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What is the FATF?

An inter[ ]governmental policy making body, comprised of 34 countries,

that has a ministerial mandate to establish international standards for combating
ML/TF.

Over 180 jurisdictions have joined the FATF Global Network, and committed at the

ministerial level to implementing the FATF standards and having their AML/CFT
systems assessed.

What does the FATF do?

* Sets international standards to combat money laundering and terrorist financing.
* Assesses and monitors compliance with the FATF standards.

* Identifies high-risk, non-cooperative jurisdictions and those with deficiencies.

* Conducts typologies studies of ML and TF methods, trends and techniques.
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Why is FATF Necessary?

Obtain political commitment to work towards compliance and apply peer pressure.

Monitor the implementation and assess the effectiveness of the AML/CFT system.

Publicly identify weaknesses and improve the AML/CFT regime.

Seek to protect the integrity of the global financial system.

Promote financial transparency and accountability across all sectors.

Global Economy/Transnational Crime = Global Approach 4



Limitations and Strengths

Not an International Organization
A True Global “Task Force” (members do the work)
Technical Body, not the International Police
Not International Law, Regulation, or Treaty-Based Obligation

FATF Provides Guidance but not Technical Assistance



What are the FATF Recommendations?

The internationally endorsed global standards for implementing effective AML/CFT
measures.

Created in 1990 to combat drug - related laundering and to promote a level playing
field for the financial sector.

Minimum standards for action for countries to implement within their national system.

Cover criminal justice, regulatory systems, preventative measures by financial sector
and international cooperation.

They increase the transparency of the financial system
(making it easier to detect criminal activity).

Give countries the political mandate to successfully
take action against money launderers and
terrorist financiers.




Revised FATF Standards

* Adopted on 16 February 2012

e Third Set of Revisions (96°, 03°, 12°)
* Remain Timely and Relevant

* New Structure and Numbering

e C(Clarify & Strengthen Obligations

* Address New Threats and Priorities

* Formal Emphasis on Risk




Framework of the Standards

A — AML/CFT Policies and Coordination

B - Money Laundering and Confiscation

C - Terrorist Financing and the Financing of
Proliferation

D - Preventative Measures

E — Transparency and Beneficial Ownership of Legal

Persons and Arrangements

F - Powers and Responsibilities of Competent
Authorities and other institutional measures

G- International Cooperation



Bl Assessing Risk and Applying a RBA

Formally incorporates RBA into the Standards with new R.1 and INR.1

Strengthens the requirements for high-risk situations

Allows countries to take a more focused approach in high-risk areas
Purpose: Identify risks, allocate resources and take action to mitigate risk
Obligations and decisions for Countries:

* Conduct national risk assessment & make available to private sector.
Obligations and decisions for FIs and DNFBPs

* Conduct institutional risk assessment.

* Apply enhanced (higher risk) or simplified measures (lower risk.)



Special IX —What Happened?

Terrorist Financing - The financing of terrorism remains a serious concern
for the international community, and remains a major focus of the FATF
Standards.

The FATF’s nine Special Recommendations on terrorist financing have been
integrated fully within the Forty Recommendations.

Number of uniquely focused CFT Recommendations remain
independent.

* Terrorist Financing Criminal Offence (R.5) (Former SR.II)
* TFS for Terrorist Financing (R.6) (Former SR.III)

* Non-Profit Organizations (R.8) (Former SR.VIII)



Key Changes to the Standards
New Threats and Priorities

Risk-Based Approach - Countries need to clearly understand the ML/TF risks which
affect them, and adapt their AML/CFT system to the nature of these risks. The RBA

will enable countries and financial institutions to target their resources more
effectively. (R.1)

Financing of Proliferation - The proliferation of weapons of mass destruction is a
significant security concern, and financial measures are an effective way to combat
this threat. New Recommendation aimed at implementation of TFS. (R.7)

Tax Crimes - The list of predicate offences been expanded to include serious tax

crimes. Will bring the proceeds of tax crimes within the scope of the powers and
authorities used to investigate money laundering. The smuggling offence has also
been clarified to include offences relating to customs and excise duties and taxes.



Key Changes to the Standards
Clarify and Strengthen

Transparency - Harder for criminals and terrorists to conceal their identity or hide

their assets behind legal persons and arrangements or about the parties to wire
transfers. (R.24, R.25, R.16)

Corruption and PEPs - EDD for financial institutions extended from foreign PEPs to
domestic PEPs (risk-based), to PEPs from international organizations, and to the
family and close associates of all PEPs. (R.12)

International Cooperation - Increased scope and application of information exchange
between authorities, conduct of joint investigations, and tracing, freezing and
confiscation of illegal assets. (R.37-40)

Operational Standards - Obligations for law enforcement and FIUs have been

expanded significantly. Clarify the role, functions and powers of the operational
agencies. (R.29-31)



Framework of the Standards

Recommendations and Interpretative Notes* form “The Standards”
* The text contains the specific measures and obligations to be implemented.
* Definitions in Glossary also part of the FATF Standards.

* Examples illustrate how requirements could be applied and are only for
Guidance (not mandatory).

Guidance and Best Practices Papers

* Not mandatory (see Annex or Website for complete list).

 Advise to assist countries implementation with the FATF Standards.



Assessing Effectiveness
Overall Judgment on Entire AML/CFT Regime

4t round of mutual evaluations will begin in last quarter of 2013

Need for less recourse intensive process and more focused than 3™ round
Shorter assessment reports — Plain language story

Potential New Methodology:

(1)Technical (Formal) Compliance = Is there a legal framework in place?

(2)Implementation = Are you doing anything?

(3)Effectiveness = Are objectives (1.e. results) being achieved?

February 2013 — Financial conclusion of Methodology and adoption



