
DEALING WITH  PEPS - in the UK

Politically Exposed Persons (“PEP”): Definition
As a result of International Anti-Money Laundering efforts, increased attention has been placed on PEP’s. This is reflected in the revised JMLSG Guidance and the Third Money Laundering Directive
 (“the Directive'”), which came into force last year and which the UK will have to implement by December 2007.

The Third EU Money Laundering Directive defines PEP’s as:
“natural persons who are or have been entrusted with prominent public functions and immediate family members, or persons known to be close associates, of such persons”.  

This new definition which only applies to persons outside the UK
,  includes the following: Heads of State, Heads of Government, Ministers and Deputy or Assistant Ministers; Members of Parliaments; Members of Supreme Courts, of Constitutional Courts and of other high-level judicial bodies whose decisions are not generally subject to further appeal, except in exceptional circumstances; members of courts of auditors and of the boards of central banks; ambassadors, charges d'affaires and high-ranking officers in the armed forces.

PEPS are considered high risk in today’s regulatory climate, with corrupt PEP’s posing a threat to democratic governments, financial institutions and the regulatory environment, not to mention reputational risk.  The sources of the funds that a PEP may try to launder varies from kickbacks, bribes, organized crime, embezzlement and even outright theft of public funds. Although many PEP’s conduct legitimate business through financial institutions every day, those from regions where corruption is rife pose (risk based approach)the greatest risk, but it is important to note that corruption can be found in all countries, thereby placing them in a high risk category.
The proceeds of crime linked to PEP’s, totalling hundreds of millions has historically flown through the international banking systems, and on some occasions with the institutions being totally aware. Regulation requires the enhanced due diligence when conducting business with PEP’s, particularly when they become part of Private Banking.

Since September 2001 (the 9/11 World Trade Centre terror strikes) more than 100 countries have changed their Anti Money laundering laws making the fight against corruption and terrorism a central element of the new legislation. The UK Government for example aims to give guidance to firms to assist them in identifying and performing enhanced due diligence for PEP’s and meet the requirements of FATF recommendations and the UN Convention Against Corruption.
 
Scandals involving senior political figures
 can have a serious adverse effect on the reputation of a financial institution. The resulting negative publicity (fines or exposure of poor banking practice), could lead to a loss of consumer confidence.
Recognising PEP’s
PEP accounts are a concern for all firms regardless of size, and despite having new and existing customers who do not initially fall into the PEP category.  Firms should be aware of public information relating to possible changes in the status of their customers in relation to political/public exposure.

An enhanced customer due diligence approach to account opening as part of a firm’s procedure should begin with applying a Customer Identification Program. Information collected for identification should include name, date of birth, source of funds & wealth, immediate family members or close associates having transaction authority over the account, purpose for the account and the expected volume and nature of account activity. The next step is to verify this information using a number of sources available for checking their status
 and depending on the risk; firms may consider relying on non documentary automated methods of identity verification. 
Although all PEPS do not present the same risk, circumstances will vary and certain transactions by PEPs are considered potentially suspicious and may be indicative of illegal activity, 
 so the nature and scope of a particular firm’s business will generally determine whether the existence of PEPs in their customer base is an issue for the firm, and whether the firm needs to consider screening all customers for this purpose. 
Assessing Risk

Firms are required to conduct a risk assessment of its products/services, customers, and geographies where business is conducted with the outcome forming the basis of its Compliance Program (policies, procedures, and processes to be implemented) to properly manage the PEP risk identified.

Firms that offer PEP accounts should evaluate the quantity of these accounts and depending upon the number of PEP accounts maintained, the risk in this area will be considered low, moderate, or high. They are also required to conduct enhanced ongoing monitoring of the business relationship and obtain appropriate senior management approval for establishing or maintaining business relationships with such customers.

Good Practice 
The UK have identified the following ‘good practice’ for dealing with PEPS: holding regular dedicated forums or committee meetings,  establishing an independent take-on committee chaired by the CEO which decided whether to open PEP accounts, include specific reference to the management of PEPs risk in the MLRO Report, carrying out a retrospective review of all clients, reporting suspicions the authorities, managing conflicts of interest by considering not  remunerating account managers on the basis of number of accounts opened and no automatic declassification of PEPs accounts after expiry of their tenure as they may continue to wield influence.
Key areas of improvement for firms may include the following: considering PEP specific training,  producing  a list of current PEP accounts instead of relying solely on the informal relationship and knowledge of the client, ensuring staff  (and third parties) executing searches on PEP’s are aware of the importance of setting the correct search parameters, using the most up-to-date lists, ensuring Internal Audit always  review PEP risk as part of their anti-money laundering reviews and when using assessing risk bear in mind any PEP can be poses a reputation and financial risk to the firm (for those that have not already read it, I highly recommend reading the document “Reputational Damage – The Price Riggs Paid”, copyright 2006 World-Check (Global Objectives Limited).
Conclusion 
Customers have always been viewed as an opportunity for a firm’s growth, but firm’s now need to ensure those same customers are not a threat to their reputation. There is no doubt that the risk and regulatory focus on PEPS may cause firm’s to shy away from dealing with them but the silver lining for them is; that getting to know your clients better is normally a good way to increase revenue in an increasingly competitive financial market. 
As always, this article is not intended to be your rule book, firms must look at all the various sources available (some are listed below) and form their own opinions as to how to interpret their PEP procedures. 

Source’s
www.fsa.gov.uk
http://www.wolfsberg-principles.com
http://www.complianceheadquarters.com
www.fsa.gov.uk
http://www.iirusa.com
www.hm-treasury.gov.uk

http://www.aar.com.au
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� Directive 2006/70/EC.


� In line with international practice (I.e. the FATF, Basel Committee on Banking Supervision), it is an open list.


� The Draft Implementing Directive (referred to above) only requires enhanced due diligence requirements to be applied to PEPs from another EU member state or another country. This reflects the FATF line that enhanced due diligence is not necessary for domestic PEPs.  Although FATF encourages countries to extend the PEP requirements to domestic PEPs.





� Other objectives include helping to protect national economies by preventing the misappropriation of UK and International Aid; identifying higher risk individuals alerting firms to an obvious risk factor and specify certain risk mitigation measures, protecting the integrity of the UK's businesses - HM Treasury Consultation document “Implementing the Third Money Laundering Directive’’.





� General Sani Abacha (Nigeria) and General Pinochet (Chile).





� Including government advisories, publications, congressional reports, newspapers, magazines, internet search engine & databases on corruption risk published by specialised national, international, non-governmental and commercial organisations. Resources such as the Transparency International Corruption Perceptions Index, which ranks approximately 150 countries according to their perceived level of corruption, may be helpful in terms of assessing the risk.


� The � HYPERLINK "http://www.federalreserve.gov/boarddocs/SRLETTERS/2001/sr0103a1.pdf" \t "_blank" ��Guidance on Enhanced Scrutiny for Transactions That May Involve the Proceeds of Foreign Official Corruption� provides a nonexhaustive list of red flags.












