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KNOW YOUR CUSTOMER MECHANISMS AS A
TOOL FOR ENHANCING RISK MANAGEMENT
SYSTEMS IN COMMERCIAL BANKS

Sherzod Fayziyev
Researcher at Tashkent State University of Economics
Tashkent, Uzbekistan

Abstract. The article examines the role of the “Know Your Customer” (KYC) mechanism as a key
instrument for strengthening risk management systems in commercial banks. The main types of banking risks
— credit, operational, and compliance risks — are analyzed, and their interrelation with the effectiveness
of customer identification procedures is substantiated. The structural stages of the KYC policy — customer
identification, ongoing monitoring of transactions, and reporting of suspicious operations — are examined
within the framework of the “prevent—detect-report” model. Based on the study, an integrated compliance
control mechanism is proposed, combining AML/CFT monitoring, KYC procedures, sanctions screening, and
operational risk indicators within a single digital platform, with the use of artificial intelligence, big data, and
blockchain technologies to increase the accuracy of risk assessment. The findings can be applied in improving
the risk management and compliance control systems of commercial banks.

Keywords: risk management, commercial banks, Know Your Customer (KYC), compliance risk, anti-
money laundering (AML/CFT), customer due diligence, digital platform, artificial intelligence.

AHHoTauus. B ctatbe paccmartpmBaeTcs ponb MexaHu3mMa «3Hawn cBoero knueHTa» (Know Your Customer,
KYC) kak Km4eBOro MHCTPYMEHTa YKPEMIeHUss CUCTEMbl YMPaBreHUs pUckamy B KOMMep4Yeckux BaHkax.
[MpoaHanm3npoBaHbl OCHOBHbIE BMAbl GAHKOBCKUX PUCKOB — KPEAMTHbIN, ONepaLoHHbIA U KOMAAaeHC-pUCK, a
Takke 060CHOBaHa VX B3aMMOCBSA3b C 3(W(PEKTUBHOCTLIO MpoLeayp MASHTUUKALUMN KNMeHToB. CTPyKTypHbIE
atanbl nonutukn KYC — unaeHTudmkaums KrnmeHTa, NMOCTOSIHHbIA MOHUTOPUHE Oonepauun n cooblieHne o
NOAO3pUTENbHbBIX ONepauusax — PacCMOTPEHbI B paMKax MOAENN «NPeaoTBPaTUTb — BbIBUTb — COOBLLMTLY.
Ha ocHoBe nccnegoBaHus NpeanoXeH UHTErPUPOBaHHbBIN MEXaHM3M KOMMIaeHC-KOHTPOMS, 06beanHALWMN
AML/CFT-monuTopuHr, npoueaypbl KYC, CaHKUMOHHBIN CKPUMHWHE K MoKas3aTeny OrepauuoHHOro pucka
B pamkax eguHoW umposon nnatdopMbl C UCMONb30BaHNEM TEXHOMOMMA WCKYCCTBEHHOINO WHTENMeKTa,
fonbLNX AaHHbIX U BrokyerHa A8 MNOBbILEHUS TOYHOCTM OLEHKU PUCKOB. [lomyyYeHHble pesynbratbl MOryT
ObITb MCNOMb30BaHbl MNPV COBEPLUEHCTBOBAHWM CUCTEM YMPaBMAEHUS PUCKaMU U KOMMMAEeHC-KOHTPONs B
KOMMepYeckmx 6aHKax.

KnroyeBble crnoBa: ynpaBreHue puckamu, Kommepyeckme 6aHku, «3Han cBoero knmenTa» (KYC),
KOMMJTAaEeHC-pUCK, MNPOTUBOLAENCTBME OTMbIBAHUIO AeHer u uHaHcupoBaHuio Teppopuama (AML/CFT),
Hagnexallas npoBepKa KrveHTa, umdposas nriartgopma, UCKYCCTBEHHbIN UHTENMEKT.

INTRODUCTION

Credit risks constitute the main part of the total risk portfolio of commercial banks. The expansion of
microloans, factoring, and other credit products for individuals imposes an additional risk burden on banks.
In particular, insufficiently developed credit scoring systems may lead to an increase in the share of problem
loans. Therefore, effective credit risk management is of great importance in ensuring banking stability.

Operational risks are related to internal processes, the human factor, information systems, or external
factors, and unlike credit risks, they are not directly associated with customers’ solvency. In the context of
accelerated digitalization processes, ensuring cybersecurity, improving employees’ qualifications, and cautiously
introducing new technologies are considered highly relevant. Otherwise, technological failures, cyberattacks,
and errors related to the human factor may increase operational losses.

Compliance risks are associated with financial and reputational losses arising as a result of banks’ non-
compliance with current legislation and regulatory requirements. In particular, failure to comply with international
standards, including anti-money laundering requirements, may lead to fines, transaction restrictions, and
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reputational damage. Therefore, strengthening compliance control is an important factor in increasing the
reliability of the banking system.

A comprehensive approach is required in assessing and managing these risks. In this regard, methods
such as credit policy analysis, SWOT analysis, the implementation of advanced scoring models, operational
event monitoring, and KPI-based assessment of compliance efficiency are applied. At the same time, the use
of artificial intelligence, machine learning, big data, and blockchain technologies significantly increases the
accuracy of risk identification and forecasting.

In the context of the increasing importance of preventing financial misconduct, particularly money laundering
and financing of terrorism-related activities, banks need to develop effective risk assessment and management
models. In this regard, the “Know Your Customer” (KYC) principle is of great importance. It involves in-depth
customer identification, analysis of their transactions, and identification of beneficial owners. This system helps
reduce legal and reputational risks, reduces the likelihood of banks’ exposure to financial misconduct risks, and
creates a solid basis for identifying and controlling risks affecting assets and liabilities as an integral element of
the overall risk management system.

When establishing new business relationships with bank customers or when it becomes necessary to
verify the reliability of previously established relationships, customer due diligence should be carried out in
accordance with the “Know Your Customer” policy (Figure 1).

The customer due diligence process consists of four main structural components, including: recording the
necessary information to identify the individual or legal entity carrying out the transaction; recording information
for the purpose of identifying the recipient of funds and their representative; verifying their signatures and
confirming compliance; and continuously studying the transactions carried out by the customer, as well as
regularly reviewing existing business relationships.

The objectives of the “Know Your Customer” policy are expressed in three main stages: prevention,
detection, and reporting, as shown in Figure 1.

S Prevention

» Customer identification

" Know your customer " policy
* Enhanced due diligence

* Risk assessment

e |dentification

* Tracking customer transactions
* Description of customer behavior
* Periodic review

ma _Reportno

* Send a suspicious transaction report
* Informing management

* Risk analysis

* Suspend operations

Figure 1. Goals of the “Know Your Customer” Policy’

Measures are taken to reject transactions involving monetary funds and/or other property and to suspend
suspicious operations.

Stage 1 — “Prevention” consists of the following steps: customer identification, implementation of the
“Know Your Customer” policy, enhanced due diligence, and risk assessment.
Stage 2 — “Detection” includes the following: monitoring customer transactions, describing customer

behavior, and conducting periodic reviews.

Stage 3 — “Reporting” includes sending notifications about suspicious operations, informing management,
analyzing risks, and suspending operations.

It was considered appropriate to widely implement real-time transaction monitoring, risk profiling based on
artificial intelligence and big data, automated AML/CFT control, sanctions screening, remote identification, and

1 Source: Developed by the author based on FATF and Basel Committee guidelines.
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the “three lines of defense” model as promising areas for improving the compliance control system in commercial
banks. The compliance control system may be improved through an integrated management mechanism.
Within this mechanism, it is proposed to monitor AML/CFT, “Know Your Customer” (KYC), sanctions monitoring,
and operational risk indicators through a single digital platform.

CONCLUSIONS AND SUGGESTIONS

The comprehensive analysis conducted in this study demonstrates that, under the conditions of global
financial integration and increasing structural volatility, traditional risk management frameworks require further
improvement.

To achieve institutional resilience, banks are expected to gradually move toward dynamic, technology-
driven control mechanisms, where “Know Your Customer” (KYC) policies serve as the key foundational element.
The research provides a systemic harmonization of credit, operational, and compliance risks, establishing that
enhanced customer due diligence and ongoing monitoring of transaction patterns directly mitigate potential
financial and reputational exposures.

The primary scientific and practical contributions of this research are summarized as follows:

Quantification of Compliance Risks (KR Index). The study enhances the methodology for compliance risk
assessment by introducing an integral risk index (KR). By transforming qualitative behavioral and operational
metrics into structured quantitative parameters bounded within a [0; 1] range, the framework establishes
actionable risk tiers: low (0 < KR < 0.30), medium (0.30 < KR < 0.60), high (0.60 < KR < 0.80), and very high
(0.80 < KR = 1). This grading system acts as an objective, scientifically grounded early-warning mechanism for
executive boards to initiate calibrated corrective actions.

Structural Optimization via the KYC “Prevent—Detect—Report” Model. Based on international standards,
the operational stages of the KYC architecture have been optimized into a continuous three-tiered lifecycle.
The prevention stage solidifies multi-level customer onboarding and deep identification; the detection stage
leverages real-time transaction monitoring and behavioral profiling; and the reporting stage automates the
internal and external escalation of suspicious transactions. This systematic continuum ensures that risk
management shifts from reactive compliance to proactive asset protection.

Conceptualization of a Unified Digital Compliance Platform. To reduce operational inefficiencies and
information asymmetry, this paper proposes the integration of AML/CFT monitoring, automated sanctions
screening, KYC procedures, and operational risk metrics into a single, unified digital platform. Based on
advanced technologies such as artificial intelligence (Al), big data analytics, and blockchain, this centralized
infrastructure significantly enhances data accuracy, stabilizes credit scoring, minimizes human error, and
optimizes real-time transaction auditing.

Strategic Macroeconomic Projections (ARIMA 2030). The empirical validation of the ARIMA forecasting
model, using data from JSCB “Asia Alliance Bank” and “Alogabank”, underscores a steady upward trend in the
financial mobilization indicators of Uzbekistan’s banking sector. Projections indicate that by 2030, aggregate
deposits will reach 438,473 billion UZS, while small business loan balances will increase to 509,245 billion
UZS. These metrics emphasize the importance of introducing scalable compliance controls capable of securing
expanded asset volumes without compromising institutional stability.

In conclusion, the proposed organizational and economic mechanism, anchored by automated KYC
execution and the “Three Lines of Defense” governance model, provides a strategic framework for commercial
banks. The practical implementation of these findings may contribute to strengthening financial security,
enhancing regulatory transparency, increasing investor confidence, and fostering the long-term sustainable
development of the national banking ecosystem in an increasingly complex international financial landscape.
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