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Compliance and Anti Money Laundering

Regulatory Risk Management

Anti-Money Laundering (AML) — related terms: KYC, CTF, risk assessment. A set of legal and regulatory
frameworks designed to detect, prevent, and report suspicious financial activity that could be linked to the
proceeds of crime. AML programs require institutions to verify customer identity, monitor transactions, and
maintain records. Example: a bank screens new clients against sanctions lists and flags large cash deposits
for review. Practical application involves integrating transaction monitoring software with customer
databases to generate alerts. Challenges include staying current with evolving typologies, balancing
thorough screening with customer experience, and managing the high cost of technology upgrades.

Anti-Terrorist Financing (CTF) — related terms: AML, sanctions, risk profiling. A regulatory focus on
preventing the flow of funds to terrorist organisations or individuals. CTF measures often mirror AML
controls but emphasise different risk indicators, such as charitable donations to high-risk regions. Example:
a non-profit must implement donor due-diligence procedures to ensure contributions are not diverted to
extremist groups. Practical application includes enhanced scrutiny of politically exposed persons (PEPs) who
may be linked to terrorism financing. Challenges arise from the covert nature of terrorist networks, limited
intelligence sharing, and the need for cross-border cooperation.

Beneficial Owner — related terms: ownership structure, transparency, corporate register. The natural person
who ultimately owns or controls a legal entity, either directly or indirectly. Identifying beneficial owners
helps prevent the use of shell companies for illicit purposes. Example: a corporate client provides a
shareholder register that masks the true individual behind multiple layers of subsidiaries; the institution
must request additional documentation to uncover the ultimate owner. Practical application involves
leveraging public registries and third-party verification services. Challenges include inconsistent global
definitions, privacy laws that limit data access, and complex ownership chains that obscure true control.

Compliance Risk — related terms: regulatory risk, operational risk, internal controls. The risk of legal or
regulatory sanctions, financial loss, or reputational damage arising from failure to adhere to applicable laws
and standards. Example: a financial firm neglects to update its AML policies after a regulator issues new
guidance, resulting in a fine. Practical application requires regular risk assessments, policy revisions, and
staff training. Challenges include rapidly changing regulations, resource constraints, and the difficulty of
quantifying compliance risk in monetary terms.

Country-Specific Risk — related terms: jurisdictional risk, geopolitical risk, sanctions. The assessment of risk
associated with a particular country’s legal environment, corruption levels, and propensity for
money-laundering activity. Example: a bank assigns a higher risk rating to customers domiciled in a
jurisdiction with weak AML enforcement, prompting enhanced due-diligence procedures. Practical
application involves using risk-scoring models that incorporate factors such as FATF ratings and corruption
indices. Challenges include limited reliable data, frequent political changes, and the risk of over-generalising
which may affect legitimate business.
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Customer Due Diligence (CDD) — related terms: KYC, EDD, risk profiling. The process of collecting and
verifying information about a client to assess the risk they pose. CDD is the baseline level of scrutiny, while
enhanced due diligence (EDD) is applied to higher-risk customers. Example: a retail bank obtains a national
ID, address proof, and source-of-wealth statement from a new account holder. Practical application includes
integrating CDD checks into onboarding workflows and maintaining ongoing monitoring. Challenges
include balancing thoroughness with onboarding speed, handling unstructured data, and ensuring data
privacy compliance.

Data Privacy Regulations — related terms: GDPR, CCPA, confidentiality. Laws that govern the collection,
storage, and processing of personal data, which intersect with AML requirements that demand extensive
data collection. Example: a compliance officer must design an AML monitoring system that encrypts
customer data to satisfy GDPR's “data-minimisation” principle. Practical application involves conducting
privacy impact assessments and establishing data-access controls. Challenges stem from conflicting
obligations, cross-border data transfers, and the need for continuous legal updates.

Enhanced Due Diligence (EDD) — related terms: CDD, high-risk customer, risk escalation. A deeper
investigation into a customer’s background, source of wealth, and transaction patterns when the initial risk
assessment identifies heightened risk. Example: a financial institution applies EDD to a politically exposed
person who conducts large, irregular wire transfers, requiring source-of-funds documentation and
senior-management approval. Practical application includes creating EDD checklists, assigning dedicated
analysts, and documenting findings. Challenges include resource intensity, potential delays in client
onboarding, and the difficulty of obtaining reliable information from opaque jurisdictions.

Financial Action Task Force (FATF) — related terms: AML standards, mutual evaluations, high-risk jurisdictions.
An intergovernmental body that sets international AML/CTF standards and evaluates member countries’
compliance. FATF's “Recommendations” form the basis for many national AML regimes. Example: a
jurisdiction receiving a “grey list” designation must implement remedial actions to avoid sanctions. Practical
application involves aligning internal policies with FATF guidance and preparing for mutual evaluation visits.
Challenges include interpreting broad recommendations, keeping pace with FATF updates, and addressing
inconsistencies between FATF expectations and local law.

Financial Institutions (Fls) — related terms: banks, securities firms, insurance companies. Entities that are
subject to AML/CTF obligations because they handle monetary transactions, hold client funds, or provide
investment services. Example: a credit union must develop an AML program proportionate to its size and
transaction volume. Practical application includes appointing a compliance officer, establishing monitoring
systems, and conducting regular staff training. Challenges for smaller Fls involve limited budgets, lack of
specialised expertise, and difficulty accessing sophisticated screening tools.

Foreign Account Tax Compliance Act (FATCA) — related terms: CRS, information exchange, withholding tax. A
U.S. law requiring foreign financial institutions to report holdings of U.S. persons to the IRS, with penalties
for non-compliance. While not an AML law, FATCA creates data-collection obligations that intersect with
AML programmes. Example: a European bank must collect U.S. citizenship information during onboarding
to fulfill FATCA reporting. Practical application includes integrating FATCA questionnaires into CDD
processes and establishing reporting pipelines to the IRS. Challenges involve reconciling FATCA demands

Read online: https://learnuni.com/glossaries/5400807/regulatory-risk- LearnUNI - 26 Jul 2026
management



LearnlUINI GLOSSARY

LEARNING SHOULD BE FREE

with local privacy laws, managing dual-reporting requirements, and handling complex citizenship
determinations.

Geographic Risk Assessment — related terms: country-specific risk, jurisdictional risk, risk matrix. The
systematic evaluation of risk factors associated with a particular location, including regulatory quality,
corruption perception, and crime rates. Example: a multinational corporation uses a risk matrix to assign
“low”, "medium”, or "high” risk levels to each operating country, influencing the intensity of AML controls.
Practical application includes updating assessments annually and feeding results into transaction
monitoring thresholds. Challenges include obtaining reliable, up-to-date data, accounting for regional

variations within a country, and avoiding bias in risk scoring.

High-Risk Customer — related terms: PEP, non-resident, high-volume transaction. A client whose profile,
activity, or jurisdiction places them at greater risk of involvement in money-laundering or terrorist-financing
schemes. Example: a non-resident individual from a sanctioned country who conducts frequent large-value
wire transfers. Practical application requires applying EDD, heightened monitoring, and senior-management
approval before onboarding. Challenges include correctly identifying high-risk traits, preventing “risk creep”
where low-risk customers become high-risk over time, and managing the operational burden of additional
checks.

Internal Controls — related terms: governance, compliance framework, audit. Policies, procedures, and
mechanisms instituted by an organisation to ensure compliance with AML/CTF obligations and to mitigate
risk. Example: a bank adopts a segregation-of-duties policy that prevents the same employee from both
creating a client record and approving large transactions. Practical application involves documenting
controls, training staff, and performing periodic testing. Challenges include control fatigue, insufficient
documentation, and the difficulty of ensuring controls remain effective as business models evolve.

International Sanctions — related terms: OFAC, UN Security Council, embargo. Measures imposed by
governments or international bodies that prohibit dealings with designated individuals, entities, or
countries. Sanctions programmes often intersect with AML/CTF compliance because sanctioned parties may
be used as conduits for illicit funds. Example: a payment processor must block transactions to a company
listed on the OFAC Specially Designated Nationals (SDN) list. Practical application includes real-time
screening against sanctions lists and maintaining audit trails of blocked transactions. Challenges include
frequent list updates, false-positive rates, and navigating conflicting sanctions regimes.

Know Your Customer (KYC) — related terms: CDD, identity verification, onboarding. The process of collecting
sufficient information to confirm a client’s identity and assess risk. KYC is the foundation of AML compliance
and typically includes document verification, biometric checks, and screening against watchlists. Example: a
fintech app uses facial recognition to match a selfie with a government-issued ID during account creation.
Practical application requires integrating KYC solutions into digital channels and establishing retention
policies. Challenges include balancing speed with thoroughness, handling customers with limited
documentation, and ensuring compliance across multiple jurisdictions.

Lawful Basis for Processing — related terms: GDPR, consent, legitimate interest. The justification under
data-privacy law for collecting and using personal data, which must be documented to satisfy regulators. In
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AML contexts, the lawful basis is often “legal obligation.” Example: a bank records that its processing of
customer transaction data is required by AML legislation. Practical application involves mapping data flows,
updating privacy notices, and maintaining records of the legal basis. Challenges arise when privacy
requirements conflict with AML data-collection mandates, especially in jurisdictions with strict consent rules.

Money-Laundering — related terms: placement, layering, integration. The process of disguising the origins of
illicit funds to make them appear legitimate. AML frameworks aim to detect each stage of the laundering
cycle. Example: a criminal deposits cash into multiple small accounts (placement), then transfers funds
through a series of shell companies (layering), finally purchasing real estate (integration). Practical
application includes transaction monitoring systems tuned to detect patterns consistent with placement or
layering. Challenges include the sophistication of laundering techniques, rapid adaptation by criminals, and
the difficulty of proving intent.

Non-Financial Businesses and Professions (NFBPs) — related terms: AML obligations, risk-based approach,
reporting. Sectors such as real-estate agents, dealers in high-value goods, and accountants that are
vulnerable to money-laundering and therefore subject to AML duties. Example: a luxury-car dealer must
implement a risk-based AML program, maintain records of cash purchases above a threshold, and file
suspicious activity reports (SARs). Practical application includes training staff to recognise red flags and
integrating transaction monitoring into sales systems. Challenges include limited resources, lack of
industry-specific guidance, and cultural resistance to regulatory oversight.

Operational Risk — related terms: compliance risk, process failure, business continuity. The risk of loss
resulting from inadequate or failed internal processes, people, systems, or external events. AML failures are
a subset of operational risk. Example: a system outage prevents real-time screening of transactions, leading
to undetected suspicious activity. Practical application involves developing business-continuity plans,
performing stress testing, and establishing fallback procedures. Challenges include ensuring redundancy
without excessive cost, maintaining data integrity during disruptions, and aligning operational risk metrics
with AML performance indicators.

Politically Exposed Person (PEP) — related terms: high-risk customer, senior-political figure, family member.
An individual who holds or has held a prominent public function, and whose close associates may present
heightened AML risk due to potential abuse of influence. Example: a bank identifies a newly opened
account belonging to the son of a cabinet minister and applies EDD. Practical application includes
maintaining a PEP database, applying enhanced screening, and conducting periodic reviews. Challenges
involve defining the scope of “close associate,” keeping the PEP list up-to-date, and managing the
reputational impact of false positives.

Risk Appetite — related terms: risk tolerance, governance, board oversight. The level of risk an organisation is
willing to accept in pursuit of its objectives, influencing the design of AML controls. Example: a small bank
with a low risk appetite may implement stricter transaction limits than a larger counterpart. Practical
application includes setting quantitative thresholds, communicating limits to business units, and reviewing
appetite regularly. Challenges include aligning appetite with regulatory expectations, avoiding overly
restrictive policies that hinder legitimate business, and measuring risk exposure accurately.
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Risk Assessment — related terms: risk matrix, risk scoring, scenario analysis. The systematic process of
identifying, analysing, and evaluating risks to determine appropriate mitigation strategies. In AML, risk
assessments consider customer, product, geographic, and channel risks. Example: a compliance team
conducts an annual risk assessment that scores high-risk products such as private banking and assigns
additional monitoring resources. Practical application includes using risk-assessment software, documenting
findings, and integrating results into control design. Challenges include data quality, subjectivity in scoring,
and ensuring assessments remain current amid changing threat landscapes.

Risk-Based Approach (RBA) — related terms: proportionality, risk assessment, controls. A regulatory principle
that requires institutions to allocate resources and design controls proportional to the level of risk
identified. Example: a fintech platform with predominantly low-risk retail customers adopts simplified
due-diligence procedures, reserving full EDD for high-risk corporate clients. Practical application involves
establishing risk categories, calibrating monitoring rules, and periodically reviewing risk levels. Challenges
include avoiding under-estimation of emerging risks, justifying resource allocation to regulators, and
maintaining consistency across business lines.

Sanctions Screening — related terms: OFAC, EU sanctions, watchlist. The process of checking customers and
transactions against lists of sanctioned individuals, entities, or countries to prevent prohibited dealings.
Example: a trade finance department runs automated checks on every export contract against the UN
sanctions list before approval. Practical application includes real-time API integration with sanction
providers, handling false positives, and documenting remediation actions. Challenges include
high-frequency updates, jurisdictional differences in sanctions regimes, and balancing compliance with
commercial urgency.

Sector-Specific Risk — related terms: product risk, service risk, industry exposure. The risk profile associated
with particular business lines or products that may be more attractive to money-laundering actors. Example:
a casino’s high cash turnover creates a greater AML risk than a typical retail bank’s account services.
Practical application involves tailoring monitoring rules to sector characteristics, such as setting lower
thresholds for cash transactions in gaming. Challenges include obtaining accurate sector data, avoiding a
one-size-fits-all approach, and ensuring staff understand sector-specific red flags.

Suspicious Activity Report (SAR) — related terms: filing requirement, regulator, whistleblowing. A mandatory
report filed by a financial institution to a supervisory authority when it detects activity that may indicate
money-laundering or other illicit conduct. Example: a bank’s monitoring system flags a series of structuring
transactions, prompting the compliance officer to file a SAR with the Financial Crimes Enforcement Network
(FinCEN). Practical application includes establishing SAR filing procedures, maintaining confidentiality, and
tracking report outcomes. Challenges involve determining when suspicion reaches the filing threshold,
managing large volumes of reports, and protecting against retaliation for whistleblowers.

Transaction Monitoring — related terms: rules engine, alerts, pattern detection. The automated surveillance
of customer transactions to identify activities that deviate from expected behaviour and may indicate
money-laundering. Example: a monitoring system generates an alert when a client’s wire transfers exceed
150% of their typical monthly volume. Practical application includes configuring rule sets, calibrating
thresholds, and assigning alerts to analysts for investigation. Challenges include high false-positive rates,
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the need for continuous rule optimisation, and integrating monitoring across disparate payment channels.

Ultimate Beneficial Owner (UBO) — related terms: beneficial owner, ownership transparency, corporate
registry. The natural person who ultimately owns or controls a legal entity, often hidden behind multiple
layers of corporate structures. Identifying the UBO is critical for AML compliance to prevent misuse of
opaque entities. Example: a multinational corporation discovers that a subsidiary is owned by a trust whose
trustees are undisclosed; the compliance team must request additional documentation to reveal the UBO.
Practical application involves using corporate-ownership databases, conducting manual research, and
documenting findings. Challenges include differing definitions across jurisdictions, limited public disclosure,
and the cost of deep-dive investigations.

Value-Added Services (VAS) — related terms: ancillary products, cross-selling, risk extension. Additional
services offered by a financial institution that may increase exposure to AML risk, such as foreign exchange,
wealth management, or custodial services. Example: a bank adds a crypto-exchange platform for its retail
clients, thereby introducing new transaction types that require specialised monitoring. Practical application
includes extending AML controls to VAS, training staff on new product risks, and updating risk assessments.
Challenges consist of rapid product innovation, insufficient expertise in novel asset classes, and ensuring
consistent compliance across all service lines.

Virtual Asset Service Provider (VASP) — related terms: crypto exchange, AML, FATF. An entity that conducts
activities involving virtual assets, such as exchanges, custodians, or wallet providers, and is subject to AML/
CTF obligations under FATF guidance. Example: a digital-currency exchange must implement KYC checks,
monitor blockchain transactions, and file SARs for suspicious activity. Practical application involves
integrating blockchain analytics tools, establishing AML policies tailored to virtual assets, and training staff
on crypto-specific risks. Challenges include the pseudonymous nature of blockchain, fast-moving regulatory
developments, and the need for specialised technical expertise.

Watchlist — related terms: sanctions list, PEP list, adverse media. A curated set of names, entities, or locations
that an institution must screen against to detect high-risk or prohibited parties. Example: a compliance
department updates its watchlist daily with the latest OFAC, EU, and UN sanction entries. Practical
application includes automated screening at onboarding and during transaction processing, as well as
periodic re-screening of existing customers. Challenges involve managing the volume of data, minimizing
false positives, and reconciling divergent naming conventions across sources.

Whistleblower Protection — related terms: internal reporting, SAR, regulatory safeguard. Legal provisions
that shield individuals who report suspected wrongdoing from retaliation, encouraging early detection of
AML breaches. Example: an employee reports a colleague’s involvement in structuring cash deposits, and
the institution’s whistleblower policy ensures confidentiality and protection from adverse employment
actions. Practical application includes establishing secure reporting channels, training staff on rights and
responsibilities, and tracking outcomes. Challenges include fostering a culture of trust, preventing misuse of
the system, and complying with jurisdiction-specific protection statutes.

World-Check — related terms: screening tool, due diligence, data provider. A commercial database used by
many institutions for AML screening, containing information on sanctions, PEPs, and high-risk individuals.
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Example: a bank integrates World-Check via APl into its onboarding platform to instantly flag matches
against the database. Practical application involves licensing agreements, regular data updates, and
configuring matching algorithms to balance sensitivity and specificity. Challenges include subscription costs,
data accuracy, and handling matches that require manual verification due to name variations.
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