bank appropriately within the financial industry could cause a number of further

headaches and push the legitimate proceeds into the hands of illegitimate businesses. Not that an

individual bank needs to crusade that mission, but as an overall industry, it is a question that needs to

be answered so long as marijuana is legal, whether medically or recreationally, on a state level.



Here are the most notable differences and similarities

we’ve found of our respondents comparing business

types. Many institutions conduct both retail and

commercial business, so its not surprising that their

answers were nearly identical with regard to whether

or not their institutions are banking medical marijuana

related companies (on average, 85% “no”, 10% “yes”,

and 5% “I don’t know”.) Likewise, they answered

similarly when asked if they are banking medical

marijuana related companies (67% said in the last three months, and 33% said in the last 12 months) or

how many customers they have (67% said one customer, and 33% said 2-3 customers). They even had

the same spread of answers on who initiated that they bank medical marijuana related companies, what

they felt was their greatest risk and how they determined if their customers are banking these

companies.

The answers differed more when we started asking the group who was not banking medical marijuana

related companies more questions. In this case, commercial banks said that the reason they weren’t

banking medical marijuana related companies was because they “can’t manage the risk” (21.28%) and

because it was “not legal in my state” (21.28%). However, retail banks said the most common reason

was because “executive management said no” (24.44%), followed by “not legal in my state” (22.22%)

and that they “can’t manage the risk” (20.00%). While the percentages were slightly different when the

respondents were asked how they validate that they aren’t banking medical marijuana related

companies, but the subsequent order of importance is the same:

1. Additional KYC measures

2. In- house research

3. Data service/list



4. Credit/background check

5. Other

Further, commercial banks seemed to be more confident in their answers as to whether or not their

institutions would bank medical marijuana related companies because more commercial banks said

“no” to this question, followed by less “yes” or “I don’t know”. When asked what they felt was the

greatest risk to the institution, both said “all of the above” the most, which includes cash management,

KYC/due diligence, transaction monitoring, lending and legal issues; but retail banks only listed legal

issues after the “all of the above” option, where as commercial banks said “all of the above”, than legal

issues, and then KYC/due diligence. Finally, commercial and retail banks felt similarly about presenting

the potential revenue to management and when asked if their institution would like bank these

companies if the federal law changed. However, retail banks only said maybe 44% of the time, unlike

commercial banks which selected that answer 50% of the time.



ARC Risk and Compliance (www.arcriskandcompliance.com) is a solution provider for anti-money

laundering (AML) technology and compliance. We found our start within the anti-money laundering (AML)

technology consulting space, but we quickly found that wasn’t enough. After visiting a number of

organizations, the largest piece of the puzzle that was missing was the bridge between compliance and

technology. We knew we wanted to grow and we discovered what was missing.

We needed to find a way to help the compliance department and the IT department within an

organization find a common space to discuss their challenges. We’re able to speak compliance with the

compliance officers and technology with the IT team. That gives us a unique skill set that gives you the

best experience in one place.

Many of ARC Risk and Compliance employees and consultants were leaders in designing, developing and

deploying the leading software vendors of today: Actimize, eGIFTs, Global Vision, Norkom, Prime

Compliance Suite, and so on. Our SME team has a strong compliance background that can assist Banks

with regulatory citations and other types of compliance matters.

Contact Information:
Lorenzo Masi
609-730-4123
sales@arcriskandcompliance.com

About ARC Risk and Compliance

AML-ology is the study of AML (anti-money laundering) trends and solutions by providing newsletters and

survey reports to AML dedicated professionals. A monthly newsletter is sent with a scientific or academic

approach to an AML hot topic. A survey is conducted each quarter based on the hot topics being

discussed in by the AML community. To sign up to receive the AML-ology newsletter or survey, please

visit here.

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.

About AML-ology
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