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Transaction Monitoring & Its Importance 

COMPLIANCE & RISK SOLUTIONS. 
 
 

Transaction Monitoring 
Transaction monitoring is a vital component of the anti-money laundering (AML) 

procedures. All financial institutions both on sell-side and buy-side have some form of 

transaction monitoring in place to keep an eye out for any suspicious transactions to and 

from existing customers. 

 

What is transaction monitoring? 
It is a process that is aimed to spot irregular patterns and reviews suspicious transfers 

and transactions made in digital or fiat currencies. The transaction monitoring process 

tries to answer the following questions for every dubious transaction — where did the 

money come from and where are they going, are they legitimate funds or were obtained 

illegally?  

 

Transactions are monitored based on a customer profile and specific details relating to a 

customer. The monitoring rules can reflect several factors relating to a customer (e.g. 

aggregate transactions, type, amount, frequency, business). 

 

Financial institutions typically use AML software that generates alerts on the transactions 

and assigns a risk-level to customer profiles of those who made the transfers. When a 

transaction is flagged as suspicious, a notice/alert is generated which to be investigated 

has based on a defined procedure. If the transaction warrants additional investigation, it 

is escalated to appropriate officials in the company. 

 

All the transactions that are flagged as dubious, the transaction monitoring will perform 

an investigation around the precise circumstances surrounding the transaction. High-risk 

products, areas of operation, business lines, etc., will surely influence the amount of 

transaction testing. An initial risk profile can only be based on customer self-reported 

information (e.g. expected volume, type of account, amount of business) but can be 

updated with information as the customer conducts banking transactions. 

 

Post investigation, once the team is confident that the transaction is potentially 

suspicious, a Suspicious activity report (SAR) is filed.  Transaction monitoring teams 

should collect all important information, prepare a report, and submit the report to the 

money laundering reporting officer for review on the conclusion of whether or not to file 

a SAR. 

 

Listed below are some of the situations that might trigger a SAR: 

• Unusual transactions or account activity 

• Transactions over a certain value 

• Domestic or international money transfers over a certain value 

• Large cash deposits and/or withdrawals 
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What type of transactions get under the radar? 

Listed below are some of the transactions that get covered under transaction monitoring. 

 wire transfers between accounts; 

 withdrawals and deposits; 

 currency exchange; 

 any other payment, transfer, by, through, or to a bank. 

 

Any transaction that has a monetary value associated with it, and that transaction is not 

in line with the customer's profile created at the time of performing Know your customer 

procedure, will come under the radar. 

 

Why is transaction monitoring important? 

Transaction monitoring is an important measure in any financial institution’s AML 

procedures. Being able to detect and deter a suspicious transaction could potentially 

prevent thousands or millions of dollars from being laundered by criminals.  

 

Additionally, having transaction monitoring in place gives regulators and banking 

partner’s confidence. It shows that a financial institution takes AML regulations seriously 

and is doing all it can to prevent criminal activity.  

 

Challenges with the transaction monitoring tools: 

False positives is the biggest challenge when it comes to transaction monitoring. Not all 

suspicious alerts created by Transaction Monitoring may be actual risk alerts. These alerts 

are called False Positive. A human investigator should then review each of the alert.   

 

Here's an example to understand False Positives: If a customer makes cash withdrawals 

at the same or multiple branches per day, based on the business logic coded in the 

transaction monitoring tool  this activity might be flagged as an alert. This activity seems 

suspicious and potentially illegal, but it may not be the case. Transaction Monitoring 

reports this behavior as suspicious behavior, but if that is not the case, it becomes a False 

Positive Alarms. 

 

How to reduce false positives: 

False Positive can be reduced by creating a customer risk profile and a customized alert 

risk scoring. Attributes like: Customer age, customer risk, country risk, average customer 

balance, any risk potential, the number of customer accounts have to be taken into 

consideration while building out the false positives disposition logic. Also, whether the 

customers are on the Sanctions lists and Adverse Media list also needs to be incorporated 

as a part of the logic. 

 

Alert disposition tools that run on highly efficient business rules are a key in reducing the 

false positives. With deploying tools that have dynamic rules and scenarios, real-time 

alarms, and risk-based scorecards, one can protect your business from potential financial 

crime risks and regulatory penalties. 
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Energica’ AAIMS  :  Automated Alert Investigation 

Solution (AML Compliance & Risk Solution) 
  

AAIMSTM is an Automated Solution to replace the current manual alert 

investigation process.    

 

It is a confluence of cutting edge technologies and a wealth of 

knowledge accumulated on AML Alert Generation & Disposition 

functions over a significant period of time.  

 

All alerts generated by the transaction monitoring systems are 

processed to detect potential suspicious activity and escalated to 

compliance heads.  

 

AAIMSTM employs a methodical approach through   

 Sophisticated Rule & Decision Engines 

 A powerful Online Adverse Media Search Engine 

 Integrated Work flow 

 Analytics 

Our solution can be customized and optimized for any changes to 

regulations, scenarios, rules and red flags. 

 

Energica’ Transformation Advisory Services 

Learn more about Energica’ AML Risk & Compliance Products, Solutions & Analytics Services 

We would love to hear from you and show you how our digital platforms and automation 

solution accelerators like Aaims, eKYC and our Analytics Services can help your Compliance 

and risk management team to deliver benefits and strategic value very quickly.  

For Further Information or Demo, Please Write to:      ContactUs@energica.io   

Ramesh Somasundaram,  

Founder & CEO, Energica ASPL,  

@ +91 99620.55678 or write to ramesh@energica.io   

 

 

For further information on our capabilities and to learn about our products, solutions 

www.energica.io  
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