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= SUPENVISOry approaches

Preventing banks from being used for ML/ET

The risks are in “fraudulent” transactions
= \onitoring of transactions

= Assessment off clients/counterparts
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SUPENRVISery appreaches

Prevention

= Organization

= Procedures for KYC and! transactions
= 00Is

= Staffi awareness
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SUPENRVISery appreaches
Reporting

= Suspicioeus Transaction Reports/Cash
transactions

= Audit traul

= Record keeping
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SUPENRVISery appreaches

Supervisory functions

= Regulation
= Control

= |piormatien exchange
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SUPENRVISery appreaches

Supervisory Authority.

= [ndependence/Accountability.
= [echnical knewledge/Specialization

= Powers/\Visipility,
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SUPENRVISery appreaches

= Prudential supervision:

= Reguires deeprunderstanding ofi activities,
operations, risks and risk mitigating
technigues

= AIms at preventing| proklems
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SUPENRVISery appreaches

= Prudential supervision:
= |S not law enforcement/police

= Assess adeguacy and efficiency of preventive
and reporting measures

= |STnot responsible fier MIL/ET detection
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SUPENRVISery appreaches

Authorities

= Financial Intelligence Units (FIUS)
= SUpEenvIsery authorities

= (SROs)
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FIU

A central, national agency. responsible for
ieceiving, analyzing and disseminating
financial information:

= concerning suspected proeceeds ofi crime and
potential financing| ofi terrernsm,, or

= reguired by natienal legisiation e regulation
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FIU

= Three core functions

= Recelving and centralizing STRs and other
disclosures

= Analyzing them in erder te determine the potential
criminal activity: inliaisen with internal and external
datalbases

= [Disseminating| the results

Internationall Menetary Fund/Legal
Department/Einancial Integrity: Group

11



FIU

= Other functions:

= Enfercement: blocking transactions and freezing
assets

= Expertise: training, raising public awareness,
iesearch, adviser to the Gevermment

= \eniternng compliance with AML/CET
[eguirements
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FIU

= Different types of FlUs

= Administrative

= | aw enforcement
= Judicial

= Hybrid

Internationall Menetary Fund/Legal
Department/Einancial Integrity: Group

13



FIU
" | aw enforcement FlUs

= [ aw enforcement powers and focus on
Investigations

= Close relationships with demestie, fereign and
International law: enforcement
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FIU

= Judicial FIUs

= Judiciary: powers

= |ndependence
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FIU

= Administrative FIUs

= [ndependent or attached to central bank or
other financial agency.

= Perceived as neutral and specialized
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FIU

= Administrative FIUs

= Act as an Iintermediate between financial
iInstitutions and law’ enfercement/presecutorial
authorities

= Vay e In charge of due diligence supenvision
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FIU

= F|U Responsibility as due diligence
SUPENVISOor:

= For all' reporting Institutions, or some. ofi them

= Eor reperting or all ether obligations
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FIU

= F|U Supervisory functions:

= Expertise on financial crime and suspicious
activities or transactions

= Direct and short connection between the
provider and the user of financial intelligence
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FIU

EIU Supervisory: functions:
= Consistency

= Rationale of using and controlling STRS

= Quantity: and guality’ of Infermation
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FIU

= Technical iIssues with FIU supervision:

= Ejnancial expertise
= Operational expertise

" Resources
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FIU

= Technical iIssues with FIU supervision:
power

= [0 reguest information, documents, data

= [0 enter the premises of supervised
Institutions

= [0 share infermatien Withl ether SUPERISers
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FIU

= Political iIssues with FIU supervision:

" Mutual trust

= Preyention V. sanctioning

= Adeguate enforcement powers
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FIU

= Other Issues: Relations with prudential
SUpEervision:

= Harmonization: regulations or guidelines

= Cooperation: Interlinked risks, demestically and
Intermmationally

= Coordination: enfercement POWENS
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Prudential’ Supervisor

= FATF and Prudential standards

= BCP, IAIS principles refer to FATF Recommendations

= |[OSCO uses the FATF standards

= EATE requires financial institutions toe be supervised
and refers o Basel guidance papers
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Prudential’ Supervisor

= [nternational standards for prudential
supervision include AML/CET compliance

= AML/CET compliance Is subject to prudential
SUPEnVISery authorties” monitering anad
enforcement pewers
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Prudential’ Supervisor

= BCP criteria;
= |n addition te FlU reporting

= Report te supenvisor suspicious activities and
Incidents when they: are material te the saifety,
SeURNAREss or reputation of the bank
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Prudential’ Supervisor

= Bcp critena:
= |n addition te FIU reporting

= KYC policies and procedures must be
iIntegrated te the vhanks" everall risk
management

= KYC on greup-wide basis
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Prudential’ Supervisor

For prudential supernvisors, ML/FT are:
= A risk to financial stability

= A reputation risk
= An operational (legal) risk

= A cornporaté governance ISSue
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Prudential’ Supervisor

= ML/ET Is a concermn to prudential
SUPErVISors

= Potential conflict with ether business rules
SuUchIas banking Secrecy

= Regulations versus guidelines
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Prudential’ Supervisor

= AML/CET and prudential: supervision:

= Extensive knowledge of the sector

= Resources and costs
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Prudential’ Supervisor

= AML/CET and prudential: supervision:

= Part of a global risk analysis

= Consistency with prudential standards
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Prudential’ Supervisor

AML/CET and prudentiali supervision:
= |ncorporated to banks’ operating systems

= One SuUpenVvisor
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Prudential’ Supervisor

= AML/CET and prudential: supervision:

= Banks are the major source ofi STRs
= Banks process most of the transactions

= Banks are a prime target for financial crime
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Prudential’ Supervisor

= AML/CET and prudential: supervision:

= A wider range of sanctiens, combining
administrative and criminal penalties

= Different proof level
= Negligence, deficiencies and minor offences
= Combination with prudential sanctiens
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Prudential’ Supervisor

= Regulations
= Offsite: monitering
= Onsite Inspections

. Sanctions
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Prudential’ Supervisor

= Dual system
= Ofifsite by supervisery authonity:

= On-site examination by external auditors
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Licensed audtirs

= | jcensed auditors
= Methedology.
= [raiing

= Professionals nenms et practices
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Prudential’ Supervisor

= Definition of revision

= [ aw and regulations
= |nternal procedures

= Sampling
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Prudential’ Supervisor

" External auditors conflict of interest

= Reguest new: auditors
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Prudential’ Supervisor

" |n-house Inspections

= Due diligence compliance versus prudential
compliance

= Own [udgment vVersus facts
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Prudential’ Supervisor

= Self Regulatory Organizations (SROs)
= Define regulations

" |mpose sanctions
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Prudential’ Supervisor

" SROs

= Members

= andatery/non mandatory.
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Prudential’ Supervisor

" SROs

= Contractual basis

= Under the supenvisery authonty.
= \/alidate regulations
= Report on deficiencies and sanctions

Internationall Menetary Fund/Legal
Department/Financial Integrity: Group

44



EIU and Prudentiall Supervision

" [pformation (STRS)
= [ypoelogies

s Areas/institutions of concern
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Prudential Supervision and ElU

= |dentifying suspicious custemers and
transactions

= Reporting

= Audit traul
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