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Proof of Source of Funds (POSF)  

is essential to ensure that the 

origins of funds are legitimate, 

thereby preventing the flow of 

illicit money through the finan-

cial system. By verifying the 

source of funds, financial institu-

tions can mitigate the risk of 

money laundering, fraud and 

other financial crimes. 
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South Africa joined several other countries on the so-called ‘grey list’ last year, 

which is not only detrimental to the country’s financial system’s reputation, but 

also intensifies the required due diligence processes. A cornerstone of effective 

due diligence is the verification of the source of funds. 

As an independent advisory practice, it is our legal responsibility to obtain the 

correct documentation before we can assist investors. In this article, I will delve 

into why proof of source of funds (POSF) is essential and how it contributes to 

preventing financial crimes within the financial services industry. 

UNDERSTANDING PROOF OF SOURCE OF FUNDS 

POSF is the documentation that demonstrates the legitimate origin of funds  

involved in a financial transaction. It is a crucial component of anti-money  

laundering (AML) and counter-terrorism financing (CTF) measures. By verifying 

the source of funds, financial institutions and other regulated entities can miti-

gate the risk of being involved in illicit activities. 

Proof of Source of Funds (POSF) is crucial for verifying the 

legitimacy of funds, thus preventing the infiltration of illicit 

money into the financial system.  

This process helps financial institutions  

combat money laundering and other financial crimes,  

ensuring compliance with regulatory standards  

and promoting financial integrity.  
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THE IMPORTANCE OF POSF IN DUE DILIGENCE 

1. PREVENTING MONEY LAUNDERING: Money laundering is the process of disguising the illegal origins of 

funds to make them appear legitimate. POSF helps to trace the flow of money, making it difficult for 

criminals to launder their proceeds. 

2. COUNTERING TERRORISM FINANCING: Terrorist organisations often rely on financial networks to fund 

their activities. By verifying the source of funds, financial institutions can help disrupt these networks and 

prevent the financing of terrorism. 

3. PROTECTING REPUTATION: Financial institutions with robust due diligence processes, including POSF 

verification, are less likely to be associated with financial crimes. This protects their (our) reputation and 

builds trust with the clients and regulators we deal with. 

4. COMPLIANCE WITH REGULATIONS: POSF verification is a mandatory requirement under AML/CTF regu-

lations in many jurisdictions, including South Africa. Failure to comply can result in severe penalties. 

SOUTH AFRICA’S GREY LISTING AND THE EMPHASIS ON POSF 

South Africa’s grey listing highlights deficiencies in the country’s AML/CTF regime. The Financial Action Task 

Force (FATF) has identified weaknesses in areas such as targeted financial sanctions, beneficial ownership 

transparency, and the investigation and prosecution of money laundering and terrorist financing offences. 

To address these shortcomings and avoid potential delisting, South Africa must strengthen its due diligence 

practices, including verifying the source of funds. This will involve enhanced customer due diligence (CDD),  

enhanced due diligence (EDD) for high-risk customers and ongoing account monitoring. 

CHALLENGES AND BEST PRACTICES 

While POSF verification is essential, obtaining sufficient documentation can be challenging in some cases. Fi-

nancial institutions need to implement risk-based approaches and consider factors such as the client’s risk pro-

file, transaction amount and geographical location. By prioritising proof of source of funds and implementing 

robust due diligence processes, South Africa can effectively combat financial crime and improve its standing in 

the global AML/CTF landscape. 
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CONTACT ANY OF OUR HIGHLY QUALIFIED FINANCIAL ADVISORS AT OUR  
NINE OFFICES COUNTRYWIDE TO DISCUSS YOUR INVESTMENT STRATEGY. 

Suzean is the head of the Tyger Valley branch, in Cape town and also one of Brenthurst Wealth’s key individuals.   


