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Certificate in Anti-Money Laundering and Compliance in Banking (United Kingdom)

Customer Due Diligence and Know Your Customer

Customer Due Diligence (CDD): Customer Due Diligence, commonly referred to as CDD, is a critical process
within the financial industry that requires financial institutions to assess and verify the identity of their
customers. CDD is an essential component of Anti-Money Laundering (AML) and Know Your Customer
(KYC) procedures. The main objective of CDD is to prevent money laundering, terrorist financing, and other
financial crimes by ensuring that customers are who they claim to be and that their financial activities are
consistent with their profiles.

CDD involves gathering relevant information about customers, such as their name, address, date of birth,
and identification documents. Financial institutions are required to conduct a risk assessment based on the
information collected during the CDD process to determine the level of due diligence required for each
customer. This risk-based approach helps institutions identify and mitigate potential risks associated with
their customers.

Related Terms: Know Your Customer (KYC), Enhanced Due Diligence (EDD), Simplified Due Diligence (SDD),
Politically Exposed Person (PEP), Ultimate Beneficial Owner (UBO).

Example: A bank is conducting CDD on a new customer who wishes to open a business account. The bank
requests the customer to provide identification documents, business registration documents, and other
relevant information to verify the customer's identity and assess the risk associated with the business.

Challenges: One of the main challenges of CDD is the difficulty in obtaining accurate and up-to-date
information about customers, especially in cases where customers provide false or incomplete information.
Financial institutions must have robust procedures in place to verify the authenticity of the information
provided by customers and to detect any suspicious activities that may indicate potential money laundering
or terrorist financing.

Know Your Customer (KYC): Know Your Customer, commonly known as KYC, is a regulatory requirement that
obliges financial institutions to verify the identity of their customers before conducting business with them.
KYC is an essential part of Anti-Money Laundering (AML) procedures and is aimed at preventing financial
crimes such as money laundering, terrorist financing, and fraud.

KYC involves collecting information about customers, such as their name, address, date of birth, and
identification documents, to establish their identity. Financial institutions are also required to conduct a risk
assessment based on the information gathered during the KYC process to determine the level of due
diligence required for each customer. This risk-based approach helps institutions identify and mitigate
potential risks associated with their customers.

Related Terms: Customer Due Diligence (CDD), Enhanced Due Diligence (EDD), Simplified Due Diligence
(SDD), Politically Exposed Person (PEP), Ultimate Beneficial Owner (UBO).
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Example: A financial institution is performing KYC on a new client who wants to open an investment
account. The institution requests the client to provide identification documents, proof of address, and other
relevant information to verify the client's identity and assess the risk associated with the investment
activities.

Challenges: One of the main challenges of KYC is keeping up with the constantly evolving regulatory
requirements and technological advancements. Financial institutions must continuously update their KYC
procedures to comply with changing regulations and to adapt to new risks posed by emerging technologies
such as cryptocurrencies and online banking. Failure to keep pace with these changes can expose
institutions to regulatory penalties and reputational damage.
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