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ABSTRACT

Financial crime continues to be a major global concern as criminals adopt sophisticated methods to disguise
illicit funds. In response, Anti-Money Laundering (AML) frameworks, including Customer Due Diligence
(CDD), Enhanced Due Diligence (EDD), Transaction Monitoring (TM), while also including Suspicious
Transaction Reporting (STR), forms key parts of compliance frameworks.

This study looks at how well anti-money laundering methods work in spotting financial crimes - using insights
from real tasks done at Genpact. It also draws data from international standards like FATF, RBI, and FIU-IND,
along with sector reports. Workflows, warning signs, and rule-based checks in banks are examined to assess
their role in stopping illegal flows.

Results stem from practical work along with external data to add depth. While CDD and KYC set the base,
EDD, risk ratings, or tech-driven transaction tracking boost detection power. Still, issues like incorrect alerts,
missing paperwork, even uncooperative clients slow things down. In the end, a clear anti-money-laundering
mindset, smart data tools, plus ongoing checks make prevention far more effective.

The research clarifies why some AML systems work better than others - while also giving useful guidance for
officials, oversight bodies, or banks aiming to strengthen anti-financial crime tactics.

Keywords: AML, CDD, EDD, Transaction Monitoring, STR, KYC, Financial Crime, Compliance, Risk
Assessment.

1. INTRODUCTION

1.1 Background of the Study

Money laundering hides where illegal cash comes from. Usually, this cash moves through three steps - called
Placement, then Layering, finally Integration - to appear legal in banks.

In the private sector, guidelines from bodies like the Wolfsburg Group highlight clear proof of working
oversight systems - firms need more than just written rules. Instead of focusing solely on policies, regulators
now want real results: how good SARs are, whether police act on them, or if seized assets get recovered.
Performance is judged less by staffing levels and software use, yet more by actual impact. This shift moves
away from ticking boxes toward showing concrete outcomes.

Financial organizations are exposed to growing threats because offenders now rely on tactics like breaking up
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transactions, moving money quickly, fake firms, overseas banking, digital currencies, or intermediaries. As a
result, anti-money laundering systems play a key role in spotting and reducing these dangers.

In India, AML regulations are governed by:

. FATF (Financial Action Task Force) recommendations
. RBI KYC Master Directions

. PMLA Act & Rules

. FIU-IND reporting requirements

. Internal compliance policies of financial institutions

AML processes ensure that customers are properly verified, monitored, and assessed for suspicious activity.

Money Laundering Cycle
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1.2 AML Components Risk Assessment

Identifying and assessing the risks of money laundering associated with different customers, products,
and services.

Customer Due Diligence (CDD)

Involves KYC checks; also covers document verification. Uses automated tools to assess client risk levels -
onboarding procedures included as well. Screening against sanction lists is part of it. When risks are higher,
additional scrutiny applies

Focused on individuals at higher risk - like politically exposed persons, non-governmental organizations, large
money senders, international businesses, or those showing irregular activity. Involves checking where funds
originate, scanning negative press sources, along with thorough personal and financial history analysis.
Transaction Monitoring (TM)

TM systems track customer activity in real-time to identify unusual transaction patterns such as:

. Structuring/Smurfing

. Frequent large cash deposits

. High-volume cross-border transfers
. Rapid movement of funds

. Unexplained third-party transfers
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. Round-tripping transactions
Suspicious Transaction Report (STR)

If a potential financial crime is detected, the case must be escalated to the compliance team for STR filing to

FIU-IND.

1.3 Need for the Study
Due to rising cases of money scams, terror funding, illegal drugs trade, or digital crimes, authorities worldwide
push for stronger anti-money laundering systems. This research looks at how such measures work within

actual companies, also examining their success in spotting unusual transactions.

2. LITERATURE REVIEW
2.1 AML Framework and Global Standards

Levi & Reuter (2006) emphasize that AML frameworks enhance financial system transparency and reduce
criminal financial flows. FATF standards serve as the global benchmark for AML/CTF compliance.
Unger et al. (2014) highlight that AML frameworks protect economies from terrorism financing, corruption,

and tax evasion.

2.2 Know Your Customer (KYC) and CDD
Ferwerda (2012) argues robust CDD underpins every effective AML framework; without it, systems
falter. Accurate KYC limits hidden identities - key drivers of illegal finance.

Ranjan & Bapat (2020) show poor records or shaky checks often lead to compliance issues.

2.3 Role of Technology in AML

Gomez & Singh (2020) find Al-driven TM tools cut down on false alarms while boosting precision in
identifying criminal activity.

The Basel Committee (2021) backs using digital onboarding - alongside Al-driven risk assessment

- to boost compliance effectiveness through automation.

24 Challenges in AML

. False positives (Zdanovic, 2019)

. Customer non-cooperation (Gupte & Shetty, 2018)
. Complex data interpretation

. High regulatory expectations

. Manual verification delays
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2.5 Economic Impact of Weak AML Systems
1. Growth of Underground/Shadow Economy

If banks cannot track illegal funds, criminals operating freely. These funds are invested in:

. Hawala networks

. Illegal mining

. Human trafficking

. Drug cultivation

. Counterfeit currency operations

This “shadow money” competes with the legitimate economy, reducing tax collection, foreign
investment, and financial stability.
2. Banking System Becomes Risky

If banks unknowingly hold funds linked to terrorism or crime:

. Their reputation is damaged

. International banks may stop partnerships
. Foreign investors lose confidence

. Risk rating of the country increases

This leads to higher borrowing costs and slower GDP growth.
3. Inflation & Market Manipulation
Illicit cash entering the market artificially raises demand, causing inflation.

Criminals may manipulate:

. Gold prices
. Land/real estate
. High-value goods (betel nut, timber, coal) This hurts local consumers and small businesses.

3. OBJECTIVES OF THE STUDY

l. The study follows a qualitative approach. However, it analyzes available written sources - such as
official rules and anti-money laundering examples - to draw meaning from real- world contexts instead.

2. To evaluate how well these AML systems identify, stop, or interfere with illicit finance activities
using structured methods.

3. To explore how banks, oversight agencies, together with Financial Intelligence Units, apply anti-
money laundering rules while maintaining adherence.

4. To pinpoint what affects AML performance - like organizational strength, use of tech, accuracy of
information, international coordination, or methods focused on risk - one must examine each clement

separately while considering how they interact under different conditions.
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4. RESEARCH METHODOLOGY

4.1 Research Design

To examine core elements of anti-money laundering systems in chosen regions - looking at laws, rules,
oversight methods, also disclosure duties.

4.2 Nature of the Study

The study follows a qualitative approach. While analyzing available published materials, it also looks at
official regulations - alongside real-world AML examples - to draw meaning from patterns found across

Sources.

4.3 Sources of Secondary Data
The study relies exclusively on secondary sources, including:

Regulatory Sources

. Financial Action Task Force (FATF) reports

. Reserve Bank of India (RBI) KYC & AML Master Directions

. FIU-IND (Financial Intelligence Unit — India) guidelines

. Prevention of Money Laundering Act (PMLA) rules

Academic & Research Publications

. Peer-reviewed journals on AML, CDD, EDD, and financial crime
. Research papers on money laundering methodologies

. International case studies on terrorist financing

4.4 Sampling Design

Convenience sampling of 50 AML and KYC professionals at Genpact.
5. DATA ANALYSIS & INTERPRETATION

5.1 Effectiveness of CDD and Customer Verification

CDD Parameter Effectiveness Score Interpretation

Kyc Verification High Strong Document Validation

Risk Scoring Moderate False Positives Occur

Screening High Automated Systems Reduce Errors
Periodic Review Moderate Time-Consuming Process
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CDD is effective but slowed by documentation gaps and manual review.

5.2 EDD Effectiveness for High-Risk Customers

Risk Category Edd Applied Impact

Peps Yes High Scrutiny Reduces Risk

INgos Yes Source-Of-Funds Verification Needed

Cross-Border Clients Yes Higher Monitoring Threshold

Shell Companies Partial Hard To Verify Real Owners
Interpretation:

EDD improves transparency but requires stronger beneficial ownership verification.

5.3 Transaction Monitoring — Red Flag Detection

Top alerts identified:

. Sudden increase in transaction volume

. Round-tripping & layering

. Repetitive small deposits (structuring)

. Rapid fund movement after deposit

. Transaction mismatch with customer profile
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Interpretation:

TM is effective but generates excessive false positives, increasing analyst workload.

5.4 STR Reporting Efficiency

. 78% analysts believe STR reporting is essential

. 62% feel the process is time-consuming

. 48% face difficulty in compiling evidence

. 71% agree documentation gaps cause escalation delays

6. FINDINGS

1. AML systems work well - yet need better records alongside quicker checks.

2. EDD lowers threats from risky individuals or groups.

3. Transaction monitoring tools spot unusual activities well - yet many alerts turn out to be harmless.

While they work decently, unnecessary flags still occur frequently.

4. STR/SAR reporting matters a lot - yet it usually takes longer because gathering proof gets
complicated.

5. Tools like artificial intelligence or automated systems boost anti-money laundering
effectiveness.

6. Compliance mindset or staff education greatly affects how well AML works.

7. CONCLUSION
The research shows AML frameworks are key to stopping financial crimes. CDD along with EDD supports

clearer customer profiles, whereas TM tools detect odd transaction patterns. Still, these processes deal with

issues like missing paperwork, too many inaccurate warnings, or poor client engagement.

To strengthen AML frameworks, banks should use improved data tools, enhance employee learning, or follow

rules more closely. Relying on current tech, a focus on risk levels can drive better results over time.
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