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Corporate Digital Identity:
fighting financial crime in
the banking sector

The banking industry’s digital transformation marks a paradigm shift in how financial
institutions operate, interact with clients, and combat financial crimes. Central to this
transformation is the concept of a Corporate Digital Identity (CDI), which has emerged as a
vital tool for banks to authenticate corporate entities efficiently and securely.

This paper examines CDI's role in enhancing financial crime prevention mechanisms in the area of Know Your
Customer/Counter Financing of Terrorism (KYC/CFT) onboarding as it relates to Anti-Money Laundering (AML)
requlatory requirements. By focusing on the banking sector, this paper aims to shed light on the effectiveness of
CDI based solutions in streamlining operations, ensuring compliance with regulatory frameworks, and mitigating
risks associated with financial crimes.

The evolving landscape of financial crime

Financial crime encompasses a wide array of illegal activities targeting financial systems to deceive, manipulate,
or gain financial benefits, posing a significant threat to economic stability.! Examples include non-violent crimes
resulting in financial loss, such as fraud, money laundering, corruption, tax evasion, insider trading, cybercrime
and other activities exploiting the vulnerabilities of financial systems.? As criminals leverage technological
advancements, financial crime evolves, presenting ongoing challenges for financial institutions and regulators.

Banks play a central role in identifying, reporting, and preventing financial crimes. Given their crucial position
in maintaining financial system integrity, banks face regulatory oversight and are required to implement
comprehensive risk management systems. These systems include customer due diligence (CDD), transaction
monitoring, and suspicious activity reporting to comply with regulatory standards. Failures in compliance can
lead to significant penalties and necessitate corrective actions to develop policies and processes to address
financial crime.

Technological advancements in combating financial crime

Technology is pivotal in combating financial crime, fundamentally transforming detection, prevention, and
investigation methods. It plays a crucial role in the banking sector, particularly in navigating the complexities
of compliance and regulatory issues, thereby enhancing the efficiency and effectiveness of crime-fighting

measures.
1 https://www.imf.org/external/np/ml/2001/eng/021201.htm
2 https://www.wallstreetmojo.com/financial-crime/
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The advent of regulatory technology (RegTech) has been instrumental, automating data collection, workflow,
risk identification, and reporting processes. This automation aids banks in adhering to regulatory and risk
management requirements by streamlining the onboarding of corporate customers, identifying potential risks,
and assessing complex corporate structures for beneficial ownership. By integrating workflow solutions with
digital identity, banks can better match customer attributes against sanctions and high-risk databases, reducing
the number of onboarded criminal entities.

Defining corporate digital identity

Digital identity technology, evolving from individual to corporate applications, has become crucial in

enhancing trust, security, and accountability in business operations. Identities have transitioned from basic
username-password systems to sophisticated, dynamic digital representations. This transformation, driven by
technological advances and changing regulatory landscapes, laid the groundwork for significant regulatory
changes related to data protection and privacy issues, including the Privacy Act of 1974 in the U.S.3 and the
General Data Protection Regulation in the EU.* These developments led to the introduction of technologies
such as biometric and multi-factor authentication (MFA) for securing digital identities. CDI encompasses various
attributes from registered names to digital certificates and social media profiles, enabling businesses to securely
conduct transactions, adhere to regulatory mandates, and establish their presence in the global market. CDI
also leverages established legal entity identifiers (LEIs) to simplify verification processes, offering efficiencies in
business operations.

CDI application areas in banking

CDI extends beyond individual user identification to meet the complex needs of corporations, particularly in
the banking sector.® It ensures regulatory compliance with international standards, addressing the intricacies

of corporate ownership and enabling banks to perform due diligence. CDI facilitates access management,
allowing banks to define who can access sensitive data and systems including unwrapping corporate structures
and identifying beneficial ownership information for AML and KYC/CFT purposes. It also enhances transaction
security through MFA and Public Key Infrastructure, ensuring the integrity and authenticity of financial
transactions. Additionally, CDI's interoperability across different platforms ensures seamless interactions within
the banking ecosystem, including partners and suppliers. Beyond operational security and compliance, CDI
plays a vital role in establishing a corporation’s trust and reputation assuring banking partners, regulators, and
customers of their legitimacy.

How CDI enables trust

Through these capabilities, CDI emerges as a foundational element in banking operations, emphasizing the
importance of digital identity in the financial industry’s regulatory, security, and trust frameworks.® This broad
adoption underscores the shift towards digitized operations and transactions, necessitating robust identity
management systems.

In banking, CDI based solutions can be instrumental in streamlining customer onboarding, authentication, and
ensuring secure online transactions. It plays a key role in fraud prevention, enabling banks to detect and mitigate
fraudulent activities effectively.

https://www justice.gov/opcl/privacy-act-1974
https://gdpr-info.eu/
https://www.encompasscorporation.com/
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Additionally, CDI facilitates compliance with regulatory requirements, specifically AML and KYC/CFT regulations.
The use of digital identities allows for more accurate and efficient implementation of regulatory policies and
processes, ensuring that banks meet their legal obligations while minimizing the risk of financial crimes. The
Society for Worldwide Interbank Financial Telecommunication exemplifies the reliance on trusted digital identity
attributes for secure financial communications, highlighting the importance of verified digital identities in
maintaining trust within the banking network.”

The widespread adoption of CDI underscores a critical shift towards enhanced digital security and identity
management, reflecting broader technological advancements, and changing regulatory landscapes. The role of
CDlI in establishing trust, ensuring regulatory compliance, and enhancing operational efficiency is undeniable,
marking it as a cornerstone of the digital economy.

Adaptability of CDI

The adaptability of CDI based solutions is critical for application across diverse banking systems, ensuring
alignment with regulatory requirements, technological integration, customization to local needs, and fostering
partnerships and collaboration. CDI's alignment with regulations like AML and KYC/CFT, and data privacy laws
is essential, necessitating systems that can accommodate specific legal identifiers and privacy constraints.
Technology compatibility with existing banking infrastructures allows for seamless CDI integration and
interoperability, addressing challenges presented by legacy systems. Collaboration among banks, technology
providers, regulators, and international organizations is vital for CDl's effective deployment, ensuring robust,
secure systems capable of combating financial crime through standardized CDI profiles.

CDI also can streamline and enhance KYC/CFT onboarding, automating data collection and verification for
regulatory compliance. Automated identity verification expedites the onboarding process and minimizes manual
errors. CDI facilitates enhanced due diligence for high-risk customers or complex corporate structures, allowing
banks to efficiently assess business nature and ownership.

Secure document management within CDI based solutions enables digital submission of required
documentation, maintaining document authenticity and confidentiality through digital signatures and
encryption. Continuous monitoring and updating of corporate clients’ status and background ensure that banks’
client records remain current, addressing changes in registration details, directors, or beneficial ownership, and
reducing non-compliance risks.

CDI also simplifies verifying foreign entities in cross-border transactions, integrating with international data
sources and ensuring compliance with diverse regulatory environments while recognizing data sharing and
privacy regulation requirements. By offering digital representations of corporate clients, CDI enables precise
risk assessment, allowing banks to tailor risk management strategies and control measures according to specific
client risk profiles.

7 https://www.swift.com/about-us/history
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Operational benefits and challenges of CDI

Implementing CDI based solutions brings significant advantages in operational efficiency, security, and
regulatory compliance. However, the deployment of these systems comes with a set of challenges that must be
addressed to maintain effectiveness, security, and user trust.

Privacy and data protection: Ensuring the confidentiality of sensitive corporate information and adherence
to data protection regulations is crucial. This involves a balance between data accessibility and safequarding
against unauthorized access or breaches, necessitating the use of strong encryption, robust access controls,
and clear consent mechanisms.

Security vulnerabilities: CDI based solutions can be prime targets for cyberattacks, posing significant risks of
data theft, or misuse. Rising cybercrime rates require implementation of advanced security measures such as
MFA and regular security audits to protect digital identities.

Interoperability: For global operations, CDI based solutions must work seamlessly across different platforms
and jurisdictions, a challenge compounded by the lack of standardization. Adopting recognized standards
and engaging in industry consortia can help achieve the interoperability necessary for effective digital identity
management.

Compliance and regulatory changes: The evolving nature of regulations governing digital identities requires
organizations to remain current in their compliance efforts. This includes keeping digital identities accurate and
verifiable, with a particular focus on maintaining audit trails for KYC/CFT processes.

Identity verification challenges: Accurately verifying corporate identities, especially in cross-border
transactions, presents its own set of challenges, from data privacy concerns to the complexities of verifying
entities with complex corporate structures. Leveraging advanced technologies like Al and blockchain, and
partnering with reputable identity verification providers, can be helpful.

Conclusion and the way forward

CDI based solutions are a critical component of the banking industry’s efforts to combat financial crime. By
facilitating secure and efficient operations, ensuring compliance with regulatory mandates, and enhancing
customer trust, CDI represents a significant step forward in the digital transformation and automation of the
banking sector. However, realizing its full potential requires navigating inherent challenges, necessitating
ongoing collaboration among banks, technology providers, regulators, and international organizations. Future
advancements in CDI technology are expected to further bolster the banking sector’s capabilities in preventing
financial crimes, highlighting the importance of continued research and development in this area.
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