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The Power of Contextual Deviation Variables
In User Profiling & Deviance Detection

e Traditional fraud detection often relies on rules-
based systems or absolute thresholds, which, while
useful, frequently fall short in identifying
sophisticated anomalies.

« The true frontier of sophisticated anomaly detection
lies in understanding Contextual Deviation Variables.

« These powerful metrics move beyond static rules,
delving into the nuanced realm of a customer's
unique behavioral fingerprint to identify deviations
from their established norms.
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The Concept: Personalized Baselines for

Anomaly Detection

« At its core, a Contextual Deviation Variable
quantifies how significantly a current event strays
from a specific customer's typical historical lbehavior
profile.

« It's not about pre-defined global thresholds or
absolute counts; instead, it's about establishing a
personalized baseline for each user and then
measuring the divergence of current actions from
that baseline.
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The Concept: Personalized Baselines for

Anomaly Detection

« This personalized approach is critical because
“normal” is a highly subjective concept.

« What might be an everyday occurrence for one
customer — say, frequent international wire transfers
— could be a screaming red flag for another
customer who typically only transacts domestically.

« Contextual Deviation Variables embrace this
individuality, allowing financial institutions to build
more accurate and sensitive detection systems.

« By comparing current actions against a user's unique
historical patterns, these variables can pinpoint
subtle yet significant anomalies that would otherwise
be missed by generalized rules.
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MPLEJ Examples in Financial Instrtutions

Let's explore some concrete examples of Contextual
Deviation Variables in action within financial institutions:

» current_transaction_amount_zscore_vs_customer_
avg: This variable quantifies the deviation of a
current transaction amount from a customer's
historical average transaction amount, expressed in
standard deviations.

« A high Z-score indicates a significant departure from
their typical spending habits. For instance, a
customer who wusually makes small, recurring
payments suddenly initiating a transaction ten times
their average amount would trigger a high Z-score.
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MPLEJ Examples in Financial Institutions
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Let's explore some concrete examples of Contextual
Deviation Variables in action within financial institutions:

« tx_country_is_new_for_customer_last 90d:  This
binary variable flags whether the country of the
current transaction is one that the customer has not
transacted from in the last 90 days.

« A customer who has only ever transacted within their
home country suddenly making a purchase from a
high-risk foreign nation would register as a True for
this variable, prompting further scrutiny.
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MPLEJ Examples in Financial Institutions

Let's explore some concrete examples of Contextual
Deviation Variables in action within financial institutions:

« login_time_of_day_deviation_from_customer_nor
m: This variable assesses whether the current login
time is significantly different from the usual times this
customer logs in.

 For example, a customer who consistently logs in
during business hours suddenly accessing their
account at 3 AM from an unusual IP address would
represent a significant deviation from their norm.
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MP\-EJ Examples in Financial Institutions
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Let's explore some concrete examples of Contextual
Deviation Variables in action within financial institutions:

« num_failed_auth_attempts_vs_customer_typical:
This variable compares the number of recent failed
authentication attempts to this customer's usual
pattern.

« While a few failed attempts might be normal for
some users, a sudden spike in failed attempts far
exceeding a customer's typical pattern could
indicate a brute-force attack or credential stuffing
attempt, triggering an alert.
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v 99D Why Contextual Deviation Matters
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The implications of utilizing contextual deviation are far-
reaching:

« Enhanced Fraud Detection: By flagging activities
that are unusual for a specific user, contextual
variables can uncover sophisticated fraud schemes
that mimic typical transaction patterns but deviate
from the user's personal habits.
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v 2D Why Contextual Deviation Matters
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The implications of utilizing contextual deviation are far-
reaching:

« Reduced False Positives: A common challenge in
fraud detection is the high rate of false positives,
leading to legitimate transactions being flagged and
customer  inconvenience. By  understanding
individual user behavior, these variables significantly

reduce false alarms, improving the customer
experience.
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v 2D Why Contextual Deviation Matters
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The implications of utilizing contextual deviation are far-
reaching:
 Improved Risk Assessment: Beyond immediate
fraud, contextual deviation variables provide a
deeper understanding of a user's evolving risk
profile, allowing institutions to proactively identify
potentially risky accounts or behaviors.
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The implications of utilizing contextual deviation are far-
reaching:
 Personalized Security Measures: The insights
gained can inform more dynamic and personalized
security measures, such as prompting for additional
authentication only when genuinely anomalous
behavior is detected for a particular user.
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Summary

 Contextual Deviation Variables represent a critical leap
forward in user profiling and deviance detection. By
shifting the focus from generalized rules to personalized
behavioral baselines, financial institutions can build more
robust, intelligent, and customer-centric security systems.

- As the sophistication of financial crime continues to
evolve, embracing these nuanced, context-aware
variables will be paramount in unmasking anomalies and
safeguarding the integrity of the financial ecosystem.
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