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Executive Summary and
Principle Recommendations

Over the past twenty-five years, the whole world has learned about the gross abuses of
corrupt “politically exposed persons” (PEPs), and through outrageous examples, the
way in which they plunder state assets, extort and accept bribes, and use domestic and
international financial systems to launder their stolen assets.

We do not know the amount of public assets stolen or extorted by prominent public
office holders—referred to as grand corruption—and mostly laundered through finan-
cial institutions, in particular, through banks. Attempts to estimate the sums of money
being laundered are hindered by the fact that it is a mostly hidden crime for which
accurate statistics are unavailable. At the same time, the “guesstimates” available on
overall corruption and bribery offenses help to give an idea of the order of magnitude:
The World Bank estimates that more than $1 trillion is paid in bribes each year."! The
proceeds of corruption stolen from developing countries alone ranges from $20 billion
to $40 billion per year—roughly equivalent to the annual GDP of the world’s 12 poor-
est countries where more than 240 million people live.

Grand corruption, asset theft, and international flows of stolen and laundered mon-
ey have an insidious and devastating impact on development. They degrade and un-
dermine confidence in public institutions. They taint and destabilize financial systems,
affecting trust. They damage the victim country’s investment climate and prospects for
macroeconomic stability. This fuels capital flight. This impedes growth and poverty re-
duction efforts. This heightens inequalities. These damages are long-lasting and more
severe the longer a corrupt regime is in place.” In all jurisdictions, political will at the
highest levels is critical to fighting corruption and denying corrupt PEPs access to the
financial system.

The ways in which corrupt PEPs launder their ill-gotten gains repeat and evolve. In
the beginning, corrupt heads of state and prominent public officials banked in their

1. The World Bank, “The Costs of Corruption,” (April 8, 2004) quoting Daniel Kaufmann, Director
for Governance, World Bank Institute. Link available at http://go.worldbank.org/LJA29GHAS0.
2.UNODC and The World Bank, “Stolen Asset Recovery (StAR) Initiative: Challenges, Opportunities,
and Action Plan” (World Bank, Washington, DC, 2007), p. 9.

3. UNODC and The World Bank, “Stolen Asset Recovery (StAR) Initiative: Challenges, Opportunities,
and Action Plan” (World Bank, Washington, DC, 2007), p. 9.
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own names in foreign jurisdictions or used relatives to open bank accounts. Current
techniques continue to include abuse of bank facilities, but also the buying of real es-
tate; the purchase and movement abroad of precious metals, jewels, art work, and the
like; and the physical cross border movement of currency and negotiable instruments.*
The use of close associates and corporate vehicles has been and remains a vexing prob-
lem. Ultimately most of the methods involve, at least in some way, the use of financial
institutions and particularly banks in the laundering of ill-gotten funds.

In addition to the early efforts of some governments, the international community
made valuable commitments to address these pressing challenges. The United Nations
Convention against Corruption (UNCAC) was concluded in 2003. The same year, the
Financial Action Task Force on Money Laundering (FATF) reviewed its Forty Recom-
mendations to include standards that specifically target the laundering the proceeds
of corruption. We applaud those efforts and welcome the steps taken by several public
agencies (including investigative and prosecutorial agencies), regulatory authorities,
and banks to translate these commitments into practice. The reality, however, is that
the distance between international commitment and visible, effective action and im-
pact remains wide. Steps taken have not been commensurate with the size and urgency
of the challenge.

The Basel Committee on Banking Supervision, an international body of banking
supervisors which formulates broad supervisory standards and guidance for imple-
mentation by its members made plain the drawbacks for the international financial
system of insufficient action as early as 2001:

[I]tis clearly undesirable, unethical and incompatible with the fit and proper con-
duct of banking operations to accept or maintain a business relationship if the
bank knows or must assume that the funds derive from corruption or misuse of
public assets. There is a compelling need for a bank considering a relationship
with a person whom it suspects of being a PEP to identify that person fully, as well

as people and companies that are clearly related to him/her.>

Accepting and managing funds from corrupt PEPs will severely damage the bank’s
own reputation and can undermine public confidence in the ethical standards of
an entire financial centre, since such cases usually receive extensive media atten-

tion and strong political reaction.®

4. Money laundering is not confined to the financial services sector. The FATF 40+9 Recommen-
dations apply to other sectors, referred to as designated non-financial businesses and professions
(DNFEBPs).

5. Basel Committee on Banking Supervision, “Customer Due Diligence for Banks,” (Bank for Interna-
tional Settlements, October 2001), para. 43.

6. Basel Committee on Banking Supervision, “Customer Due Diligence for Banks,” (Bank for Interna-
tional Settlements, October 2001), para. 42.
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What is the reality? The picture today is of an overall failure of effective implemen-
tation of international PEP standards. There is surprisingly low compliance with Fi-
nancial Action Task Force (FATF) requirements on PEPs especially among FATF mem-
bers. 61 percent of the 124 countries assessed by FATF or FATF-Style Regional Bodies
(FSRBs) were non-compliant and 23 percent were partially compliant. More than 80
percent of these jurisdictions are far behind.

This paper identifies three key actions necessary to make a genuine difference:

1. Strong and sustained political will and mobilization. Political will is needed to
change laws and regulations, to create momentum for government authorities
to make this a real priority, to ensure allocation of adequate resources, and to
support more aggressive enforcement by regulators. It is also important on the
implementation side: Absent such political commitment, some banks will not
be motivated to make a meaningful commitment to improving customer due
diligence procedures with a view to detecting the proceeds of corruption.

2. Clarification and harmonization of the international requirements on PEPs. The
current variations among approaches serve as both a good excuse not to act and
are seen by some as a real impediment to the development and implementation
of effective PEPs controls. Harmonization would pave the way for useful guid-
ance to be issued at the international or national level. Jurisdictions and banks
would be provided with sounder and more consistent parameters.

3. Stock-taking of the emerging typologies, focused on lifting what impedes the identi-
fication of beneficial owners who are PEPs. PEP identification efforts are compli-
cated by the increased use of close associates, legal entities and other methods
used to hide beneficial ownership or control by senior public officials.

Against this background, this StAR paper offers a series of Recommendations and
Good Practices designed to help increase the quality and effectiveness of those PEP
measures adopted by regulatory authorities and banks. In addition, the paper provides
Recommendations that we hope the standard setters will consider.

Outlined below are the Principle Recommendations.

Principle Recommendation 1

Apply Enhanced Due Diligence to All PEPs, Foreign and Domestic

Laws and regulations should make no distinction between domestic and foreign
PEPs. The standards adopted by FATF and regional and national standard setters
should require similar enhanced due diligence for both foreign and domestic PEPs.
The distinction between foreign and domestic PEPs in existing standards lets promi-
nent domestic public officials, their families, and close associates “off the hook.” There

XV
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is no justifiable basis for the distinction at this time. All PEPs are exposed to the op-
portunity to misuse their position for personal gain; therefore, this distinction omits
an important risk area. Most international banks already apply enhanced due diligence
to both domestic and foreign PEPs, even though not required by law or regulation, and
small banks generally are well aware of the identity of domestic PEPs. Thus little, if any,
additional burden would be placed on banks applying this standard.

Principle Recommendation 2

Require a Declaration of Beneficial Ownership

At account opening and as needed thereafter, banks should require customers to
complete a written declaration of the identity and details of natural person(s) who
are the ultimate beneficial owner(s) of the business relationship or transaction as a
first step in meeting their beneficial ownership customer due diligence requirements
(see sample form X in box 2.2). A critical problem identified by banks, regulators, and
law enforcement alike is the recurring and intractable problem of untying the knot
of legal entities formed for the purpose of hiding the identity of the natural persons
who are the beneficial owners. Requiring a written declaration of beneficial ownership
by the contracting customer should be an important first step in the bank’s effort to
identify and verify the identity of the beneficial owner. It is not the only step, nor is it
sufficient on its own—banks must take additional measures to verify the declaration
and conduct complementary customer due diligence and regulatory authorities must
ensure that additional actions are taken. The declaration is to be executed in a manner
that provides for a criminal penalty for intentionally making a material false statement
on the form. While some criminals are unlikely to be deterred, intermediaries, family
members, and close associates will be less inclined to lie to banks if they face individual
criminal liability for the false statement. In addition, the signed declaration could still
be used as evidence of criminal intent in a money laundering or fraud prosecution, as
the basis for a civil suit by the financial institution, as a reason for closing the account,
and as an important piece of evidence in a non-conviction based freezing or forfeiture
proceeding initiated by the government.

Principle Recommendation 3

Request Asset and Income Disclosure Forms

A public official should be asked to provide a copy of any asset and income declara-
tion form filed with their authorities, as well as subsequent updates. If a customer
refuses, the bank should assess the reasons and determine, using a risk-based ap-
proach, whether to proceed with the business relationship. More than 110 countries
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require that their public officials file asset and income disclosure forms. Although only
one bank was found that asks customers for a copy of the form, all banks agreed that
it was an additional tool and noted that they ask for the same information and more
during account opening. The form provides an important “snapshot in time” that the
bank can use to compare with information provided by the customer or with account
activity. Because there may be legitimate reasons for the customer to decline to provide
a copy or for not having filed, the bank should ask about the reason for refusal and de-
termine, using a risk-based approach, whether to open the account or continue the re-
lationship. Verification by local authorities of the information on such forms is uneven
across jurisdictions, so banks should remain cautious about the information provided,
but it can help in customer profiling.

Principle Recommendation 4

Periodic Review of PEP Customers

PEP customers should be reviewed by senior management or a committee includ-
ing at least one senior manager using a risk-based approach, at least yearly, and the
results of the review should be documented. Over the course of a business relation-
ship with a PEP, ongoing monitoring procedures may reveal changes to the profile and
activity. The PEP may have been promoted or elected to a more senior position, en-
gaged in litigation, or perhaps transactions have deviated from the norm. Considered
separately, the activities, transactions or profile changes may not be sufficient to raise
“red flags.” Once the information is assembled however, the “big picture” may reveal
increases in risk overall or raise suspicions of corrupt activity. Implementing a peri-
odic review of PEP customers on a risk-based approach, and at least yearly, helps to
overcome this silo approach in which decisions are made transaction-by-transaction,
activity-by-activity. A common practice among the banks visited, it ensures that the
banks assemble a comprehensive picture of each PEP customer which is analyzed and
considered by senior management or a committee compromised of at least one senior
manager on a regular basis. This enhances the oversight of the PEPs customer rela-
tionships by the bank’s management. The individual or committee subsequently takes
decisions on termination or continuation of the business relationship.

Principle Recommendation 5

Avoid Setting Limits on the Time a PEP Remains a PEP

Where a person has ceased to be entrusted with a prominent public function, coun-
tries should not introduce time limits on the length of time the person, family mem-
ber, or close associate needs to be treated as a PEP. Many geographic, cultural, and

XVii
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political factors determine the duration of the power and influence held by public of-
ficials, relatives, and close associates. In many cases, the influence held by prominent
public officials and close associates outlasts the term in office by years and even decades,
and corrupt monies do not become legitimate after a certain time period. Rather than
setting time limits, banks should be encouraged to consider the ongoing PEP status of
their customers on a case-by-case basis using a risk-based approach, and regulatory au-
thorities should provide guidance about what this entails. If the risk is low, banks can
consider declassifying the relationship, but only after careful consideration of continu-
ing anti-money laundering risks and approval by senior management.
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Introduction and General Observations






Introduction

Revelations of grand corruption,” the scale of the plunder of state assets, and their
impact on the confidence in financial institutions have led to greater scrutiny of busi-
ness relationships with politically exposed persons (PEPs) with a view to addressing
potential corruption and money laundering risks associated with these customers.
PEPs—individuals who are, or have been, entrusted with prominent public functions,
their family members, and close associates—represent a greater money laundering risk
because of the possibility that such individuals may abuse their position and influence
to carry out corrupt acts, such as accept and extort bribes and misappropriate state
assets, then use domestic and international financial systems to launder the proceeds.®
Obviously, most PEPs do not actually engage in corrupt activities; however, all PEPs are
potentially in a position to misuse their positions for personal gain—no matter their
country of origin, nature of business activities, or seniority of position.

While corrupt PEPs may be a small portion of the entire number of PEPs, a single
corrupt PEP’s behavior can have a disproportionate impact on a country and some-
times an entire region. Quantifying the amount of money that has stolen and laun-
dered by corrupt PEPs has proven difficult.” The estimates available, therefore, provide
rough approximations of the order of magnitude. The World Bank estimates that more
than $1 trillion dollars is paid in bribes each year.'” Furthermore, the Stolen Asset Re-
covery (StAR) Initiative has estimated that corrupt money received by public officials

7. The term “corruption” is meant to include the offenses outlined in Articles 15-22 of UNCAC: ac-
tive bribery of national public officials; passive bribery of national public officials; active bribery of
foreign public officials and officials of public international organisations; passive bribery of foreign
public officials and officials of public international organizations; embezzlement, misappropriation,
or other diversion of a property by a public official; trading in influence; abuse of functions or posi-
tion by a public official for unlawful gain; illicit enrichment by a public official; bribery in the private
sector; and embezzlement of property in the private sector. StAR considers there should be an align-
ment of the definitions of corruption with UNCAG, to be reflected in other StAR policy papers.

8. For the purposes of this paper, PEPs are to include individuals who are, or have been, entrusted with
prominent public functions, their family members, and close associates. For more information on the
definition, see “Who is a PEP?” in part 2 and the comparison chart in appendix C.

9. UNODC and The World Bank, “Stolen Asset Recovery (StAR) Initiative: Challenges, Opportunities,
and Action Plan” (World Bank, Washington, DC, 2007) p. 9.

10. The World Bank, “The Costs of Corruption,” (April 8,2004) quoting Daniel Kaufmann, Director
for Governance, World Bank Institute. Link available at http://go.worldbank.org/LJA29GHAS0.
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in developing and transition countries reaches $20 billion to $40 billion per year—a
figure equivalent to 20 to 40 percent of flows of official development assistance."

This scale of corruption leads to degradation and distrust of public institutions,
insufficient government revenues, weakening of the private investment climate, and
disruption of social service delivery mechanisms. The flows of dirty money damage the
reputations of financial institutions and undermine public confidence in the integrity
of the financial system. Implementation of an effective PEPs regime is a critical compo-
nent in the prevention of grand corruption because laundering the proceeds becomes
more difficult. An effective PEPs regime also assists in the detection of transfers of
proceeds of corruption, provides an audit trail, and, ultimately, facilitates the process
of recovering these proceeds.

In “Customer Due Diligence for Banks,” a 2001 paper of the Basel Committee on
Banking Supervision, the concept of PEPs was introduced by banking supervisors as a
special category of individuals who expose a bank to significant reputation and legal
risks.'? The paper recognized the importance of providing guidance on the prudential
risk posed by PEPs, stating “it is clearly undesirable, unethical and incompatible with
the fit and proper conduct of banking operations to accept or maintain a business re-
lationship if the bank knows or must assume that the funds derive from corruption or
misuse of public assets.”'?

Eventually, the international community launched efforts to mitigate the potential
risks posed by PEPs. In 2003, the Financial Action Task Force on Money Laundering
(FATF) introduced a number of preventive measures to identify these higher risk indi-
viduals and to better monitor their transactions. These measures are set forth in Rec-
ommendation 6 of the FATF 40+9 Recommendations, with the related requirements
of customer due diligence in Recommendation 5. Also in 2003, the United Nations
Convention against Corruption called for enhanced scrutiny of accounts held by PEPs
in Article 52(1) and (2) as a means to prevent and detect the transfer of the proceeds
of crime. In 2006, FATF stated that the lack of rule of law and measures to prevent and
combat corruption may significantly impair the implementation of an effective anti-
money laundering/combating the financing of terrorism (AML/CFT) framework." In

11. UNODC and The World Bank, “Stolen Asset Recovery (StAR) Initiative: Challenges, Opportuni-
ties, and Action Plan” (World Bank, Washington, DC, 2007) p. 9. At page 11, the report measures the
development impact that could result from recovery of a portion of these assets. For example, every
$100 million recovered could fund 3.3 million to 10 million insecticide-treated bednets, or first-line
treatment for over 600,000 people for one year for HIV/AIDS, 250,000 water connections for house-
holds, or 240 kilometers of two-lane paved road.

12. Basel Committee on Banking Supervision, “Customer Due Diligence for Banks,” (Bank for Inter-
national Settlements, October 2001), paras. 40-44.

13. Basel Committee on Banking Supervision, “Customer Due Diligence for Banks,” (Bank for Inter-
national Settlements, October 2001), para. 43.

14. FATF Methodology, Introduction, para. 7.
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addition, studies have been undertaken by FATF and the FATF-Style Regional Bodies
(FSRBs) on PEPs in the context of corruption and money laundering."

AML regimes, particularly the PEPs provisions, vary in scope across the standard
setters.'® All require countries to ensure that financial institutions consider PEPs to be
high-risk customers and, accordingly, implement systems for their identification, with
enhanced due diligence procedures at account opening, ongoing monitoring and re-
porting of suspicious transactions. Below is the relevant text of UNCAC and the FATF
40+9 Recommendations. See appendix C for comparative tables of the definitions and
enhanced due diligence requirements provided in international standards and the Eu-
ropean Union legislation.

Article 52 of UNCAC:

1. [...] each State Party shall take such measures as may be necessary, in accor-
dance with its domestic law, to require banks within its jurisdiction to verify the
identity of customers, to take reasonable steps to determine the identity of benefi-
cial owners of funds deposited into high-value accounts and to conduct enhanced
scrutiny of accounts sought or maintained by or on behalf of individuals who
are, or have been, entrusted with prominent public functions and their family
members and associates. Such enhanced scrutiny shall be reasonably designed to
detect suspicious transactions for the purpose of reporting of competent authori-
ties and should not be so construed as to discourage or prohibit banks from doing

business with any legitimate customer. [emphasis added)|

2.[...] In order to facilitate implementation of the measures provided for in para-
graph 1 of this article, each State Party, in accordance with its domestic law and
inspired by relevant initiatives of regional, interregional and multilateral organi-

zations against money laundering, shall:

(a) Issue advisories regarding the types of natural or legal person to whose ac-

counts banks within its jurisdiction will be expected to apply enhanced scruti-

15. FATF/APG (Asia Pacific Group on Money-Laundering) Project Group on Corruption and Money
Laundering has also conducted research on PEPs: Dr. David Chaikin and Dr. Jason Sharman, “FATF/
APG Anti-Corruption AML/CFT Research Paper,” (September 2007). See also APG Annual Meeting,
“IIWG Implementation Issues Report: Corruption-Related FATF Recommendations 2009”; “Politi-
cally Exposed Persons (PEPs) in relation to AML/CFT,;” (Middle East & North Africa Financial Action
Task Force, November 11, 2008); Kwesi Aning & Samuel Atuobi, “The Nexus Between Corruption
and Money Laundering in West Africa: the Case of Ghana,” draft to be presented to GIABA (Inter
Governmental Action Group Against Money Laundering in West Africa) in 2009; and “An Assessment
of the Links between Corruption and the Implementation of Anti-Money-Laundering Strategies and
Measures in the ESAAMLG Region,” (Eastern and Southern Africa Anti-Money Laundering Group
[ESAAMLG], May 18, 2009).

16. Unless otherwise specified, this paper uses the term “standard setters” broadly to include the stan-
dards outlined in the FATF 40+9 Recommendations, international instruments (UNCAC), and na-
tional or regional legislative acts.
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ny, the types of accounts and transactions to which to pay particular attention
and appropriate account-opening, maintenance and recordkeeping measures

to take concerning such accounts; and

(b) Where appropriate, notify banks within its jurisdiction, at the request of
another State Party or on its own initiative, of the identity of particular natural
or legal persons to whose accounts such institutions will be expected to ap-
ply enhanced scrutiny, in addition to those whom the banks may otherwise

identify.

Recommendation 6 of the FATF 40 Recommendations: Banks should, in relation
to politically exposed persons, in addition to performing normal due diligence

measures:

a) Have appropriate risk management systems to determine whether the cus-

tomer is a politically exposed person.

b) Obtain senior management approval for establishing business relationships

with such customers.

¢) Take reasonable measures to establish the source of wealth and source of
funds.

d) Conduct enhanced ongoing monitoring of the business relationship.

FATF “Glossary of Definitions used in the Methodology” defines PEPs as “in-
dividuals who are or have been entrusted with prominent public functions in a
foreign country, for example Heads of State or of government, senior politicians,
senior government, judicial or military officials, senior executives of state owned
corporations, important political party officials. Business relationships with fam-
ily members or close associates of PEPs involve reputational risks similar to those
with PEPs themselves. The definition is not intended to cover middle ranking or

more junior individuals in the foregoing categories.”

In March 2009, the Group of 20 (G20) countries called for enforcement of these
standards on PEPs as a means to deter corruption and detect and deter the flow of pro-
ceeds of corruption in its “Working Group on Reinforcing International Cooperation
and Promoting Integrity in Financial Markets.”"” In September 2009, the G20 Heads of
State called for the ratification of UNCAC and asked FATF to focus on detecting and
deterring the proceeds of corruption by strengthening standards on customer due dili-
gence, beneficial ownership, and transparency.'® FATF will be considering these issues
as part of the preparation for the fourth round of mutual evaluations.

17. G20 Working Group on Reinforcing International Cooperation and Promoting Integrity in Fi-
nancial Markets (WG2), “Final Report,” March 27, 2009, para. 41.
18. G20, “Leaders’ Statement, The Pittsburgh Summit,” (September 24-25, 2009).
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Industry groups, such as the Wolfsberg Group of eleven global banks, have issued
guidance papers and recommendations.'® The private sector has responded with prod-
ucts to assist banks in identifying PEPs, such as commercial databases of PEPs (PEPs
databases) and software that mines data for the key information required to assess the
relevant risks.

Low Compliance with International Standards

With UNCAC ratified by 141 countries and the FATF Recommendations adopted as
the AML standard by more than 170 jurisdictions, most jurisdictions in the world have
committed to meaningful and effective action. However, according to the latest found
of FATF and FSRB mutual evaluation reports, more than 80 percent of jurisdictions so
far have not translated this commitment into effective measures. Of the 124 jurisdic-
tions that have been evaluated for compliance with FATF Recommendation 6, 61 per-
cent were found non-compliant and 23 percent were partially compliant. Only three
jurisdictions were found to be fully compliant. These trends are observed in FATF and
FSRB jurisdictions alike, with compliance levels lower in FATF jurisdictions. See figures
1.1and 1.2

Figure 1.1 FATF Recommendation 6: Compliance of 124 Jurisdictions

Partially
compliant,
23% (29)

Non-
compliant,
61% (75) Largely
compliant,

14% (17)

Compliant,
2% (3)

Source: Authors' compilation based upon the compliance ratings published in the FATF and the FSRB mutual evaluation reports of 124
jurisdictions.

Note: Numbers in parentheses refer to the number of jurisdictions.

19. The Wolfsberg Group, an association of 11 global banks, has developed a series of financial in-
dustry standards in relation to anti-money laundering and released specific information concerning
PEPs.
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Figure 1.2 FATF Recommendation 6: FATF and Non-FATF Country Ratings
FATF (24 jurisdictions)

Compliant,
4% (1)

Largely
compliant,

21% (5)
Non-
compliant,
67% (16) Partially
compliant,
8% (2)
FSRBs (Non-FATF) (109 jurisdictions)
Compliant,
2% (2) Largely
compliant,
14% (15)
Non-
compliant, .
s 9 Joma
26% (29)

Source: Authors’ compilation based upon the compliance ratings published in the FATF and the FSRB mutual evaluation reports of 124
jurisdictions.

Note: Numbers in parentheses refer to the number of jurisdictions. As some jurisdictions are members of both FATF and an FSRB, there
is overlap in these numbers.
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Objective

This policy paper has been undertaken by the Stolen Asset Recovery (StAR) Initiative,
a joint initiative of the United Nations Office on Drugs and Crime (UNODC) and the
World Bank. Given the lack of compliance with international standards on PEPs, StAR
launched this policy paper to assist banks and regulatory authorities in building regimes
that will help address the risks posed by PEPs and prevent corrupt PEPs from abusing
domestic and international financial systems to launder the proceeds of corruption.?

This paper offers a series of Recommendations and Good Practices designed to help
increase the quality and effectiveness of PEP measures of regulatory authorities and
banks. In addition, the paper provides Recommendations that we hope the standard
setters and policy makers might consider in strengthening the existing PEP regimes.

Methodology

The main research for this paper was based on field work conducted in eight juris-
dictions with experience in dealing with PEPs.*! The jurisdictions represent differ-
ent regions and regulatory frameworks. Additional research was conducted on seven
jurisdictions,” as well as the relevant portions of 82 FATF and FSRB mutual evaluation
reports filed in the third round of evaluations.” The adoption of the mutual evaluation
reports began after a reasonable period of time following the issuance of the revised
FATF 40 +9 Recommendations in 2003 (first assessment was adopted in mid-2005)
and have been ongoing. They represent a “snapshot” of the situation in the respective
country, as at the date of the assessment. Some countries may have progressed in terms
of compliance since the assessment.

The purpose of the field work was not to assess or rate jurisdictions, but rather to
obtain an overview and learn from authorities and the private sector about the policies
and practices in implementing compliance with international PEPs standards and some
of the common obstacles to the effective application of PEPs measures. The examples
used throughout the paper, therefore, are not attributed to any particular jurisdiction.

20. The objective of the StAR Initiative is to reduce barriers to asset recovery and thereby encourage
and facilitate more systematic and timely return of stolen assets. For more information on the StAR
Initiative see www.worldbank.org/star.

21. Argentina, France, Hong Kong (China), Jersey, Liechtenstein, Switzerland, the United Kingdom,
and the United States.

22. Lebanon, Mexico, Nigeria, the Russian Federation, Singapore, South Africa, and the United Arab
Emirates.

23. Jurisdictions selected were those in the previously listed 15 jurisdictions, as well as jurisdictions
that have a publicly available FATF or FSRB mutual evaluation report available in English and pub-
lished after June 2007.
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A list of interview questions was designed to serve as a basis for discussion and
to ensure that a consistent and transparent method for collecting information during
the field work was followed.?* During the field visits, members of the team met with a
number of authorities, including regulators (independent or within the central bank),
financial intelligence units (FIUs), law enforcement, and where appropriate the public
prosecutor. Members of the team also met with senior officials of two banks in each
jurisdiction.” Throughout the course of writing the paper, the team met with three
commercial database companies or platform providers. In advance of publication, a
copy of this policy paper was circulated to these authorities and bank officials and they
were invited to comment.

How to Use This Paper

This paper is designed as a policy note for banks and regulatory authorities, as well as
for use by the standard setters, policy makers, FIUs, and other public authorities with
a role in the implementation of PEPs standards. The Recommendations and Good
Practices included in the paper should therefore be reviewed and considered by each of
these stakeholders. Banks may use a Recommendation or Good Practice to improve the
quality and effectiveness of their PEPs measures; regulatory authorities may use them
to enhance their review and enforcement processes on PEPs; and regulatory authori-
ties, financial intelligence units and other public authorities may use them to develop
or improve guidance. Similarly, policy makers and standard setters may use the Recom-
mendations and Good Practices to inform their efforts in ensuring that effective laws
and standards are in place.

The paper is focused on the banking sector, not on other financial and non-financial
sectors vulnerable to the laundering of corrupt funds.” These other sectors may find
the Recommendations and Good Practices provided in this paper relevant, but should
analyse the findings of this paper in light of their particular circumstances and specific
features.

The paper includes a number of practical tools to help guide banks, regulators,
and other public authorities. These tools are illustrative, not exhaustive, and therefore
should not in any way be relied upon as a comprehensive source, but rather as a start-
ing point.

24. The questionnaire addressed issues of the implementation by various national entities of PEP
systems and procedures, as well as the regulatory and enforcement aspects. Written answers were not
expected, although some were provided. For a copy of the questionnaire, see appendix G.

25. In one jurisdiction, the team met with one bank. In most cases, these institutions were part of
larger international banking groups with sophisticated AML systems and controls and risks of high-
level PEP exposure.

26. While it would be helpful to understand what is happening across the various sectors on PEPs,
such a detailed analysis was beyond the scope of this policy paper.
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The paper is organized into four major parts:

The remainder of this part (part 1) sets out some of the main observations and
trends in PEPs compliance and an analysis of the principle reasons for poor compliance
and overall ineffectiveness of systems to detect and monitor PEPs. Part 2 focuses on the
implementation of PEPs measures by regulatory authorities and banks. Part 3 reviews
the roles of the public authorities that are primarily involved in preventing abuse by
corrupt PEPs. These authorities include the regulatory authority, which is responsible
for providing guidance to banks and enforcing compliance, as well as the FIU, which
has a role in the context of suspicious transaction reports (STRs) on PEPs. Finally,
Part 4 considers some of the cross-cutting issues—national cooperation, training and
resources—that must be addressed by all stakeholders.






General Observations
and Challenges

This section sets out some of the main observations and trends in PEPs compliance and
an analysis of the principle reasons for poor compliance and overall ineffectiveness of
systems to detect and monitor PEPs.

Low Level of Compliance with International Standards

As indicated in the previous section, compliance with FATF Recommendation 6 is
poor.” The low levels of compliance are not concentrated in certain regions; nor are
compliance rates better in the more developed jurisdictions. On the contrary, compli-
ance rates are relatively worse in developed countries. Similar trends of non-compliance
are observed across jurisdictions of FATF and FSRBs. See the chart below.

A key factor in these low ratings is the lack of an enforceable legal or regula-
tory framework. The team’s review of 82 mutual evaluation reports from FATF and
the FSRBs found that, at the time of the evaluation, 40 percent of the jurisdictions
did not have enforceable legislation or regulations PEPs.*® Where PEPs-specific legal
provisions, regulations or other enforceable guidance existed, they were often not
applied to all sectors within the scope of the FATF 40+9 Recommendations. Informa-
tion on the effectiveness of actual implementation was limited. In addition, some of
the existing laws have a narrow definition of enhanced due diligence (for example,
a number of countries only required senior management approval for new PEP cus-

tomers identified during account opening, not for existing customers that became a
PEP.)

Link between PEPs and Anti-Money Laundering Policies and Procedure

PEPs are a special category of customers, all designated as high risk for money launder-
ing. This designation is set out in the FATF 40+9 Recommendations, which introduce

27. Of 124 jurisdictions, 61 percent were non-compliant, 23 percent were partially compliant, 14
percent were largely compliant and 2 percent were compliant.

28 . See also the APG Corruption Implementation Issues Report which also notes the lack of legisla-
tive, regulatory, or other enforceable means on PEPs: APG Annual Meeting, “IIWG Implementation
Issues Report: Corruption-Related FATF Recommendations,” 2009.
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Figure 1.3 Ratings Summary of FATF Recommendation 6
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Source: Authors' compilation based upon the compliance ratings published in the FATF and the FSRB mutual evaluation reports of 124
jurisdictions.

Note: Numbers in parentheses refer to the number of jurisdictions. As some jurisdictions are members of both FATF and one or more
FSRB, there is overlap in these numbers.

APG = Asia/Pacific Group on Money Laundering; CFATF = Caribbean Financial Action Task Force; MONEYVAL = Committee of Experts
on the Evaluation of Anti-Money Laundering Measures and the Financing of Terrorism; EAG = The Eurasian Group on Combating
Money Laundering and Financing of Terrorism; ESAAMLG = Eastern and Southern Africa Anti-Money Laundering Group; GAFISUD
= Financial Action Task Force of South America Against Money Laundering; GIABA = The Inter-Governmental Action Group against
Money Laundering in West Africa; MENAFATF = Middle East & North Africa Financial Action Task Force; OGBS = Offshore Group of
Banking Supervisors.

PEPs as one of the three specific cases that are always considered to be a higher risk.
PEPs should normally be identified in the course of a bank’s customer due diligence
(CDD) procedures (including identification of the beneficial owner), which forms an
integral part of a bank’s AML system and controls. Failures or lack of completeness of
customer due diligence procedures (up to the identification of the beneficial owner)
create a risk that a bank will not identify a PEP or misjudge the risks associated with a
particular PEP customer. A bank’s PEP controls will, therefore, only be as good as its
overall AML framework.

This link is confirmed by a comparison between compliance ratings on FATF Rec-
ommendation 5 on CDD and Recommendation 6 on PEPs. Of the 124 jurisdictions
evaluated for compliance, 93 percent jurisdictions were either non-compliant or par-
tially compliant on Recommendation 5; 84 percent of the same 124 jurisdictions re-
ceived the same ratings on Recommendation 6. Only 17 jurisdictions had a rating of
partially compliant or non-compliant in one category and largely compliant or compli-
ant in another. See figure 1.4.
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Figure 1.4 Ratings Summary of Recommendations 5 and 6
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Source: Authors' compilation based upon the compliance ratings published in the FATF and the FSRB mutual evaluation reports of 124
jurisdictions.

Banks Generally Indicate Doing More Than FATF, Legislation or
Regulation Requires

Most of the banks visited indicated that they go beyond the legal definition of a PEP
and apply a broader scope of enhanced due diligence (EDD) measures than those re-
quired under either domestic legislation or regulation. For example, some do not dis-
tinguish between domestic and foreign PEPs, even when they are only required by na-
tional law to apply EDD to foreign PEPs (for additional examples, see various sections
of part 2). This exacting policy is driven mainly by reputational risk considerations
and group policies designed to comply with the most stringent requirements of the
jurisdictions within which they operate. Some banks also cited concerns about possible
legal or regulatory action.

In the jurisdictions visited as part of the field work, banks and public authorities
both explained that there is scant evidence of corrupt PEP activity—either within the
banks or within the other sectors. Similarly, there are few PEP-related suspicious trans-
action reports (STRs), or investigations and prosecutions for grand corruption. They
indicated that this was because of several factors:

+ Banks’ are firmly resolved to accept only “clean” PEPs as customers. Banks in-
dicated that they have improved their identification of PEPs and, as indicated
above, often go beyond international standards, legislation, and regulation.
The result is that PEPs of questionable integrity are refused access to banking
services.
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+ The proportion of prominent public officials and their relatives in relation to a
bank’s overall customer base is likely to be small. Of the banks visited, the propor-
tion of PEPs ranged from 1 percent to 5 percent.” Since not all PEPs are corrupt,
those who are corrupt form an even smaller subset. Banks were not as clear on the
percentage of close associates—in part because they are harder to identify.

+  Corrupt PEPs are effectively hiding their identity from the banks, using associ-
ates and complex corporate vehicles to disguise their beneficial ownership of
funds. They use intermediaries, such as accountants, lawyers, or trust and com-
pany service providers, who are involved on their behalf in the formation and
management of corporate vehicles and schemes, but who may have 