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International Anti Money Laundering Standards

Risk Assessment and Management Framework

Term: AML Risk Assessment
Related terms: Customer Due Diligence, Risk Matrix, Risk Appetite
Explanation: An AML Risk Assessment identifies the likelihood and impact of money‑laundering threats
within an organization. It examines client types, products, services, delivery channels, and jurisdictions to
produce a risk rating. For example, a bank that offers correspondent banking services to high‑risk
jurisdictions will score higher on the risk matrix than a retail branch serving only domestic consumers. The
assessment informs the allocation of resources, such as heightened monitoring for high‑risk customers.
Challenges include obtaining reliable data from legacy systems, maintaining consistency across business
units, and updating the assessment as regulatory expectations evolve.

Term: Adverse Media Screening
Related terms: Negative News, Watch List, Reputation Risk
Explanation: This process involves searching public and proprietary news sources for mentions of a
customer or related party that could indicate illicit activity. Screening may reveal that a corporate director
has been linked to a fraud investigation, prompting a deeper review. The technique complements formal
watch‑list checks by catching emerging risks before they appear on official sanction lists. Practical
application requires integrating media‑monitoring tools with the AML system and establishing escalation
procedures. A key challenge is managing false positives, as many news articles mention individuals with
common names, demanding efficient triage mechanisms.

Term: Beneficial Ownership
Related terms: Ultimate Owner, Transparency, Corporate Structure
Explanation: Beneficial ownership refers to the natural person(s) who ultimately own or control a legal
entity, regardless of the number of layers separating them from the entity on paper. Identifying the
beneficial owner is essential for assessing the true risk profile of a client. For instance, a shell company
registered in an offshore jurisdiction may mask the identity of a politically exposed person (PEP). AML
programs require verification of the beneficial owner’s identity, source of wealth, and purpose of the
relationship. Challenges include navigating complex ownership chains, dealing with jurisdictions that limit
disclosure, and ensuring ongoing verification as ownership changes.

Term: Customer Due Diligence
Related terms: KYC, Risk Rating, Verification
Explanation: Customer Due Diligence (CDD) is the process of gathering and verifying information about a
client to assess their risk of involvement in money laundering. It includes collecting identification
documents, understanding the purpose of the business relationship, and monitoring transaction patterns. A
practical application is the onboarding of a new corporate client: the AML officer collects the company’s
registration certificate, identifies the directors, and validates the beneficial owners. CDD must be
proportionate, meaning the depth of investigation matches the risk rating. Common challenges are the high
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volume of low‑risk clients, which can strain resources, and the need to keep records up to date as client
circumstances evolve.

Term: Enhanced Due Diligence
Related terms: EDD, High‑Risk Customer, Source of Funds
Explanation: Enhanced Due Diligence (EDD) is applied to customers or transactions that present a higher
risk of money laundering. It involves deeper investigation, such as obtaining detailed financial statements,
conducting site visits, and performing extensive background checks. For example, a non‑resident
corporation that operates in a high‑risk sector and is owned by a PEP would trigger EDD. The result is a
more comprehensive risk profile and stronger controls, such as transaction limits and more frequent
reviews. Challenges include the increased cost and time required, the need for specialized expertise, and
potential privacy concerns when collecting sensitive information.

Term: Financial Intelligence Unit
Related terms: FIU, SAR, International Cooperation
Explanation: A Financial Intelligence Unit (FIU) is a national agency that receives, analyzes, and disseminates
suspicious activity reports (SARs) from reporting entities. The FIU acts as a bridge between the private
sector and law‑enforcement agencies, facilitating the identification of money‑laundering patterns. For
instance, an FIU may detect a series of structured cash deposits across multiple banks that suggest
smurfing. FIUs also share intelligence with counterparts abroad, supporting cross‑border investigations.
Operational challenges include ensuring confidentiality of SARs, managing large data volumes, and
maintaining analytical capabilities to spot sophisticated laundering schemes.

Term: Geographic Risk
Related terms: Jurisdiction, High‑Risk Country, Sanctions
Explanation: Geographic risk assesses the likelihood that a particular country or region poses a higher
probability of money‑laundering activity, based on factors such as corruption levels, regulatory quality, and
prevalence of illicit finance. Institutions assign higher risk scores to clients operating in or transacting with
high‑risk jurisdictions, prompting additional controls. For example, a correspondent banking relationship
with a bank in a jurisdiction identified by the Financial Action Task Force (FATF) as non‑compliant would be
flagged for enhanced monitoring. Challenges include keeping up‑to‑date with changing FATF lists,
evaluating sub‑national risk variations, and balancing commercial considerations with compliance
requirements.

Term: High‑Risk Customer
Related terms: Risk Rating, EDD, Monitoring
Explanation: A high‑risk customer is an individual or entity that, based on the risk assessment, presents a
greater likelihood of involvement in money laundering. Indicators include PEP status, complex ownership
structures, high‑value transactions, or links to high‑risk jurisdictions. Such customers require EDD, more
frequent transaction monitoring, and senior‑level approval for onboarding. For instance, a hedge fund
managed by a former government official from a high‑risk country would be classified as high‑risk. The
main challenge is avoiding over‑classification, which can strain resources and damage client relationships,
while still protecting the institution from regulatory penalties.
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Term: Inherent Risk
Related terms: Baseline Risk, Control Effectiveness, Residual Risk
Explanation: Inherent risk is the level of risk that exists before any controls or mitigation measures are
applied. It reflects the natural exposure associated with a client, product, service, or transaction type. For
example, cash‑intensive businesses such as casinos have a high inherent risk of money laundering due to
the ease of converting illicit cash into legitimate assets. Understanding inherent risk helps organizations
design appropriate controls and set realistic risk‑tolerance thresholds. Challenges arise when trying to
quantify inherent risk, especially for emerging products like virtual assets, where historical data may be
limited.

Term: Know Your Customer
Related terms: KYC, Identity Verification, Risk Profiling
Explanation: Know Your Customer (KYC) is the foundational process of verifying the identity of a client and
understanding their financial activities. It involves collecting identification documents, confirming address,
and assessing the purpose of the relationship. KYC data feeds into the risk profiling engine to determine the
appropriate level of monitoring. A practical example is a retail bank requiring a passport and utility bill from
a new account holder. KYC challenges include dealing with customers who lack standard documentation,
managing data privacy regulations, and ensuring that information remains current throughout the client
lifecycle.

Term: Liquidity Risk
Related terms: Cash Flow, Funding Sources, Stress Testing
Explanation: While primarily a financial risk, liquidity risk can intersect with AML when illicit actors exploit
rapid cash movements to obscure source and destination of funds. For instance, a shell company may use a
series of quick, high‑volume transfers to create the appearance of legitimate cash flow, thereby increasing
liquidity risk. AML controls must monitor for abnormal spikes in cash inflows or outflows that may indicate
layering. The challenge lies in distinguishing legitimate liquidity needs from suspicious activity, especially in
sectors where cash usage is common.

Term: Money Laundering
Related terms: Placement, Layering, Integration
Explanation: Money laundering is the process of disguising the origins of illegally obtained funds to make
them appear legitimate. It typically follows three stages: placement (introducing illicit money into the
financial system), layering (conducting complex transactions to obscure the trail), and integration
(re‑introducing the cleaned money into the economy). An example is a criminal who deposits cash from
drug sales into a bank, then transfers the funds through multiple offshore accounts before purchasing real
estate. AML frameworks aim to detect each stage through transaction monitoring, customer profiling, and
reporting. Challenges include adapting to new laundering techniques, such as the use of cryptocurrencies,
and ensuring cross‑border cooperation.

Term: Non‑Financial Business and Professions
Related terms: NFBP, Real Estate, Legal Services
Explanation: Non‑Financial Businesses and Professions (NFBPs) are entities that, while not financial
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institutions, are vulnerable to money‑laundering abuse due to the nature of their services. Examples include
real estate agents, accountants, and precious‑metal dealers. NFBPs must implement AML controls
proportionate to their risk exposure, such as verifying client identity and monitoring large cash transactions.
A real‑estate firm, for instance, may be required to report cash purchases above a certain threshold.
Challenges for NFBPs include limited resources for compliance, varied regulatory guidance across
jurisdictions, and the need to train staff on AML obligations.

Term: Operational Risk
Related terms: Process Failure, Systemic Risk, Controls
Explanation: Operational risk in AML refers to the possibility of loss resulting from inadequate or failed
internal processes, people, systems, or external events. Examples include data entry errors that misclassify a
client’s risk level, system outages that prevent real‑time monitoring, or insufficient staff training leading to
missed alerts. Effective operational risk management involves regular testing of AML systems, robust
change‑management procedures, and clear escalation pathways. A common challenge is balancing the
need for stringent controls with the desire for operational efficiency, especially in high‑volume
environments.

Term: Politically Exposed Person
Related terms: PEP, Senior Official, Family Member
Explanation: A Politically Exposed Person (PEP) is an individual who holds or has held a prominent public
function, as well as their immediate family and close associates. Due to their position, PEPs are considered
higher risk for corruption and money laundering. AML programs must apply enhanced scrutiny to PEPs,
including verifying source of wealth and ongoing monitoring. For example, a former minister who now
owns a private investment firm would trigger PEP controls. Challenges include accurately identifying indirect
relationships, such as a business partner who is a family member, and handling the volume of PEP alerts
generated by large client databases.

Term: Risk Appetite
Related terms: Risk Tolerance, Board Oversight, Strategy
Explanation: Risk appetite defines the amount and type of risk an organization is willing to accept in pursuit
of its objectives. In AML, it determines how aggressively a firm will pursue high‑risk customers versus the
potential reputational and regulatory costs. A firm with a low risk appetite may refuse to serve clients from
high‑risk jurisdictions, while a higher appetite may accept them with stringent controls. Establishing risk
appetite requires senior‑level input, alignment with regulatory expectations, and clear communication to
front‑line staff. Challenges include quantifying appetite in actionable terms and adjusting it as market
conditions or regulatory landscapes change.

Term: Risk Assessment Matrix
Related terms: Scoring, Heat Map, Decision Tool
Explanation: A risk assessment matrix is a visual tool that plots likelihood against impact to categorize risk
levels (e.g., low, medium, high). In AML, the matrix helps prioritize customers and transactions for review.
For instance, a client with a high likelihood of illicit activity and a high potential financial impact would be
placed in the top‑right quadrant, prompting immediate action. The matrix supports consistent
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decision‑making across the organization. Challenges include selecting appropriate weighting for criteria,
avoiding oversimplification of complex risk factors, and ensuring the matrix remains dynamic as new threats
emerge.

Term: Risk Culture
Related terms: Compliance Ethos, Behavioral Standards, Leadership
Explanation: Risk culture reflects the shared values, beliefs, and behaviors that determine how an
organization perceives and manages risk. A strong AML risk culture encourages employees to report
suspicious activity, adhere to policies, and question questionable transactions. Leadership plays a pivotal
role by modeling compliance‑first attitudes and allocating resources for training. For example, a bank that
celebrates compliance achievements in internal newsletters reinforces a positive risk culture. Challenges
include overcoming entrenched attitudes that prioritize revenue over compliance, and measuring cultural
change through surveys and audit findings.

Term: Risk Mitigation
Related terms: Controls, Countermeasures, Remediation
Explanation: Risk mitigation involves implementing controls to reduce identified risks to an acceptable level.
In AML, mitigation strategies may include transaction monitoring rules, customer segmentation, and staff
training. For a high‑risk client, mitigation could consist of requiring pre‑approval for large transfers and
conducting quarterly reviews. Effective mitigation requires that controls are proportionate, regularly tested,
and documented. A frequent challenge is control fatigue, where excessive alerts desensitize staff, leading to
missed true positives. Continuous refinement of rules and leveraging machine‑learning models can help
balance detection rates with workload.

Term: Risk Register
Related terms: Risk Log, Tracking, Ownership
Explanation: A risk register is a structured repository that records identified risks, their assessments, owners,
and mitigation actions. In AML, the register may list risks such as “Inadequate customer screening” or
“Insufficient transaction monitoring coverage.” Each entry includes a risk rating, responsible department,
and remediation timeline. The register supports governance by providing visibility to senior management
and auditors. Challenges include keeping the register up‑to‑date, ensuring accountability for remediation,
and integrating it with broader enterprise‑risk‑management systems.

Term: Risk Tolerance
Related terms: Thresholds, Acceptance Level, Metrics
Explanation: Risk tolerance defines the specific level of risk an organization is prepared to endure before
taking corrective action. In the AML context, it may be expressed as a maximum number of high‑risk alerts
per month or a permissible percentage of customers in a high‑risk segment. Setting clear tolerance
thresholds enables automated escalation when limits are breached. For example, if transaction monitoring
exceeds a predefined false‑positive rate, the system may trigger a review of rule settings. Challenges involve
aligning tolerance levels with regulatory expectations, avoiding overly restrictive thresholds that hamper
legitimate business, and regularly reviewing tolerance as risk profiles evolve.

Term: Sectoral Risk
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Related terms: Industry Exposure, Risk Weighting, Classification
Explanation: Sectoral risk assesses the inherent money‑laundering risk associated with specific industries or
sectors. Certain sectors, such as casino gaming, precious‑metal trading, and international money‑transfer
services, are traditionally considered higher risk due to cash intensity or cross‑border activity. AML
programs assign risk weightings to each sector, influencing the level of due diligence required. A real‑estate
developer operating in a jurisdiction with weak anti‑corruption enforcement would receive a higher sectoral
risk score. Challenges include keeping sector classifications current as new business models emerge, and
avoiding blanket assumptions that may overlook nuanced risk variations within a sector.

Term: Transaction Monitoring
Related terms: Alert Generation, Rules Engine, Behavioral Analytics
Explanation: Transaction monitoring is the systematic review of customer transactions to detect patterns
indicative of money laundering. It relies on rule‑based or machine‑learning models to generate alerts when
activity deviates from a client’s normal profile. For instance, a sudden surge in wire transfers to a high‑risk
country may trigger an alert. Analysts investigate alerts, determine whether to file a SAR, or dismiss as
benign. Effective monitoring balances detection sensitivity with false‑positive rates to maintain operational
efficiency. Challenges include calibrating thresholds, integrating data from multiple channels, and ensuring
coverage for newer payment methods such as digital wallets.

Term: Unusual Transaction
Related terms: Red Flag, Anomaly, SAR
Explanation: An unusual transaction is any activity that deviates significantly from a customer’s typical
behavior, size, frequency, or purpose, and may indicate money‑laundering activity. Examples include a
low‑risk small‑business client suddenly executing multi‑million‑dollar transfers to a tax haven. Such
transactions warrant enhanced scrutiny and potentially a SAR filing. Identifying unusual transactions
requires robust profiling and real‑time analytics. Challenges involve distinguishing legitimate business
changes (e.g., a merger) from suspicious activity, and managing the volume of alerts generated by
sophisticated monitoring systems.

Term: Value at Risk
Related terms: VaR, Quantitative Measure, Stress Scenario
Explanation: Value at Risk (VaR) is a statistical technique used to estimate the potential loss in value of a
portfolio over a defined period for a given confidence interval. While primarily a market‑risk tool, VaR can
inform AML risk management by quantifying the financial exposure associated with illicit activities. For
example, an institution may calculate the VaR of a high‑risk client’s portfolio to assess the potential impact
of regulatory fines if money laundering is detected. Challenges include adapting VaR models to capture
non‑market risks and integrating these metrics into the broader AML risk‑assessment framework.

Term: Watch List
Related terms: Sanctions List, PEP List, Screening
Explanation: A watch list is a compilation of individuals, entities, and countries subject to sanctions,
embargoes, or heightened scrutiny. AML systems screen customers and transactions against watch lists to
prevent prohibited dealings. Examples include the United Nations Security Council sanctions list and the
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Office of Foreign Assets Control (OFAC) list. When a match is found, the institution must conduct a manual
review and possibly block the transaction. Maintaining up‑to‑date watch lists is critical; outdated data can
lead to missed alerts or unnecessary rejections. Challenges include handling name variations, transliteration
issues, and the high volume of matches that require efficient case management.

Term: Artificial Intelligence in AML
Related terms: Machine Learning, Predictive Modeling, Automation
Explanation: Artificial intelligence (AI) technologies, particularly machine learning, are increasingly employed
to enhance AML detection capabilities. AI models can learn complex patterns from historical transaction
data, improving the identification of subtle laundering schemes that rule‑based systems might miss. For
example, a neural network may detect a series of low‑value transfers across multiple accounts that
collectively form a layering structure. AI also aids in reducing false positives by adapting to evolving
customer behavior. Implementation challenges include data quality, model interpretability for regulators,
and the need for continuous retraining to prevent model drift.

Term: Baseline Controls
Related terms: Standard Procedures, Minimum Requirements, Governance
Explanation: Baseline controls are the fundamental AML measures that all customers must undergo,
regardless of risk level. They include identity verification, screening against watch lists, and basic transaction
monitoring. These controls serve as the first line of defense and ensure compliance with regulatory
minimums. For instance, a retail bank applies baseline KYC checks to every new account, even if the client is
deemed low‑risk. Challenges arise when organizations over‑engineer controls for low‑risk clients, leading to
inefficiencies, or when they under‑apply controls, exposing the firm to compliance gaps.

Term: Compliance Monitoring
Related terms: Audit, Oversight, KPI
Explanation: Compliance monitoring involves ongoing oversight of AML policies, procedures, and controls
to ensure they are operating effectively. It includes regular internal audits, key‑performance‑indicator (KPI)
tracking, and independent reviews. For example, a compliance team may audit a sample of SAR filings each
quarter to verify proper documentation. Effective monitoring identifies gaps, facilitates remediation, and
demonstrates due diligence to regulators. Common challenges include resource constraints, maintaining
independence of the monitoring function, and integrating monitoring findings into continuous
improvement cycles.

Term: Data Privacy
Related terms: GDPR, Confidentiality, Secure Storage
Explanation: Data privacy concerns the protection of personal and sensitive information collected during
AML processes. Regulations such as the General Data Protection Regulation (GDPR) impose obligations on
how data is stored, accessed, and shared. AML programs must balance the need for thorough customer
information with privacy rights, ensuring data is encrypted, access is limited, and retention periods are
justified. For instance, a bank must securely store copies of identification documents and delete them after
the mandated retention period. Challenges include reconciling conflicting requirements between AML
(which may demand extensive data) and privacy laws, and managing cross‑border data transfers.
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Term: Emerging Threats
Related terms: Virtual Assets, Dark Web, Rapid Innovation
Explanation: Emerging threats are new methods or technologies that criminals exploit to launder money,
such as cryptocurrencies, decentralized finance platforms, and online gaming currencies. AML frameworks
must adapt quickly to monitor these channels, often requiring specialized expertise and updated detection
rules. For example, a surge in peer‑to‑peer crypto transactions may indicate the use of mixers to obscure
fund origins. Challenges include limited regulatory guidance, rapid product development cycles, and the
need for real‑time data feeds from novel sources.

Term: Escalation Procedure
Related terms: Alert Management, Senior Review, Decision Tree
Explanation: An escalation procedure outlines the steps for handling AML alerts that exceed certain
thresholds or complexity levels. It defines when an alert should be transferred to senior compliance officers,
legal counsel, or the board. For instance, a transaction exceeding $10 million flagged for potential sanction
breach may be escalated directly to the Chief Compliance Officer. Clear escalation pathways ensure timely
and appropriate responses, reducing the risk of missed SAR filings. Challenges include avoiding bottlenecks
when senior staff are unavailable and ensuring consistent application across business units.

Term: Financial Crime Typologies
Related terms: Pattern Library, FATF Guidance, Scenario Analysis
Explanation: Financial crime typologies are documented patterns of illicit behavior, such as
“smurfing” (structuring small cash deposits) or “carousel fraud” (repeated import‑export schemes). They
serve as a knowledge base for designing AML controls and training staff. For example, understanding the
“trade‑based laundering” typology helps a bank develop screening rules for mismatched invoice values.
Maintaining an up‑to‑date typology library assists analysts in recognizing new variants of known schemes.
Challenges include the rapid evolution of tactics, the need for contextual adaptation, and ensuring that
typology knowledge is effectively disseminated throughout the organization.

Term: Governance Framework
Related terms: Board Oversight, Policies, Accountability
Explanation: The governance framework establishes the structures, policies, and responsibilities for AML risk
management. It delineates roles from the board of directors to operational staff, sets reporting lines, and
defines decision‑making authority. A robust framework ensures that AML objectives align with the
organization’s overall risk strategy and that compliance is embedded in daily operations. For example, a
chartered bank may adopt a governance charter that mandates quarterly AML risk‑assessment updates to
the board. Challenges include avoiding siloed responsibilities, ensuring clear communication of
expectations, and adapting governance structures to regulatory changes.

Term: Heat Map
Related terms: Risk Visualization, Dashboard, Color Coding
Explanation: A heat map is a visual representation that uses colors to indicate the concentration of risk
across different dimensions, such as geography, product line, or customer segment. In AML, a heat map
might display higher‑risk zones in red for jurisdictions with weak AML controls, while low‑risk areas appear
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green. This tool aids senior management in quickly identifying where resources should be focused. For
instance, a heat map showing a spike in high‑risk alerts from a particular region can trigger targeted
investigations. Challenges include ensuring data accuracy, preventing oversimplification, and updating the
map in real time as new information emerges.

Term: Independent Review
Related terms: External Audit, Third‑Party Assessment, Validation
Explanation: An independent review is an evaluation of AML systems performed by an entity that is not
involved in daily compliance operations, often an external auditor or regulator. The review assesses the
adequacy of policies, the effectiveness of controls, and compliance with legal requirements. Findings may
include gaps such as insufficient transaction monitoring thresholds or inadequate staff training.
Recommendations from an independent review drive remediation plans. Challenges include coordinating
access to sensitive data while maintaining confidentiality, and addressing findings that may have significant
operational or financial implications.

Term: Joint Risk Assessment
Related terms: Cross‑Functional, Collaboration, Shared Ownership
Explanation: A joint risk assessment involves multiple departments—such as compliance, legal, business,
and IT—working together to evaluate AML risks. This collaborative approach ensures that diverse
perspectives inform the risk rating, leading to more comprehensive mitigation strategies. For example, the
IT team may highlight system limitations that affect monitoring, while the business unit provides insight into
client relationships. Joint assessments foster shared ownership of risk and improve alignment with business
objectives. Challenges include coordinating schedules, reconciling differing risk perceptions, and
maintaining consistent documentation across teams.

Term: Key Performance Indicators
Related terms: KPI, Metrics, Dashboard
Explanation: Key Performance Indicators (KPIs) are quantifiable measures used to evaluate the effectiveness
of AML programs. Common AML KPIs include the number of SARs filed, average time to resolve alerts, and
percentage of customers screened within the required timeframe. Tracking KPIs enables management to
monitor trends, identify bottlenecks, and demonstrate compliance to regulators. For instance, a rising KPI
for “false‑positive rate” may signal the need to recalibrate monitoring rules. Challenges involve selecting
meaningful KPIs that reflect true performance, avoiding metric manipulation, and ensuring data integrity for
accurate reporting.

Term: Legal Entity Identifier
Related terms: LEI, Global Identifier, Transparency
Explanation: A Legal Entity Identifier (LEI) is a unique 20‑character alphanumeric code assigned to legal
entities participating in financial transactions. LEIs enhance transparency by linking transactions to a single,
standardized identifier, facilitating risk analysis across jurisdictions. In AML, an LEI can be used to quickly
assess an entity’s ownership structure and regulatory history. For example, a bank can retrieve an LEI to
verify whether a corporate client is listed on any sanctions watch list. Challenges include ensuring that all
counterparties have valid LEIs, updating LEI information when corporate structures change, and integrating
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LEI data into existing AML systems.

Term: Machine Learning Model Governance
Related terms: Model Risk, Validation, Explainability
Explanation: Machine learning model governance encompasses the policies, procedures, and controls
governing the development, deployment, and monitoring of AI‑based AML models. It ensures models are
accurate, unbiased, and compliant with regulatory expectations. Governance activities include data lineage
documentation, periodic performance validation, and establishing explainability mechanisms for model
decisions. For instance, an AML model that flags anomalous transactions must provide auditors with the
underlying features that contributed to the alert. Challenges include managing model drift, addressing
regulatory concerns about black‑box algorithms, and maintaining documentation for audit purposes.

Term: Monitoring Rule Lifecycle
Related terms: Design, Testing, Deployment, Retirement
Explanation: The monitoring rule lifecycle describes the stages a transaction‑monitoring rule undergoes—
from initial design, through testing and validation, to deployment and eventual retirement. Each stage
requires documentation, stakeholder approval, and performance metrics. For example, a rule targeting large
cash deposits in high‑risk jurisdictions is first simulated against historical data to assess detection rates
before being activated. Ongoing monitoring evaluates rule effectiveness, prompting adjustments or
decommissioning when false positives become excessive. Challenges include maintaining version control,
ensuring that rule changes do not create blind spots, and coordinating updates across multiple business
lines.

Term: Negative News Screening
Related terms: Adverse Media, Reputation Risk, Automated Search
Explanation: Negative news screening involves scanning media sources for adverse information linked to a
customer or beneficial owner. It helps detect emerging risks that may not yet be reflected in formal
sanctions lists. For instance, a news article reporting that a client’s founder is under investigation for fraud
would trigger a review. Automated tools can parse large volumes of data, applying keyword filters and
natural‑language processing to identify relevant matches. Challenges include distinguishing credible reports
from rumors, handling language variations, and managing the volume of alerts generated by frequent
media updates.

Term: Operational Resilience
Related terms: Business Continuity, Disaster Recovery, Redundancy
Explanation: Operational resilience refers to an organization’s ability to maintain critical AML functions
during disruptions, such as cyber‑attacks, system outages, or natural disasters. It includes having backup
systems, redundant data centers, and documented recovery procedures. For example, a bank may operate a
secondary transaction‑monitoring platform that activates automatically if the primary system fails.
Resilience ensures that suspicious‑activity detection and reporting continue uninterrupted, preserving
regulatory compliance. Challenges include testing recovery plans without impacting live operations,
securing data across multiple sites, and integrating resilience measures with overall risk‑management
strategies.
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Term: Peer Review
Related terms: Benchmarking, Best Practices, Collaborative Assessment
Explanation: Peer review is a process where an organization’s AML program is evaluated by a comparable
entity, often within the same industry, to identify strengths and gaps. The review may involve exchanging
policies, sharing audit findings, and discussing mitigation techniques. For instance, two banks might
conduct a joint peer review to compare their transaction‑monitoring thresholds and share insights on
reducing false positives. Peer reviews foster continuous improvement and encourage the adoption of best
practices. Challenges include protecting confidential information during the exchange, ensuring objective
assessment, and aligning review outcomes with internal compliance priorities.

Term: Policy Exception Management
Related terms: Waiver, Approval Workflow, Risk Acceptance
Explanation: Policy exception management governs the process for granting temporary or permanent
deviations from established AML policies. Exceptions may be necessary for business reasons, such as
onboarding a strategic client in a high‑risk jurisdiction. The process typically requires a formal request, risk
justification, senior‑level approval, and documented mitigation measures. For example, a bank may approve
a lower‑frequency transaction‑monitoring schedule for a low‑risk client after a rigorous risk assessment.
Challenges include preventing abuse of the exception process, tracking the lifecycle of each exception, and
ensuring that all deviations are reflected in the risk register.

Term: Regulatory Change Management
Related terms: Compliance Update, Impact Assessment, Implementation Plan
Explanation: Regulatory change management is the systematic approach to monitoring, assessing, and
integrating new AML regulations into existing policies and procedures. It involves identifying relevant
legislative updates, evaluating their impact on current controls, and executing an implementation plan with
timelines and responsibilities. For instance, when a jurisdiction updates its sanctions list, the compliance
team must update screening databases and re‑run existing client lists. Effective change management
minimizes compliance gaps and reduces exposure to enforcement actions. Challenges include the rapid
pace of regulatory evolution, resource constraints for implementation, and ensuring consistent
communication across the organization.

Term: Risk-Based Approach
Related terms: Proportionality, Tiered Controls, Dynamic Assessment
Explanation: The risk‑based approach (RBA) is a core principle in AML that requires institutions to allocate
resources according to the level of risk each client or transaction presents. Rather than applying uniform
controls, organizations tailor due‑diligence procedures, monitoring intensity, and reporting thresholds to
risk ratings. For example, a low‑risk retail customer may undergo basic KYC, while a high‑risk PEP would
receive enhanced scrutiny. The RBA promotes efficiency and regulatory compliance, but it demands robust
risk‑assessment methodologies and ongoing reassessment to remain effective. Challenges include
accurately quantifying risk, avoiding complacency for low‑risk segments, and demonstrating the RBA’s
effectiveness to regulators.

Term: Sanctions Compliance
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Related terms: Embargo, OFAC, Enforcement
Explanation: Sanctions compliance ensures that an organization does not engage in prohibited transactions
with individuals, entities, or countries subject to economic or trade restrictions. It involves screening
customers and transactions against sanctions lists, freezing assets when required, and reporting violations.
For instance, a bank must block any payment to a designated terrorist organization and file a SAR. Effective
sanctions compliance requires up‑to‑date list management, real‑time screening, and clear escalation
protocols. Challenges include handling overlapping sanctions regimes, managing the high volume of
matches in global operations, and navigating legal complexities when sanctions intersect with other
regulatory obligations.

Term: Scenario Testing
Related terms: Stress Test, Simulated Attack, Control Effectiveness
Explanation: Scenario testing involves creating realistic money‑laundering scenarios to evaluate the
effectiveness of AML controls. Test cases may simulate the placement of illicit cash through structured
deposits, the layering of funds via multiple transfers, or the integration of proceeds into legitimate assets.
Analysts run these scenarios through monitoring systems to assess detection rates and identify gaps. For
example, a scenario where a client uses cryptocurrency mixers to obscure origin may reveal insufficient
coverage in the monitoring rules. Challenges include designing realistic scenarios that reflect evolving
threats, ensuring that testing does not disrupt live operations, and interpreting results to drive actionable
improvements.

Term: Sector-Specific Guidance
Related terms: Industry Standards, Tailored Controls, FATF Recommendations
Explanation: Sector‑specific guidance provides AML recommendations tailored to the unique risk profiles of
particular industries, such as banking, insurance, or virtual‑asset service providers. These guidelines address
the specific products, services, and transaction patterns prevalent in each sector, helping firms design
appropriate controls. For example, guidance for virtual‑asset providers may emphasize blockchain analytics
and address‑whitelisting. By following sector‑specific guidance, organizations align with global best
practices and demonstrate regulatory diligence. Challenges include interpreting broad recommendations
into concrete policies, keeping pace with rapid sectoral innovation, and integrating guidance with existing
enterprise‑wide AML frameworks.

Term: Suspicious Activity Reporting
Related terms: SAR, Filing, Regulatory Notification
Explanation: Suspicious Activity Reporting (SAR) is the formal process by which a reporting entity notifies
the appropriate authorities of suspected money‑laundering activity. SARs must contain sufficient detail to
enable investigative follow‑up, including descriptions of the transaction, parties involved, and the rationale
for suspicion. For example, an analyst may file a SAR after identifying a series of wire transfers that do not
align with a client’s stated business purpose. Timely filing is critical; many jurisdictions impose strict
deadlines. Challenges include ensuring data accuracy, protecting the confidentiality of the report, and
managing the workload associated with high SAR volumes.

Term: Third‑Party Risk Management
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Related terms: Vendor Due Diligence, Outsourcing, AML Controls
Explanation: Third‑party risk management assesses the AML risks associated with external service providers,
such as payment processors, correspondent banks, or cloud service vendors. Organizations must conduct
due diligence to verify that third parties maintain adequate AML controls, as failures can expose the primary
institution to regulatory penalties. For instance, a bank using an outsourced transaction‑monitoring
platform must ensure the provider’s algorithms meet compliance standards. Effective third‑party risk
management includes contractual clauses, periodic audits, and ongoing performance monitoring.
Challenges involve limited visibility
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