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Understanding The
KYC Regulations

Setting up a business in the UAE can be This guide will simplify KYC regulations

a rewarding venture due to its dynamic in the UAE, making it easier for you to

economy and strategic location. understand and comply with the necessary
procedures.

However, navigating the regulatory

landscape, particularly Know Your By familiarizing yourself with these

Customer (KYC) requirements, can be regulations, you can ensure a smoother

daunting for foreign entrepreneurs. business setup and build trust with clients

and partners alike. Ultimately, effective
KYC practices can enhance your business’s
credibility and operational efficiency.

What is (KYC)?

Know Your Customer (KYC)

is a process used by financial institutions
and other regulated entities to verify the
identity of their customers.

It involves collecting and assessing various
forms of identification and information

to ensure that the individuals or entities
with whom they conduct business are
legitimate and not involved in illicit
activities.

KYC procedures typically include
collecting documents such as passports,
utility bills, and financial statements. The
goal is to mitigate risks associated with
fraud and to comply with legal obligations.
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Learn More on The
Key Aspects of KYC

O

Identity
Verification

KYC requires businesses to obtain and
verify a customer’s identity using official
documents such as passports, national 1D
cards, or driver’s licenses. This step helps
confirm that the person or organization is
who they claim to be.

03

Continuous
Monitoring

KYC is not a one-time process but requires
continuous monitoring of customer
transactions and activities. Businesses must
keep track of their customers’ financial
activities to spot any unusual or suspicious
behavior.
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02

Understanding
Customer Profiles

Beyond verifying identity, KYC involves
understanding the nature of the customer’s
business, their source of funds, and their
financial behavior. This helps institutions
assess the risk associated with the customer
and detect any potential red flags.

04

Record Keeping and
Compliance

Financial institutions are required to maintain
detailed records of the KYC process, including
copies of identification documents and
transaction histories, for a specific period. This
is essential for regulatory compliance and for
reviewing customer interactions if needed.
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The Importance of
KYC in the UAE

In the UAE, KYC is a critical part of the Anti-
Money Laundering (AML) and Combating
the Financing of Terrorism (CFT) framework,
which aims to safeguard the financial system
from misuse.
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Proper KYC practices help prevent financial
crimes, protecting both businesses and
consumers. They also ensure that financial
institutions maintain compliance with local
and international regulations, thereby
fostering a secure and trustworthy business
environment.

What is (AML)?

Anti-Money Laundering (AML) includes
a broad set of laws, regulations, and
procedures that are designed to prevent
and combat money laundering and the
financing of terrorism.

AML regulations are essential for
maintaining the integrity of the financial
system and ensuring that financial
institutions are not used for illegal
activities.

These measures often require institutions
to monitor customer transactions and
report suspicious activities to relevant
authorities. By adhering to AML
regulations, businesses contribute to
global efforts to combat financial crime
and promote transparency.
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Learn More on The

Key Components of AML

O

AML
Regulations

These are rules set by governments

and regulatory bodies to detect and
prevent money laundering activities. In
the UAE, AML regulations are aligned
with international standards and the
recommendations of the Financial Action
Task Force (FATF).

03

Sanctions
Screening

A critical component of AML is the sanctions
screening process, which involves checking
transactions and customer profiles against lists
of individuals and entities subject to sanctions
or involved in illegal activities. This is an
integral part of the KYC process, aiding in the
detection and prevention of financial crimes.

02

Suspicious
Transaction |dentification

AML laws require businesses to identify and
report transactions that seem unusual or
suspicious. This helps authorities investigate
and prevent money laundering and terrorist
financing activities.

04

Compliance
Measures

To comply with AML regulations,
businesses must implement various
controls and procedures, such as
appointing AML compliance officers,
conducting regular risk assessments, and
providing AML training to staff.
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What's the Difference
Between KYC and AML?

While KYC and AML are closely related and often discussed
together, they serve different purposes and focus on
different aspects of financial crime prevention.

For a deeper understanding of AML and its relation to KYC,
check out our detailed guide on Anti-Money Laundering.

Know Your Customer (KYC) ¢ Anti-Money Laundering (AML)

KYC focuses primarily on verifying the . AML is a broader framework that includes
identity of customers and understanding © various regulations and measures to prevent
their financial activities. :money laundering and terrorist financing.

It involves initial customer due diligence AML encompasses the entire process

and ongoing monitoring to ensure that the . of detecting, reporting, and preventing
business knows who it is dealing with. : illicit financial activities, including the

implementation of KYC procedures.
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Why is KYC

© IFZA 2024

Important in The UAE?

The UAE is a global business
hub with a substantial expatriate
population and an influx of
international businesses.

This vibrant environment makes it
a potential target for illicit activities
such as money laundering and
terrorist financing.

This is why strict KYC regulations
are in place to maintain the
integrity of the financial system
and protect businesses.

The UAE has several regulatory bodies overseeing
KYC and AML compliance:

e Central Bank of the UAE (CBUAE)

e UAE Securities and Commodities Authority
(SCA)

e Dubai Financial Services Authority (DFSA)

e Abu Dhabi Global Market Financial Services
Regulatory Authority (ADGM FSRA)

These authorities ensure that businesses adhere
to KYC regulations and maintain the integrity of
the financial system.

Who Needs to Comply with KYC Regulations?

Designated Non-Financial Businesses & Professions (DNFBPs)

DNFBPs, or Designated Non-Financial Businesses and Professions, are entities that, although
not directly involved in financial services, engage in financial transactions on behalf of their
clients.Examples include real estate agents, credit facilities, lawyers and notaries, corporate
service providers (like company formation agents), and brokers.

Financial Institutions (Fls)

These entities must implement KYC
procedures to verify the identities of
their clients and monitor transactions for
suspicious activities. Financial institutions
in the UAE such as banks, credit facilities,
currency exchange services, and
investment and trading firms.

Non-Profit Organizations (NPOs)

NPOs must also comply with certain KYC
requirements, although their obligations
are less stringent compared to financial
institutions and DNFBPs.
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Steps for KYC
Compliance in the UAE

Risk Assessment Maintain a Consistent Brand Voice
Before setting up your business, conduct Implement due diligence procedures

a risk assessment to identify potential to verify the identity of their clients.

risks associated with your operations This involves collecting and verifying

and clients. This helps in implementing identification documents, such as passports
appropriate KYC measures. For example, or ID cards, understanding the purpose of
a real estate company might assess risks the business relationship, and assessing the
related to high-value transactions or source of funds. For instance, a law firm
clients from high-risk countries. must verify the identity of a new client and

ensure that the funds used for legal services
are not derived from illicit activities.

Appoint a Compliance Officer Establish Management &

Information Systems
Designate a compliance officer responsible

for overseeing the KYC process, ensuring Set up internal controls and information
that all procedures are followed, and systems to monitor transactions and
that reports are made to the relevant manage customer information securely.
authorities.

Identify and Report Maintain Records

Suspicious Transactions
Keep records of all transactions and due

Develop a system to identify and report diligence measures for at least five years,
suspicious transactions to the Financial as required by UAE law.

Intelligence Unit (FIU). Reporting must
be done without delay. For example,
i17f a client makes a large, unexplained
cash deposit, it should be reported as
potentially suspicious.
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Customer Due Diligence
(CDD) Requirements

Financial institutions and businesses must Maintain records of all transactions and due
promptly report any suspicious activities diligence efforts for a minimum of five years.
to the FIU, detailing any transactions that

might involve illicit funds.

Simplified Due Diligence (SDD) i Enhanced Due Diligence (EDD)
Applied to low-risk customers, Required for high-risk customers, involving
involving basic identity verification. : more detailed scrutiny and ongoing

© monitoring.

Failure to comply with KYC and AML
regulations in the UAE can result in
severe penalties, including:

e Fines
e Imprisonment

e Revocation of business licenses

Recent updates to UAE KYC regulations
include imposing fines of up to AED 50
million and mandatory liquidation for
severe offenses.

Additionally, there have been streamlined
procedures for freezing suspicious funds
and swifter actions by authorities. To
ensure compliance, businesses must stay
informed about these changes, as the
UAE continues to align its regulations with
international standards.
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