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Customer Due Diligence

Enhanced Due Diligence Unit

Enhanced Due Diligence (EDD) is a set of additional investigative procedures applied when a customer or
transaction presents a higher risk of money laundering, terrorist financing, or other illicit activity. EDD goes
beyond the standard Customer Due Diligence (CDD) measures by requiring deeper analysis of the client’s
identity, business activities, and the underlying purpose of the transaction. For example, if a financial
institution receives a request to open an account for a corporation that is owned by a Politically Exposed
Person (PEP) from a high‑risk jurisdiction, the institution must conduct EDD to verify the source of wealth,
the legitimacy of the business model, and the true beneficial owners. The practical application of EDD often
involves obtaining additional documentation, performing on‑site visits, and consulting external databases
for corroborating information. One of the main challenges in EDD is balancing thoroughness with
operational efficiency; excessive data requests can strain client relationships, while insufficient scrutiny may
expose the institution to regulatory penalties.

Customer Due Diligence (CDD) is the baseline process for identifying and verifying a customer’s identity
before establishing a business relationship. CDD typically includes collecting a government‑issued
identification document, confirming the customer’s address, and understanding the nature of the
anticipated business relationship. In many jurisdictions, CDD is mandatory for all customers, but the depth
of the inquiry can vary based on a risk‑based approach. For instance, a retail banking client who opens a
simple checking account with modest transaction limits may be subject to a relatively straightforward CDD
process, whereas a corporate client engaging in cross‑border trade would trigger a more detailed
assessment. The challenge for compliance officers lies in correctly calibrating the risk level so that resources
are allocated appropriately without creating unnecessary friction for low‑risk customers.

Know Your Customer (KYC) is the collective term for the policies and procedures used by financial
institutions to gather information about their customers. KYC is the foundation of both CDD and EDD,
providing the necessary data to assess risk and to comply with anti‑money‑laundering (AML) regulations. A
typical KYC questionnaire may request details such as the customer’s full legal name, date of birth,
nationality, occupation, and source of funds. In practice, KYC data is stored in a centralised client profile that
can be updated as the relationship evolves. One practical application of KYC is the use of electronic identity
verification tools that scan passports or national ID cards to confirm authenticity. However, KYC processes
can be hampered by inconsistent documentation standards across countries, making it difficult to compare
and validate information for multinational clients.

Politically Exposed Person (PEP) refers to an individual who holds or has held a prominent public function,
as well as their immediate family members and close associates. PEPs are considered high‑risk because of
the potential for abuse of public office for personal gain. The definition of a PEP varies by jurisdiction, but
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generally includes heads of state, senior government officials, senior executives of state‑owned enterprises,
and high‑ranking members of the armed forces. In a practical scenario, a bank that receives an application
from a senior minister of a foreign government must flag the client as a PEP, conduct EDD, and monitor
ongoing transactions more closely. Challenges in managing PEP risk include the need for continuous
monitoring of political changes, as a client who is not a PEP today may become one tomorrow, and the
difficulty of identifying indirect relationships through layers of corporate ownership.

Beneficial Owner is the natural person who ultimately owns or controls a legal entity, such as a corporation,
trust, or partnership. Identifying the beneficial owner is crucial for preventing the concealment of illicit
proceeds behind complex corporate structures. In many regulatory frameworks, institutions are required to
obtain the name, date of birth, nationality, and percentage of ownership for each beneficial owner who
holds a significant interest (often defined as 25 % or more). For example, a shell company registered in a tax
haven may be owned by a series of nominee shareholders; the bank must trace through each layer to
uncover the ultimate individual who enjoys the economic benefits. Practical challenges include dealing with
jurisdictions that do not require disclosure of beneficial owners, and the time‑consuming nature of manual
ownership tracing when automated data sources are unavailable.

Source of Funds (SOF) refers to the origin of the money used in a particular transaction or deposited into an
account. Determining the source of funds helps institutions assess whether the money is derived from
legitimate activities. A typical verification process involves requesting bank statements, payroll slips, tax
returns, or sales contracts that clearly demonstrate how the funds were generated. In a practical application,
a client who deposits a large sum into a savings account must provide supporting documentation that links
the deposit to a recent real‑estate sale or a business profit distribution. The primary challenge in SOF
verification is the potential for forged documents, especially when dealing with high‑risk jurisdictions where
document authentication standards may be weaker.

High‑Risk Jurisdiction denotes a country or region that is identified by regulators as having a higher
propensity for money laundering, terrorist financing, or corruption. Lists of high‑risk jurisdictions are often
published by bodies such as the Financial Action Task Force (FATF) or national supervisory authorities. When
a customer is based in, or conducts business with, a high‑risk jurisdiction, the institution must apply a
heightened level of scrutiny, often requiring EDD. For instance, a corporation that imports goods from a
country under FATF scrutiny would trigger a risk assessment that includes reviewing the country’s AML
controls, the legitimacy of the supply chain, and any sanctions that may apply. Challenges include keeping
the jurisdiction list up to date, as political and economic conditions can change rapidly, and ensuring that
staff are trained to recognise the implications of dealing with customers from these regions.

Risk Assessment is the systematic process of identifying, analysing, and evaluating the potential risks
associated with a customer or transaction. A comprehensive risk assessment will consider factors such as
the customer’s industry, geography, transaction volume, product usage, and any known affiliations with
PEPs or high‑risk entities. The outcome of the risk assessment determines the level of due diligence
required – low, medium, or high. For example, a risk matrix may assign a score of 1‑5 for each factor, and
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the total score dictates whether the institution proceeds with standard CDD or escalates to EDD. One
practical challenge is the subjectivity inherent in scoring; different analysts may interpret the same data
differently, leading to inconsistent risk classifications. Implementing automated risk scoring models can
mitigate this, but the models must be regularly calibrated to reflect emerging threats.

Red Flag is a term used to describe any indicator that suggests a transaction or customer may be engaged
in illicit activity. Red flags can be behavioural (e.g., a client repeatedly requesting cash withdrawals just
below reporting thresholds), transactional (e.g., sudden spikes in activity that are inconsistent with the
client’s profile), or documentary (e.g., inconsistent addresses across documents). In practice, compliance
systems are configured to generate alerts when red flags are detected, prompting a manual review. For
instance, a sudden inflow of funds from a jurisdiction known for drug trafficking would trigger a red‑flag
alert. The key challenge is balancing sensitivity and specificity; overly sensitive systems generate excessive
false positives, overwhelming staff, while overly lax settings may miss genuine threats.

Sanctions List refers to the compilation of individuals, entities, and governments that have been designated
by national or international authorities as prohibited from conducting business. Common sanctions lists
include the United Nations Security Council list, the United States Office of Foreign Assets Control (OFAC)
list, and the European Union’s consolidated list. Institutions are required to screen all customers and
transactions against these lists to ensure compliance with sanctions regulations. A practical application
involves using automated screening software that checks new client data and ongoing transactions against
the latest sanctions updates. Challenges arise from the need to manage multiple lists with differing formats,
frequent updates, and the risk of false matches due to common names or similar corporate structures.

Anti‑Money Laundering (AML) is the collective set of laws, regulations, and procedures designed to prevent
the generation of illicit funds through the financial system. AML frameworks typically require institutions to
implement CDD, EDD, transaction monitoring, and reporting of suspicious activity. In practice, AML
compliance is an ongoing process that involves staff training, internal controls, and periodic audits. One of
the major challenges in AML is the rapidly evolving tactics used by criminals, such as the use of digital
currencies, shell companies, and complex trade‑based schemes, which require continuous adaptation of
detection methods.

Counter‑Terrorist Financing (CTF) is a subset of AML that focuses specifically on preventing the flow of
funds to terrorist organisations. CTF measures are often aligned with AML requirements but may include
additional obligations such as reporting to specialized intelligence units. A practical example of CTF is the
monitoring of inbound remittances from regions known for terrorist recruitment; any unusual patterns may
be flagged for further investigation. The challenge in CTF lies in the difficulty of distinguishing legitimate
charitable donations from covert funding channels, especially when charities operate across borders with
limited transparency.

Suspicious Activity Report (SAR) is a filing that financial institutions must submit to a designated authority
when they suspect that a transaction or series of transactions may be linked to illegal activity. SARs contain
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detailed narratives describing the observed behavior, the reasoning behind the suspicion, and any
supporting documentation. In practice, a compliance officer may draft a SAR after reviewing an alert
generated by a transaction monitoring system that shows a series of high‑value wire transfers to a tax
haven with no apparent business rationale. Challenges include ensuring that SARs are filed in a timely
manner, protecting the confidentiality of the report, and avoiding “over‑reporting” which can strain
law‑enforcement resources.

Transaction Monitoring is the continuous analysis of customer transactions to detect patterns that may
indicate illegal activity. Modern transaction monitoring systems employ rules‑based engines, statistical
models, and machine learning algorithms to assess each transaction against a set of risk criteria. For
example, a rule may flag any cash deposit exceeding a certain threshold for a retail customer who normally
conducts low‑volume transactions. The practical challenge is that the sheer volume of daily transactions can
generate an overwhelming number of alerts, many of which are false positives. Effective transaction
monitoring therefore requires a well‑tuned set of rules, periodic review of model performance, and skilled
analysts to investigate alerts.

Know‑Your‑Business (KYB) extends the KYC concept to corporate clients, focusing on the verification of the
business entity’s legal existence, ownership structure, and operational activities. KYB typically involves
obtaining the company’s registration certificate, articles of incorporation, and a list of directors and
shareholders. In practice, a bank that onboards a multinational supplier will require KYB documentation for
each jurisdiction in which the entity operates, plus verification of the ultimate beneficial owners. The
challenge in KYB is dealing with complex corporate structures that may involve multiple tiers of subsidiaries,
trusts, and nominee shareholders, making it difficult to trace the true ownership chain.

Ultimate Beneficial Owner (UBO) is a specific type of beneficial owner who ultimately enjoys the economic
benefits of an entity, regardless of the number of intermediary layers. Identifying the UBO is essential for
transparency and for meeting regulatory expectations. For example, a trust may be set up with a trustee
that holds legal title to assets, but the UBO is the individual who ultimately controls the trust’s assets and
benefits from its income. The practical difficulty lies in jurisdictions that lack public registers of UBO
information, requiring institutions to rely on self‑declarations, third‑party verification, or investigative
techniques.

Risk‑Based Approach (RBA) is a principle that requires institutions to allocate resources proportionally to
the level of risk presented by each customer or transaction. Under an RBA, low‑risk customers may undergo
simplified CDD, while high‑risk customers trigger EDD and more frequent monitoring. In practice, a bank
may adopt an RBA by classifying customers into risk tiers based on factors such as geography, industry, and
transaction behaviour. The challenge is ensuring that the risk criteria are both comprehensive and flexible
enough to capture emerging threats, while also being understandable to staff who must apply them
consistently.

Compliance Program is the collection of policies, procedures, controls, and training initiatives designed to
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ensure that an institution meets its legal and regulatory obligations. A robust compliance program will
include documented CDD and EDD procedures, regular risk assessments, internal audit functions, and
mechanisms for reporting violations. For example, a compliance program may require quarterly refresher
training on AML regulations for all front‑office staff. One of the biggest challenges in maintaining an
effective compliance program is keeping it up to date with rapidly changing regulatory expectations,
especially when multiple jurisdictions impose divergent requirements.

Regulatory Guidance refers to the official documents, notices, and interpretative letters issued by
supervisory authorities that provide clarification on how laws should be applied. Examples include FATF
Recommendations, the European Union’s Fourth AML Directive, and national guidance notes on PEP
identification. Practically, institutions use regulatory guidance to shape their internal policies and to
demonstrate to regulators that they have taken a proactive approach to compliance. The challenge is that
guidance can be ambiguous or subject to differing interpretations, leading to uncertainty in
implementation.

Internal Controls are the processes and mechanisms an institution puts in place to safeguard assets, ensure
accurate financial reporting, and promote compliance with laws. In the context of EDD, internal controls
may include segregation of duties between front‑office staff who collect client information and back‑office
staff who perform risk analysis. A practical example is a dual‑approval workflow for high‑value wire transfers
that require sign‑off from both the relationship manager and a senior compliance officer. Weak internal
controls can create opportunities for fraud or non‑compliance, while overly rigid controls may impede
legitimate business activities.

Audit Trail is a chronological record that documents the steps taken during a due‑diligence process,
including who performed each action, when it occurred, and what information was reviewed. Maintaining a
complete audit trail is essential for demonstrating compliance during regulator inspections. For instance, an
audit trail might show that a client’s beneficial‑owner information was verified on a specific date, that
supporting documents were uploaded, and that a senior manager approved the EDD findings. The
challenge is ensuring that electronic systems capture all relevant metadata without overwhelming the
organization with excessive data storage requirements.

Data Privacy concerns the protection of personal information in accordance with laws such as the General
Data Protection Regulation (GDPR) or the California Consumer Privacy Act (CCPA). While AML and EDD
processes require extensive data collection, institutions must also respect privacy rights and obtain
appropriate consents. In practice, a bank may need to anonymise certain data fields when sharing
information with third‑party service providers, ensuring that only the minimum necessary data is
transmitted. The main challenge is reconciling the need for thorough due‑diligence with privacy obligations,
especially when cross‑border data transfers are involved.

Third‑Party Service Provider (TPP) is an external entity that offers specialized services such as identity
verification, watch‑list screening, or transaction monitoring. Institutions often engage TPPs to augment their
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internal capabilities, particularly when dealing with large volumes of data. For example, a bank may use a
TPP’s API to perform real‑time sanctions screening on incoming payments. Practical challenges include
ensuring that the TPP’s security standards meet the institution’s requirements, managing contractual
obligations, and verifying that the TPP’s data sources are up‑to‑date and reliable.

Automated Screening is the use of software tools to compare client data against watch‑lists, sanctions lists,
and adverse media sources. Automated screening reduces manual effort and improves detection speed. In a
real‑world scenario, a new corporate client’s name is automatically checked against the FATF high‑risk
jurisdiction list, and any match triggers an alert for manual verification. The main difficulty lies in configuring
the screening parameters to minimise false positives while still catching genuine risks, as well as handling
variations in naming conventions, transliterations, and corporate structures.

Adverse Media Screening involves searching news outlets, blogs, and other public sources for negative
information about a customer or beneficial owner. This type of screening helps identify reputational risk and
potential involvement in illicit activities that may not appear on formal sanctions lists. For instance, a media
article linking a client’s founder to a fraud investigation would prompt a deeper EDD review. The challenge
is that adverse media sources can be unreliable, may contain unverified claims, or be subject to language
barriers, requiring analysts to assess credibility carefully.

Financial Crime is an umbrella term that includes money laundering, terrorist financing, fraud, bribery, and
corruption. Understanding the various forms of financial crime is essential for designing effective EDD
procedures. A practical illustration is the detection of trade‑based money laundering, where over‑ or
under‑invoicing of goods is used to move value across borders. Combatting financial crime demands a
multidisciplinary approach, involving legal, compliance, risk, and investigative teams. The difficulty lies in the
sophistication of criminal networks, which often exploit gaps in regulatory regimes and leverage emerging
technologies to hide their activities.

Trade‑Based Money Laundering (TBML) is a method of disguising illicit proceeds through the manipulation
of trade transactions. Techniques include multiple invoicing, false descriptions of goods, and the use of shell
companies to obscure the true origin of funds. In practice, a customs officer may notice that the declared
value of a shipment of textiles is significantly lower than market rates, prompting a deeper review. Detecting
TBML requires collaboration between compliance, customs, and law‑enforcement agencies, and the
challenge is that legitimate commercial variations can mimic suspicious patterns, making it hard to draw
clear lines.

Shell Company is a legal entity that exists only on paper, with no active business operations or significant
assets. Shell companies are often used to conceal the true ownership of assets and to facilitate illicit
transactions. For example, a criminal may set up a shell corporation in a jurisdiction with lax disclosure
requirements, then use it to receive proceeds from a fraud scheme. While shell companies are legal in many
contexts, they pose a high risk for AML compliance, and EDD must include rigorous verification of the
company’s purpose, ownership, and activity. The challenge is that shell companies can be layered, creating
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multiple tiers of opacity that are difficult to unwind without specialized investigative tools.

Nominee Director is an individual who is appointed to act as a director of a company on behalf of the true
owner, often to provide anonymity. Nominee directors can be legitimate in certain corporate governance
structures, but they can also be misused to hide beneficial ownership. In an EDD scenario, a regulator may
request additional documentation to confirm the relationship between the nominee director and the
ultimate owner, such as a power‑of‑attorney or service agreement. The challenge is that nominee
arrangements are sometimes concealed through falsified documentation, requiring diligent verification and,
where possible, third‑party confirmation.

Virtual Currency refers to digital assets that function as a medium of exchange, such as Bitcoin, Ethereum, or
stablecoins. Virtual currencies are increasingly used in illicit finance because of their pseudonymous nature
and cross‑border accessibility. In practice, a compliance officer may encounter a client who wishes to
convert a large amount of fiat currency into Bitcoin; the institution must assess the source of the funds, the
client’s understanding of the risks, and the regulatory status of the virtual‑currency service provider.
Challenges include the rapid evolution of the virtual‑currency market, the need for specialised expertise to
analyse blockchain transactions, and the lack of universal AML standards across jurisdictions.

Initial Risk Assessment is the first evaluation performed when onboarding a new customer, aimed at
determining the appropriate level of due diligence required. This assessment typically uses a questionnaire
that captures key risk indicators such as the client’s industry, geography, expected transaction volume, and
any PEP connections. For example, a fintech startup that processes payments for high‑risk merchants may
be assigned a high‑risk rating, prompting immediate EDD. The difficulty lies in ensuring that the
questionnaire captures all relevant factors without being overly burdensome, and that the answers are
accurate and verifiable.

Ongoing Monitoring refers to the continuous review of a customer’s activity throughout the life of the
relationship to detect changes in risk profile or suspicious behaviour. Ongoing monitoring may involve
periodic re‑verification of KYC information, updating beneficial‑owner data, and reviewing transaction
patterns against the original risk assessment. In a practical scenario, a client who initially demonstrated
low‑risk behaviour may later engage in large, irregular cross‑border transfers, triggering a reassessment and
possibly an SAR filing. The challenge is that ongoing monitoring must be both systematic and flexible,
adapting to new information without causing unnecessary disruption to legitimate business.

Risk Rating is a numerical or categorical value assigned to a customer based on the outcome of the risk
assessment. Common rating scales range from “low” to “high” or use numeric scores such as 1‑5. The risk
rating determines the depth of due‑diligence procedures, the frequency of transaction reviews, and the
level of senior‑management oversight required. For example, a high‑risk rating may mandate quarterly
senior‑management reviews and mandatory EDD for any new product requests. Maintaining consistency in
risk rating is challenging because subjective judgments can vary among analysts, and periodic recalibration
is needed to reflect changes in the threat landscape.
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Sanctions Compliance is the set of policies and procedures that ensure an institution does not engage in
prohibited transactions with sanctioned individuals, entities, or jurisdictions. This includes pre‑transaction
screening, ongoing monitoring, and the ability to freeze or block assets when required. In practice, a bank
may have a dedicated sanctions compliance team that reviews daily alerts generated by the screening
system, and decides whether to proceed, request additional information, or terminate the relationship. The
challenge lies in the rapid addition of new sanctions entries, especially in response to geopolitical events,
which can overwhelm screening systems and require swift policy updates.

Regulatory Examination is an inspection carried out by supervisory authorities to assess an institution’s
compliance with AML/CTF laws and regulations. Examinations typically involve a review of policies,
procedures, client files, transaction monitoring logs, and SAR filings. During an examination, regulators may
request samples of EDD files to verify that the institution has applied the appropriate level of scrutiny to
high‑risk customers. The practical difficulty for institutions is preparing for examinations without disrupting
normal operations, ensuring that documentation is complete, and addressing any identified deficiencies
promptly.

Compliance Culture refers to the attitudes, values, and behaviours that influence how an organization
approaches regulatory obligations. A strong compliance culture encourages employees to raise concerns,
follow procedures, and view compliance as a shared responsibility rather than a box‑checking exercise. For
example, a firm that regularly recognises staff members who identify potential money‑laundering risks
fosters an environment where vigilance is rewarded. The challenge is that culture is intangible and must be
cultivated through leadership commitment, effective training, and consistent enforcement of policies.

Training and Awareness are essential components of an EDD program, ensuring that staff understand the
regulatory requirements, the institution’s internal policies, and the practical steps for conducting due
diligence. Training may be delivered through classroom sessions, e‑learning modules, and scenario‑based
workshops. In practice, relationship managers may undergo role‑specific training on how to interview
corporate clients about beneficial‑owner structures, while back‑office staff receive guidance on interpreting
SAR filings. The biggest obstacle is keeping training content current with evolving regulations and emerging
typologies, while also maintaining engagement among busy employees.

Document Verification is the process of confirming the authenticity of identification and corporate
documents submitted by a client. Verification methods can include visual inspection, use of specialised
software to detect tampering, and cross‑checking with issuing authorities. For instance, a passport may be
verified by checking the machine‑readable zone against the issuing country’s database. The challenge is
that sophisticated fraudsters can produce high‑quality counterfeit documents, requiring institutions to
adopt advanced verification technologies and, where necessary, request additional corroborating evidence.

Electronic Identity Verification (e‑IDV) leverages digital tools to confirm a person’s identity using electronic
data sources, such as national ID databases, biometric checks, or facial recognition. e‑IDV can accelerate
onboarding and improve accuracy, especially for remote customers. In a practical application, a fintech
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platform may use e‑IDV to instantly validate a user’s driver’s licence and selfie, reducing the need for
manual document checks. However, privacy concerns, varying data‑availability across jurisdictions, and the
risk of algorithmic bias present significant challenges that must be addressed through robust governance.

Risk Appetite defines the level of risk an institution is willing to accept in pursuit of its business objectives.
The risk appetite informs the thresholds used in risk assessment, the selection of customers, and the design
of monitoring parameters. For example, a bank with a low risk‑appetite may restrict its services to domestic
retail customers and avoid high‑risk sectors such as gambling or cryptocurrency exchanges. Aligning
operational practices with the stated risk appetite is challenging, especially when market pressures
encourage expansion into higher‑risk segments.

Escalation Procedure outlines the steps to be taken when a potential compliance issue is identified, ensuring
that the matter receives appropriate senior‑management attention. An escalation matrix typically defines
who must be notified at each risk level, the time frames for response, and the documentation required. For
instance, a medium‑risk alert may be escalated to the compliance manager, while a high‑risk alert is sent
directly to the chief compliance officer and the board risk committee. The challenge is to design escalation
pathways that are clear and efficient, preventing bottlenecks and ensuring that critical issues are not
overlooked.

Regulatory Reporting encompasses the submission of mandatory reports to supervisory bodies, such as
SARs, periodic AML returns, and compliance certifications. Timely and accurate reporting demonstrates an
institution’s commitment to transparency and helps regulators detect systemic risks. In practice, a
compliance team may compile a quarterly AML report summarising the number of SARs filed, the total
volume of high‑risk transactions, and any remediation actions taken. The difficulty often lies in coordinating
data from disparate systems, ensuring data quality, and meeting tight filing deadlines.

Data Quality Management is the discipline of ensuring that the information used for due‑diligence and
monitoring is accurate, complete, and up‑to‑date. Poor data quality can lead to missed alerts, false
positives, and regulatory penalties. Practical steps include routine data cleansing, validation against
reference data sources, and establishing data‑ownership responsibilities. For example, a bank may
implement a master‑data‑management system that reconciles client address information across multiple
internal databases. Maintaining high data quality is an ongoing effort that requires investment in
technology, process design, and staff training.

Cross‑Border Cooperation involves collaboration between financial institutions, regulators, and
law‑enforcement agencies across different jurisdictions to combat money laundering and terrorist financing.
Information sharing agreements, mutual legal assistance treaties, and joint investigations are common
mechanisms. In practice, a bank may receive a request from a foreign regulator to provide transaction
details related to a suspected PEP, requiring careful handling of confidentiality and data‑privacy
considerations. The main challenge is navigating differing legal frameworks and ensuring that cooperation
does not compromise client confidentiality or expose the institution to conflicting obligations.
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Emerging Risks are new or evolving threats that may not yet be fully understood or covered by existing
regulations. Examples include the use of decentralized finance (DeFi) platforms, non‑fungible tokens (NFTs),
and the rapid adoption of digital identity solutions. Institutions must adopt a proactive stance, monitoring
industry developments, engaging with regulators, and updating risk models accordingly. A practical
illustration is the emergence of “privacy‑coin” transactions that obscure the flow of funds, prompting
institutions to develop specialised analytics tools. The difficulty is that emerging risks often outpace the
development of formal guidance, requiring institutions to rely on internal expertise and scenario analysis.

Scenario Analysis is a method of testing how an institution’s policies and controls would respond to
hypothetical risk events. By constructing realistic scenarios—such as a sudden influx of high‑value transfers
from a newly sanctioned country—organizations can evaluate the effectiveness of their detection systems
and response protocols. In practice, a compliance team may run a tabletop exercise where a senior manager
must decide whether to file a SAR based on limited information. The challenge is ensuring that scenarios
are sufficiently realistic to uncover genuine gaps, while also being manageable in scope and resources.

Technology Integration refers to the process of embedding AML/CTF tools into existing banking systems,
such as core banking platforms, customer relationship management (CRM) software, and payment
processing engines. Seamless integration enables real‑time screening and monitoring, reducing latency and
improving data consistency. For example, an API that connects the core banking system to a
sanctions‑screening engine can automatically block prohibited transactions before they are executed. The
main obstacles include legacy system constraints, data‑format incompatibilities, and the need for ongoing
maintenance to accommodate software updates and regulatory changes.

Machine Learning in AML is the application of algorithms that learn from historical data to identify patterns
indicative of illicit activity. Machine‑learning models can improve detection rates by recognising subtle
anomalies that rule‑based systems may miss. In practice, a bank may deploy a supervised learning model
that classifies transactions as “normal” or “suspicious” based on features such as transaction amount,
frequency, and counterparties. The challenges include the requirement for large, high‑quality training
datasets, the risk of model drift over time, and the need for explainability to satisfy regulators who demand
transparent decision‑making.

Explainable AI (XAI) is a subset of artificial‑intelligence research focused on making model outputs
understandable to human users. In the AML context, XAI helps compliance analysts comprehend why a
machine‑learning model flagged a particular transaction, enabling more accurate investigation and
reporting. For instance, an XAI dashboard might highlight the specific variables—such as an unusual
counterparty location—that contributed to a high‑risk score. Implementing XAI can be technically complex,
as it often requires additional layers of analysis and may reduce the raw predictive power of the underlying
model.

RegTech (Regulatory Technology) encompasses software solutions that help institutions meet compliance
obligations more efficiently. RegTech tools include automated KYC onboarding platforms, real‑time
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transaction monitoring suites, and risk‑assessment dashboards. A practical example is a cloud‑based
RegTech solution that aggregates global sanctions lists and provides instant alerts when a new entry is
added. While RegTech can dramatically reduce manual workload, challenges arise in ensuring that
third‑party providers meet the institution’s security standards, that data sovereignty requirements are
respected, and that the tools are continuously updated to reflect regulatory changes.

Governance Framework is the structure of policies, procedures, roles, and responsibilities that guide an
institution’s compliance activities. A robust governance framework defines clear lines of accountability,
establishes escalation paths, and sets performance metrics for AML/CTF functions. In practice, a governance
framework may include a board‑level AML committee, a chief compliance officer with delegated authority,
and a risk‑management unit that monitors key risk indicators. The difficulty lies in aligning the governance
framework with the institution’s size, complexity, and risk profile, while also ensuring that it remains
adaptable to new regulatory expectations.

Key Risk Indicator (KRI) is a metric used to measure the level of risk exposure in a specific area. KRIs enable
institutions to monitor trends and anticipate potential compliance breaches. Examples of KRIs in an EDD
context include the number of high‑risk customers onboarded per quarter, the percentage of transactions
that trigger alerts, and the average time taken to resolve SARs. By tracking KRIs, senior management can
allocate resources proactively. The challenge is selecting KRIs that are both meaningful and actionable,
avoiding the temptation to collect excessive data that does not contribute to risk mitigation.

Policy Exception occurs when a deviation from a standard compliance policy is approved for a specific
circumstance. Exceptions are typically documented, justified, and approved by senior management. For
instance, a bank may grant a policy exception to onboard a client from a high‑risk jurisdiction after
obtaining a senior‑management waiver, provided that additional EDD measures are implemented.
Managing policy exceptions requires a strong control environment to prevent abuse and to ensure that
each exception is truly warranted. The main difficulty is maintaining a clear audit trail of who approved the
exception, the rationale, and the additional controls applied.

Regulatory Change Management is the systematic approach to monitoring, assessing, and implementing
new or amended regulations. Effective change management ensures that policies, procedures, and systems
are updated promptly to remain compliant. In practice, a compliance team may maintain a regulatory
watchlist, assign responsibility for each change, and schedule implementation milestones with clear
deadlines. The biggest challenge is the volume and speed of regulatory updates, especially when multiple
jurisdictions are involved, requiring coordinated efforts across legal, compliance, and IT departments.

Risk Mitigation involves actions taken to reduce the likelihood or impact of identified risks. In the EDD
context, mitigation strategies may include imposing transaction limits, requiring additional approvals, or
enhancing monitoring frequency. For example, after identifying a client as high‑risk due to PEP status, a
bank may limit the client’s exposure to certain high‑value foreign currency trades. The difficulty in risk
mitigation lies in striking a balance between protective measures and maintaining a viable business
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relationship; overly restrictive controls may drive customers to competitors.

Audit Findings are the results of internal or external examinations that identify gaps, weaknesses, or
non‑compliance in an institution’s AML program. Findings are typically documented in a report that
includes recommendations for remediation. In practice, an internal audit may discover that a segment of the
client base has not been re‑validated for beneficial‑owner information in the past two years, prompting a
remediation plan. The challenge is ensuring that audit findings are addressed promptly, that corrective
actions are tracked, and that the institution learns from the identified deficiencies to strengthen its overall
compliance posture.

Remediation Plan outlines the steps an institution will take to correct identified deficiencies and to prevent
recurrence. A remediation plan includes specific actions, responsible owners, timelines, and success criteria.
For instance, after an audit reveals gaps in sanctions screening, a remediation plan may mandate the
acquisition of a new screening engine, staff training on sanctions rules, and quarterly testing of the system’s
effectiveness. Implementing remediation plans can be resource‑intensive, requiring coordination across
multiple departments and careful project management to meet regulatory expectations.

Compliance Dashboard is a visual tool that aggregates key compliance metrics, risk indicators, and
performance data for senior management review. Dashboards provide real‑time insight into the health of
the AML program, enabling rapid decision‑making. In practice, a compliance dashboard may display the
number of SARs filed in the last month, the average time to resolve alerts, and the proportion of customers
in each risk tier. The main obstacle is ensuring data integrity and consistency across disparate systems, as
inaccurate data can lead to misguided decisions and regulatory scrutiny.

Business Continuity Planning (BCP) ensures that critical compliance functions can continue operating during
disruptions such as natural disasters, cyber‑attacks, or system failures. A BCP includes backup procedures,
alternate work locations, and communication protocols. For example, a BCP may stipulate that transaction
monitoring logs are replicated to a secondary data centre, allowing analysts to access alerts even if the
primary system is offline. The challenge is balancing the cost of redundancy with the need for resilience, and
regularly testing the plan to confirm its effectiveness.

Third‑Party Risk Management (TPRM) involves assessing and monitoring the compliance posture of vendors
and service providers that handle sensitive data or perform critical functions. TPRM processes include
due‑diligence questionnaires, contractual clauses, and periodic performance reviews. In practice, a bank
may evaluate a cloud‑hosting provider’s security certifications, data‑encryption standards, and
incident‑response capabilities before signing a service agreement. The difficulty lies in maintaining visibility
over the entire supply chain, especially when sub‑vendors are involved, and ensuring that third‑party risks
do not undermine the institution’s own compliance obligations.

Data Retention Policy defines how long client‑related records must be kept to satisfy regulatory
requirements and internal governance. Retention periods vary by jurisdiction but often range from five to
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seven years after the end of a business relationship. For example, a bank may retain copies of identification
documents, transaction logs, and SARs for a minimum of six years. Implementing a data retention policy
requires robust storage solutions, secure deletion procedures, and mechanisms to locate records quickly
when requested by regulators. Challenges include managing growing data volumes, ensuring compliance
with privacy laws that may impose shorter retention periods, and preventing accidental loss of critical
information.

Privacy Impact Assessment (PIA) is a systematic analysis
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