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1. The AML Imperative

Money laundering is the process by which criminals conceal the origins of

illegally obtained money, typically by passing it through a complex

sequence of banking transfers, shell companies, or commercial

transactions. The United Nations Office on Drugs and Crime (UNODC)

estimates that between 2% and 5% of global GDP — approximately $800

billion to $2 trillion — is laundered annually. This systemic criminal

activity finances terrorism, drugs trafficking, human trafficking, corruption,

and organised crime.

For financial institutions and regulated businesses, the obligation to

detect and prevent money laundering is both a legal requirement and a

matter of institutional integrity. The consequences of AML failures are

severe: regulatory fines frequently reach hundreds of millions of dollars;

executives face personal criminal liability; banking licences can be

revoked; and reputational damage can permanently impair customer

relationships and market position.

$2T $10.4B 1% 85%

Estimated annual money
laundering volume

Global AML fines issued in
2023

Of laundered funds detected
and frozen

Of AML teams report
resource constraints

2. FATF Recommendations and
Global Standards
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The Financial Action Task Force (FATF) is the global standard-setter for

AML/CTF compliance. Its 40 Recommendations provide the

internationally recognised framework upon which national AML legislation

is built. Countries that fail FATF mutual evaluations face reputational

consequences and, in serious cases, grey-listing or black-listing — which

significantly restricts their access to the global financial system.

Critically, FATF Recommendation 1 mandates a Risk-Based Approach

(RBA) to AML/CTF. Rather than applying a uniform set of measures to all

customers and transactions, regulated entities are expected to allocate

resources proportionate to identified risk levels. This means thorough

Enhanced Due Diligence for high-risk customers, simplified measures for

low-risk, and continuous recalibration as risk evolves.

3. The Five Pillars of an Effective
AML Programme

Pillar 1: Policies, Procedures & Controls

Written AML policies must define the organisation's risk appetite, set out

customer acceptance criteria, specify due diligence procedures, and

articulate the approach to suspicious activity reporting. Policies should be

reviewed at least annually and whenever significant regulatory changes

occur.

Pillar 2: Customer Due Diligence

CDD is the foundation of AML compliance. It encompasses identity

verification, beneficial ownership identification, understanding the

purpose and nature of the business relationship, and ongoing monitoring.

Risk-based EDD is required for PEPs, high-risk countries, complex

ownership structures, and high-risk business types.

Pillar 3: Transaction Monitoring
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Automated transaction monitoring systems analyse payment and account

behaviour to identify patterns indicative of money laundering. Effective

systems combine rule-based alerts for known typologies with statistical

and machine-learning models that detect anomalous behaviour relative to

peer groups and historical baselines.

Pillar 4: Suspicious Activity Reporting

When suspicion of money laundering is formed, regulated entities are

legally obligated to submit a Suspicious Activity Report (SAR) or

Suspicious Transaction Report (STR) to the relevant Financial

Intelligence Unit (FIU). Quality of SAR reporting — not just volume — is

increasingly evaluated by regulators.

Pillar 5: Training & Awareness

All relevant staff must understand their AML obligations, be able to

recognise red flags, and know how to escalate concerns. Training must

be role-specific, regularly updated to reflect current typologies, and

documented for regulatory review.

4. Customer Due Diligence (CDD)
and Enhanced Due Diligence
(EDD)

Customer Due Diligence is the cornerstone of any AML programme.

Effective CDD ensures that organisations know who they are doing

business with, understand the nature and purpose of the business

relationship, and can detect when customer behaviour deviates from the

expected pattern.

4.1 Standard CDD Measures
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• Full legal name and trading names • Government-issued ID (passport, driving

licence)

• Date of birth / incorporation date • Company registration documents

• Registered address • Beneficial ownership register

• Nature of business / source of funds • Sanctions and PEP screening

• Expected transaction volumes and patterns • Adverse media check

4.2 Triggers for Enhanced Due Diligence

EDD is required when the initial risk assessment identifies elevated risk.

Mandatory EDD triggers under most regulatory frameworks include:

politically exposed persons (PEPs) and their close associates; customers

from FATF high-risk or monitored jurisdictions; complex corporate

structures with multiple layers of ownership; high-value or unusual

transactions; and correspondent banking relationships.

■ Regulatory Insight: The EU's 6th AML Directive (6AMLD) and the U.S. Bank Secrecy

Act (BSA) both now require beneficial ownership identification to the ultimate

beneficial owner (UBO) level, typically defined as any individual holding 25% or more

ownership or voting rights.

5. Transaction Monitoring

Transaction monitoring (TM) is the automated process of analysing

financial transactions against predefined rules and statistical models to

identify potentially suspicious activity. A well-functioning TM system is

one of the most powerful tools in the AML arsenal — and one of the most

challenging to operate effectively.
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5.1 Rule-Based Monitoring

Rule-based systems generate alerts when transactions meet predefined

criteria. Common rules include: transactions above a reporting threshold

(e.g., $10,000 cash in the U.S.); round-dollar transactions suggesting

structuring; rapid movement of funds ('layering'); transactions to/from

high-risk jurisdictions; and customer profile deviations (e.g., unusual

transaction type, unexpected counterparty geography).

5.2 Behavioural Analytics and Machine
Learning

Modern TM platforms supplement rule-based alerts with machine

learning models that establish customer behavioural baselines and flag

statistical anomalies. Unsupervised learning approaches (clustering,

anomaly detection) can identify novel money laundering typologies that

do not match any existing rule. Supervised models trained on confirmed

SAR cases can prioritise alerts for analyst review.

6. Suspicious Activity Reporting

When a regulated entity forms a suspicion — or has reasonable grounds

to suspect — that a transaction involves the proceeds of crime or is

connected to money laundering or terrorist financing, it is legally required

to file a SAR with the relevant FIU. In the United States, this is FinCEN; in

the UK, the National Crime Agency (NCA); in the EU, member-state

FIUs.

SAR quality is as important as SAR volume. A high-quality SAR

articulates: who the subject is and their relationship with the institution;

what the suspicious activity was, with specific transaction details; why the

activity is suspicious, with reference to relevant indicators; and what

action the institution has taken or proposes to take.
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7. AML Technology Stack

The modern AML technology stack spans multiple integrated capabilities.

Leading organisations invest in: Customer Screening solutions for

sanctions, PEP, and adverse media checks; Transaction Monitoring

platforms with rule and model-based alerting; Case Management

systems for alert investigation and SAR filing; Identity Verification (IDV)

tools for CDD; and Regulatory Reporting solutions for FinCEN/FIU

submissions.

8. Risk-Based Approach in
Practice

The Risk-Based Approach (RBA) is not a licence to under-invest in

controls—it is a mandate to align resource intensity with demonstrable

risk. In practice, this means documenting why simplified measures are

acceptable for constrained retail flows, while complex structures, PEPs,

and high-risk corridors receive enhanced monitoring, more frequent

reviews, and senior scrutiny.

Supervisors expect periodic validation that risk ratings still reflect reality:

refresh triggers should include material product launches, M&A;, new

geographies, and typology intelligence from law enforcement advisories.

9. Training and Culture

Controls fail when staff treat AML as a compliance checkbox rather than

a shared integrity obligation. Role-based curricula—front office,

operations, technology, and audit—should include red-flag galleries

grounded in your own historical cases (sanitised) and regulator-published
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enforcement summaries.

Culture metrics matter: completion rates alone are insufficient. Assess

comprehension with scenario-based assessments and track whether

escalations increase after training waves—a sign that messaging is

landing.

10. Programme Testing and
Independent Audit

Independent testing should evaluate design effectiveness and operating

effectiveness across screening, monitoring, and reporting. Sample sizes

must be statistically credible for model populations, and findings should

feed a governed remediation tracker with accountable owners and

deadlines.

Rotate audit themes annually—one year emphasise correspondent

banking, the next trade finance—so depth accumulates across the

portfolio instead of repeating surface-level checklists.

11. Emerging Threats: Crypto,
Trade Finance, and Virtual Assets

The rapid growth of cryptocurrency and virtual asset markets has created

new AML risks. FATF's Virtual Asset Service Provider (VASP) framework

extends AML obligations to crypto exchanges, DeFi protocols, and NFT

marketplaces. The Travel Rule — requiring VASPs to transmit originator

and beneficiary information with virtual asset transfers — is now in force

across major jurisdictions.
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Blockchain analytics tools can trace the provenance of cryptocurrency

funds, identify transactions linked to sanctioned addresses or known

criminal wallets, and assess the risk profile of counterparty wallets.

Integrating on-chain analytics with traditional AML screening provides a

more complete picture of virtual asset risk.

Trade-based money laundering continues to exploit mis-invoicing,

dual-use goods, and opaque shipping routes. Pair documentary trade

data with counterparty, vessel, and jurisdiction screening, and escalate

where pricing or volumes deviate materially from commodity benchmarks

without credible commercial rationale.

12. Building Your AML Roadmap

Effective AML programmes are not built overnight. A practical roadmap

should be structured around three horizons: (1) Foundation —

establishing governance, policies, CDD procedures, and basic screening

capability within 90 days; (2) Enhancement — deploying advanced

transaction monitoring, EDD workflows, and SAR management within 6

months; (3) Optimisation — ongoing programme testing, model tuning,

and continuous improvement driven by regulatory feedback and

emerging typologies.

PrimeGuardia integrates with leading AML platforms to provide real-time sanctions,

PEP, and adverse media screening at every stage of the customer lifecycle. Our API is

documented at primeguardia.com/docs.


