Data Quality and
Financial Crime
Controls

To find out how FCR Compliance can help
you to best manage your data quality,
please contact Steve@FCRcompliance.com



Why does data
quality matter?

N today’'s financial landscape, the
Importance of a robust Financial Crime
(FC) compliance programme cannot be
overstated.

Effective FC compliance controls are
crucial for detecting and preventing
financial crimes, such as money
laundering and terrorist financing.

At the heart of these controls lies data
quality. High-quality data is essential for
the accuracy and effectiveness of controls,
Impacting everything from transaction
monitoring to regulatory reporting.



What data drives
effective FC controls?

-C controls rely on a variety of data
sources, Including:

e customer information;
e transaction records; and

e external data such as sanctions
lIsts.

The quality of this data directly affects
your ablility to detect suspicious
activities.

Accurate, complete, and timely data
ensures that monitoring systems can
effectively iIdentify anomalies and
potential money laundering activities.



What are the key
components of quality

data”?

1.Knowing your data
universe

2.Accuracy

3.Completeness

4. Timeliness

5.Consistency



1. Knowing your
data universe

A data universe in the context of
Financial Crime controls, refers to the
comprehensive collection of all
relevant data sources and datasets
that an organization must gather,
manage, and analyse to effectively
detect, prevent, and respond to
financial crime activities.

This data universe encompasses
various types of data that are critical
for identifying suspicious activities,
ensuring regulatory compliance, and
supporting investigations.



Key components of a data
universe for FC controls include:

Customer Information

e Know Your Customer (KYC) Data:
Information collected during
customer onboarding, including
names, addresses, dates of birth, and
identification numbers.

e Customer Due Diligence (CDD) Data:
Detailed profiles of customers,
including their business activities,
source of funds, and expected
transaction behaviour.

e Enhanced Due Diligence (EDD) Data:
Additional information for high-risk
customers, such as detailed financial
statements, ownership structures,
and background checks.



Key components of a data
universe for FC controls include:

Transaction Data

e Financial Transactions: Records
of all customer transactions,
iIncluding deposits, withdrawals,
transfers, payments, and foreign
exchanges.

e Transaction Monitoring Alerts:
Data on flagged transactions
that may indicate suspicious
activity, iIncluding reasons for
the alerts and subseguent
Investigations.



Key components of a data
universe for FC controls include:

Compliance and Regulatory Data

Regulatory Filings: SUspICIOUS
Activity Reports (SARs) and
other mandated regulatory
submissions.

e Sanctions Lists and PEP Data:
Data from global sanctions lists,
politically exposed persons
(PEPs), and other watchlists.

—




Key components of a data
universe for FC controls include:

Analytics and Risk Assessment
Data:

e Risk Models and Scoring
Systems: Data used to develop
and calibrate risk models for

assessing customer and
transaction risk.

e Historical Risk Assessments:
Records of past risk
assessments, including
methodologies and outcomes.




2. Accuracy

Data must be correct and
free from errors.

lnaccurate data can lead to
false positives or worse,
missed suspiclious activities.

For iInstance, Incorrect
customer information can
porevent proper identification
and verification processes.



3. Completeness

Incomplete data sets hinder
the ability to fully assess
transactions and customer
behaviours.

Missing data points can
create blind spots in FC
surveillance, allowing illicit
activities to go unnoticed.



4. Timeliness

Real-time data processing is
critical for detecting
suspicious transactions
promptly.

Delays in data updating can
result in late alerts, giving
criminals a window to move
iLllicit funds.



5. Consistency

Data must be consistent
across all platforms and
systems within an
organization.

Discrepancies in data can
cause confusion and errors In
FC monitoring processes.



What is the impact
of poor data quality?

The repercussions of poor data
quality In FC controls are
significant.

You may face:
e regulatory;
e operational; and
e reputational risks
It data quality Is compromised.



Regulatory penalties

The Financial Conduct
Authority (FCA) expect
firms to maintain high
standards of data quality for
FC purposes.

Fallure to meet these
standards can result In
hefty fines and sanctions.



Operational
Inefficiencies

Poor data quality leads to operational
Inefficiencies, including increased
false positives in transaction
monitoring systemes.

This can overwhelm compliance
teams, leading to higher operational
costs and resource allocation to
Investigate non-issues.

Moreover, the inefficiencies can delay
the identification of actual Financial
Crime activities.



Reputational damage

Trust Is a cornerstone of the
financial iIndustry.

Firms who fail to manage
thelr data quality, risk
damaging their reputation.

Incidents of FC fallures due to
poor data quality, erodes
customer trust and
confidence.



How can we ensure
high quality data?

To maintain high data quality
standards, you must
implement comprehensive
data management
strategies.

Here are some suggestions:



Data management
strategies:

Data Governance:

-stablish robust data governance
frameworks that define data quality
standards, responsibilities, and
processes. This includes regular
audits and quality checks.

Employee Training:

Invest In regular training
programmes for employees to
ensure they understand the
Importance of data quality and are
equipped to handle data correctly.



Data management
strategies:

Continuous Monitoring:
Implement continuous monitoring
systems that regularly assess data
quality and flag discrepancies for
Immediate correction.

Advanced Technology: | everage
advanced technologies such as
artificial intelligence and machine
learning to enhance data accuracy and
processing speed. These technologies
can help In real-time data validation
and anomaly detection.



REMEMBER:

Data quality is the backbone of
effective Financial Crime controls.

You must prioritize the accuracy,
completeness, timeliness, and
consistency of your data to mitigate
risks and ensure compliance with
regulatory standards.

By Investing In robust data
management practices and advanced
technologies, you can enhance your FC
capabilities, protect against financial
crimes, and maintain trust with
regulators and customers alike.
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