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I ntroduction

You wake up one morning, log into your crypto exchange, and find your account frozen. No advance notice.

No clear explanation. Just a cold message telling you that withdrawals are restricted pending a "compliance

review." Your funds are inaccessible, perhaps indefinitely.

Thisis not arare scenario. According to a 2024 Gemini security report, roughly 15% of crypto exchange users
are locked out of their accounts at least once annually. As global regulators tighten the screws on digital asset
platforms, account freezes have become one of the most common and most jarring experiences for crypto

investors of all sizes.

Understanding why this happens is not just academic. It can be the difference between a temporary

inconvenience and a prolonged legal battle over access to your own money.
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The Regulatory Machine Behind Every Freeze

THE REGULATORY MACHINE BEHIND EVERY FREEZE

AML and KYC: The Twin Pillars of Compliance ———
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AML and KYC: The Twin Pillars of Compliance

The most pervasive cause of account freezes is not fraud, hacking, or personal wrongdoing; it is regulatory
compliance. Crypto exchanges operating in virtually every major jurisdiction are legally classified as financial

intermediaries and are required to implement Anti-Money Laundering (AML) and Know Your Customer

(KYC) programmes.

KYC is the identity verification step: collecting your name, date of birth, address, and government-issued
documents. AML is the broader framework that sits on top of it, encompassing transaction monitoring,
sanctions screening, suspicious activity reporting, and ongoing risk assessment. When exchanges say an

account is "under review," they typically mean one or both of these systems have triggered an alert.
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The regulatory framework is global and interlocking. The Financial Action Task Force (FATF), an
intergovernmental body, sets baseline standards through its Recommendations, which most national
regulators mirror. Recommendation 15 explicitly extends AML and KYC obligations to Virtual Asset Service
Providers (VASPs). In the European Union, the MiCA (Markets in Crypto-Assets) regulation, fully phased in
by the end of 202,4 imposes sweeping compliance requirements on all crypto-asset service providers
operating in the bloc. In the United States, exchanges are regulated as Money Services Businesses (MSBs)

under the Bank Secrecy Act, with FiInCEN and OFAC playing central oversight roles.

The practical result is that your exchange is not just a technology platform — it is a regulated financial

institution with legal obligations that can override your ability to access your own funds.

The Enforcement Reality: Billionsin Fines

The reason exchanges act so aggressively is that the cost of non-compliance has become existential. In the
first half of 2025 alone, regulators issued fines totalling $1.23 billion for AML, KYC, and sanctions violations, ns
a417% increase in value compared to the same period the year before. Major exchanges have not been

spared:

¢ Binance settled a $4.3 billion criminal resolution with the US Department of Justice, FinCEN, and OFAC on
November 2,023 the largest corporate criminal penalty in crypto history at the time for systematic failures

in KYC and sanctions screening.

e OKX was fined over S500 million by the DOJ in late 2025 for processing billions in suspicious transactions

with inadequate identity controls, with staff reportedly instructing customers to falsify information.

e KuCoin pleaded guilty in January 2025 to operating an unlicensed money-transmitting business, agreeing

to nearly S300 million in penalties and a two-year exit from the US market.

e Coinbase Europe was fined €21.5 million by the Central Bank of Ireland in November 2025 for breaching

AML and counter-terrorist financing (CFT) transaction monitoring rules between 2021and 2025.

Against this backdrop, exchanges are not locking accounts out of malice or carelessness. They are locking
them because the alternative to processing a transaction that later draws regulatory scrutiny can cost

hundreds of millions of dollars and result in criminal prosecution.
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The Eight Common Triggersfor Account Locks
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1. Suspicious Transaction Patterns

Exchanges use sophisticated blockchain analytics tools provided by firms like Chainalysis, Elliptic, and TRM
Labs to assess the risk profile of every transaction. Automated systems flag activity that matches known

money-laundering typologies, including:
e Structuring (smurfing): Breaking large deposits into smaller amounts to avoid reporting thresholds.
e Peel chains: Siphoning small amounts from a wallet to fresh addresses to obscure the money trail.
e Chain-hopping: Moving funds across blockchains via bridges to break the audit trail.

e Sudden volume spikes: A dramatic increase in activity inconsistent with a user's historical behaviour.
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e Instant withdrawals: Depositing funds and immediately withdrawing them in a pattern associated with

layering schemes.

Any of these patterns can trigger an automated freeze before a human compliance officer has even reviewed

the case.

2. Wallet Contamination

Your wallet's history is analysed before and after every transaction. If your deposit address has previously

interacted with darknet markets, sanctioned entities, cryptocurrency mixers, hack proceeds, or known scam

addresses, the funds you send, even if they originated legitimately from your end,d may be blocked on arrival.

Thisis a particularly frustrating cause of freezes because users are often entirely unaware of the provenance
of funds two or three hops back in the blockchain's transaction history. You may have received crypto from a

friend, who received it from an exchange, which received it from a source flagged by analytics tools.

3. Sanctions Screening Hits

Exchanges are legally required to screen all users and their counterparties against global sanctions lists

maintained by OFAC (the US), the EU, the UN, and the UK's HMT, among others. A mat, ch even a partial or
erroneous one, will trigger an immediate account freeze, often without explanation, because regulationsin
many jurisdictions prohibit exchanges from informing a user that they have been reported to authorities or

are under a sanctions-related review.

Law enforcement requests operate similarly. When police or prosecutors issue a court order or warrant
instructing an exchange to freeze assets, the exchange is legally compelled to act immediately and is often
prohibited from disclosing the reason to the account holder. As one documented case illustrates, Binance
froze a user's account at the request of Ukrainian police and simply instructed the user to contact the

authorities directly for further information.

4. KYC Failures and Outdated | nfor mation

Since January 2025, FinCEN's updated Customer Due Diligence (CDD) rule requires exchanges to identify
beneficial owners of accounts holding more than $50,000 in digital assets. More broadly, KYC requirements
mean that your verification documents have an effective shelf life. If your address has changed, your
government ID has expired, or your documentation does not match the exchange's current standards, your

account may be restricted until you provide updated materials.
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Outdated KYC information accounted for approximately 30% of account freezes in one analysis. Users who
created accounts years ago under lighter verification requirements are particularly vulnerable as exchanges

update their compliance programmes to meet current standards.

5. Security-Triggered L ockouts

Not all account locks are compliance-related. Exchanges run automated security systems that monitor login
behaviour, IP addresses, and device fingerprints. Accessing your account from an unfamiliar device, a new

geographic location, a public Wi-Fi network, or a VPN can trigger an immediate security lockout.

Using a VPN is particularly problematic: many exchanges flag VPN usage as a red flag, not just for security
reasons but because it can make accounts appear to be connecting from sanctioned jurisdictions, adding a
compliance dimension to what may have been a simple privacy measure. Studies suggest that VPN usage

contributes to flagged accounts in roughly 25% of security-related lock cases.

6. Termsof Service Violations

Exchanges maintain extensive terms of service covering everything from prohibited jurisdictions to trading
behaviours. Automated detection of wash trading, market manipulation, use of bots in prohibited ways, or
trading from a country the exchange is not licensed to serve can all result in account restrictions or closures,

sometimes with little or no notice.

7. Exchange-Wide Liquidity Crises

Account locks are not always targeted at individual users. When an exchange faces a systemic crisis, such as
a bank run, a liquidity shortage, or insolvency. It may halt withdrawals, swaps, or transfers for all users
simultaneously. The collapse of FTX in November 2022 is the most dramatic recent example, but several

smaller platforms have imposed blanket withdrawal freezes during periods of financial stress.

8. Technical and Blockchain Errors

Finally, some freezes are mundane in origin: software bugs, blockchain network congestion, failed smart
contract interactions, or infrastructure outages can temporarily prevent users from accessing their funds.
These are generally resolved more quickly than compliance-related holds, but they can be equally alarming

when they occur without warning.
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Why Users Are Rarely Told the Reason
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One of the most infuriating aspects of account freezes is the wall of silence that often accompanies them.

There are several structural reasons why exchanges cannot or will not explain what triggered a lock:

Legal gag rules. In many jurisdictions, when an exchange files a Suspicious Activity Report (SAR) with
financial intelligence authorities, it is legally prohibited from "tipping off" the subject of the report. Informing

you that your account has been flagged, and a SAR filed could constitute a criminal offence for the exchange.

Active investigations. If law enforcement is involved, the exchange may be under court orders that prevent
disclosure. Support staff is often genuinely unable to provide information about the underlying reason, not

because they are stonewalling, but because they are legally barred from doing so.

Automated systems. Many flags are generated by algorithms with no human review at the point of triggering.

The compliance team may not itself know the full picture when a user first contacts support.
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Liability management. Providing specific reasons for a freeze can expose the exchange to legal liability,

particularly if the reason turns out to be erroneous and the user suffers financial loss as a result.

The Scale of the Problem By the Numbers
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¢ $40.9 billion inillicit transactions was received by flagged crypto addresses in 2024, according to

Chainalysis's 2025 Crypto Crime Report — a figure expected to exceed S51billion as more addresses are

identified.

e $2.2 billion was stolen through hacks and thefts in 2024, with over 60% attributed to North Korean state-

sponsored actors.

e Stablecoins have overtaken Bitcoin as the primary vehicle for illicit transactions, accounting for 63% of all

such activity.
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e 15% of users experience at least one account lockout per year.

e 30% of freezes are linked to outdated KYC information, such as a change of address.

o 25% of security-related lockouts involve VPN usage.

Under standing Your Rights After a Freeze
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In the United States

The legal framework for crypto account freezes in the US draws from the Bank Secrecy Act, the USA

PATRIOT Act, and FinCEN guidance classifying exchanges as MSBs. Users have the right to request an

explanation of any account restriction, though the exchange may be limited in what it can reveal. If an AML

investigation is active, legal counsel is advisable before providing any additional information to the

compliance team — an ill-considered response can create unintended legal exposure.
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In the European Union

Under MiCA and related AML regulations, users have rights to information about restrictions on their
accounts, though these are subject to the same investigation-related limitations described above. The EU's
framework generally requires that users be notified of restrictions promptly andallowed too provide remedial

information.

In the United Kingdom

The Economic Crime and Corporate Transparency Act 2023 amended the Proceeds of Crime Act 2002 to
allow seizure of crypto assets where there is a reasonable suspicion of criminal proceeds. The threshold for
"reasonable suspicion" has been described by the National Crime Agency as "generally considered to be low,"
and proceedings under POCA are civil rather than criminal, meaning the burden of proof is the balance of

probabilities rather than beyond a reasonable doubt.
Practically Speaking
Regardless of jurisdiction, the most effective immediate steps are:

1. Contact supportin writing — email creates a paper trail; reference your account details and request the

specific reason for the restriction.

2. Submit updated KYC documentation proactively — if your documents are outdated, providing fresh

verification often resolves routine holds quickly.

3. Request escalation — if front-line support cannot resolve the issue, ask explicitly for escalation to the

compliance or legal team.

4. Use multiple channels — there is documented evidence that users who persist across support email, live

chat, and social media (particularly public posts tagging the exchange) tend to receive faster responses.

5. Send a formal demand letter — a professionally drafted letter describing the issue, desired resolution, and
applicable legal framework has been reported to unlock accounts in approximately 20% of prolonged

cases.

6. Seek legal advice — if significant sums are involved, if you believe a SAR may have been filed, or if a law

enforcement hold is suspected, consult a lawyer before taking further action.
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Prevention: Reducing Your Freeze Risk
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While no user can fully eliminate the risk of an account freeze, several practices materially reduce the

probability:

Keep KYC information current. Update your address, identity documents, and contact details promptly
whenever they change. Exchanges periodically refresh their verification requirements; staying ahead of

requests prevents reactive holds.

Avoid VPNs when accessing your exchange. The combination of privacy benefit and compliance risk is rarely

worth it on a centralised platform. Use a secure home or trusted network.

Be aware of transaction patterns. Avoid behaviours that mimic money-laundering typologies — sudden large
volume increases, rapid deposit-withdrawal cycles, or sending to/from wallets you cannot verify. If you are
moving large sums, a source-of-funds explanation provided proactively to the exchange can preempt a

freeze.

Know your wallet's history. Before depositing from a wallet that has received funds from third parties, use a
blockchain analytics tool to check its risk score. Services like Chainalysis's Reactor or similar tools can flag

high-risk associations.

Diversify across platforms. Keeping all your assets on a single exchange concentrates both your risk and the
potential impact of any freeze. Distributing holdings across multiple regulated platforms and, where

appropriate, self-custody wallets reduces single-point-of-failure exposure.

Understand the terms of service. Each exchange has specific prohibited behaviours and restricted
jurisdictions. Review these periodically, particularly if you travel frequently or change your country of

residence.

Conclusion

Account freezes represent the sharpest edge of a fundamental tension in the cryptocurrency industry: the
promise of permissionless, decentralised finance colliding with the reality of centralised exchanges operating

within a tightly regulated global financial system.

The regulatory environment is only tightening. The passage of the US GENIUS Act in July 2025, bringing
payment stablecoins fully under the Bank Secrecy Act, and the accelerating convergence of global AML

standards signal that the compliance burdens on exchanges will continue to grow, and with them, the
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frequency and complexity of account restrictions.

For users, the key insight is this: when you deposit funds on a centralised exchange, you are entering a
regulated financial relationship, not a neutral technical one. The exchange is not just holding your assets. Itis
continuously evaluating the risk profile of those assets and your behaviour, under legal obligations that can

override your access at any moment.

Understanding that dynamic does not make a freeze less frustrating. But it does make it navigable.
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