@ International Journal of Leading Research Publication (IJLRP)
IJLRP

E-ISSN: 2582-8010 e Website: www.ijlrp.com e Email: editor@ijlrp.com

The Role of Digital KYC in Preventing Financial
Frauds in India

Mr. Harsh Mohanlal Sankhala

Research Officer
Research
State Bank Insitute of Innovation and Technology, Hyderabad

In India’s rapidly evolving financial landscape, Know Your Customer (KYC) has emerged as a crucial
process to verify customer identities and ensure the genuinity of financial transactions. The Reserve
Bank of India (RBI) has mandated KYC norms for banks, non-banking financial companies (NBFCs),
and fintech firms to curb fraudulent activities and money laundering. Traditionally, KYC involved
physical document submission and in-person verification, which was time-consuming and prone to
errors. However, with the increase in penetration of banking services, the need for a more efficient,
paperless, and secure verification system has become imperative.

India has witnessed an unprecedented boom in digital banking, fintech adoption, and UPI (Unified
Payments Interface) transactions, leading to a significant increase in online financial activities. It has
also given rise to various financial frauds such as identity theft, money laundering, and cyber scams.

To counter these challenges, Digital KYC solutions like Aadhaar-based e-KYC, Video KYC, and Al-
driven identity verification have been introduced. These technologies enhance fraud detection, ensure
real-time customer verification, and reduce human errors in the authentication process.

THE GROWING THREAT OF FINANCIAL FRAUDS IN INDIA

With the rapid adoption of digital banking, fintech services, and UPI transactions, India has seen a surge
in financial fraud cases. As more consumers and businesses shift to digital platforms for payments and
banking, cybercriminals are exploiting vulnerabilities to commit fraudulent activities. The Reserve Bank
of India (RBI), National Payments Corporation of India (NPCI), and the Indian Computer Emergency
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Response Team (CERT-In) have reported a steady rise in financial frauds, with digital transaction frauds
becoming more sophisticated.

COMMON BANKING SCAMS

. Vishing (Phone Call Scam)

Fraudsters pose as bank representatives to trick into revealing sensitive details like passwords, OTPs,
and PINs. Personal or banking information should not be shared by anyone over phone.

. Phishing (Email Scam)

Scammers send fake emails pretending to be from a bank, urging to click on malicious links or provide
login details. Banks never ask for such information via email.

J Skimming (ATM Scam)

Criminals install hidden skimming devices in ATMs or payment terminals to steal card data, often using
cameras to capture PINs. Machines must be inspected at regular intervals for any deviations.

RECENT FRAUD STATISTICS:

Domestic Digital Frauds
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Figure 1: Trends in Domestic Digital Frauds

e The above graph shows the month wise trends in volume and value of digital frauds reported since
September 2022 to December 2025.

e According to RBI’s Monthly Payments Systems Report, financial fraud cases during the 9M of FY
23-24 were 20.39 lakhs cases amounting to 2990 crores and in the FY 24-25 the same is 27.56 Lakh
cases amounting to 4824 Crores and for the current year 9M FY 25-26 the volume is 21.61 lakhs
cases amounting to 3392 crores.

e CERT-In reported over 15.92 lakh cyber incidents in 2023, with financial frauds being a major
concern the numbers have more than quadrupled since 2019.

e NPCI has issued multiple advisories on growing UPI-related frauds, highlighting an increase in
unauthorized transactions and fraud complaints.

With digital transactions becoming the norm, it is critical for financial institutions and regulators to
strengthen Digital KYC measures to combat financial frauds and enhance consumer trust.
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HOW DIGITAL KYC HELPS IN PREVENTING FINANCIAL FRAUDS

With the rise of digital financial services in India, fraud prevention has become a top priority for banks,
fintech companies, and regulatory bodies. Digital KYC (Know Your Customer) plays a crucial role in
identifying, verifying, and monitoring customer activities to prevent financial fraud. By leveraging
technology-driven solutions like Aadhaar e-KYC, Video KYC, Al-based fraud detection, and document
verification, financial institutions can reduce fraud risks and enhance security.
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Figure 2: Digital KYC and Fraud Prevention

1. Instant & Secure Identity Verification

Aadhaar-based electronic KYC (e-KYC) enables real-time identity verification, eliminating the need for

physical document submission. By using OTP-based authentication or biometric verification, financial

institutions can instantly verify a customer’s identity. This helps prevent identity theft, fake accounts,

and fraudulent loan applications. Since Aadhaar is linked to biometric data, it is difficult for fraudsters to

manipulate or forge identities, reducing financial fraud risks significantly.

2. Remote & Secure On-boarding

The Reserve Bank of India (RBI) approved Video KYC as a secure alternative to in-person verification,

allowing banks and fintech companies to onboard customers remotely. In this process, a bank official

verifies the applicant’s identity through a live video call, ensuring that the customer is physically present

and not using forged or stolen documents. Al-powered liveness detection and facial recognition further

enhance security by preventing impersonation fraud.

3. Fraud Detection:

Artificial Intelligence (Al) and Machine Learning (ML) algorithms analyze customer behaviour and

transaction patterns in real-time to detect anomalies. These technologies can:

o Identify suspicious login attempts, unusual transaction amounts, or multiple accounts linked to the
same identity.

e  Flag high-risk customers by analyzing previous fraudulent patterns.

« Reduce manual errors in fraud detection, making the process more efficient and accurate.
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4. Digi Locker/Entity Locker PAN Integration/GST Integration for Document Verification
DigiLocker/Entity, a government initiative, allows customers to store official documents digitally,
including PAN cards, Aadhaar, and driving licenses for individuals and GST registration and details
income tax details for entities. Integrating DigiLocker/Entity Locker with KYC processes ensures that
financial institutions receive authentic, tamper-proof documents, reducing the risk of fake or altered IDs
being used for fraudulent transactions. PAN verification also plays a key role in preventing tax evasion
and fraudulent financial activities.

OTHER BENEFITS OF DIGITAL KYC:

J Enhanced Customer Experience: Digital KYC simplifies identity verification with a fully
paperless process, allowing customers to complete onboarding remotely via mobile or computer.
Features like video and OTP-based verification speed up the process, improving satisfaction and
retention.

. Cost-Efficiency: By automating verification, digital KYC reduces paperwork, manual effort, and
operational costs. This streamlined approach benefits businesses handling high customer volumes,
leading to significant savings.

. Scalability: Automation and remote verification allow companies to scale operations efficiently,
handling large volumes of customers with minimal resources. This is especially helpful in the Indian
context with huge population base with need for financial inclusion

DIGITAL KYC REGULATIONS & COMPLIANCE IN INDIA

To combat financial fraud and ensure the integrity of the banking and fintech ecosystem, India has
implemented strict KYC (Know Your Customer) regulations and compliance frameworks. Every year
Reserve Bank of India (RBI) issues master direction incorporating latest developments. These
regulations mandate financial institutions, including banks, NBFCs (Non-Banking Financial
Companies), payment aggregators, and fintech firms, to verify customer identities. Other laws like the
Prevention of Money Laundering Act (PMLA), UIDAI, and Data protection laws play a crucial role in
shaping Digital KYC compliance in India.

CHALLENGES IN IMPLEMENTING DIGITAL KYC IN INDIA

While Digital KYC has revolutionized customer verification and fraud prevention, its implementation in
India faces several challenges. Issues related to data privacy, infrastructure gaps, cybersecurity threats,
and regulatory uncertainty pose hurdles for financial institutions, especially in rural and semi-urban
areas. Below are some key challenges:

1. Data Privacy & Security Concerns

With Aadhaar being a key component of Digital KYC, concerns over data privacy and misuse have
emerged. Cybercriminals exploit Aadhaar details for identity theft, fake SIM registrations, and
unauthorized bank transactions. The threat of data breaches and hacking raises concerns about the safety
of personal data stored by banks, fintech companies, and payment aggregators. Strengthening data
encryption and cybersecurity frameworks is crucial to prevent misuse.

2. Challenges in Rural & Semi-Urban Areas

A significant portion of India’s population resides in rural and semi-urban areas, where internet
connectivity is limited, digital literacy is low, and smartphone penetration is still evolving. Many
individuals lack awareness about Digital KYC procedures, making them vulnerable to fraud. Ensuring
affordable internet access and financial literacy campaigns is essential for successful KYYC adoption.

3. Deepfake & Synthetic Identity Frauds

The rise of Al-driven fraud techniques such as deepfake videos and synthetic identities poses a serious
threat to Video KYC. Fraudsters create Al-generated facial features or digitally manipulated videos to
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bypass identity verification. Financial institutions need advanced Al-based fraud detection systems to
counter such threats effectively.

THE FUTURE OF DIGITAL KYC IN INDIA

As India’s digital financial ecosystem continues to expand, the future of Digital KYC will be shaped by
advanced technologies, stronger security frameworks, and evolving regulatory policies. With cyber
frauds becoming more sophisticated, financial institutions must adopt cutting-edge solutions to enhance
customer verification, fraud detection, and compliance.

) Block chain-Based KYC for Secure & Reusable Identity Verification

Block chain technology offers a tamper-proof, decentralized approach to storing and verifying KYC
data. Instead of undergoing multiple KYC checks with different banks and fintech firms, customers
could use a single verified digital identity stored on a secure block chain network. This would reduce
fraud risks, duplication, and compliance costs while ensuring transparency.

. Al & Behavioral Biometrics for Advanced Fraud Detection

Artificial Intelligence (Al) and behavioral biometrics will play a crucial role in detecting fraud. Instead
of relying solely on document-based verification, future KYC systems will analyze typing patterns,
mouse movements, voice recognition, and facial expressions to identify suspicious activities. Al-
powered fraud detection will help financial institutions flag synthetic identities and deepfake-based
scams.

. Government & RBI Initiatives for Stronger KYC Compliance

Regulators like RBI, NPCI, and UIDAI are continuously refining KYC policies to strengthen fraud
prevention. Future policies may focus on enhanced Aadhaar authentication, real-time risk assessment
models, and privacy-centric KYC frameworks aligned with India’s Data Protection Laws.

o Digital KYC’s Role in India’s Digital Economy Vision

As India moves towards a $5 trillion digital economy, Digital KYC will play a pivotal role in enabling
frictionless banking, financial inclusion, and fraud prevention. Secure and efficient KYC processes will
help bring unbanked populations into the formal financial system, promote trust in digital transactions,
and create a more resilient financial ecosystem.

CONCLUSION:

Digital KYC has become a cornerstone of fraud prevention in India’s rapidly growing financial
ecosystem. By leveraging Aadhaar-based e-KYC, Al-driven fraud detection, and biometric verification,
financial institutions can effectively combat identity theft, money laundering, and cyber frauds. The
Reserve Bank of India (RBI) and regulatory bodies have established strict KYC guidelines to ensure
secure and transparent financial transactions, but continuous innovation and compliance are essential to
stay ahead of emerging threats.

To build a secure and fraud-free digital banking environment, collaboration between banks, fintech
companies, regulatory bodies, and technology providers is crucial. Financial institutions must invest in
Al-driven risk detection, blockchain-based identity verification, and behavioral biometrics to enhance
fraud prevention. At the same time, fintechs and payment aggregators need to comply with evolving
KYC regulations while ensuring seamless customer onboarding.

As India advances toward a digitally empowered financial ecosystem, Digital KYC will play a vital role
in enhancing financial inclusion, boosting consumer trust, and reducing fraud risks. By embracing
cutting-edge KYC technologies and adhering to regulatory frameworks, India can establish a robust,
secure, and future-ready digital economy.
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