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Foreword

THE ISSUE OF ILLICIT FINANCIAL FLOWS (IFFS) is at the forefront of the international agenda.
Governments worldwide are joining forces to combat money laundering, tax evasion
and international bribery, which make up the bulk of IFFs. Although the exact scale of the
problem is unknown, IFFs have devastating effects on developing countries. Instead of
atternpting to quantify precisely what is by definition a hidden activity, now is the time to

determine where public funds should best be targeted to make the most impact.

The G8 and G20 are urging countries to take action on several fronts: strengthening their
anti-money laundering regimes, enforcing greater transparency of company ownership,
and supporting efforts to trace, freeze and recover stolen assets. They are also committed
to automatic exchange of information to tackle tax evasion. And given the interconnected-
ness of our economies, global compliance is required to tackle many of today's challenges.

Governments are committed to taking action on these issues by ratifying existing global
standards and by being active members of relevant administering bodies. Measuring OECD
Responses to lllicit Financial Flows from Developing Countries is the first report to measure how
well countries are performing in their fight against IFFs. It draws on public data describing
the situation in these policy areas and the role of donor agencies. The report s a key output
of the OECD Strategy on Development,which was launched in 2012, and provides a unique

comparison of country performance on some of these global standards.

The report shows that we are making progress on the fight against IFFs. In recent vears,
countries have implemented standards and complied with most recommendations of the
Financial Action Task Force. 1 300 tax information exchange agreements have been signed
and hundreds of offenders for foreign brbery have been sanctioned. In addition, almost
USD 150 million in proceeds of corruption, according to the report, were returned between
2010 and June 2012,

While we applaud these successes, we also recognise that we need to continue to rally inter-
national support to tackle existing performance gaps and shortfalls. Without action, for
example, OECD countries are at risk of becoming safe havens for illicit assets by neglecting
transparency of ownership: 27 out of 34 OECD countries perform below expectations on ben-
eficial ownership of corporate vehicles and trusts. Furthermore, OECD countries will need to
continue to prosecute foreign bribery offenders: the report shows that only approximately

half of OECD countries have sanctioned a party for a foreign bribery offense.
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Srengthening OECD Trewalls can only do so much to combat aphenomenon which thrives
on weak govemance. In the longer term, combating illicit "ows from developing countries
must focus on improving govemance at the source, through building a sound business
environment and increasing opportunities for citizens, giving them incentives to engage
in legd economic activities, pay their taxes and dues, and reinvest their proTts at home.
As highlighted in the report, donor agencies can support this goal through their central
rolein linking OBCD and developing countries, and using their aid to support govemments
willing to tackle these issues.

W\e hope this report will contribute to the wider debate around IFs and help highlight the
main areaswhere OBCD countriesneed to tighten their systems. WWe dso hope that some of
the ideas will encourage development agenciesto use their ad fundse™ectively to combat
illicit "ows from developing countries.

The OECD is trying to support these erorts through our strategy on development, to
achieve better policies for better lives!

L AN

Angel Gurra Bik Solheim
Secretary-CGeneral, CECD Chair, OBCD Development Assistance
Committee (DAC)
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Eeativesummay

lllicit Thancial "owsoriginating in developing countries Tfrom
money laundering, tax evasion and bribery 7 often reach
OECD countries. Recognizing these risks, OBCD countries are
taking action to avoid being safe havensforillegal money.

Combating illicit Tancial Tows depends on the qudity of
nationd regulations, their implementation and whether they
comply with intemationa best practices. This report high-
lights the performance of OBCD countries against the essen-
tid intemationd standards for countering illicit Tancial "ows.
It focuseson "ve policy areas: money laundering, tax evasion,
bribery, asset recovery and the role of donor agencies. These
policy areas are described using publicly available dataand by
compliance reviewsfollowingintemational agreements. Teken
together, the analyses provide a measure of OECD countries
performance in Tghting illicit Tnancial "ows. The report’s key
rndings are highlighted below.

MONEYLALNCERNG

llicit Tnancial "ows often leave developing countries via the
commercial Tnancid system. Through this system, funds are
laundered to disguise their origin. Anti-money laundering and
countertenorist "nancing (AML/CFT) regimes are e ective
tools to prevent illicit funds from being held, received, trans-
ferred and managed by major banksand ™ancia centres.

Anti-money laundering and counter-terrorist "hancing e orts
are governed by the recommendationsofthe Financia Action
Task Force (FATF). OECD countries' anti-money laundering
regimeshaveimproved since the st setofRecommendations
was established in 2003, but not evenly across the board.
Cn average, OECD countries' compliance with central FATF
Recommendations is low. The report suggests that coun-
tries strengthen their regulatory and supervision regimes,
and fully implement the new 2012 Financid Action Task
Force Recommendations.

TAXBASCN

Fighting intemational tax evasion isimportant becauseitisa
major source of illicit ancial "ows from developing coun-
tries. Sub-Seharan African countries still mobilise less than
17%of their gross domestic product (GDP) in tax revenues. To
combat tax crimes, e ective exchange of information among
countriesis essential.

Since 2000, the number of agreements on exchange of infor-
mation between OECD countiies and developing countries
has steadily increased. Although most of the agreements
sgned since 2005 comply with standards of the Cloba
Forum on Transparency and Exchange of Information for
Tax Purposes, there is room for improvement. Automatic
exchange of information can be a powerful tool in this
respect, deterring tax evaders and increasing the amount of
taxes pad voluntarly. While automatic exchange of informa-
tion isbecoming more widely recognised foritse ectiveness,
it remains an exception. Developing countries’ tax systems
su"erfrom weak capacity and corruption, and therefore often
lack the capacity to engage eTectively in exchange of infor-
mation. This report recommends strengthening institutions
and systemsto prevent tax evasion.

INTERNATIONAL BREERY

An estimated USD 1 trillion ispaid each yearin bribes.Reducing
bribery reduces the opportunities for illicit gains, and hence
illicit ancia "ows. The 1997 OECD Anti-Bibery Convention
tacklesthe supply side: the bribe payers. The criminalization of
bribe payers outside of developing countries, as well as their
erective prosecution, is central for drying up this source of
illicit "nancid "ows.
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EXERJTVESIVIVIANY

In OECD countries, the sanctions for foreign bribery o™ enses
are increasing. While peer reviews con™mm that OECD coun-
tries are taking a harder stance against corruption, around half
of OBCD countries have yet to see asingle prosecution. Some
countries have loopholesfor bribe payersin theirlegal frame-
works, including overly narrow dernitions or short statutes
of limitations; other countries impose impracticd burdens
of proof, or let strategic considerations in"uence whether or
not to pursue a bribery case. To mitigate these challenges,
potent mechanisms to uncover bribery and prosecute bribe
payers are needed, including pendties that wil constitute a
tangible deterrent. E ective protection for whistle-blowers is
also essentid.

SIOBNASETRED/ERY

Renatrigtion of stolen assetsto theircountry of origin can provide
developing countrieswith additiona resources, o™eling apow-
erful deterrent as well as justice for the societies whose funds
are repatriated.

Progress in OBCD countries in repatriation has been modest,
however, with only a limited number of countries having
frozen or retumed assets. The countries that are the most suc-
cessful in tracing, freezing and repatriating assets have lega
frameworks that allow for non-conviction based forfeiture
and civil prosecutions. Proving that assets are linked to crim-
inal conduct can be acomplex process. Asseen in some cases,
one successful way to counter thisproblem is to require proof
that excessive wealth has alegitimate origin. In addition, coun-
tries can contribute by accepting foreign conscation orders
and providing assistance to foreign jurisdictions. Adequately
resourced and traned specialist units to investigate stolen
assets and prosecute omenders are centra, as is enhanced
information sharing on asset recovery cases among jurisdic-
tions and institutions. By o™ ering lega and technical assis-
tance, and encouraging proper cost sharing amangements
CECD countries can encourage developing countries to
seek co-operation.

THERDEQFrDONTRAGENDES

Over the past years, donor agencies have become increas-
ingly involved in tackling illicit ancial "ows. Agencies have
supported civil society organisations and researchers working
on this agenda, and have supported countries erorts to build
capacity in Tghting tax evasion, money laundering and cor-
ruption.Donor agenciesare the link between OBCD countries
and countries that are the source of illicit Thancid "ows. They
can play an e"ective role by supporting the "ght against illicit
hancia "ows and strengthening their own preventive and
investigative capacities against economic crime.

KEYNUIVBERS

n Twenty-seven out of 34 OECD countries store or
require insuIcient benecial ownership information
for legd persons, and no country is fully compliant
with the benetial ownership recommendations for
legal arrangements.

n Snce 2000, OBCD countries have signed roughly
1 300 bilateral exchange of information agreements
with developing countries.

n Asof2012, 221 individuals and 90 companieshave been
sanctioned for foreign bribery, yet around half of all OBD
countries have yet to see asingle prosecution.

n Between 2010 and 2012, OBCD countries have
retumed USD 147 million and frozen dmost USD 14 billion
stolen assets.

A list of consolidated recommenddtions can be found in the
following Addendum.
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ACDENOUM ASEESSVENTSANDRESMIVENDATIONS

@mbetingnoney laundering

Countriesshould:

n Rullyimplement the new 2012 Financia Action Task Force
Recommendations to adapt their anti-money laundering
regimes to cument chalenges.

n Ensure that Thancid ingtitutions and designated
non-"hancia institutions conduct proper customer
due diligence.

n Requireinstitutionsto determine bene™ia owners
and ensure that thisinformation is available to the
relevant authorities.

n Srengthen their regulatory and supervision regimes,
particulaly for non-nancid institutions, and enforce
these rules consistently.

@mbetingtaxevadon
Countriesshould:

n Continue to implement intemational standards on
exchange of information and continueto expand
theirnetworks.

n Enhact more automatic exchange of information
agreements.

n Srengthen institutions and systemsto prevent tax
evasion and investigate and prosecute o enders.

@mbdingintemdtiond bribery

Countriesshould:

n Futin placeinstitutiond and regulatory mechanisms
to uncoverbribery, including gppropriate penalties that
constitute an erective detement.

n Prosecute bribe payers consequently.

n Provide eTective protection to whistleblowers.

n Sgnd that the "ght against bribery isa political priority.

MG RNGEHEDRENSSTU L CTANANTA HOAFROMOBRA (RNGELNIRES © CEDAS

HeAng recoveringandrepetridingsolenassts

Countries should:

n Ratify the United Nations Convention against Coruption
and the United Nations Convention against Transnational
COrganized Gime.

n Instal and enforce an eective legal framework.

n Establish adequately resourced and trained speciaist units
which investigate stolen assets and prosecute o™enders.

n Implement comprehensive, strategic policies and best
practices for rapid tracing, freezing and repatriaing
stolen assets, such asnon-conviction based forfeiture,
acceptance of foreign conscation orders, recovery by
civil trial and assistance to foreign jurisdictions.

n Enhhanceinformation sharing on asset recovery cases
with other jurisdictions and between institutions.

n Provide technical assistance, capacity-building support
and case assistance to other countries.

OHEXD countries should encourage developing countries to:

n Request and engage in mutual legal assistance.

n Demonstrate commitment to combating corruption and
bringing the guilty to justice.

n Examine the best optionsfor managing retumed funds.

n Discusswith developed countries proper cost-sharing
arangements forasset recovery cases.

Adstind word ondonor agendes

Donoragenciescan play an eTective role by:

n Following an agendathat supportsthe "ght against illicit
rhancial "ows, for example by developing exchange of tax
infomation agreements, building transfer pricing capacity
and encouraging further research on issuesrelated to illicit
Thancial "ows.

n Srengthening their preventive and investigative capacities
to tackle economic crimein their own projects, for example
by undertaking due diligence and risk assessmentsor
sensitizing stato potential Ted Tagsfor economic crime.

n Fostering politicd commitment to combat economicand
Thancial crimesin developing countries.
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11 THESALEANDIVRACT GFILLIG TRNANGALALOAS

Bvery year huge sums of money are transferred out of devel-
oping countries ilegally. These illicit ™nancid Tows strip
resources from developing countries that could be used to
hance much-needed public services, from security and
justice to basic socia services such as health and education,
weakening their Thancia systems and economic potential.
While such practices occurin all countries “and are damaging
everywhere Mthe social and economic impact on developing
countries is more severe given their smaler resource base and
markets. Estimates vary greatly and are heavily debated,’ but
there is a genera consensus that illicit Tancia "ows likely
exceed aid "owsand investment in volume.

The most immediate impact of illicit Thancial "ows (IFFs) is
a reduction in domestic expenditure and investment, both
public and private. This means fewer hospitals and schools,
fewer police o™ cers on the street, fewer roads and bridges.

MG RNGEHEDRENSSTU L CTANANTA HOAFROMOBRA (RNGELNIRES © CEDAS
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It also means fewer jobs. Furthermore, many of the activities
which generate the illicit funds are criminal; and while ™an-
cid crimes like money laundering, comuption and tax evasion
are damaging to all countries, the eTectson developing coun-
tries are particularly comosive. For example, corruption diverts
public money from public use to private consumption. We
know that in general private consumption has much lower
postive multiplier e™ects than public spending on socia ser-
vices like health and education. Proceeds of corruption or
crimind activities will generally be spent on consumption of
items such as luxury vehicles, or invested in real estate, art,
or precious metas (World Bank, 2006). The social impact of a
Euro spent on buying ayacht orimporting champagne will be
very direrent from that of a Eiro spent on primary education.

Cn another front, money laundering is hamful to the ™hancid
sector: a functioning ™ancid sector depends on a genera
reputation of integrity, which money laundering undermines.
In thisway, money laundering can imparlong-term economic
growth , haming the welfare of entire economies.



12 VWHATAREILLGTANANGALHON®

There are variousdenitions of illicit "nancid "ows, but essen-
tidly they are generated by methods, practices and crimes
aiming to transfer "hancial capital out of a country in contra-
vention of nationd orintemational laws.

Current literature on this issue suggests that illicit mancia
Tows generally involve the following practices: money laun-
dering?, bribery by intemationd companies and tax evasion,
trade mispricing.

These categories, however, do not tell us anything about the
source or origin of such "ows. They may have arisen from
illegal or corupt practices such as smuggling, fraud or coun-
terfeiting; orthe source of fundsmaybe legal, but their transfer
may be illegal, such asin the case of tax evasion by individuals
and companies. Nor do they tell us ebout their intended use.
They may be intended for other illega activities, such as ter-
rorist Thancing or bribery, or for legal consumption of goods.

In practice, illicit Thancid Tows range from something as
smple as a private individual transfer of funds into private
accountsabroad without having paid taxes, to highly complex
schemesinvolving ciiminal networksthat set up multi-layered
multijurisdictional structures to hide ownership.

In the limited literature on this phenomenon, most atten-
tion has been given to out ows of corrupt prots, particulary
those of kleptocrats such as Sani Abacha (Nigeria), Vadimiro
Montesnos (Peru) and Ferdinand Marcos (Fhilippines).

Each of them in some way looted their country, whether
through direct control of the central bank (Abacha), extortion
of defence contractors (Montesinos) or con "scation of busi-
nesses (Marcos). After having left power, whether through
death, political upheaval or crimina conviction, each was
found to have large fortunes invested overseas in a wide
variety of assets. Just below this level are semi-autonomous
political "gures, such as the govemors of two Nigerian states
recently convicted in London courts of having acquired assets
in the United Kingdom with funds stolen from state develop-
ment funds. The money was generally moved by quite smple
means, slch as wire transfers through complicit banks orthe
carrying of cash in large denominations acrossborders.

There are numerousreasons forkleptocrats to move money to
other countries. The funds are less subject to seizure if a new
regime, kleptocratic or otherwise, takes power. Keeping funds
in foreign jurisdictions also provides access to luxury goods
tha may not be avalable domesticaly. Fnally, funds held
abroad can be used to curry favour in other countries which
might later provide a safe haven if the kleptocrat has to exit.

Much less is known about the out ows associaied with tax
evasion, pethaps the most ubiquitous of the sources of llicit
hancid "ows. Again, the purpose of moving the money out
ofthe countryillicitly may be protective; the domestic tax col-
lection agency may improve its monitoring e ciency; assets
held outsde the country are harderto trace.
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13 THESEPECGF THSRERORT

This report @ms to measure and compare the e orts of OECD
countries to control illicit ™ancia Tows from developing
countries by measuring their performance against intema-
tiond standards forcombating economic and ancial crimes.
It doesnot attempt to assessthe accuracy of existing estimates
conceming the scale ofillicit "ows, northerelativeimportance
of the various forms or methods used for transferring funds.

The policy areas covered by this report are largely deter-
mined by the availability of open source data. It does not aim
to cover al aspects of the complex IFF picture, as presented
in current debates, Rather, it focuses on areas where there are
internationd agreements aready in place and some process
for measuring progress on these agreements, and where
there are comparable data on compliance. The areasof central
importance in the Tght against "nancial and economic crime
covered in this report are:

n MOEYLAUNDERNGTHAPTER2Y
The Intemational Sandardson Combating Money Laundeting
and the FAnancing of Termorian and Poliferation (FATF, 2012)
have been endorsed by over 180 countries, with regular
assessments and a follow-up mechanism implemented by

the Gobal Network ofthe Financial Action Task Force (FATF)
and its eight FATF-style regiond bodies.

n TAXBAION CHAPTER3™
The Gobd Forum on Transparency and Exchange of
Information for Tax Purposes monitorsthe implementation
of agreed standards for the exchange of information for tax
purposes.

n BRERYTHAPTER4T
The CECD Working Group on Bribery monitors signato-
ries compliance with the OECD Convention on Combating

Bribery of Foreign Public O cials in htemational Business
Transactions.

ILLIGTANANTAL A ONS WHATDO THEY MEANFORCB B CRNGOANRES

n ASETREOERY THAPTERS™
Thereis an intemnational initiative in place to promote asset
recovery; the OBCD and the Stolen Asset Recovery Initiative
(SAR) have carmed out asurvey on OECD country e ortson
asset recovery.

n CEVHCRVENTCOTHRATION TCHAPTERG ™

Development agencies have an important role in sup-
porting various parts of the IFF agenda. Chapter 6 outlines
some of the innovative eTortsby development agenciesto
combat illicit "nancia "ows from developing countriesand
proposes ideas for further action.

The report providesasnapshot of OBCD country performance
in the above areas, focusing on issues that are of criticd rele-
vance forpreventing end detectingillicit "ancial "owsand for
recovering stolen assets. More comprehensive analysisin each
of these areas is being conducted by institutions such asthe
Financia Action Task Force, the Gobal Forum on Transparency
and Exchange of Information for Tax Purposes, OECD's\Working
Goup on Bribery and its Stolen Asset Recovery Initiative.
The reviews carried out by these bodies cover the varous
isslies in great depth, making detailed recommendations on
how countrescan improve compliance and eectiveness.

The cross-country comparable data in this report should
provide a useful overview of how well OECD member coun-
tries perform on the implementation of the various intema-
tional instruments named ebove. The report aims to provide
useful information to countries that wish to improve theirinsti-
tutional performance or policies in these areas.
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14 VHATBFORISAREUNCERARYAT THEI NTERNATIONAL
LBH TOTAGIH LLIGTHNANIAL HONS?

Recognising the particularly damaging e™ects of illicit man-
ciad "ows on developing countries, leaders meeting a the
Fourth High Level Forum on Aid E ectivenessin Busan in 2011
agreed to:

I accelerate our individuad erorts to combat illicit
nancid Tows by strengthening anti-money laun-
dering measures, addressng tax evasion, and
strengthening national and intemationa policies,
legd frameworks and institutional arangements for
the tracing, freezing and recovery of illegal assets. This
includes ensuring enactment and implementation of
laws and practicesthat facilitate eective intemational
co-operation (OECD, 2011a).

Two of the leading intemationa political groupings 7 the G20
and (B Thave also taken on various parts of this agenda. At
their most recent summit in . Petersburg, the G20 leaders,
stressed their commitment to the FATF standards, espe-
cidly with regards to the identi"cation of beneTia owners
and committed to automatic exchange of information for
tax purposes as the new global standard. The (8 Deauville
Partnership with Arab Countriesin Transition Twhich includes
a number of the Arab Spring countries’ ~has an ambitious
agenda forrecovering stolen assets, including the Arab Forum
on Asset Recovery (AFAR). AFARwas launched in Doha, Qatar
in September 2012 to speed up erorts to identify and repat-
riate stolen assets to Middle East and North African (MIENA)
countries. The most recent summit of the &8, in Lough Eme,
stressed the need to improve the exchange of tax informa-
tion, increase the availability of beneTial ownership informa-
tion, and ensure that G8-country policies were not damaging
to developing countries.

Wt rdedo (EDaourtriesplay?

OECD ministers have long recognised the need to ensure
tha the policies and practices of OECD countries are con-
sistent with their development objectives, and that they are
not damaging to developing countries. Known as policy
coherence for development (PCD), this agenda has recently
recognised illicit nancid "ows as an issue of central impor-
tance because of their damaging impact on developing
countries ability to mobilise their own ™ancing for private
and public sector investments. The report Better Policies for
Development (OECD, 2011b) points to the need for action in
three areas: (1) stemming ilegd eamingsat source by "ghting
bribery, ensuiing good corporate govemance and promoting
greater transparency in high-risk sectors; (2) making illegal
money transfer more dicult by strengthening money laun-
dering measures and increasing use of automatic exchange
of information (AEQI); and (3) identifying and retuming ille-
gally transferred funds to their destination through e ective
mutua legd assistance and other forms of co-operation on
corruption and asset recovery.

ORCD country systems still have weaknesses that dlow the
entry of illicit funds. It is important that OBCD countries take
measures to avoid becoming safe havens for illicit Tancid
rows from the developing world. The OECD supports its
members on issues related to mancial crime and illicit "han-
cid Tows through numerous initiatives and instruments.
Examplesinclude the Tght against tax havens, the promotion
ofexchange of taxinformation and the implementation ofthe
Anti-Bibery Convention, amongst others. The OECD is also
an observer to the Fnancia Action Task Force, the standad-
setter for e"orts to combat money laundering and terrorist
Thancing.
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Combating illicit ancial "owsis ashared agenda, requiring
action by both OBCD and developing countries. llicit "ows
are often a symptom of deeper govemance failures and just
one element of a wider set of govemance challenges faced
by many countries. High levels of corruption combined with
weak ingtitutions Tand sometimes illegitimate regimes Mare
drivers for such out™ows. Ultimately, the Tght against illicit
~ows from the developing word must focus on building
responsive, e ective institutions which deliver servicesto their

ILLIGTANANTAL A ONS WHATDO THEY MEANFORCB B CRNGOANIRES?

population. This will encourage citizens and companies to
engage in legd activities, report their eamings and pay their
taxes and duesin accordance with nationd laws. Seen in this
wider perspective, reforms undertaken in OBCD countries will
only address one part of the challenge. Yet while the initigtive
and energy to combat corruption and stem illicit "ows must
come from developing countries themselves, OBCD countries
can do their part to support thise™ort.
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1. Most existing estimates of the scale of illicit "Thancial "owscome from non-govemmenta organisations NGOs). Most prom-
inent are the estimatesdeveloped by Gobal Financia Integrity (GA), a Washington-based NGO. GH relies on discrepancies
in various trade and intemationd macroeconomic statistics to identify these hidden "ows. GFl estimates that between 2001
and 2010, illicit "nancid "owsfrom developing countries totalled asmuch asUSD 58 trillion; the People's Republic of China
was responsible for amost half of the totd, "ve timesas much asthe next highest source country, Mexico. The next three
highest sources ofiillicit Tancial "ows were Mdaysia, the Russian Federation and Saudi Arabia For 2010, the global Tgure
wasclose to USD 1 trillion (GH, 2012). There has been minima academic research on the topic, but some scholarly critiques
of the GFl approach can be found in arecent volume of essays from the World Bank. For example, Nitsch (2012) suggests
that the GFl estimates make unrealistic assumptionsabout trade-related transport costsand ignore many other factors that
could account for enorsin intemational trade and hance statistics.

2. Money laundering isde™ned as the possession, transfer, use, conceament (etc.) of the proceeds of crime.

3. The partnership includes Canada, Egypt, Fran ce, Germany, Italy, Japan, Jordan, Libya, Kiwait, Morocco, Qetar, Russian
Federation, Saudi Arabia, Tunisia, Turkey, the United Arab Emirates, the United Kingdom, the United Satesand the
European Union.
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Cepter 2
(@mbetingmoney laundering

Anti-money laundering (AML) and counter-terrorist "hancing
(CTF) regimes are among the most eTective tools for com-
bating ™ancial crime and illicit "hancid "ows. This chapter
looks a the most recent reviews of OBECD country com-
plisnce with the 2003 Fnancia Action Task Force (FATF)
Recommendationsin these two areas.

Although the FATFMutud Bvaluation Review process, together
with follow-up reviews by FATF-style regiona bodies (FSRB),
have helped improve the compliance of OECD countrieswith
FATF standards, some weaknesses still remain in their AML
regimes. As a result, mgjor Westem banks and non-nancial
institutions can still receive, transfer and manage illicit funds
from the developing word, knowingly or unknowingly. i
order to stem these ows and to avoid becoming safe havens
for illicit Tancial Tows, and in line with the revised 2012 FATF
Recommendations, OECD countries should begin byadopting
a risk-based approach to combating money laundering and
terrorist "hancing. Based on the analysis of areas where coun-
tries have faced the biggest diTIculties in complying with
the 2003 FATF standards, the following may deserve par-
ticular attention: (1) strengthening implementation of cus-
tomer due-diligence procedures; (2) improving compliance
with benecia ownership requirements; (3) ensuring e ective
regulation, supervision and sanctions, including for non-+
nancial businesses and professions, and trust and company
service providers.

GVBATNGVIDNEYLALNCERNG

21 INTRCBUCION

Individuas from developing countries whose weadlth is of an
illicit nature often seek to place it outside their own coun-
tries not only to avoid scrutiny, but dso a8 a means of diver-
sifying their investment portfolios and spreading risk. For this
reason, they are likely to choose countries with stable and pre-
dictable ancial systems, as well as where the risk of detec-
tion is low because of weak anti-money laundering regimes.
An examination of major conmuption cases over recent years
shows that signiTcant amounts of illicit "nancia "ows from
developing countries have found their way into OBCD coun-
ties (XAR 2011, see Table 21). According to the United
Nations O~ ce on Drugs and Cime (UNODC), in 2009 crim-
inal proceeds amounted to 36% of global GCDP with 27%
(or USD 16 trillion) being laundered (UNCDC, 2011).

Fighting money laundering has been high on the intema-
tional agenda for over two decades and severd conven-
tions have been put in place to criminalise these acts: the
1988 United Nations Convention Against llicit Tra™ic in
Narcotic Drugs and Psychotropic Qubstances; the 1999 UN
Intemational Convention for the Suppression of the Financing
of Terrorism; and the 2000 United Nations Convention Against
Transnationa Organized Crime, among others. The commit-
ments in these conventions have been incomporated into the
Recommendations of the Financial Action Task Force (FATF),
the most comprehensive instrument for tackling money laun-
dering to date. The 2003 FATF Recommendations consist of
40 speci't recommendations, which for the purposes of this
study, are organised into four broad categoriesand 13 sub-cat-
egories' (Table 2.2) These include putting in place the neces-
sary AMU/CTF lega framework; putting in place measuresto
prevent, detect, prosecute and sanction AML related crimes;
and promoting better intemationa co-operation to deal with
Thancid ctimes of an intemational nature.
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Table21
Bank
In 2012, HSBC paid arecord-"ne of USD 1 921 million to avoid crimina proceedings. USauthorities
HEC investigated allegations that the bank laundered money originating from OFAGsanctioned countries,
including Cuba, Iran, Libya, Myanmar and Sudan. In addition, HBC alegedly laundered proceedsof
criminal activity in Mexico and Colombia. Additional Thes by UK regulators. (Financial Times, 2012)
Following USinvestigations, Sandard Chartered in 2012 paid a totd of USD 677 million as civil penalty
Sandad . i . .
Fateed and under adeferred prosecution agreement to USauth orities. The bank violated sanctionson Iran,
Libya, Myanmarand Sudan . (BBC, 2012; New York Times, 2012)
In 2012, ING settled allegation by USregulatorsthat it laundered money from OFAGsanctioned
ING countries Cubaand Iran. ING pad USD 619 million. (United Sates Department of the Treasury, 20123,
2012b)
In 2011, JP Morgan was "ned USD 88.3 million by the USTreasury Department, for violating sanctions
PMowia by the USOce of Foreign Asset Control (OFAC). JPMorgan conducted transactions with clients from
g Cuba, Iran, Sudan and Liberia. (United Sates Department of the Treasury, 2011; CNBC, 2011; Wall Sreet
Joumal, 2011a)
In 2010, Barclays paid UD 298 million in "nancia penaltiesas part of a deferred prosecution
Barcl agreement to settle criminal chargesby the USDepartment of Jlustice, which aleged that Barclayshad
WS conducted transactionswith sanctioned countries Cuba, Iran, Myanmar and SQudan. (The Guardian,
2010; Teegraph, 2010a United States Department of Jugtice, 2010a)
In 2010, RBSpaid a USD 500 million penalty aspart of adeferred prosecution agreement with US
RES(ABN AVRO) authorities. ABN AMRO, which was acquired by RBS had illegdly processed transactions from clients

in Iran and Libya. (United States Department of Jistice, 2010b; Teegraph, 2010b; Wall Srest Journdl,
2011b)

In 2009, Credit Suisse pad a USD 538 million penalty forhiding transactions made by clients from
Credit Quisse Cuba, Iran, Libya, Myanmar and Sudan, s part of adeferred prosecution agreement with the US
Justice Department. (Boomberg, 2009; United Sates Department of the Treasury, 2009a)

In 2009, Lloyds Banking Group agreed to a deferred prosecution arangement with USprosecutors.
The bank avoided prosecution forits dedingswith clientsin Iran, Libya and Sudan by paying U 350
million. (Financia Times, 2009; United Sates Department of the Treasury, 2009b)

Uoyds Benking
Group

In 2004, Riggs Bank plead guilty to money laundering charges and paid a USD 16 million pendty. The
Rggs Bank bank falled to report suspicious activity by clients in Equatoria Guinea and Chile. Accounts were held,
among others, by former dictator Augusto Finochet. (Washington Post, 2005)
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-categories and recommendations

Category Sub-category

Recommendation

number
1. Legal systems I. Scope of the criminal o™ence of money laundering 1and2
II. Providona measuresand conrscation 3
2. Measuresto be taken by Thancia lll. Fnancia secrecy 4
institutions and non-"hancial = -
businesses and professions to IV. Customerdue diligence and record keeping 5-12
prevent money laundering and
terrorist hancing Reporting of suspicious transactions and compliance  13-16
V. Other measures to deter money laundering and 17-20
terrorist Thancing
M. Measuresto be taken with respect to countries 21-22
that do not orinsuciently comply with the FATF
Recommendations
M. Regulation and supervision 2325
3. Institutional and other measures  [X. Competent authorities, their powers and resources 26-32
necessary in systems for
combating money laundering X, Transparency of lega persons and arrangements 33-34
and terrorist Tnancing
4. Intemational co-operation Xl. Conventions 35
XlIl. Mutual legal assistance and extradition 36-39
Xill. Cther forms of co-operation 40

Source adapted from FATF (Rnandial Action Task Force) (2010b), FATF40 Recommendiations 2003, FATR OBZD, Faris,
availableat www fatf-ga—org/t opi cg/fatfrecommendations'documents/thed Orecommendati ongpublishedoctober2004-html.

The FATF 7 dong with the IMF, the World Bank and FATF-
style regiona bodies (FSRBs) Tregularly carries out detailed
mutud evaludtion reviews of all FATH FSRBmember countries,
assessing their compliance with the PATF Recommendations.
All OECD countries are members of the Globa Network of
FATF and FATFsstyle regional bodies? These bodies aso
promote the FATF standards and carry out similar reviewsand
assessments of members compliance with them. The Global
Network currently covers 192 countriesand jurisdictions.

This chapter reports on OBCD country performance against
the 2003 FATF Recommendations, as measured by compli-
ance scores given through the Mutual Bvduation Review
(MER) process. It also uses ™ndings from other studies and
reports as illustrations. MER scores provide a retroactive look
at how members were deemed to perform at the time of
each review (see Table 2A11). Gven the sgniTcant vaiance
in the dates of the MERs, the compliance ratings presented
in this chapter should not be taken as indicative of current
ORCD country performance. Rether, this analysis highlights
the areasin which OBCD countries have had dirTculty in com-
plying with the 2003 FATF standardsin the past. Many of these
general "ndings and observations till gpply.
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The FATF Recommendations were revised in February 2012.
The FATF has also developed a new methodology and
process for assessing compliance with these revised rec-
ommendations, and is expected to begin applying them in
assessments towards the end of 2013 or early 2014. The FATF
is an inter-govemmental policy body which setsillicit "nance
standards on combatting anti-moneylaundering, counter ter-
rorist "Thancing, and proliferation ancing and supports their
eective implementation. The FATF Secretariat is located at
the OECD but is not part of the organisation.

Anti-money laundering and counterterrorist hancing
regimes (AML/CTF) are some of the most comprehensive
tools to detect and combat a wide range of economic and
™hancia crimes, including cross-horder illicit Thancial Tows.
Anyone seeking to trensferillicit "hancial resources of asigni™
cant amount into an OBCD country for the purposes of invest-
ment or consumption will most likely be required, at some
point, to use the banking or Tancial system to conduct trans-
actions. For this reason, AML regimes hold great potentia in
combating such "ows.

Howishoney laundered?

Money laundering is any process by which illegal funds
(money and goods) are made to appear legitimate. While this
can beachieved best through a series of complex transactions
which am to hide theillicit nature of the funds (Box 2.1),in line
with FATF denitions the mere possession of illicit funds by
the criminal is considered money laundering and isillegd. This
is supported by the denition given by the UN Convention
against llicit Tra7ic in Narcotic Drugs and Psychotropic
Qubstances, which states that money laundering is the pos-
session ,acquisition, use, conversion, transfer,concealment and
disguise of illicit funds.

The steps through which these funds are Taundered or
rcleaned can vary greatly from case to case, but money
laundering generdly involves the following steps:

(@) placement: Funds are introduced into the
hancid system.

(b)layering: Crimind funds are separated from their
source, usually through a series of transactions that
may include real or fake purchases and sale of goods
and property, investment instruments, or smple
intemational bank transfers.

(c)integration: The apparently clean funds enter the
legitimate economy and are Te-investedTin various
ways, such asthrough purchasing real estate and
otherinvestment vehicles.

There is an extensive variety of methods and channels used
to launder illegally obtained assets. Financia and non-nancia
institutions T from banks to currency exchange institutions,
real estate agents and Trust and company service providers™]
(TCSs) "may bewilling to take the risk of acceptingillicit funds,
ormisused to launder funds. lllicit fundscan be used to Thance
a luxurious lifestyle through the purchase of goods Msuch as
mansions, art, jewellery and yachts that can eventually be
re-sold in order to conceal theillicit origin of the funds. Dirty™
money can be laundered through casinos or smply smuggled
across borders inside a suitcase. Fake invoices forimport and
export trensactions conducted by legitimate companies can
take money outside a country. In cases where those involved
in illegal activities also hold positions of power, fundscan be
transferred using o™ cial channels, including through the dip-
lomatic courier system. This explains why gauging how much
money is being laundered on aglobal scae isadiTcult task.
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22 HYWWHIL DOEHEDCANRESCNVHY
WTHTHE2003 FATFREZOVIVENDATIONS?

The ndingsin this chapter are based exclusively on publicly
available data from FATF assessments of compliance with the
2003 FATF Recommendations.® In some cases, compliance
scores from FATF mutual evaluation reports have been con-
verted to numerical values as follows: non-compliant (NC)= 0,
partidly compliant (FC) = 1, largely compliant (LC) = 2, fully
compliant (C) = 3, in order to generate average scores across
severd recommendations and across countries. There are
severd caveats which must be highlighted when interpreting
this data. First, there are condiderable time lags between peer
reviews of individual countries. It is also likely that some coun-
trieshave carried out important reformsthat are not captured
by these ratings. Finally, the comparability of the ratings may
also be subject to some reservations Tand there may be vari-
ationswithin the same ratings, and over time. (See Annex 2 Al
formore details on the data)

Fgure 2.1 shows average OECD country compliance scores for
each of the 13 FATF sub-categorieslisted in Table 2.2. Figures
2A1 and 2A2 in the Annex aso include the complete scores
for each OECD country on each of the 40 recommendations,
aswell as OECD average scores.

There is signircant varigtion in average compliance across
the various categories (Figure 21). Average OECD country
compliance is lowest for "Transparency of legal persons and
arrangements’1Countries dso scored poorly on average for
their compliance with Tegulation and supervision’, measures
taken towardshigh-risk jurisdictions’, Tcustomer due diligence
and record keeping’;and Teporting of suspicioustransactions
and compliance™

FHgure 22 shows average OECD country compliance on
each of the 40 recommendations. The lowest scores can
be observed on Recommendations 6 (Politicaly Exposed
Rersons), 7 (Correspondent Banking), and 33 and 34 (Benetial
Ownership). The regulation and performance of Designated

GVBATNGVIDNEYLALNCERNG

Non-Financial Businesses and Professions (DNFEPs) on many
of these recommendations is another area of weakness (see
Recommendations 12, 16, 24).

The remainder of this chapter looks at OBCD country perfor-
mance on the sub-categories and Recommendations where
ORZD performance is low, as these present the weakest
links in members AML regimes. Compliance with Sub-
category IX mutua legd assistance and extradition™and
Recommendation 17 sanctions are aso examined brieTy.
Finally, the chapter looks at improvementsin FATF Core and
Key Recommendations as aresult of the peer review process.

arerduedligenceand recordkegping

This sub-category covers Recommendations 5-12. These
Recommendations require that ™hancid institutions and
certain non-"nancid businesses and professions T such as
lawyers, trust and company service providers, casinos, real
estate agentsand preciousmetalsdealers "putin placemech-
anisms to minimise risk of exposure to money laundering.
Such mechanisms include implementing customer due-
diligence systems; in other words, knowing their customers,
understanding their risk prories, and their source of wealth/
funds, and monitoring comespondent institutions* and trans-
actions. The average OECD score on this sub-category is 1.37
(between partidly™and Targely compliant), but there isgreat
variation amongst countries. Bght countries were non-com-
pliant on four or more of the eight recommendations in this
sub-category and 16 countries were either non-compliant or
partially compliant on "ve or more (Figure 2.3). Twelve coun-
tries were either compliant or largely compliant on amgjority
ofthe recommendations.

Recommendation 5 requiresthat "hancia institutionscarryout
proper customer due diligence. This means identifying their
client, including the ultimate eneia owner {see Boxes 2.2
and 2.8) where the client is a corporate vehicle or lega
arrangement such asatrust. It also asksinstitutions to under-
stand the nature and purpose of the business relationship.
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In OECD countriesbanks are generally required to identify their clients Tincluding place of residence Tand to verify thisinfor-
mation. This usually means requesting a govemment-issued identi"cation and some proof of residence, such as autility bill
orotherocial documents. Some bankswill aso check with credit reference agencies. Benksare dso required to identify the
benetia owner (i.e.the natural person(s) who ultimately benerts from or controls alega entity, account, investment)in
cases where the customer isa representative of the controlling party of a company, partnership or trust.

Customer due diligence (CDD)compliance may dso include conducting arisk assessment of the client, on the basis of which
arisk rating isconstructed. WWhen establishing anew business relation ship, bankswill dso want to understand the purpose of
the relationship, the sources of funds, expected transactions, where the transactions will be coming from, etc. They may ask
for detaled information on the type of business, its articles of organisation, and for o™ cial documentswhich show that the
business is registered with the authorities, including copies of Thancial statementsin some cases.

Banks are also required to carry out ongoing monitoring of transactions. Many banks have a threshold over which occasiond
transactionscould be subject to CDD measures. In the United Kingdom for example, any occasiond transaction over BJR15000
which takesplace outside of established business relationships requires CDD measuresto be applied! Banks are dso requested
to conduct CDD for transactions under this threshold when the nature of the transaction means that there is a higher risk of
money laundering (multiple transactions of the same value, or if the origin of transfer is a high-fisk jurisdiction, etc.)

Enhanced CDD measures are normally required in certain higher risk cases, such as when dealing with a politicaly exposed
person (PEP). Establishing a banking relationship with a PEP will usually require senior management approval, including
determining the source of wedth and funds, along with stricter ongoing monitoring of the relationship. But determining
whether a person is a PEPisnot easy, and banks often do not have the necessary power, means or information at their dis-
posal to detect such people (Wblfsberg Group, n d.) Manybanks rely on self-reporting, by smply asking a person at the time
of opening an account whether or not they are a FEP or closely related to one, without any subsequent veriTcation. In some
cases banks screen their clients against commercially available databases with lists of PEs.2 It has been noted that in prac-
tice, many banks do not gpply eective PEP screening. Where customers have been identired as PEPs, enhanced due dili-
gence measureshave not alwaysbeen taken and red "agshave not awaysbeen followed up.

' SeetheUnited Kingdom's Qudomsand Excise webpage on Your everyday responsibilities under Money Laundering Regulationsz
avallable a wwwhmrcgov.uk/mir your-role/regposbilitieshtm (accessed 16 January 2013)

2 Seewww worldcompliancecom for an example.

In addition, they are required to monitor transactionsto ensure
that these correspond with the information provided by the
client. If institutions are unable to camy out these tasks, they
should not commence or continue business relations with or
perform any transactions for the client, and they should con-
sder Ming asuspicioustransaction report (STR) to the relevant
authorities. If transactions do not seem justi"ed by the client's
prorie (ie. transactions are larger than foreseen), then ancia
institutions should seek to understand the reasons for the dis-
crepancies and consider additional measures, including sub-
mitting an STR

Recommendation 6 requires that ™hancial institutions deter-
mine whether a client might be a politicadly exposed person
(PEP) "ie.acurrent or recent public o™ cid or someone closely
linked to such individuals 7in which case they are required
to put in place enhanced due diligence safeguards over and
above those of Recommendation 5. This includes gaining
senior management approva for establishing the business
relationship, understanding the source of wealth and funds,
and increased monitoring. This does not suggest that al PEs
are involved in corrupt practices, it merely indicatesthat there
is a higher risk in dealing with such individuds due to their
postion of power and the risk that they could useit for their
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Average OECD compliance (inner number) on each of the 40 FATF Recommendations
(outer numbers)
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persona gain or that of their relatives or close associates (FATF,
2011, 2012a; Wolfsherg Group, n.d.). Recent corruption cases
have uncovered a number of instances of PEPs using their
positions of inTuence to launder the proceeds of coruption
(FATF, 2011, and see Box 2.3). The FATF recently issued compre-
hensive guidance on PEFs.

This compliance rating of over one-third of the OECD coun-
tries in this study with regard to the PEP Recommendations
was insu cient; six countries did not comply with basic cus-
tomerdue diligence requirements. The generd weaknessesin
thisareahave been conmmed by reports from national super-
visory authorities. A 2011 review by the United Kingdom's
Financid Services Authority (now reorganised as the Fnancial
Conduct Authority), for example, found tha over one-third
of the banks in the United Kingdom routinely "out CDDY
PEP requirements, even when they have enough informa-
tion to be able to identify clients as PES (FRA, 2011). Over half
did not step up their CDD measures in higher nsk stuations.
A 2010 report by the United States Senate Subcommittee on
Investigations also showed serious weaknesses in the CDD/
PEP requirements of some United States banks (US Senate
Rermanent Subcommittee on hvestigations, 2010). In one
case, a known ams deadler was able to conduct business
without any additiona due diligence by the bank holding his
account. The 2010 US Senate report calls for the creation and
operation of more up-to-date and erective PEP databases,
and for annual reviews of PEP accounts. This echoes a 2009
World Bank/3AR report examining how the banking sector
applies PEP measures (World Bank, 2009). The FATF guidance
on PEP was, among other things, issued to assist countries in
addressing lack of compliance.

Countries can allow nancial institutions to use third parties
to perform parts of the CDD process as long as they are reg-
ulated and supervised, and are able to provide the ™ancia
institutions with all the necessay documentation for the
CDD process (see FATF Recommendation 9: Third Parties and
Introducers). This report shows, however, that over 20% of
OECD countriesdid not alow for such third-party contracting

(Figure 24).

GVBATNGVIDNEYLALNCERNG

Dr. Aguinddo Jime, a senior Angolan govemment o77-
cid, was head of Banco Nacional de Angola (BNA), the
Angolan Central Bank. On two occasions in 2002 he
attempted to transfer USD 50 million in govemment
funds to a private account in the United Sates, only to
have thetransfersreversed by the US Tancial institutions
involved. Dr. Bime invoked his authority as BNA Govemor
to wire transfer the funds to a private bank account in
Cdifomiaduring the st attempt and, during the second
attempt,to purchase USD 50 million in USTreasury billsfor
transfer to a private securities account in California. Both
transfers were initially allowed, then reversed by bank or
securities 'rm personnel who became suspicious. Partly
as areault of those transfers and the corruption concems
they raised, in 2003 Gitibank closed not only the accounts
it had maintained for BNA, but all other Gtibank accounts
for Angolan govemment entities, and closed its o™ice
in Angola.

Source United Sates Senate Subcommittee on Invedtigations(2010),
Keeping Foragn Corruption out of theUnited Sates Four CaseHd ones
United SatesSenate Sibcommittee on Investigations, Washington, DC

Recommendation 8 asks countries to pay particular aten-
tion to money laundering threats from new technologiesthat
facilitate anonymity, such as payment methods that do not
require bank trensfers T eg. prepaid cards, electronic purses,
mobile payments, Intemet payment services that do not rely
on abank account and digital precious metals. (FATF, 2006a).
Over half of the OECD countries were either largely compliant
or compliant on this recommendation.

Financial institutionsare dso asked to pay specia attention to
complex and large, unusual transactions or pattems of trans-
actions, as these may indicate illegal activities. Such unusual
transactions could include multiple transactions of the same
amounts: money launderers can try and avoid scrutiny by
authorities by staying under acertain threshold (often referred
to as Smurng’). But the denition of Tnusual transactions™
would also depend on the proTie of the client making those

MG RNGEHEDRENSSTU L CTANANTA HOAFROMOBRA (RNGELNIRES © CEDAS 3



OECD country compliance ratings on FATF Recommendations 5-12 : Customer duediligence and
record keeping procedures

Number of Number of Num ber of Number of
¢ recommendations: recommendations: recommendations: recommendations:
Country Compliant Largely compliant Partially compliant non-compliant

Belgium
Hungary
Norway

Italy

Spain
Switzerland
Portugal

United Kingdom

Denmark
Sovenia
Austna
Chile
Mexico
Iceland
Korea
Finland |

Ireland |
Turkey |
United Sates

Estonia

Sovak Republic I
France

Netherlands b
Germany ]
Sweden {10
Greece S
Israel RSN
Czech Republic

[
|
New Zealand |
Luxembourg [l |

|

Canada |

Japan | [ I
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- OECD countries compliance with FATF Recommendations5,6,8and 9

Recommendation 5
CUSTOMER DUEDILUGENCE

Retidlyaomgiiart 62%

Nnadiat 1%

Lagelycarpiat 19%

Recommendation 8
NEWTECHNOLOGIES
Largely covgliant 2%

Rartiallycompliart 44%

@mpliart 2%

Nenaopliart 12%

transactions, and "hancid inglitutionsneed to invest resources
in understanding their client in order to make such nuanced
and subjective assessments e ectively. Some banks will con-
tinuously monitor and update client Tes, noting transaction
pattems which could, in some cases, be included in STRs for
investigation by a™ancid intelligence unit. Snallerbanksand
"ancia service companies, however, may not have the nec-
essary sta”and resources to ensure such close monitoring.

Banks often depend on other banks (Tomespondent banks)
to act on their behalf in areas where they do not have a pres-
ence. Theirservices could include taking deposits, making pay-
ments and collecting documentation. Correspondent banks
are commonly used for conducting business in a foreign
country. When engaging in such relaionships, ancial insti-
tutions must satisfy themselves that the comespondent bank
has proper AML/CTF controls in place and they are required

Recommendation 6
POLITICALLY EXPOSED PERSONS

iart 19%
. Nenaopliant 5%

Ratially complient 2% . @rpliart

Recommendation 9
THIRD PARTIESAND INTRODUCERS
Nonoonpliart 38%

@npliat &% »

Larglycompliant 2%

Ratidlycarpiiat 2%

to gather publicly avalable information to determine the
reputation and standards of the institution in question
(Recommendation 7). Senior management epprova isrecom-
mended when establishing new correspondent relationships.
In addition, when providing payable-through accounts? a
bank should be sure that the comespondent bank has per-
fomed satisfactory CDD controls on people with access to
such accounts. Correspondent banks is an area where the
score of OECD countries is uneven ™ 50% are considered
non-compliant (Fgure 2.5 and Box 24).A review by the United
Kingdom'’s Financid Services Authority found that smdler
UK banks in particular conducted very little due diligence on
correspondent banks {and in some cases none), even when
these were located in higherriskjurisdictionsand otherfactors
indicated amoney laundering risk (FSA, 2011).
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OECD countries' compliance with FATF

Recommendations 7,10, 11,12

Recomm endation 7
CORRESPONDENTBANKING Gnyliat 3%

Rartially corpliart
VA-
Nnargiat 50%

Lagdyardiat 31%

Recommendation 10

RECORD-KEEFING Lerglycarpliart 53%

Grdiant 38%
Rrtid iat 9%
et 6 b Nencargiiat

Recommendation 11

UNUSUAL TRANSACTIONS Largely gt 31%
Grpliat 13%
Ratidlycorpliat 44% .

Nenaorpliart 1226

Recommendation 12
CDD FOR DE3 GNATED NON-FINANCIAL BUSINESSES
AND PROFESIIONS

Rertidlycamgiiart 45%

D it 3%

Neneampliart 52%

% lagdycargiat

Fnally, mancial institutions should keep all relevant records
on busness relationships for at least "ve years, including
copies of identiTcation documents and information on trans-
actions (currency, amounts, etc.). They should be able to
share such information with relevant investigative authorities
(Recommendation 10). Half of OBCD countries were largely
compliant and 41% compliant with this recommendation.

All the aforementioned recommendations (5,6 and 8-11) also
apply to designated non-"nancia businesses and profes-
sions (DNFBPs), such as casinos, rea estae agents, dealers
in precious metals end stones, lawyers, notares, account-
ants and trust and company service providers (see Box 25).
Recommendation 12 on DNFBPs applies when these actors
prepare or carry out transactions on behalf of their clients.

Severd studieshave shown thewidespread use oflawyersand
other professionals (company service providers) to cary out
transactions on behalf of a client, sometimes for the purpose
of keeping the client's identity secret (Box 25; and see FATF,
2012b). This is an area of signi"tant weakness in OEXD coun-
tries. Recommendation 12 has the second lowest average
score (0.76). a full 44% of OECD countries do not comply with
the recommendation to ensure that CDD and record-keeping
requirements also apply to DNFBPs. Poor compliance on CDD
requirements by corporate service providers is of serious
concem given theirimportant role in the setting up and man-
agement of companies (Box 2.6).

Trangoarenoy of legd personsand arrangaents

Individuals who are engaged in illegal activities have a strong
incentive to disguise their identity. One way to do so isto hide
behind corporate vehicles or other legal structures, including
limited liability companies, partnerships, and trusts. Mgor cor-
ruption cases show that the misuse of corporate vehicles to
hide ownership or to disguise illegal activities is widespread
(AR 2011; FATF, 2006b). Corporate vehicleshave been used in
every single major intemational corruption and money laun-
dering case in recent years (Box 27; and see SAR 2011).
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A recent report (2012) by the United Sates Senate Subcommittee on Investigations uncovered serious shortcomings in the
way that HBC US(HBUS) managed the establishment of business relationships and transactionswith comrespondent banks.
The report highlights several severe deTtiencies in the bank's AML system, through practices such as:

1. opening UScorrespondent bank accountsfor high-isk aTliates with out conducting due diligence

2. facilitating transactionsthat hinder the United Sates e ortsto stop tenorists, drug tra ckers and rogue jurisdictions
and othersfrom using the US Tnancial system

3. providing UScormrespondent services to banks with links to terrorism
4. cleanng bulk USdollar travellers chequesdespite signs of suspicious activity
5. orering high-risk bearer share corporate accounts.

For example, the bank'sMexican aliate transferred over USD 7 billion into the United Satesin bulk cash shipments despite
the United Sates and Mexican authorities wamings of probable links to drug trarcking. The bank dso failed to carry out
CDD procedures and kept severa high-proTle criminals asclients. ft failed to monitor and report on transactions which nor-
mally should have raised red ags about potentidly suspicious activities. The bank also manipulated wire transfer docu-
mentation in order to avoid having to apply a Miterthat banks are required to use in order to identify and stop transactions
involving blacklisted individuds orinstitutions.

Thereport notesalack of aproper AML progranme by thebank, and insu M cient action to remedy these weaknessesdespite
earlier wamings by the USregulatory authorities. h December 2012, the USauthorities and HSBC reached a deferred pros-
ecution agreement related to numerous money laundering and sanctions breaches. The agreement includes mes worth
USD 19billion and adetaled plan (costed at USD 700 million) by the bank to improve compliance with CDD requirements. In
addition,an independent monitorwill be placed inside the bank Tthe st time the United States hastaken such asstepin a
foreign bank (United Sates District Court, 2012; Financial Times, 2012). Several other banks are co-operating with USauthor-
ities over similar investigations.

Source United Sates Senate Subcommittee on Invedigations (2012), US\Miinerabilitiesto Money Laundering, Drugs, and Terarid Rnandng HBCGase History,
Hearing of the USSenate Sub-Committee on Investigations, 17 July 2012 available at www hsgacsenategov'subcommitteesinved igations' heanngs/
uswulnaabilitiesto-money-laundenng-drugsandiarond-nandng-hsbecasa hisory.

A popular method for hiding ownership or control of corpo- I order to prevent, uncover and eventually prosecute and/

rate vehiclesis to use gatekeepersTlie. other personsnom-  or sanction individuas who engage in such illegd practices,

inated as the controlling party of the legal entity, sometimes
corporae service providers or lawyers. This additional layer
between the person holding control and the legal entity can
make it very challenging for banks or even judicial authorities
to identify the benecia owner, especially if corporate laws
do not require the registration of bene™ial owners when a
companyisset up.Anotherrelated method isto use frontmen/
women, which might simply involve listing a trusted partner
(often close associates, relatives, etc.) as the nomina owners,
to keep the controlling party hidden.

authorities must be able to identify the people who ae the
ultimatebenetia ownersof corporatevehiclesin atimelyand
cost-e"ective manner (Box 2.8). FATF Recommendations 33
and 34 require countries to prevent the unlawful use of
legd persons (companies) end amangements (trusts) by
money launderers, by ensuring that adequate, accurate and
timely information on the benertial ownership and control
of these can be obtained by competent authorities. Whereas
Recommendation 5 focuses on the responsbility of ™ancid
institutions and DNFBFs to make a reasonable eort to iden-
tify their clients, Recommendations 33 and 34 require nationd
authorities to put in placelaws and systemswhich demand that
such information isrequired and collected in the st place.
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Trust and company service providers (TCSs) provide a range of business services for clients wishing to establish comporate
vehiclesaich ascompanies, trusts, and foundations (FATF, 2012b). Gven their centralityin forming and managing corporate 'vehi-
cles and given the frequent use of coporate vehiclesin money laundering cases, TICPs are aso particularly exposed to money
laundering risk. Case studies show that they have been used, sometimeswillingly, asa conduit in money laundering schemes
(FATF, 2010). TCSs often provide arange of services other than company formation Tsuch asbeing nominee managers for cor-
porations and limited ligbility companies, or functioning as the trustee for atrust Tin essence managing or representing the cor-
porate vehicle on behalf of the benecid owner. As such, they are often privy to detaled information about their clients, and
could therefore play an important role in gpplying COD measuresand in providing information to relevant authorities on ben-
ecid ownership. lh some cases, however, TSCPs have willingly helped conceal the benetia owners of corporate vehiclesand
have knowingly helped transfer large sums of funds into OECD countriesin contravention of FATF Recommendations (United
Sates Senate Fermanent Subcommittee on Investigations, 2010).

Many TC3s are lawyers, notaries or accountants. A 2010 FATF study, Money Laundeiing Using Trugt and Company Service
Providers shows that regulation of TCSsisuneven across jurisdictions. Ih some countries, TCSP isnot a distinct busness cat-
egory and so regulation only applies to lawyers, accountants, notaries, etc., when they provide such TCSPbusiness services,
and supervision isoften caried out by their respective professond bodies. In other countries, only some aspects of TCSP ser-
vices Tauch astrust services Tare subject to regulation .Some jurisdictions require TCS s to be licensed asa separate business
category, asa nancid institution, or for some of the services they provide.

Identifying the ultimate benertial owner is not aways a
straightforward task, given that many corporate vehicles have
complex multiple layers of owners and shareholders, often
themselves corporate vehicles, and sometimes spanning mul-
tiple jurisdictions. Practicdly thiscan be a complex, costly and
time-consuming process, a8 some jurisdictions may not be
able to share company information in a timely manner, and
sometimes the necessary information may not be available
in the st place. Some jurisdictions do not require benecia
ownership information on all types of legal structures. Thisis
particulaly the case for trusts, but is also the case for other
legal structures, such as limited liability companies.

OECD country compliance with Recommendations 33 and
34 (benetid ownership) has been generally weak in fact it
has been the weakest sub-category of dl (Figures 26). Some
OECD countries do not require benetial ownership informa-
tion to be collected a all when abusinessisbeing set up, with
the result that thisinformation is subsequently unavailable to
relevant institutions or auth orities. Recommendation 34 (ben-
etia ownersoflegd arangements)did not apply to 15 OECD
countries at the time of their reviews, because legal arrange-
ments, such as trusts, did not exist or were not recognised

according to the assessors® Some jurisdictions do not require
any information at dl on benecia ownership for the estab-
lishment of corporate vehicles. Box 29 outlines some practical
waysto improve practices on beneia ownership.

Reporting suspidoustranssdtionsand corpliance

This sub-category covers Recommendations 13-16. Quspicious
transaction reports (STRs) are an important tool for detecting
potentia cases of money laundering. The FATF requires those
institutionsat risk of facilitating or detecting money laundering
msuch as Tancia institutions and DNFBPs Tto put in place
a risk management system to help them identify complex,
unusua and suspicious transactions (Recommendation 13).
They must then report dl suspicious transactions to a ™han-
cid intelligence unit (AU). Suspicioustransactions may emerge
when a FEP is identi"ed when establishing a client relation-
ship, or during transactions above a certain threshold, or
transactions that show abnomal pattems, such as multiple
transactions of smilaramounts. Asrequired by the FATF, many
countries require an STRto be Ted for atempted transactions
that are not accepted by the Tancial institution orabandoned
by the customer. Some authorities dso require dl unusual
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- Average and individual OECD country scoreson FATF Recommendations 33 and 34

Recommendation 33
BENEFQAL OWNERSHIP- LEGAL PERSONS

Ratidlycarpiiat 56% T

»

Nencargliat 23%

Recommendation 34
BENEFICIAL OWNERSHIP - LESAL ARRANGEVIENTS

Rertially corplient
5%

. @nyiart

Neneoniiat 37%

Largaly arpliart
10%

transactions, or al transactions above a certain threshold, to
be reported. This makes country comparisons of numbers of
STRsdimTcult. The STRs should be andysed by the FIU against
certan parameters, such as whether any parties to a transac-
tion have been involved in activities related to money laun-
dering. Some FUs use advanced analytica techniques and
tools to look for pattems and links with other transactions.
Depending on the Tndings,the STRs are then sent on to rele-
vant agenciesfor subsequent follow-up or action.

The volume of STRs has generally increased signi~cantly over
recent years. While this is encouraging, it is not necessarly a
sign ofincreased compliance. lt is clear, however, that STRsare
an important means of identifying "hancid crimes. Thereisno
ideal target number of STRs to be submitted: this dependson
the level of risk facing an institution, sector or country, as well
asthe size and compostion of an economy. Neverthelessit is
useful to look at STRvolumes for agenera indication of such
reporting for countries with similar characteristics (Table 2.2)

Transparency of legal personsand arrangements

Country

Ausralia
Austria
Belgium
Canada

Chile

Czech Republic
Denmark
Estonia
Hnland
France
Germany
Greece
Hungary
lceland
Ireland

Israel

Iltaly

Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand
Norway
Poland
Portugal
Sovak Republic
Hovenia
Sain
Sveden
Switzerland
Turkey
United Kingdom
United Sates

TOTALS
N Compliant

Largely compliant
| Partialy compliant
| Non-compliant
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In a 2012 study, three academics conducted the st and
only comprehensive test of actua customer due dili-
gence compliance by corporate service providers (Trms
who help clients set up companies). In the test, the au-
thorssent out over 7 400 email solicitationsto more than
3 700 company service providers in 182 countries. The
emalls used fake names and included various Tctitious
prorles which indicated direring types of risks (money
laundering, terrorism, etc.) The aim wasto see what kinds
of CDD measures corporate service providers (C5P) have
in place to vet customers and ensure compliance with
intemationd standards related to identifying their clients.

The "ndingsinclude:

n Neary half @8%) of dl replies received from CFsdid
not demand properidentiTtation documentsin order
to set up companies or trusts; 22%did not demand
any identity documentation at all.

n Providersfrom developing countrieswere also mare
compliant with globd standards than those from
developed countries.

n C¥swere lesslikely to reply to solicitations from
customers with clear corruption risks; however, thase
that did reply were very unlikely to demand certiTed
identi"cation documents.

n C¥Pswere signiTcantly unlikely to respond to
solicitations from customers with a terroristprorie
(i.e.from countrieswith terrorism links) Tbut again,
those that did reply rarely asked for proper identity
documentation.

n VWhen the authorsreferred to existing CDD
requirements in their comespondence with CS5s, this
did not increase compliance.

n Findly,when customerso™ered to pay CsPsa
premium to ignoreintemational rules, the rate of
demand for identiTeation documentsfell Tin other
words, customers can simply pay to avoid basic
money laundering requirements.

These ndings show that in the absence of national
legidation itisquiteeasyforanyoneto setup an untracesble
shell company, despite intemationd rules to prevent such
practices. When C&s do not collect suTcient identifying
information they dso cannot provide proper benecid
ownership information if the authorities request it.

Source Rindley, M., D. Nielson and J Sharman (2012), Gobal Shell Games
Teting Money Launderers and Terrongt Rnanaers Accessto Shell Gompanies,
Centre for Governance and Fublic Folicy, GiCth Universty, Brisbane.

A World Benk review of 150 grand corruption cases
showed that in all cases corporate vehicles were used as
a way to hide ownership and provide a veneer of legiti-
macy forillicit activities. Severd featuresof corporate vehi-
cles make them ideal for separating the origin of funds
from the red benetia owner:

n They can be easily created and dissolved in most
jurisdictions.

n They can be created aspart of a multi-layered chain of
inter-urisdictional structures, whereby a corporation in
one jurisdiction may control or be controlled by other
companies or trustsin another,making it dircult to
identify the ultimate benecial owner.

n Secidised intermediaries, professionals, or nominees
can be used to conceal true ownership.

n Regulations vary amongst jurisdictions, but very few
collect benetiaryinformation at the time of company
formation, which increases the challengesofintema-
tional co-operation.

Source adapted from FATF (2011), LaunderingtheRoceadsof Gomuption,
FATE, Paris, and 3 AR(2011), Ruppet Masters How theGorrupt Uselegal
SructurestoHideSolen Asstsand What to Do About If, 3ARand the World
Bank, Washington, DC.

For example, the 2010 FATF follow-up report for Denmark
noted a signitant increase in the number of STRs Med,
though the number of STRs is still well below the average for
its GDP and population size. Over 1.4 million STRs were sub-
mitted in the United Satesduring 2011 FnCEN, 2011).

Recommendation 15 requires "hancial institutionsto develop
programmes to combat money laundering and terrorist
hancing, including employee training and an audit func-
tion to test their AML systems. Aimost half of OECD countries
largely comply with this recommendation, but 41% partialy
comply and 9%do not comply (Figure 27).

Recommendation 16 asks countries to ensure that dl desig-
nated non-"hancial businesses and professions (DNFEPS),
such as lawyers, notaies or other independent legal profes-
sionalsand accountants, are subject to the same requirements
as "hancia businesses when it comes to: (i) Ming suspicious
transaction reports to the FIU (see Recommendation 13);
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How Denmark, Swveden and Norway compare for the number of suspicious transaction reports

rled, 2008
Denmark
Total STRssubmitted 1529
STRs per USD 1 billion in GDP 448
STRs per million population 278

Sweden Norway
13048 6082
2724 1346
1415 1276

Source FATF(2010), Mutual Braluation of Denmark - Third Follow-Up Report, FATFOBED, Paris.

(i) developing a programme against money laundering
and terrorist "nancing (see Recommendation 15); and (ii)
taking specid care with business relationships and trans-
actions which involve companies, Tancid institutions and
people from countries which do not or insuTciently apply
the FATF Recommendations (see Recommendation 21). But
these recommendations only apply when such DNFBPs carry
out certain speciTed types of transactions on behdf of their
clients.Also, DNFBPs are not required to report their suspicions
if the information was obtaned in cicumstances where they
are subject to professiond secrecy or legd professiond privi-
lege (FATF Recommendation 16). This issue is di7cult to reg-
ulate and control. Sudies show that a vast mgjority of STRs
are submitted by credit institutions (.. banks), with relatively
few reports by DNFEPs, although this varies by country. For
example, the Denmark follow-up report notes negligible
reporting by insurers and investment managers, with not a
single report submitted by the sector since 2006 (FATF, 2010a).

Feguaionandspeavison

This category covers FATF Recommendations 23-25, which ask
countries to ensure adequate regulation and supervision for
implementing the recommendationseectively. Thisincludes
preventing criminds or their close associates from being
henecia owners, or from holding a controlling interest or a
management function in a Mancial institution. It also recom-
mends that countries properly license, register and monitor
businesses which provide a service of money or value trans-
fers. These recommendations aso goply to DNFBPs. Countries
are asked to base their classiTcation, registration and oversight
of such businesses on arisk senstive bass.

OECD country compliance scoreson

reporting and internal controls

Recommendation 13
SUSACIOUSTRANSACTION FEPORTS

. Qrriat 6%

Ratidlycarpiiat 3%

Lergely coplart 50%

64 Nncarpliat

Recommendation 15
INTERNAL CONTROLS, COMPLIANCEAND AUDIT

Larglyanpliart 47%
@it %

4 Nncopliart P

Ratiallycrpliart 41%

Recommendation 16
DNFBP REPORTINGAND AML MEASURES

Partialy
compliant 4%

Largely comgliart
21%
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'~ 2 OECD average compliance with the

recommendationson regulation and
supervision

Recommendation 23
REGULATION, SUPERVISION, MONITORING

Lerody conplient 4%
Nenconpliat 3%

=

Ratidly compliat 53%
1% et
Recommendation 24

DNFBP REGULATION, SUPERVIS ON, MONITORNG
Ratiallycormiant 38%

Lagdycarpliart 12%

Nenaampliart 50%
. Qrrpliat

Recommendation 25
GUIDELINESAND FEEDBACK

Largelyorpliart 3%

‘< Qrgiiart P
Nencarpliart 9%

Rertiallyaopliart 47%

;.= Derning benecial ownership

There is some vaiation among jurisdictions about the
exact meaning of Denertid ownershipT The FATF
denes the benercia owner as the natura person (e
a person a opposed to a lega entity) who ultimately
exercises power and stands to benet from an arrange-
ment Tsuch asa corporation, trust, account, security, etc.
The World Bank and UNODC support this denition and
call for countries to adopt this substantive approach to
de™ning benetid ownership (XAR 2011). A substantive
dernition refersto the defacto control over an entity,and
goesbeyond alegdly demned position, such asadirector
of acompany or foundation or a shareholder who owns
more than a certain percentage of shares (as de™ned in
current BJ legidation).

In the case of lawyersand accountants, therisk residesprimarily
in the potential misuse of these professions for conceding the
identities of the beneciary owners of the transactions done
through them (MENAFATF, 2008). For example, as aready
noted, lawyers frequently act as nominee managers of com-
panies, or as trustees for trusts. Some countries de™ne trust
and company service providers as Thancial institutions, so
they would not fall within the DNFEP category for domestic
purposes (but they are a DNFBP for assessment purposes).

Under the Regulation and Qupervision category, we observe
the least compliance with Recommendation 24, which deds
with the regulation of DNFBEPs (Figure 29).41%ofcountries are
rated non-compliant, 35% partially compliant, and only 24%
largely compliant. Non-complience essentially means that in
these countries (Figure 210), some or al important catego-
ries of DFNBPs are poorly regulated and receive little or inade-
quate supervision (Table 25)

This gap in licensing procedures and supervision is an aea of
sgniTcant weaknessand leaves some countries vulnerable to
money laundering and other "hancia crimes.
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- Partially compliant

Australia
Finland Austria
Fance Belgium
Germany Chile
Greece Czech Republic
Ireland Estonia
Israel JBpan
ttaly Netherlands
Korea Poland
Mexico Fortugal
New Zealand Sovak Republic
Sain United Kingdom
Turkey United Sates
Largely compliant - Fully compliant
Hungary
Norway
Yovenia

MesaLrestakenwith repedt tocountriesthet do

na conrply, ar insu” 1aently aorply, with the FATF
Recommendetions

The ability of OECD countries to stem illicit "ows from devel-
oping countries also depends on developing countries own
willingness to put in place systems to prevent, detect and
sanction hancia crime. Many jurisdictions have signiTcant
deTcienciesin their hancia systems, which means that con-

ducting business transactionswith such jurisdictionspresents
considerable risks for other (OECD) indtitutions.

The FATF compiles a list of Thigh-isk and non-cooperative
jurisdictions™” Recommendations 21, and to some extend 22,
require membersto give special attention to businessrelation-
shipsand transactionswith individualsand legal persons from
these high-risk countries, or to transactions within their own
branches operating in such countries. Performance amongst
OECD member countries on Recommendations 21 and 22
varies (Figure 29).

Weak compliance with these recommendations can indicate
that countries Tancial systems are at risk of abuse from or
through such high-risk jurisdictions.

GVBATNGVIDNEYLALNCERNG

Better practice on benecial ownership

Detemmining benetial ownership of a corporate entity is
key in "ghting money laundering. ldentifying benercid
ownership can be challenging. AR suggests a number
of best practices, by which countries can greatly facilitate
this process (AR 2011). A synthesis of the most impor-
tant recommendationsis outlined below.

1) Countries should improve available benercid owner-
ship information and itsaccessibility.
Countries should establish comprehensive company
registries that collect and store benertial ownership
information. The countries should ensure that every
company is registered and that it provides benercial
ownership information. In addition, benecid owner-
ship information should be accessible & minimum to
relevant authorities in a timely manner, and informa-
tion should be kept up-to date. There is also a possi-
bility of outsourcing the maintenance of a company
registry to athird party.

2.) Countries should outlaw or regulate instruments
which dlow for secrecy 1 for example, the use of
bearer shares.

Apart from prohibiting bearer shares, possible meas-
ures towards greater transparency are to immobilize
bearer shares, or convert them in registered shares.
Shareholdersshould berequired to notifythecompany
of any changes in their holding. Nominee directors
should berequired to disclose their nominator.

3.) Countries should properly regulate trust and company
service providers (TC3s).
Regulations should cover the obligation to collect,
verify and alow access to benetia ownership infor-
mation. TCSs could play a bigger role in Tghting
money laundering, given their often close relation-
ships with their clients. Carrying out customer due
diligence, monitoring business relationships, and
reporting suspicious activity are possible mechanisms
by which TSCPs can reduce risk. Requinng TCSs to
conduct CDD checks, including determining bene™
cid ownership, would also make it more diTcult for
them to be wilfully ignorant (AR 2011).
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Measuresto be taken with respect to countriesthat do
not orinsul | ciently comply with FATF Recommendations:

Country

Australia
Austria
Belgium
Canada

Chile

Czech Republic
Denmark
Egtonia
Finland
France
Germany
Greece
Hungary
Iceland
Ireland

lsrael

ltaly

Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand
Norway
Poland
Portugal
Sovak Republic
Sovenia
Spain
Sweden
Switzerland
Turkey
United Kingdom
United Sates

N Compliant

Largely compliant
| Partialy compliant

| Non-compliant

21. Special
attention for
higher risk
countries

|

|

22, Foreign
branches&
subsidiaries

16

Intermetiondl co-aperdion

This category covers FATF Recommendations 35-40. The
ability and willingness of judicial authorities to share infor-
mation and take action on the behdf of authornties in other
countries is another crucia element of Tghting intemationd
hancid crime. Judicia authorities must rely on their foreign
counterparts to provide them with information for a range
of purposes, from client background checks to investigations
and evidencein legal cases and for the identiTcation, seizure
and conTscation of criminal proceeds. But delays and bar-
riers to eTective co-operation caused by administrative and
legd requirements often dlow criminas to move their funds
out of the reach of judicid authorities. Under various intema-
tiona treaties and conventions such as the United Nations
Convention Against Corruption (UNCAC), and in line with FATF
Recommendations, OECD countries have agreed to provide
the widest possible range of legal assistance in relation to
money laundering, and to facilitate information exchange in
a timely and proactive manner when requested. This means
in practice that they have committed to avoid placing exces-
sively restrictive conditions on the provison of rapid and
e ective legal assistance, by not invoking ™ancia secrecy
lawsas ajusti cation fornot rendering mutud legd assistance
(MLA)orto requiredua criminality asacondition for providing
assistance, and Thaly to recognise money laundering as an
extraditable oence.

Most OECD countries score well on the "ve recommendations
on intemationd co-operation (Recommendations 35-40):
65% comply with Recommendation 36 on MLA, and
20% comply fully. Not a single country is non-compliant.
Performance on Recommendation 37 on dual criminality is
even stronger, with 56%fully compliant, 32%largely compliant,
and only 12%partialy compliant. Ratingsfor Recommendation
38 on conscation and freezing assets show that about four
fths of OECD countries (those tha are compliant or largely
compliant) should be in a postion to freeze and conTscate
assets on behalf of developing countries where requested,
and amost 95% of OECD countries should be in a position
to extradite their own nationds for prosecution for money
laundering o ences.

MRS RNCEDREFRNSESTOLUTCTHNANIA HOMNSHROMIBACRNGEINIRES. © (HDADB



anctionswithout teeth?
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Despite theirrecord size, neslike those for HSBC (see Box 24) and Sandard Charter (USD 667 million)made up lessthan 15%
ofthe banks pre-tax eamingsin the st haf of 2012. Both penalties are lessthan 10%o0fthe banks market capitaisation gains
since the wrongdoings were revealed. The markets do not seem to punish banks for such wrongdoings (Financial Times,
2012).In the absence of more severe sanctions (such as revoking banking licenses or prison terms for senior managers), banks
can simply factor such occasiona mesinto theirbusiness model and carry on with business asusua. Gven that such cases
taketime to investigate (the investigation of HBC has taken "ve yearsto conclude), bankscould assume that such sanctions
will not be frequent. Overall, relatively few countries apply any sanctionsat all. Yet, thereisno indication that "ancia institu-
tionsin countriesthat do not goply sanctions are performing any better than those in countriesthat apply sanctions.

Nevertheless, many countries are still unable to provide rapid
and eective mutual legd assistance. For example, in many
cases procedures for requesting MLA are cumbersome, which
could have particular consequences for developing countries
whose capacities may be limited. As found in MERs, some
countries (eg. Iceland, Luxembourg and the Netherlands)
have an overly limited interpretation of dual criminality for
granting MLA, which could also be abanier? Cthers have dua
criminality requirements only for some forms of MLA Tsuch as
search and seizure measures ~but not for others, like requests
forinformation (the Netherlands).

Another result of these wealnesses is that several countries
have dirculties freezing or conscating assets when asked
to do so by another country. In the Netherlands, for example,
con’scation orders issued by non-BJ member countries may
not be directly executed Tinstead a domestic court has to
issue its own conscation order, unless a bilaterd treaty exists
between the requesting country and the Netherands. In
many countries, the scope of legal privilege can prevent law
enforcement authorities from accessing information and doc-
uments held by notaries, lawyers and accountants. Several
countries also have signiTtant restrictions on their ability to
share conscated assets with foreign jurisdictions.

These barriers can be overcome by knowledgeable and pro-
active authorities, but they can dow down casesand place an
extra burden on judicial authorities T giving criminas time to
move assetsout of the authorities reach.

Sndians

When wrongdoing or non-compliance with AML/CTF stand-
ards is uncovered, Recommendation 17 states that countries
should apply civil, criminal or administrative sanctions that
are [proportionate and dissuasive (FATE, 2010). The punitive
impact of Tnes will depend on the size of the Tancia insti-
tutions involved (see Box 210). Sanctions regimes in OECD
countriesvary gredtly in reach and scope. Some cannot apply
senctionsto legal persons; otherscannot sanction certan cat-
egories of sta™ (e.g. senior management). Findings from FATF
reports suggest that administrative sanctions could be used
more e ectively and many countries still have relatively few
civil or criminal sanctions. Following the FRA report in 2011,the
United Kingdom has moved to sanction alarge private bank
for faling to maintain AML controls for high risk customers
(FCA, 2013). The US authorities have issued several lamge Thes
in recent years, both civil and criminal and new rules are
being considered that would hold individuals liable (Reuters,
2013; United Sates Senate Committee on Banking, Housing,
and Urban A airs, 20133, b). Poposed new BJ legidation, if
adopted, will signiTcantly increase sanctions for AML-related
breaches,including esup to 10%ofannual revenue forinsti-
tutions and penalties up to BJR5 million for ancial institu-
tion sta™ (Bloombery, 2013; Hiropean Commission, 2013).
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Core Recommendations Key Recommendations
1. Money laundering ol ence ; Con! scation and provisional measures
S Customer due diligence 4 Secrecy lawsconsigent with the Recommendations
10. Record-keeping 23. Regulation, supervison and monitoring
13. Quspicioustransaction reporting 26. The Fnancial Intelligence Unit (FIU)
SRl Criminalize terrorigt | nancing 35. Conventions
SRV  Suspicioustransaction reporting 36.  Mutual lega assistance (MLA)

40. Other formsof co-operation

SRl Implement UN instruments

SRIll  Feezeand con! scate terrorist assets

SRV Internationa co-operation

Source FATE, Third Round of AMLU G-T Mutual Braluations, Frocess & Frocedures, 037 &39

Improverrent sinaoreand key recommencitions

The FATF third round of AML/CFT mutua evaluations, process
and procedures identi"ed six recommendations that trigger
follow up (tore recommendations™) and ten recommenda-
tions, that are assessed for follow up (key recommendations’).
These recommendations are the designated prionity areas for
sequenced implementation in al countries, athough due to
the way the follow-up process is designed, progress in many
countries is also andysed against all other recommendations.
Like dl MERs, Tnd follow up reports (FURS) are publicly aval-
able on the website of the FATE.

Countries receiving an NC/PCrating on any core recommen-
dation automatically go to a regular follow-up process, or
when the plenary so decides. This process involves regular
reporting to the FATF on the measures taken to improve
compliance. h order to be removed from this follow-up
process, countries generally have to be judged compliant or
largely compliant with the core and key recommendations.
In releasing a country from this follow-up process, the FATF
plenary can apply some Texible judgement: Bven if progress
is modest on non-core recommendations , a country can be
released from the follow-up processif substantial progresshas
been made on the overall set of recommendations that have
been rated FC or NC. Seven OED countries were deemed
to have strategic detiencies on these core and key recom-
mendations at the time of their mutua evduation reviews.

All seven countries improved their scores after follow-up
reviews ™ as determined by the Follow-up Reports (FoRs)
equivdency ratings, which are not ocid re-ratings but
rather a desk-based review. Customer due diligence
(Recommendation 5) was the area in which most improve-
mentswere made, with dl seven countries essentially brought
up to a level equivalent to the largely compliant rating. Figure
210 shows average compliance scores across the seven coun-
tries a the time of the Mutual Bvaluation Review and afterthe
follow-up reviews.

23 KEYHNINGEANDBIRAIONS

The purpose of this chapter has been to provide a compara-
tive overview of how OECD countrieshave performed on the
2003 FATF Recommendations, highlighting areaswhere coun-
tries have faced the greatest dimcultiesin complying with the
standard. The main Thding is that countries should continue
to fully implement the FATF standard, in line with the risk-
based gpproach recommended by the FATFE.

For detailed country-speci™© recommendations on how to
address shortcomings in the various areas discussed above,
countries should refer to FATF reviews (MIERs and FURS), FATF
documents and other o cid assessments. Nevertheless,
some of the gaps and weaknesses highlighted above yield
some generd observations.
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Averageincrease in compliance levels on core and key Recommendationsfor OECD countries

subject to increased monitoring

0 10 20 30

1. Moneylaundering oZence | [ 214

3. ConZscationand
provigond measures

4. Secrecy laws
conagent with
the Recommendations

5. Cudomer duediligence

10.  Record-keeping
13 Quspicioustransaction
reporting

23 Regulation, supervision
and monitonng

26. TheFRnancia
Intelligence Unit (HU)

35, Conventions

36. Mutual legal assgance
(MLA)

40 Other formsof
co-operation

R Implement UN
ingruments

RII Giminalize temonist

Thancing

SRIll Freeze and conTscate
terond asats

RIV Quspicioustransaction
reporting

SRV International co-operation

Rating during the
Mutual Bvaluation Review (MER)

Rating ofthe Follow Up review

NON-COMPLIANT FARTIALLY COMPLIANT LARGEY COMPLIANT COMPLIANT
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n Strengthen customer duediligence procedures

There is aneed to ensure that ™ancia institutions and all
other designated non-"nancial institutions and professions
Tlincluding trust and company service providers Ticonduct
proper, risk-based, customer due diligence procedures,
both when starting a business relationship and throughout
the business relationship . Essential elementsinclude:

- obtaining su™cient identity documents Mincluding
knowing the ultimate beneia owner;

- determining whether aclient might be apolitically
exposed person (FEP), essessing the level of riskand
taking gppropriate action;

- understanding the source of wedth and funds.

The entire CDD process should be guided by a proper risk
proriing of the client based on relevant information. Findly,
customer due diligence also requires ongoing monitoring
to determine whether transactions cormespond with the
customerrisk proTie and to detect possible inconsistencies.

n Strengthen benertial owner requirements

Weak benertid ownership requirements are perhaps the
biggest problem in tackling ™hancid crime and illicit "nan-
ciad "ows. WWeak benecia owner requirements make it
easier for ciminds to misuse corporate vehicles and shell
companies to hide ownership, to carry out transactions
using illegal fundsor to cover up illega activities.

All jurisdictions should require their Tancial institutions and
DNFBFs to detemine the benetia owner Mand to ensure
that this information is available to relevant authorities and
institutions. Without the requirement to gather, verify, keep
and make avalable information on the ultimate beneial
ownersofcorporate entitiesand legd structures,other actors
Tincluding banks, trust and company service providersand
law enforcement authorities “cannot complywith their COD
requirements. Thisisalso a @8 and G20 priority.

n Strengthen regulation and supervision

Meany OBECD countries have gapsin their regulatory regime
for Tancid institutions and designated non-"hancial busi-
nesses and professions. Also, proper supervision of "han-
cid institutions and trust and service company providers
could be improved. &rengthening thiscould have apoten-
tiadly signi"eant impact given the centra role played by
TSCPs and their often privileged contact with their clients.
Jurisdictions who properly regulate and supervise mancial
institutionsand TCPssharply reduce the opportunities for
setting up structurescontrolled by anonymous owners.

And nate

It is worth noting that even the best AML regime would not
be able to address dl possible money laundering threats. For
example, where corrupt individuals at the highest politica
levels (such asheads of state or government ministers) control
the very institutions which are supposed to exert control
over them, or when they abuse ocial channels, like sover-
eign wealth funds or domestic investment funds, or where
they hold a controlling stake in banks, it becomes very dif-
~oult for AML systems to identify and stop these practices.
Recent reports con™m how politically connected individuds
were able to use state structuresto transfer funds for their per-
sonal bene™t (FATF, 2012g United Sates Senate Rermanent
Subcommittee on Investigations, 2010). However, this makes
it even more important for OBCD countries to have e ective
safeguardsin place against illicit mancial "ows.

While this chapter has looked at OBCD country performance
on the AML standards promoted by the FATF, on the assump-
tion that strong AML regimesin the OBCD would deny a safe
haven forillicit capital leaving the developing worid, it should
also be a priority for developing countries to strengthen their
own AML systems and institutions. As noted earier in this
report, combating ™hancid ciime and illicit "ows must start
at the source, and the focus over the medium and long term
must be on building stronger institutions in developing coun-
tries. In the area of money laundering, the FATF regiond style
bodies have an essential role to play, and there are signircant
capacitygapsto be rled.
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ANNEX2 Al ANOEONFATFDATA

In constructing the tables presented in this chapter, publicly
avalable data from FATF peer reviews were relied on. Severa
challenges arise from using these data. First, there are consid-
erable time lags between peer reviews of individual coun-
tries, which means that we are essentialy comparing scores
from as far back as 2005 with others from 2011. Using older
peer review ratings risks missing important changes to certain
countries’' compliance with FATF Recommendations,including
changes which have been made by countriesto address the
deTiencies noted in the peer review reports. Additiondly,
many countries are now in the process of implementing the
revised 2012 FATF Recommendations, which will necessitate
further changesto AML/CFT regimes.

The comparability of the ratings may dso be subject to some
reservations and there may be variations within the same
ratings, and over time. A largely compliant rating for country
A’in 2005 might be based on dlightly direrent interpretation
of the recommendations or assessment, than the same rating
for country Bin 2012 Mand hence may re"ect a direrent situ-
ation. Two equa ratings may therefore be based on direrent
underlying facts.

CVBATNGVIDNEYLALNCERNG

Also, some of the data for Figure 210 is based on follow-up
reports rather than full peer reviews. These follow-up reports
involve amuch lighter process, relying manlyon self-reporting
rather than on-site visits. They are required from countries
which were partially compliant ornon-compliant on core®and
key'® FATF Recommendations. Some of these reportsinclude
new ratings on al recommendations covered by the follow
up report (for MONEY\AL only), while others only assessifthe
level of relevant core and key recommendationshasbeen suf-
“ciently raised (without rerating), since these form the basis
forthe FATF decision on the frequency of reporting necessary.

Finally, there is an ongoing debate around when it is appro-
prigte and useful to tum ordinal scaes (ie. non-compliant,
partially compliant, largely compliant, compliant) into interval
scales(1-2-3). Oneofthecentral concemsrelatestothefact that
the distance between the ordinal categoriesmay notbe equd
Ti.e.the direrence between largely compliant and compliant
may be direrent than between largely compliant end partially
compliant. Tuming these ratingsinto equally spaced numbers
(12.34) givesthe impression that the distances between them
are equal. Using arelatively smple four point scale (0.1,2,3)and
smple averages should generdly not pose any mgor meth-
odologica issues (Knapp, 1990).

Table 2A1.1 below shows the date for the data used for each
OEZD country. Column B indicates whether the data comes
from a peer review report or a follow up report! All FATF
reports are public and posted on the FATF website, as are
those of the regiona FATF-style bodies®
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- Datasources for FATF compliance ratings

Country

Australia
Austria
Belgium
Canada

Chile

Czech Republic
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
Iceland
Ireland

lsrael

ltaly

Japan

Korea
Luxembourg
Mexico
Netherlands
New Zealand
Norway
Poland
Portugal
Sovak Republic
Sovenia
Spain
Sveden
Switzerland
Turkey
United Kingdom
United States

Data source

Mutua Braluation Review
Mutua Braluation Review
Mutua Bvauation Review
Mutua Bvaluation Review
Mutua BEvduation Review
Mutua Braluation Review
Mutua Erauation Review
Mutua Brauation Review
Mutuad Brauation Review
Mutua Bvauation Review
Mutud Brauation Review
Mutua Braluation Review
Mutual Braluation Review
Mutual Bvaluation Review
Mutual Brauation Review
Mutual Brauation Review
Mutual Braluation Review
Mutual Bvaluation Review
Mutual Braluation Review
Mutual Braluation Review
Mutual Bvaluation Review
Mutual Braluation Review
Mutual Braluation Review
Mutual Braluation Review
Mutual Braluation Review
Mutual Braluation Review
Mutual Braluation Review
Mutual Braluation Review
Mutual Braluation Review
Mutual Braluation Review
Mutual Braluation Review
Mutual Braluation Review
Fourth Follow-up Report

Mutual Bvaluation Review

Reviewing body
FATF

FATF

FATF

FATF
GARSUD
MONEYVAL
FATF
MONEYVAL
FATF

FATF

FATF

FATF
MONEYVAL
FATF

FATF
MONEYVAL
FATF

FATF

FATF

FATF

FATF

FATF

FATF

FATF
MONBENAL
FATF
MONEY\AL
MONENAL
FATF

FATF

FATF

FATF

FATF

FATF

Date

October 2005
June 2009

June 2006
February 2008
December 2010
April 2011
September 2006
December 2008
October 2007
February 2011
February 2010
June 2007
September 2010
November 2006
February 2006
July 2008
February 2006
October 2008
June 2009
February 2010
October 2008
February 2011
October 2009
Jine 2005
November 2007
October 2006
September 2011
March 2010
Jine 2006
February 2006
October 2005
February 2007
Jine 2007

JLine 2006
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Cumulative number of C, LC, PCand NC Scores on FATF 40+9 Recommendations

CUMULATVENUMBER OF COMPLIANT AND LARGELY COMPLIANT CUMULATVENUMBER OF NON-COMPLIANT AND FARTLY COMPLIANT
SOORES ON FATF 40+9 RECOMMBNDATIONS SOORES ON FATF 40+9 RECOMMBNDATIONS
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OECD FATFratings by country for 40+9 Recommendations
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In February 2012, the FATF agreed on a comprehensive revison and update to the 2003 FATF 40 Recommendations. New
elements have been added, for example regarding the risk-based approach and the Tancing of proliferation of weapons
of mass destruction. In addition, the Nine Secial Recommendations against Terrorist Fnancing have been merged into
the 40 Recommendations. The structure, numbering and order of the 40 Recommendations have therefore now changed.
They are now organised into seven broad categories: AML/CFT policies and co-ordination; money laundering and con™s-
cation; terrorist mancing and ancing of proliferation; preventative measures; transparency and beneia ownership of
legal personsand arangements; powers and responsibilities of competent authorities and other ingtitutional measures; and
intemationa co-operation. 9nce this chapter summarises compliance levels from publicly available FATF Mutual Evaluation
Reports conducted before February 2012, the analysis is based on the 2003 FATF Recommendations. The new 2012 FATF
40 Recommendations are avalable at wwwifatf-gaorg/recommendations, and contain a table comparing the old and new
numbering.

The following OECD countries are FATF members: Austraia, Austnia, Belgium, Canada, Denmark, Finland, France, Gemany,
Greece, Iceland, Ireland, Italy, Japan, Netherlands, Korea, Luxemboung, Mexico, New Zealand, Norway, Portugal, Spain, Sveden,
Switzerland, Turkey, United Kingdom and United States. The remaining countries are members of other FATF-style bodies:
CGARSUD (Chile), MONEYVAL (Czech Republic, Estonia, Hungary, Israel (observer), Poland, Sovak Republic, Sovenia).

All FATF and FS_Breports are published on the FATFwebsite, including the detaled country assessment reportsand ratings
tables . All datafor thischapter have been taken directly from these public sources.None of the analysis that was derived
from this publicly avalable data hasbeen scrutinised or endorsed by the FATF or any FSRB, and any analysis, calculations
and interpretation of this data are solely the responsbility of the OECD.

Banksoften depend on other banks (Torrespondent banksTjto act on their behalf in areaswhere they donot have
apresence.

The term payablethrough accountsrefers to correspondent accounts that are used directly by third parties to transact
business on their own behalf: see the FATF glossary a www.fatf-gaorg/pages'gossary/n-v

The FATF has clari™ed the applicability of this Recommendation aspart ofits 2012 revision

The Netherandsreports that none of the 1727 MLA requests received between 2006 and 2009 have been refused on

the basis of dual criminality. The FATF recommends that countries apply the dua crimindity condition reasonably (e,

not requiring the criminal o™ence of the requesting country to be worded identically to their own o™ence, solong asthe
same underlying activity is ciminalised), and be able to provide MLA to the greatest extent possiblein the absence of dua
criminality (FATF Recommendation 36 A).

The core recommendations asde™ned in the FATF procedures are: R, R5, R0, R13, SRl RV

10 The key recommendationsasde™ned bythe FATF procedures are: R3, R4, R23, R26, R35, R36, R40, SR, Sl and RV,

1 See wwwiati-ga o

12 Seewwwgaraudinfo/ and wwwicoeint/t/dghl/monitoring/moneyval/
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Taxeveaonad
iliat Cnanad Cons

Eective exchange of information between tax authorities
is critical for combating dl forms of intemational tax evasion
and avoidance. OBCD countries are generdly compliant on
standards for the e ective exchange of tax information as set
down by the Goba Forum on Transparency and Exchange of
Information for Tax Rumposes (Gobal Forum). Since 2000, OECD
countries have signed approximately 1 300 bilateral exchange
of information agreements (EOks) with developing countries.
The majority of agreements signed since 2005 comply with
the Qobd Forum intemational standard. Cross-border agree-
ments to assist developing countriesin collecting taxescould
provide critical support to developing countriesin recovering
the taxes legally due. Developing countries need to continue
to expand their network of agreements with relevant juris-
dictions and they will need the technica capacity and polit-
icd will to actively pursue intemational tax evasion through
exchanging information. While the existing standard is based
on exchange on request, the G20 is committed to auto-
matic exchange of information (AEOI) and signiTcant capacity
building support for developing countriesis needed. Donors
should play a role by helping to build the necessary technica
expertise in developing countriesto comply with intemational
standards and to detect and pursue tax cimes e ectively.

TAXBASONANDILLIC TRNANTALA QNS

31 TAXSSIBVSINCEHCRNGERNTRES

Developing countries face many constraints to building more
e ective domestic tax systemsand ensuring compliance (see
Box 3.1 below) Tax systemsin developing countries perform
poorly due to weak capacity, corruption and the lack of any
reciprocal link between tax and public and socid expendi-
tures (IMF et al, 2011). E orts to increase tax collection in devel-
oping countriesare rightly focused on strengthening their tax
administrations basic capacity to collect taxes such asincome
tax, excise duty or vaue-added tax (\AT). Developing coun-
tries are currently not fulTlling their tax potential; for example,
sub-Ssharan African countries still mobilise less than 17% of
their GDP in tax revenues, below the minimum level of 20%
considered necessary by the UN to achieve the Millennium
Development Coals (MDGs) (IMF et al., 2011; UNDP, 2010).

In addition, as capitd becomes more mobile, developing
countries are dealing with new intemational chadlenges, such
as taxing multinational enterprises eectively, building eec-
tive transfer pricing regimes, establishing and using informa-
tion sharing arangements to obtain tax information about
their taxpayers from other countries, and managing tax
incentives to attract intemational investors. How all countries
interact on tax matters is of increasing signi~cance, including
how the e orts of OBECD countries support or impact the
developing world.

This chapter looks at the quality of OECD countries legd and
regulatory framework on key intemational tax matters, where
metrics are avalable. It covers, in particular, exchange of tax
information e"orts led by the Gobal Forum on Transparency
and Exchange of Information for Tax Purposes (dobal Forum),
the number of exchange of tax information (EOI) agreements

MG RNGEHEDRENSSTU L CTANANTA HOAFROMOBRA (RNGELNIRES © CEDAS 57



oping countries

n Weak tax administrations. A well-functioning tax administration is key to mobiliing domestic resources in developing
countries; the design of the tax system should be inTuenced by the ability of tax administrations to administer it. Many
administrations continue to be sta™ed by poorly trained and low-paid o™ cids, have structureswhich do not encourage
an integrated approach to direrent taxes, and are marked by imbalanced service and enforcement functions.

n Low taxpayer morale, corruption and poor govemnance are often deeply entrenched. High levels of corruption are strongly
associated with low tax revenue (ndeed corruption functionslike a tax itself, and islikely to be a particularly regressive
and ineTTcient form of taxation), as are other indicators of poor govemance, such as the weak rule of law and politica
instability. Causation can run both ways, but tax collection is central to the exercise of state power, making the need to
address govemance issuesin tax collection of widerimportance.

n THard to tax™sectors including small businesses, smal fams and professionas. Thisis particulaly important where both
administrative capacity and the incentives to comply are weak. Developing countries have extensive informal sectors 71
perhaps40% of GDP on average, up to 60%in many Tbut arguably thisisnot in itself the problem. Micro tradersmay be
informal, for instance, but their income and sales are aso likely to be well below any reasonable tax threshold; much of
the most egregious evasion is by quali™ed professonals. The issue is perhaps better franed as one of non-compliance.
Estimates of non-compliance are scarce, but value-added tax (\AT) 'ggps have been put at 50-60%in some developing
countries, compared with 7-13%in developed countries.

Source IME, OBCD, UN and World Bank (2011), Sipporting the Devdlopment of MoreEedtive Tax Sydiems AReport tothe G20 Development Working Group,

QBZD, Paris available at www.oecd ong/cip/48993634 pd.

between OECD countriesand developing countries(including
those tha meet the intemationd standard agreed by the
Goba Forum) and the extent to which agreements between
countries allow for assistance in the collection of taxes. Finally,
this chapter looksbriemya how OBCD countries are supporting
developing countries by promoting a whole-of-govemment
approach to combating "hancial cimesand tax crimes through
the Odo Dialogue process.

32 CRENGINTER\ATONAL TAXBE/ASON
Exdhangedf infamretion

In order to combat intemationd tax evasion, tax authorities
must be able to access and exchange relevant information
aboutindividuals' and companies activities, assetsorincomes
in foreign jurisdictions. Snce 2009, the environment for tax
transparency has changed dramatically with the OECD and
(0 providing leadership on actions to combat tax evasion.

The Goba Forum on Transparency and Exchange of
Information for Tax Furposes has been the driving force
behind the universal acceptance of intemationa standards

for tax transparency and the exchange of tax information and
is charged with ensuring their implementation. The Globd
Forum was restructured in 2009 to create an inclusive, truly
globa organisation where all members participate on an
equa footing. It now has 119 jurisdictions and the Eiropean
Union as members, including 50 developing countries and
territories. A multitude of intemational and regional tax organi-
sationsparticipate as observersin the Goba Forum. The trans-
parency and exchange of information standard is set down in
the Terms of Reference, agreed by the Gobal Forum in 2010.

Box 3.2 lists the requirements for meeting the intemational
exchange of information standard.

The ten essential elements of the Gobal Forum standard of
exchange of information on request are grouped into three
broad components: availability of information, access to infor-
mation and exchange ofinformation itself. The Goba Forum
ensures that high standards are met through a comprehen-
sive, rigorous and robust peer review process conducted by
expert assessors from its member countries and overseen by
a30-member Reer Review Group.
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and exchange of information for tax purposes

e ten essential elements of transparency

Availability of information

1. Ownership and identityinformation: jurisdictions should ensure that ownership and identity information for &l
relevant entities and arrangements is available to the competent authorities.

2. Accounting information:jurisdictions should ensure that reliable accounting records are kept for all relevant entities
and arrangements.

3. Bankinformation: banking information should be avalable for dl account holders.

Accessto information

4. Powersto accessinformation: competent authorities should have the power to obtain and provide information
that isthe subject of arequest under an exchange of information agreement from any person within their tenitorid
jurisdiction who isin possession orcontrol of such information.

Rightsand safeguards
5. Therights and safeguardsthat apply to personsin the requested jurisdiction should be compatible with eective

exchange of information.

Exchanging information

6. Eective exchange: exchange of information mechanisms should provide for e ective exchange ofinformation.

7. Network of agreements: the jurisdictions network of information exchange mechanisms should cover all relevant

partners.

8. Conrdentiality: jurisdictions mechanismsfor exchange of information should have adequate provisonsto ensure

the condentiality of information received.

9. Rghtsand safeguards: exchange of information mechanisms should respect the rights and safeguards of taxpayers

and third parties.

10. Timely exchange: the jurisdiction should provide information under its network of agreementsin atimely manner.

Source: OFCD (2012a), dhe Gobal Forum on Trangparency and Bxchange of Infarmation for Tax Purposes Information Bigf COECD website,
httpdfwww oead org/tax trangparencyl 2013-04-18%20Background?e20presseoi hal pdf.

Thepeerrevievproess

The strength of the Global Forum lies in its peer review
process. It is tasked with conducting two phases of peer
reviews of al member jurisdictions, as well as relevant non-
member jurisdictions. Phase 1 reviews each jurisdiction's legal
and regulatory framework, while Phase 2 assessesits practical
implementation of the standards. Al members have com-
mitted to using the results of these peer reviews to guide
changes and improvements in their tax transparency and
information exchange processes. Peer-reviewed countries are

required to provide updates on progress towards addressing
the recommendations made in the published reports within a
~xed time period.

Once enough jurisdictions have undergone Phase 2 peer
reviews to alow appropriate comparisons to be made, each

country will be given arating as to whether it is TompliantT]
Targely compliant’partialy compliant or Mot compliant™
with the standards. The ratings for the 50 jurisdictions that

will have undergone a Fhase 2 review by October 2013 are

expected to be decided by the Goba Forum by the end of
the year.
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_ Summary of Global Forum peer review determinations for OECD members

Availability of Accessto Exchange of information Overall
information information rating
Country SN Ownershp Accounting Bank [ SRS | erts agreements Cnientiaity SIS TREY

Australia Qrrbined n n n n n n n n n n
Austria Reel+ a2 | n n S S S S n n n
Belgium Hette

Speratay n n n n n n n n n n n

+ Hex?
Canada Grrbined s n n n n
Chile Frae1 S s | |
%ﬁ;uc Freze | n BN (S n n n n S | |
Denmark Qrrbined s n n n n n n n n n n
i Frm*s IA* @ S n non n n n s n o || B
Rnland @rroned n n n n n n n n n n n
Fance Qrrtined n n n n n n n n n n n
Germany Qrriined s n n n n n n n n S S
Greece Grrhined S n n n n n n n n S S
Hungary Fee1 | S n s S s n n s | |
Iceland Qrbined n n n n n n n n n n n
Ireland Grtined n n n n n n n n n n n
Igrael Free1 | s SH IS n s s n n | |
Italy Q@nhined n n n n n n n n n S s
Japan Qrrioned n n n n n n n n n S n
Korea, Rep. of Gabined S n n n n n n n n n n
Luxembourg Feel+Pes2 | n n s n s n n n S |
Mexico Hee S s n n n n n n n I |
Netherlands  Grbined S n n n n n n n n n 5
New Zealand ~ Qrtined s n n n n n n n n n
Norway Grtined n n n n n n n n n n n
Foland Fee1 | n n n n n n n n | |
Fortugal Hee s n n n S n n n n | |
g;:l?g"c Hee1 S n AN 8 n n n n S | |
Sovenia Peet n n n n n n n n n I |
Jpain Qrrtined n n n n n n s n n n
Sveden Qrrbined n n n n n n n n n n n
Suitzerland  Peset | n pil 5 S I s n n I |
Turkey Qrriined | n n s n s n n S s s
g’:]';?i{ém may s n non n n n n n n | s
United Sates Gribined s S n n n n n n n n S

N The element isin place

S Theelement isin place, but certain aspects of the lega implementation of the element need improvement
| Theelement isnot in place

| Not assessed

Source: OECD (2013), Jax Trangparency 2013 Report an Frogress”CBECD, Paris; and published peer review reports
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ofinformation agreements signed between OECD countriesand developing countries

NUMBEROF AGRERMENTS
1500

1200

-2000 2000 2001

2002 2003 2004 2005
Table 3.1showshow OECD countriesp erform on ten elements
of the Qobal Forum standard as a result of the peer review
process a5 well as the overal country rating. In generd, OBCD
countries are compliant with the Globa Forum standard, and
are able to collect and share information with partners. The
weakest area of compliance concems the availability of infor-
mation on ownership and identity for entities and arrange-
ments (eg. companies, partnerships, trusts) The particular
issue of benertid ownership and generd information about
ownership information has emerged as a key element of the
mancial crime and illicit "ows agenda given the tendency of
criminals to hide behind various corporate or legal structures
in order to launder money. Being able to identify the bene™
cial owner of a corporate or other legal entity is an essential
element in combating ™hancia crime, and many ingtitutions
need access to such information, from ™eancia institutions
carying out customer due diligence, to judicia or tax authori-
ties carrying out investigations. Compliance with the Fnancial
Action Task Force (FATF) standards with regards to beneial
ownership is dso particulaly low as outlined in Chapter 2.
Gven its importance, the issue of benetia ownership has
recently been identi™ed by the G8 and G0 as a key priority
action frontier.

2006 2007 2008 2008 2010 2011

1284 1300

2012 =rEIE

2013
One of the key elements of e™ective exchange of informa-
tion is arobust network of agreements for exchange of infor-
mation with relevant partners. At the bilaterd level, al OECD
member countries have signed some information exchange
agreements with developing countries. Snce the launch of
the Qoba Forum in 2000, OBCD member countries have con-
tinued signing information exchange agreementswith devel-
oping countries at a steady rate, as shown in the cumulative
datain Fgure 31. Asof September 2013 a total of dmost 1 300
such agreements have been signed with developing coun-
tries and more are on the way. For example, Kenyais currently
negotiating tax information exchange agreements (TIEAs)
with nine other jurisdictions with which Kenyan taxpayers
have signiTcant transactions.

Figure 32 shows the number of bilateral agreements each
OED member country hassigned with developing countries
up to 2013. As the Rgure shows, some CECD member coun-
tries have been more active than others. The top countries
have signed more than 50information exchange agreements
with developing countries, while 7 have signed fewer than 20.
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Total number of bilateral agreements signed between OECD members and developing countries
upto2013
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- Number of exchange of information agreements between OECD countries and developing countries

which meet the Global Forum Standard, signed between 2005 and 2013

NUMBEROFAGRERMENTS

500

400
300
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100
0 3
2005 2006 2007 2008

Total number of agreements signed
between OBCD and developing countries

Box 3.3 lists the criteria forexchange ofinformation on request
under the intemational standard.

In 2005, the intemational standard was signicantly strength-
enedtomake it harderforcountriesto refuse requestsforinfor-
mation. The OECD Model Tax Convention (a primay source
of the intemational standard) was updated with the addition
of two paragraphs to ensure that countries do not refuse to
provide information on the grounds that they themselves do
not need it for their own domestic purposesor that the infor-
mation is held by banks, other ancia institutions,nominees
or agents. Many countries however, already exchanged @nd
continue to exchange) such information even in the absence
of the two new paragraphs from their agreements. Older
agreements that do not explicitly include this standard may
thus meet it in practice. The Gobal Forum incorporated this
strengthened OECD standard into the intemational standard
agreed upon itsrestructuring in 2000.

2009 2010 2011 2012

SETEMEER
2013

Agreements signed between OECD and
developing countriesthat comply with the standard

Figure 3.3 shows the number of agreements signed between
OHED countries and developing countries since 2005. The
gure shows tha of the 458 agreements signed between
2005 and 2013, 360 i e. 78%, include the standard language of
the updated OBCD Model Tax Convention. There was further
improvement after the adoption of thisstandard by the Gobd
Forum in 2009, with 96% (258 out of 268) of agreements
between OECD countries and developing countries signed
since that date meeting the standard.

Relatively little information exists on how well OBCD countries
exchange tax information with developing countries as this
will be covered in the Fhase 2 reviews being carried out by
the Qoba Forum which are €ill underway. Thusfar, 15 stand-
alone Phase 2 peer reviews have been completed therehave
also been 26 combined Fhase 1 and 2 reviews).
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hange of information on request

The standard provides for exchange of information on request where the information is foreseeably relevant to assessing
the taxesofindividuals, entitiesor arangements that are liable to tax in the requesting party'sjurisdiction (including bank
and "duciary information regardless of a domestic tax interest). In order to comply with the Gobal Forum standard, EOI

agreements should:

n dalow for exchange of information on request where it is foreseeably relevant'to the administration and
enforcement of the domestic tax laws of the requesting jurisdiction?

n provide for exchange of information in respect of al persons (e.g. not be restricted to persons who are resident in
one of the contracting states for pumposes of atreaty or anational of one of the contracting states)

n not permit the requested jurisdiction to decline to supply information solely because the information isheld
by a Mancial institution, nominee or person acting in an agency or a rduciary capacity or because it relates to

ownership interests in aperson?

n provide that information must be exchanged without regard to whether the requested jurisdiction needsthe

infoomation forits own tax purposes*

n not apply dud criminality principles to restrict exchange of information

n provide exchange of information in both civil and criminal tax matters

n alow for the provision of information in speci™ form requested (including depositions of witnesses and
production of authenticated copies of original documents) to the extent possible under the jurisdiction's domestic

laws and practices

n bein force; where agreements have been signed, jurisdictions must take all steps necessary to bring them into

force expeditioudy

n be given e"ect by the enactment of legisation necessary for the jurisdiction to comply with the terms of

the mechanism®

' See Articles 1 and 5(5) of the OBCD Model TIEAand accompanying commentary. It isincumbent upon the requesting stateto demonsratethat the infor-
mation it seeks isforeseeably relevant to the adminidration and enforcement of itstax laws Artide 5(5) of the OB Modd TIEA contains a checklist of items
that a requedting state should providein order to demondrate that the information sought isforeseeably relevant .

2 SeeArtide 1 of the OECD Model TIEA, paragraph 54 of the Revised Commentary (2008) to Article 26 of the UN Modd Convention and paragraph 9 of the

Commentary to Article 26 of the OEZD Model Convention.

* OEZD and UN Model Tax Conventions, Art. 26(5); OECD Model TIEA Art. S(4)(a).
* OECD and UN Model Tax Conventions, Art. 26(4); OBZD Modd TIEA Art. 5(2).

® OBD Model TIEA Art. 10.

Multilaterd mecheniars

An increasing number of developing countries have joined
the Multilateral Convention on Mutua Administrative
Assistance in Tax Matters. Of the 56 signatory countries, 19
are developing countries and more are due to join in 2013.
They stand to benet from a growing globd network of
information exchange agreements with other adherents to
the Convention. This followed amendments in 2010 which
brought the convention in line with current intemational
standards on exchange of information for tax purposes and

opened it up to countries outside the OECD and the Council
of Eirope. The convention provides for arange of information
exchange methods, including the option of automatic infor-
mation exchange among parties as well as for information
exchange to be on request or spontaneous? The incentives
for developing countries to join the Convention were given a
signiTcant boost in 2013 by the (8 meetings which resulted in
many of the United Kingdom's overseas territoriesand Crown
dependenciesopting to join the Convention.
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The Foreign Account Tax Compliance Act (FATCA) isarecent USinitiative to improve tax compliance involving foreign man-
cial assets and o shore accounts. Under FATCA, US taxpayers (individuds and companies) with speciTed foreign ancia
assets above certain thresholds must report those assets to the Intemd Revenue Service (IRS). Failure to report will result in
an initial penalty of USD 10 000 Tand up to USD 50 000 for continued failure following IRS notircation. In addition, FATCA
will require foreign nancia institutions (FHs) to report information directly to the IRSabout Thancid accounts held by US
taxpayers, or held by foreign entities in which UStaxpayers hold asubstantia ownership interest. FFls will also have to with-
hold and pay to the IRS 30% of any payments of income from US sources or proceeds from the sale of securities gener-
ating USsource income made to non-participating Frks, individuals who fail to provide information on whether they are US
persons, or foreign entity (companies, trusts, etc.) account holders that fail to provide information about the identity of their
USowners. The FATCA isaresponse to dirTcultiesin obtaining such information through other methods, including standard

EOl agreements.

Source IRS(Internal Revenue Service) (n.d.), Foreign Account Tax Compliance Adt (FACTA)ZIRSwebsite available at www irsgov/ Buanessss Gorporations/

Foreign-Account-Tax-Complian ce-Act-(FATCA).

Recognition that some countries lack the resources to
erectively negotiate bilateral exchange of information trea-
ties hasled to atemptsto co-ordinate the treaty negotiation
processes, such asthrough amultilateral negotiations process.
These processes use a single negotiating team representing
the interests of the Globa Forum members to reach agree-
ment on the terms of an exchange of information agree-
ment with other jurisdictionsor agroup of jurisdictions. Once
agreed, each of the involved jurisdictions then signs sepa-
rate bilaterd agreements (OBCD, 2010a). In 2009, the Global
Forum assisted anumber of developing countriesin a multi-
lateral negotiation processwith severd o shore centreswhich
resulted in several new agreements being signed between
these centres and developing countries.

Auareicexhanged informretion (AED):
Asdutionfor develogping aouniries?

Exchange of information can take several forms: information
exchange upon request, automatic exchange of information,
and spontaneousexchange ofinformation.

There is currently a trend to move towards automatic
exchange of information (AEQI) anong OECD countries, and
both the G8 and G20 in 2013 have endorsed the OBCD'swork
to set anew single global standard for this form of exchange

of information. In September 2013, G20 leaders endorsed the
OB proposd foratruly globalmodel forautomaticexchange
of information. With the recent encouragement of both the
R0 and G8B this will dso extend over time to developing
countries. ABOI generally involves the systematic and peri-
odic transmission of bulk taxpayerinformation by the source
country to the residence country conceming varous catego-
riesofincome received by its resident taxpayers (individudsor
companies), such as dividends, interest, royalties, salaries, pen-
sions (OECD, 2012c). AEOI can aso be used to transmit infor-
mation on the purchase of property, vdue-added tax refunds,
and otherinformation about purchases orinvestments which
can be used to assess the net worth of an individud to see
if their reported income reasonably supports the transaction.
The potential benerts of AEDI are many. AEOI can provide
information on non-compliance even in cases where there
is no previous indication of non-compliance. AEDI also has
important deterrent e ects which increase voluntary compli-
ance, encouraging taxpayers to report dl relevant information
(see Box 34 ).

However, for AEQ! to be successful, countries must be in a
postion to apply the relevent technicd standards and safe-
guards to transmit, receive and protect condentid infor-
mation. This is not currently the case for many developing
countries, and there are unmet technica assistance needs.
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In September 2013 G20 leaders called on the OBCD to develop
aroadmap showing how developing countries can overcome
obstacles to participating in the emerging new standard on
automatic exchange of information. Many of the basic con-
straints facing developing countries are those identied in
the opening section of this chapter. What mattersmost isthat
countries are able to use the information obtained from the
agreements signed. Over time, more data is expected on the
use of agreements.

Cosshorder agdane intheadledtion of taxes

Taxpayers may own assets and receive income from sources
throughout the world, and exchange of information agree-
mentshelp tax authorities to detemrmine and assess the correct
amount of tax. However, tax authorities usualy cannot go
beyond their borders to collect taxes due (OBCD, 2007). This
limitation cen be overcome by establishing an gppropriate
bilateral or multilateral legd framework whereby foreign tax
authorities can assist in the collection of taxes of other coun-
tries. As it has become easier for taxpayers to move assets
abroad, countries are increasingly willing to enter into such
arrangements, provided certan conditions ae met (see
below). In addition to the recovery of clams, the ability to
collect taxes across bordershasan important detenent eect,
which in some countriesmay be even higher than thebenert
of the actual tax debts recovered.

Until recently, assistance in tax collection has mostly involved
neighbouring countrieswith strong economic and political ties
and which are bound by bilateral or multilateral agreements,
such as the 1952 Benelux Mutual Assistance Treaty or the
1972 Nordic Convention on Mutua Assistance in Tax Matters.

Assistance with tax collection on the bass of bilateral
tax conventions was rather limited and the OECD Modél
Convention did not include an article on assistance in the
collection of taxes (assistan ce provision) until 2003. The 1976
BJ Directive on mutual assistance for the recovery of clams
only covered certain levies, duties and taxes but not VAT or
direct taxes.

In 2003, the OECD Council approved the inclusion of a new
article on assistance in tax collection in itsupdate of the OBCD
Model Convention. Thisarticle (Article 27)isoptional and may
be included in a bilateral convention where each state con-
cludes that they can agree to help in the collection of taxes
levied by the other state. The decision will be based on a
number of factors, including the importance of their cross-
border investment, reciprocity, the ability of their respective
administrations to provide such assistance and the smilarity
ofthelevel oftheirlegal standards, particularly the protection
ofthe legal rights of taxpayers. Some countries' lawsmay not
allow thistype of assistance.

Of the 222 tredties signed between OECD countries and
developing countries between 2007 and 2012, 20 treaties
included a provision for assistance in tax collection (between
11 developing countriesand 13 OECD countries) These OECD
countrieshave the legal basis for collecting taxeson behdf of
their developing country treaty partnersif requested to do so.
Thisisapotentially signi~cant option fordeveloping countries
wishing to enhance their ability to combat intemational tax
evasion and ensure payment of taxes legally due by their citi-
zensorcompanies. It dso orers avery practical way for OBCD
countries to provide meaningful assistance to developing
countriesin mobilising domestic resources.
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33 KEYANJNGANDBIRAIONS n Developing countries could benet from

e el T S : expanding theirnetwork of agreements with
R T T A AT e i e relevant countriesand jurisdictions, and should seek

This chapter has mainly focused on diTerent elements of BOI tojointhe Niiiibiers Convention.

between OECD countries and developing countries, because

EQl is a critical element in ghting intemational tax evasion v Devciopiog couniineseed ta proscively e tea

and exchange of information agreements are one of the few W N Sang Syt Ve i (evenan,

: > and to investigate and prosecute o enders.

metrics cumently avalable.

n Developing countries could bene™t from of a
whole-of-govemment approach to rghting tax crimes
and otherillicit "ows and could strengthen their ability to

n Tax information exchange agreements are acriticd tool for detect and pursue such crimes.

rghting crossborder tax evasion in developing countries.

Theman "hdingsemergingfromour endysisare

n OECD countries should continue to fullyimplement the
intemational standards on exchange ofinformation,
further expand their network of EOl agreements with
developing countries, exploring possible automatic
exchange of information where appropriate, and increase
their eTorts to build capacity in developing countries to
exchange information.
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1. Developing countries are dened asthose eligible to receive O cial Development Assistance as per the DAC list:
www.oecd org/dac/dats/daclistofodarecipientshtm.

2. The convention dlowsforanumber of other things, such as simultaneous tax examinations, tax examinations abroad,
assistancein recovery and measures of consetvancy, and the service of documents. It can also facilitate joint audits.
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An estimated USD 1 tiillion is paid each year in bribes, and
bribery in the developing world may amount to the equiva-
lent of 15-30% of all o™ cid development assistance. Reducing
corruption and bribery reduces the opportunities for illicit
gans and hence illicit Tancid "ows. The OECD Anti-Bribery
Convention isthe Trst and only legdly binding instrument to
focuson tackling the supply side: the bribe-payers. Progressin
implementing the Convention hasbeen mixed among OECD
member countries;itisencouraging that, as of December 2012,
221 individuals and 90 companies had been sanctioned under
criminal proceedings for foreign bribery in 13 OECD countries
snce 1999, but more than haf of all OBCD countries have
made no prosecutions a all (OECD, 2012a). Monitoring of the
Convention is encouraging improved compliance amongst
signatories through a phased system of peer reviews. As well
asexamples of good practice that could be adopted by other
member countries, reviews highlight some common con-
cems. These includeloopholesin the legal framework, lack of
investigations, prosecutions, and sanctions of foreign bribery
o"ences,insu cient resourcesto combat bribery, the need for
better systems for uncovering corruption, poor awareness of
the law among both companies and o™ cials, and insu™ cient
sanctions against companies bribing foreign o™ cials. All sig-
natoriesto the Convention should signd that the ght against
bribery isa politicd priority and put the mechanismsin place
touncoverit,including erective protection forwhistieblowers.
Fenalties should be harsh enough to form an eective deter
rent and signal to the entire business community that bribery
isno longer an option.

INTERNATTONAL EREFRYANDILLIG TANANGAL AL ONG

INTRIUCTION

The most widely accepted estimate of global bribery puts the
totd a around USD 1 trillion each year (World Bank, 2004). In
the developing world, bribery amounts to around USD 20
billion to USD 40 billion a year Ta rgure equivalent to 15-30%
of dl O cial Development Asdstance (World Bank, 2007). This
chapter focuses on OECD country e"orts to combat bribery,
and in particular the implementation of the OEZD Convention
on Combating Bibery of Foreign Public O™ ciasin Intemationa
Business Trensactions (The Anti-Bribery Convention). Bribes
paid by OECD member country-headquartered companies
to foreign public o™ cids to secure contracts or obtain other
advantages have damaging e™ects, especidly in developing
countries. Corruption in awarding business contractshas socid,
politicd, environmenta and economic costs which no country
can a ornd. Serious consequences result when public o cials
take bribes when awading contracts to foreign businesses
for public services such as roads, water or electncity. AUD 1
million dollarbribe can quickly amount to aUSD 100 million loss
to a poor country through deraled projects and ingppropriate
investment decisionswhich undermine development!

Some acts of bribery involving developing country o cids
may not involve "hancia transfers in or out of developing
countries. However, illicit gains obtained through the bribery
of foreign oTcias, including the contracts or investment
deals and subsequent proTts or tax breaks, will, at least pa-
tially, trandate into out "ows. The commitment of OECD coun-
triesto rghting foreign bribery and their performance on their
commitments under the Anti-Bribery Convention is therefore
highlyrelevent in the Tght to reduce illicit "hancial "ows from
developing countries.
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Total number of individualsand legal personssanctioned or acquitted related to foreign bribery,
1999 -2012
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The OECD Anti-Bribery Convention wasadoptedin November
1997 and came into force in February 1999. It is the st and
only legally binding instrument to focus on the supply side
of bribery the bribe-payers ™ as opposed to crimindising
foreign public o cials who demand bribes? The Convention
has 40 signatory countries: 34 OECD member countries plus
Argentina, Brazil, Bulgaria, Colombia, the Russian Federation
and South Africa. Implementation is overseen by the Working
Group on Bibery (WGB), which is made up of the signatories.
The members of the Working Goup account for nearly 90%
of global outward "ows of foreign direct investment (FDI)
(OECD, 2012a).

The Convention requires signatory partiesto: (1) make bribery
a crimind oence; (2) prosecute individuas and companies
who oTer, promise or give bribes to foreign public o cids;
and (3) subject o"enders to erective and proportionate pen-
dlties,including es orimprisonment.

This chapter focuses on how well the signatories to the OECD
Anti-Bribery Convention have managed to ingtitute and
enforce anti-bribery legidation. It presents comparative data
across OECD member countries and discussescommon short-
comings, as well as good practice, in enforcing anti-bribery
legidation eectively at the country level.

“ MRS RNCEDREFRNSESTOLUTCTHNANIA HOMNSHROMIBACRNGEINIRES. © (HDADB



4.1 CIVRARNGIHERGHTAGANST BRBERYAGRCSS
EDVBVERCIANRE

The simplest way to measure a country's progress on imple-
menting the Convention is to look at the country’s level of
law enforcement activity, such as the number of criminal
investigations and proceedings as well as the related admin-
istrative and civil proceedings which, dthough insu™cient in
themselves to implement the Convention, provide additional
information.

Figures from the OECD Working Goup on Bribery show
that 216 individuds and 90 lega entities companies, trusts,
NQCs, etc.) were sanctioned through criminal proceedings
for foreign briberyin 13 OBCD countries from 1999, when the
Convention came into force, to the end of 2012 (Figure 41)2
At least 83 of the senctioned individuas were given prison
terms for foreign bribery. Another 44 individuals and 95 legal
entitiesin 3 signatory countrieshave been sanctioned in crim-
inal, administrative and civil cases for other o "encesrelated to
foreign bribery, such asmoney laundering orfalse accounting.
Therewere 67 agreed sanctionsforindividuals and 48 deferred
prosecution agreements (DPAs) or non-prosecution arrange-
ments (NFAs) with legal persons. Around 320 investigations
are still ongoing in 24 countries, and criminal charges have
been Med against 166 individuals and entitiesin 15 countries.

A few countries, notably the United Siates and Germany, have
seen aconsiderable amount of judicial activity with regard to
foreign bribery cases. Hungary, ltaly and Korea have also been
active in enforcing their anti-bribery legidation. However,
roughly haf of OBCD member countries (18 countries) had
no sanctions or acquittals by the end of 2012 (FRgure 4.1). The
OECD Working Group on Bribery has expressed concems
about this low level of enforcement, and a joint OBCD/ World
Bank stock-take on implementation of OECD anti-cornuption
commitments noted tha parties to the OECD Anti-Bribery
Convention have largely implemented their obligations, but
enforcement is generaly in its ealy stages™(OECD and the
World Bank, 2011).
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: =~ How OECD member countries score
on Transparency International’s

Bribe Payers Index, 2011
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Judicial activity alone must be used with caution as an indi-
cator T over time an erective enforcement system could
lead to high compliance levels and therefore fewer prosecu-
tions. Also, acountry's enforcement activity must be weighed
against the size of its economy and exposure to intemationa
business, companies doing business and signing contracts in
other countries, etc. This means that cross-country compar-
isons must also be done cautioudy. For example, it is to be
expected tha with an annua GDP of around USD 15 trillion,
the United Sates would have signiTcantly more activity than,
for example, lceland with an annua GDP of USD 311 billion @
factor of 30). Nevertheless, it is diTcult to imagine that coun-
tries with any signitant economic activity and foreign bus-
nessexposure would have not uncovered any cases of foreign
briberyifthey have an erective anti-conuption regime in place.

Rather than measuring the number of prosecutions @ measure
of e"ort at combating bribery), Transparency Intemational
measures the frequency of bribery in its Bibe Payers Index
(Transparency Intemational, 2011). The index, which has been
published "ve times since 1999, ranks a number of leading
exporting countries by the likelihood that their multinational
businesseswill use bribeswhen operating éroad. The ranking
is cdculated from regponses by busnesspeople to the fol-
lowing question from the World Economic Forum's Executive
Opinion Survey: 7in your experience, to what extent do s
from the countries you have selected make undocumented
extra payments or bribes?7 Answers were given on a scae of
1 (bribes are common or even mandatory) to 10 (bribes are
unknown).FAgure 42 showshow 15 OBECD member countries
were ranked in the 2011 Bribe Payers Index.

While neither the Netherlands nor Switzerand have caried
out many bribery-related prosecutions, their companies are
ranked as the most unlikely to engage in bribery in foreign
markets. On the other hand, ltay has had comparativelymore
judicia activity, but fares poorly in the Bibe Payers Index. It is
worth noting that the 2011 Bibe Payers Index showsno signif-
icant improvement over the previousindexin 2008.

42 MONTORNGVABVENTATION

The OBCD Working Group on Bribery in Intemational Business
Transactions is responsible for monitoring the implementa-
tion and enforcement of the OECD Anti-Bibery Convention,
as well as later additions to the Convention (the 2009
Recommendation* on Further Combating Bribery of Foreign
O cias in Intemational Business Transactions and the 2010
Good Practice Quidance for Companies; OECD, 2009, 2010a). It
does so through a peer review monitoring system. In the st
phase,initiated in 1999, the peerreviewersconductedin-depth
reviewsto see how each country's nationa laws reected the
requirements of the Convention. The second phase, initiated
in 2002, looked at the e"ectiveness in practice of signaory
parties legislative and institutiond anti-bribery frameworks.
The third phase, which started in 2010, looks at implementa-
tion of the Convention, concentrating on enforcement action
at country level. It is expected that the third round of evadua-
tionswill Izst until the end of 2014. Cther phases may follow.
Compliance isenhanced by requiring each country to provide
a written follow-up report on steps taken to implement rec-
ommendations made by the Working Group in each phase.

The OECD Working Goup on Bibery (WGCB) isnot mandated
to formally punish countries who fail to adequately imple-
ment the OECD Anti-Bribery Convention but the Convention
(Article 12) provides for a systematic monitoring and pro-
motion of the full implementation of the Convention in the
context of which a strong peer pressure is exercised by dl
partiesto the Convention.

Figure 4.3 showshow countrieshad implemented the recom-
mendations from Fhase 2 reviews at the time of the follow-up
reports’® For the purposes of comparison, Fhase 2 reviews
have been used rather than Fhase 3 asnot al countrieshave
been through their Fhase 3 evaluation. Qut of a total of 623
recommendations issued to all OECD countries, 282 (45%)
were satisfactorily implemented, 179 (29%) partidly imple-
mented and 143 (23%) were not implemented.
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Statusof implementation of the Working Group on Bribery Phase 2 recommendations
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In addition to reviews and follow-up reports (provided in the
WGB agreed procedures or decided on an ad hoc basis), the
Working Goup on Bribery may, if needed, gpply strong pres-
sure to rectify identi"ed problems. It may do so by, forexample,
carying out an additiond formal review, sending a highdevel
mission to the countryin question, sending aletterto the coun-
try's relevant ministers, orissuing aformal public statement.

The 40 countries which are parties to the Convention have an
ambitious progranme of progress evauation, with over 10
evauations per year and the same number of written follow-up
reports starting in 2012. In addition to monitoring the imple-
mentation of the Convention by the countries which more
recently joined the Convention (Fhase 1 and 2 evaduations),
the Working Group is mantaining strong peer pressure on 4l
countries (s provided under Article 12 of the Convention). This
demanding monitoring process hasbeen evaluated asthe gold
standard by Transparency htemational.

This pressure is not only exercised by the parties to the
Convention among themselves and for themselves;it isaso a
pre+equigte to demonstrate the continuing relevance of the
Convention and the Working Group to the key economic players
tha have not yet joined the Convention and with whom the
Working Group is constantly working to develop or strengthen
existing ties. The Working Group has recently welcomed two
new members. the Russian Federation and Colombia. In 2011
and 2012, Ching Indig Indonesia Maaysia Feru and Thaland
paticipated in the Working Group meetings and continue to
be associated with the Working Goup's workin 2013.

43 BNFOONCGANT BRBERYLE3SATNON
LESSONSHROM THEFERFRBABAS

In 2010, the OECD Working Group on Bribery's peer review
mechanism launched its third phase. Asof June 2013, reviews
for 22 OECD member countries have been published?® This
following section provides a very brief summary of some
common concems brought up in the peer review reports, as
well as some examples of good practice. Countries are named
with aview to illustrate the issue or best practice described,
not to provide a complete inventory of countries that imple-
ment acertain best practice”

Thelegd framenork

At a generd level, the legal framework for combating foreign
bribery is the starting point for an anti-bribery regime. The
way that laws are developed and interpreted can either facil-
itate or hinder e ective anti-corruption e orts. A number of
wezknesses and gaps in OECD countries legal frameworks
may prevent the e™ective gpplication of their anti-bribery
regimes. These include issues such as overly narrow inter-
pretations of foreign bribery ~for example, promises or pay-
ments to third parties such as chaities owned by a relative
of a foreign o™ cid, or politica parties, might not fall under
the denition of bribery Tor the imposition of an impractical
burden of proof, such asthe requirement to prove the direct
and successful intervention by a public o™ cia in the award
of a contract following a bribe (eg. Germany, France; OBCD,
2011b, 2012b). A very narow denition or interpretation of
Tforeign public o cidcould aso be an obstacle (eg. Anland;
ORCD, 2010b). Findly, some countries require a prioridentiTca-
tion and/or conviction ofthe relevant people (hatural persons)
with control of the companies in order to start judicia pro-
ceedings against companies or other legal structures (legd
persons), while others may not sanction state-owned or state-
controlled companies for o"ences committed in a foreign
jurisdiction and/or through an intermediary. Cthers have
limited options for senctioning legal persons (Mexico;
OECD, 2011c), or can only apply limited ™nes (g. Sweden;
OED, 2012c).
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In some countries, a short statute of limitations can be an
obstacle, given the length of time required to bring these
often complex cases through court. In Itay for example, the
statute of limitations is capped at 75 years for all stages of a
trial including appeals, suspensions and interruptions (OECD,
2011d). This has led to the vast mgority of cases being dis-
missed for having run out of time. Countries should ensure a
suTcient statute of limitations and ensure that mechanisms
for extending the limitation period are sucient and reason-
ably available (Fnlend; OECD, 2010b).

Some countries still let other strategic issues inTuence the
decision of whether or not to pursue bribery cases. These
include the nationd interest, the e™ect that cases may have
on relationswith anothercountry, or theidentity of the natural
or legal persons involved. While Article 5 of the Convention
explicitly states that investigation and prosecution for bribery
of a foreign o™ cia shal be subject to the gpplicable rules
and principles of each party, the latter strategic issues are
explicitly forbidden.

Several peer review reports, notebly Canada, Germany,
Swveden and Switzerland, note that sanctions are too low
to be an e ective deterrent for engaging in foreign bribery
(OECD, 2011b, 2011e, 2011f, 2012¢). A recent joint report by the
OECD and World Bank speciTcaly focuses on how to ensure
that monetary sanctions are harsh enough to deter compa-
nies from engaging in bribery (OECD and World Bank, 2012).
It notes that the proceeds derived by the company oTering
the bribe are often many times higher than the amount
of the bribe paid. If these additiona benets are not taken
into account when hes are given, the company, even if
convicted for bribery, may still walk awvay with much of its
ill-gotten proceeds (OBCD and World Bank, 2012). Thisis high-
lighted in Norway’s peer review report, which notes that the
law enforcement authorities do not rely on powers to seize
and conscate the proceeds of bribery potentialy ganed
by companies (OECD, 2011g). This is also the case for France
(CECD, 2012b).

INTERNATTONAL EREFRYANDILLIG TANANGAL AL ONG

Industry-wide sweeps, involving assessments and audits
of many companies in the same industry/sector, are
a proactive way of eTectively enforcing anti-bribery
legidation asthey enable authorities to develop specialised
expertise in identifying illegd conduct and to cary out
prosecutions involving various industries. Moreover,
because of cross-connections between various members
of the same industry, an investigation into one company
may produceleadsabout other companies,including those
in the supply chain. Ihdustry-wide sweepsmay be initiated
by sending Sweep letters requesting co-operation from
industry members on avoluntary basis. The United Sates
has recently conducted several industry-wide sweeps
including in the oil and gas industry, the phamaceutical/
medica device industry, and most recently, the Tancid
services industry. A successful example of such industry-
wide sweeps is the investigation into the United Nations
Qil-for-Food programme which reaulted in more than 15
companiesbeing charged (OECD, 2010c).

Issuing monetary es is not the only way a country can
e"ectively punish corporate wrong-doing. Another mech-
anism highlighted and commended in a number of peer
review reports, notably Korea and Norway, is to debar com-
panies from receiving public money Tthrough export credit,
O cid Development Assistance or public procurement con-
tracts r7if found guilty of a foreign bribery o™ence (OBCD,
20Mg, 2011h). To make debarment as e Icient as possible, the
Working Group on Bibery suggests that it becomes a cen-
tralised resource for diTerent agencies to gain information on
companiessanctioned for foreign bribery.
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The United Sateshasrecentlyimproved the protection of whistleblowersin foreign bribery cases. Underthe recentlyenacted
Dodd-FrankWall reet Reform and Consumer Protection Act,quali~ed whistleblowers Tthose who bring forth accurate and
original information "will be awarded between 10%and 30%of the monetary sanctionsimposed and collected. In addition
to the direct Thancia incentive to revea information on foreign bribery, the statute also provides protection for individua
whistleblowers by baning employers from retaliating against them. The US authorities believe that this new legidation will
increase the number of foreign bribery o™ences (OECD, 2010c). Nevertheless, certain concems about these new whistle-
blower provisions have been voiced. By basing rewards on the receipt of original information, employeesmay be encouraged
to bypasstheircompanies intemal reporting systemsand go directly to the authorities. In addition, the reward structure may
induce a fottery mentality"where employees "ood regulators with forma complaints in the hope of receiving a windfall
(Diaz et al., 2011). These concems are valid and should be acknowledged and any potential ham mitigated.

Eedivepresentionanddetedtionof fareignbribery

On avery practica level, there is adirect relationship between
the amount of resources “human and hancid Tbeing dedi-
cated to an issue and concrete results. It is clear that fewer spe-
ciglised prosecutorsandinvestigatorswil mean fewer successful
cases (Canada and Mexico; OECD, 2011c, 2011e). Countries must
ensure that su™ cient numbers of sta™ are dedicated to foreign
bribery cases and that they have the necessary expertise or
access to relevant training and guidance to handle foreign
bribery cases, which are often technically complex.

In the case of Norway, the peer review team noted that its
success is primaily owing to the experienced and wel-
resourced investigators and prosecutors stuated in the specia-
ised Anti-Corruption Teams within Norway's Nationd Authority
for Investigation and Prosecution of Economic and
Envionmentd Cime, as well as a generd determination by
Norway to proactively seek out, investigate and prosecute cor-
ruption at dl levels, be it domestic or foreign bribery, in the
public or private sector (CED, 2011g).

The United Sates also received much praise, especialy for its
recent proactive stance in enforcing itsanti-bribery legidation,
such asindustry-wide sweeps (Box 4 2).

The peer review reports frequently highlight the need to
have in place e ective mechanisms and procedures for
obtaining and processing knowledge about foreign bribery
cases. Certain countries have set up speciaised agencies with
responsbility to handle bribery cases. This hasgenerally been
commended by the peer review teams.

Another mechanism which has been shown to help uncover
wrongdoing is to encourage Whistleblowingie. informing
relevant authorities about misconduct in the public or private
sector. In fact, asnoted in the peer review report on Norway,
severa foreign bribery cases have come about as a result of
whistleblower reports (OECD, 2011g). An issue which is fre-
quently mentioned in the peer review reports concems the
protection of whistleblowers in the private as well as public
sectors (Box 4.3) The peer review report on Hnland, for
example, includes a recommendation to fintroduce mecha-
nismsto ensure that public and private sectoremployeeswho
report in good fath and on reasonable grounds are protected
from discriminatory or disciplinary action(OBCD, 2010b).

Voluntary disclosure systems can allow companies to self-
report in exchange for more lenient sanctions. Sich voluntary
disclosure options could lead to increased reporting by com-
panies. However, the Working Group carefully looks a the
impact of such disclosures on the level of sanctions which
should remain e cient, proportionate and dissuzsive.
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Together with providing eTective mechanisms for bringing
foreign bribery cases forward, people in the private as well
asthe public sectors must be made aware of the legidations
and institutions in place. A number of peer review reports
state concemsabout countries poor awareness-raising e orts
(eg. Geece, Hungary, Sveden; OECD 2012d, OECD 2012e,
OECD 2012c).

A number of peer reviews dso highlight good aware-
nessraising practices, for example in Germany, where e orts
have been made to rase awareness in both the public and
private sectors (OBCD, 2011b). In addition, special training into
the foreign bribery o™ence hasbeen provided to judges, pros-
ecutors, the police and other relevant public o™ cials. The peer
review report on the United Kingdom commendsthe country
for having erectively raised awareness of foreign bribery
aongside the passing of its new Bribery Act (OBCD, 2012f).

Taxinspectorscan playan important rolein uncovering bribery
and conuption, given their role in auditing the accounts of
companies. Indeed, many corruption cases have been uncov-
ered during tax audits. Many countries have issued guide-
lines for tax inspectors to help them identify which types of
expenses may be considered as suspicious transactions likely
to constitute bribes. Many have also made it mandatory for tax
administration o cials to report cases of suspected foreign
bribery, although some countries are still lagging behind on
this issue (Fnland; OECD, 2010b). Ih other countries, auditors
duty of condentiality can prevent them from reporting sus-
pected acts of foreign bribery (Germany; OECD, 2011b).

Fnally, countries should encourage companies to establish
eective intemal control, ethics and compliance systems that
include clear reference to company policy aganst such prac-
tices,including the consequences of engaging in corrupt prac-
tices, and channelsfor bringing such activities to the attention
of management (Germany; OECD, 2011b).
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44 KEYANINGEANDBIRAIONS

In summary, whilst acknowledging that some countries still
have some way to go before reaching the expected enforce-
ment standards of their enti-bribery legidation, the peer
review reports nevertheless contain many examples of good
practice from which other countries can leam:

n Sgnadling that the Tght against foreign bribery isapolitical
pricrity. Thiscan be done by increasing investigatory and
prosecutorial erorts as well asby investing in expertise and
resourcesin the agencieshandling these types of cases.
Particularly good practice in this sense is to take a proactive
and publiclyvisible stand.

n Having the institutiona and regulatory mechanismsin
place to bring forth information about foreign bribery
cases. In terms of institutions, those countriesthat deploy
specialised agencies ortask forces have generdly been
commended for doing so.

n Having e"ective whistleblower protection in place Mthis
can increase the amount of information brought to the
responsible authorities.

n Communicating st and foremost to those in aposition
to either break or enforce the law, but aso to the general
public, the political will to enforce legidation, aswell asthe
existence and functionsof the ingtitutional mechanisms
and regulations. This helps to raise the proTie of the Tght
against bribery.

n Setting harsh enough pendtiesto be an eTective detemrent
for companies doing business abroad and to sgnal to the
entireintemational business community that briberyisno
longer an option.
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http://www.oecd.org/daf/bribeninintemationalbusiness/.

According to the Anti-Biibery Convention, bribing aforeign public ocial isde™ned as htentionally to o™er, promise or
give any undue pecuniary or other advantage, whether directly orthrough intermediaries, to aforeign public o™cial, for
that ocia orforathird party, in order that the o™ cial act or refran from acting in relation to the performance of o cial
duties,in orderto obtain orretain business or otherimproper advantage in the conduct of intemational business™
(Article 1 of the Anti-Bribery Convention: OBCD, 2011a).

The only non-OECD country party to have been sanctioned isBulgaria (oneindividud).
Recommendations reinforce the framework of the convention Tor complement the conventions.

The follow-up reportsare self-assessment reportssubmitted to the WGB by parties to the Convention. The follow-up
reports are generaly submitted within two years of the reviews. Several countries have now undergone Phase 3 reviews
and will have advanced even further on implementing the recommendations from the Phase 2 reviewsthan this

Tgure shows.

These countriesare: Australia, Austria, Canada, Finland, France, Gemany, Greece, Hungary, Iceland, ltaly, Japan, Korea,
Luxembourg, Mexico, Netherlands, Norway, Sovak Republic, Spain, Sveden, Switzerand, United Kingdom and
United Sates.

The examplesused and countries mentioned are forillustrative purposes and are the respon sibility of the authors.
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Hesang reveringand
repetnaingddenassts

Progress on recovering stolen assetsto developing countries
has been modest. OECD countries can do more to signal that
asset recoveryisapoliticd priorityandto putin placetheneces-
sary legd and institutional framework to repatriate assets. This
means dedicating more resources to the legal and technica
expertise to handle complex and costly casesinvolving devel-
oping countries. It also means adopting lega best practice,
such asallowing for rapid freezing of assets when requested
to do so by a foreign jurisdiction; directly enforcing foreign
con"scation orders; alowing for non-conviction-based asset
conTscation;recognising foreign non-conviction-based forfei-
ture orders; allowing foreign countries to initiate civil actions
in domestic courts; and where appropriate allowing compen-
sation, restitution or other damages to benet a foreign juris-
diction. In tum, developing countries must make it a priority
to engage in eTective mutual legal assistance, provide the
necessary information to investigating authorities with which
they co-operate, and proactively pursue and sanction their
nationasimplicated in corruption cases.

INTRCDUCITON

What can bedone once stolen fundshave left the developing
wond? As the previous chapters show, the systems in place
to prevent illicit Tancia "ows from leaving the developing
word and entering OECD countries are not yet watertight.
Cnewayto counterillicit "nancial "owsisto recoverand repat-
figte stolen assets to their jurisdiction of origin. Recovering
assetsstolen by conupt leaders and their associates can serve
three distinct pumposes. First, it has the potentia to provide
additional resources to developing country govemments
and thereby help spur development. Second, by signdling
that there are consequences to corruption and that corrupt

FREANG FERVERNGANDREATRATNGSTR ENASEETS

money will not be easily hidden, it can have adeterrent e™ect
on corruption and theft anong political Tgures. Lastly, asset
recovery can signal to victims that justice has been done.

Recognising these potential benerts, OBCD countries have
committed themselves to repdtriate stolen assets to their
jurisdiction of origin. The United Nations Convention Against
Comuption (UNCAC) Mrati"ed by all but four OECD countries
“hasan entire chapter dedicated to asset recovery (Chapter 5,
UNQDC, 2004). In addition, many OECD members have reaf-
rmed their commitment to asset recovery through other
major fora and political processes, such as the G8 and &20.
OHEXD countiieshave also highlighted asset recoveryas acore
development issue in aid e ectiveness. As part of the Busan
Partnership for E ective Development Co-operation, signato-
ries committed to Strengthening nationad and intemational
policies, legal frameworks and institutional arangements for
the tracing, freezing and recovery ofillegal assets(OECD, 2011).

The am of thischapteristo take stock of how OBCD member
countries are performing on their commitments to recover
assets obtained through corruption. It measures the volume
of money frozen and retumed, and shows some of the main
features of the legal and institutional structuresin place todeal
with asset recovery. This chapter is based on two reports by
Solen Asset Recovery (3AR) and OBECD from 2011 (Tracking
Anti-Corruption and Assst Recovery Commitments) and 2013
(Tracking Asset Recovery Commitments, Part 2 - forthcoming)
While this chapter focuses primarily on e orts by OECD
countries, it isimportant to stress that asset recovery isnot a
one-way street. On the contrary, e7ective collaboration across
jurisdictions, including developing countries, is a the heart of
successful asset recovery e orts.
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In preparing for the Fourth High-Level Forum on Aid
E ectivenessin Busan, Korea (December 2011), the OECD and
the Solen Asset Recovery (RAR) initiative surveyed OBCD
countriesto take stock of their commitments on asset recovery.
The survey measured the amount of funds frozen and repat-
ridted to any foreign jurisdiction between 2006 and 2009. It
found that during this time, only four countries (Austrdia,
Switzerland, the United Kingdom and the United Rates) had
retumed stolen assets, totaling USD 276 million, to a foreign
jurisdiction. These countries, plus France and Luxemburg, had
also frozen atotal of U 1225 billion & the time of the survey.

In 2012, the OBCD and SARlaunched a second survey meas-
uring assets frozen and retumed between 2010 and June 2012,
In thistime period, a totd of approximately USD 14 billion of
corruption-related assets had been frozen . In terms of retumed
assets,atotd of USD 147 million were retumed to aforeign juris-
diction in the 2010-June 2012 period. This is a dight decrease
from the USD 276 million recorded from thelast surveyround.

Also, during 2010-June 2012, the mgjority of retumed assets
and 86% of total assets frozen went to non-OBCD countries
while in the 2006-09 period asset recovery mainly beneted
OHED countries.

FesAngddenasds

Figure 51 shows the volume of frozen assets during the two
survey periods for OBCD countries! During the latter period
(2010-June2012), Switzerland accounted forthe largest volume
of frozen assets (56%), followed by the United Kingdom (32%)
and the United Sates (8%). These countries al have large
nancid centres and have made asset recovery apolitical pri-
onty. Belgium, Canada, Luxembourg, the Netherdands and
Portugal had also frozen some assetsduring this period. Many
OHXD countries have not frozen any corruption-related assets
to date. While this may be due to legal and policy obstacles,
it may also be that few illicit assets had been placed in these
countriesto start with.

- Which OECD countrieshave frozen stolen assets?” (Reported in the OECD and AR surveys)

Assetsfrozen 2006-09
(USD million)
United Sates
Luxembourg UsD 412
USD 508 34%

41% 4

TOTAL

ASSETSFROZEN
2006-2009

. UsD 1.225BILLION

France
usD1
0.1%

United Kingdom
USD 230
19%

Switzerland
usDe7

Australia 5%

usD7
1%

* Note: These assetsraate to proceeds of corruption.

Assets frozen 2010- June 2012
(USD million)
Switzerland Umsgegs Pjngdom
usD 786 Sy
56%

TOTAL
ASSETSFROZEN
2010-JUNE2012

USD 1.398 BILLION

United Sates
usD 112

8%
Luxembourg

usD 27

2%

Canada
usD 3
0.2%

NOT SHOWN
Netherlands USD 1 (0.1%)
Belgium USD 0.3 (0.02%)
Portugal
UsD 18
1%

Source OECD and SAR (2011) The 2010-June 2012 AR OECD study is expected to be released in January 2013.

8 MRS RNCEDREFRNSESTOLUTCTHNANIA HOMNSHROMIBACRNGEINIRES. © (HDADB



Assetsreturned 2006-09
(USD million)

Switzerland
UsD 146
53%

TOTAL
ASSETSRETURNED
2006-2009
USD 276 MILLION

United Kingdom

United Sates
usp?2 usD 120
1% 44%

Australia
usb g
3%

*Note These assetsrelate to proceeds of coruption.

Switzerland

FREANG FERVERNGANDREATRATNGSTR ENASEETS

gL Recovered stolen assets™ (Reported in the OECD and StAR surveys)

Assets returned 2010-June 2012
(USD million)

United Kingdom
. USD6E7
. 45%

TOTAL
ASSETSRETURNED
2010- JUNE2012
USD 147 MILLION

usD 20

14% United States

usD 60
4%

Source OECD and AR (2011). The 2010-Line 2012 3 AR OECD study isexpected to be released in Jnuary 2013.

Reooeredddenasss

Figure 52 examines the USD 147 miillion in stolen assets that
were retumed to a foreign jurisdiction between 2010 and
June 2012, and the USD 276 million retumed between 2006
and 2009. Fom 2006 to 2009, four OBCD member countries
reported the retum of conmuption-related assets. More than
half, 53% was retumed by Switzerand, and another large
share, 44%, by the United Sates, while Austrdia (with 3%)and
the United Kingdom (with 1%) accounted for much smaller
retumed amounts. Only three OECD countries had retumed
corruption-related assets between 2010-line 2012: the United
Kingdom (@5%oftotal assetsretumed) followed by the United
States (41%) and Switzerland (14%).

52 ASSHREO/ERYINTHECNTEXTAF THEARABSRNG

The Arab Soring has helped focus attention on intemational
asset recovery. As long-standing govemments began to
tumble in Tunisia, Egypt and Libya in early 201, banks and
govemnments the world over started freezing billions of dollars
held by these countries previous leaders and their associates.
For example, a mere hour after Egypt's ex-president Hosni
Mubarak stepped down in February 2011, the Swiss govem-
ment ordered itsbanksto freeze his assetsheld in Switzerand
on suspicion that theywere the proceeds of corruption. Other
OHEZD member countries followed suit. The Eiropean Union
ordered an BJ-wide freeze of assets linked to Tunisids ex-pres-
ident Zine B Abidine Ben Ali in Jnuary 2011, and of assets
linked to ex-President Hosni Mubarakin March the same year.

Despite the heightened attention to asset recovery following
the Arab Soring, relatively few assets have to date been
retumed to the a ected countries, and the process of recov-
efing the stolen assets is proving to be both long and cum-
bersome (Cadigan and Prieston, 2011). The main obstacle
to retuming stolen assets to these countries is being able
to provide solid enough proof that the assets were gained
through corruption.
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Asset recovery in the context of the Libyan uprising and consequent regime change has not followed the path of mutual
legal assistan ce requests or criminal casesinitiated by OECD countries. In addition, the Libyan assetsthat have been frozen are
not necessaily proceeds of corruption. They have therefore not been included in Figure 5.1 which reportsthe results of the
OECD/ AR Qurvey. The specia case of recovering Libyan assets nonetheless deserves some attention because ofthe large
volume of assetsinvolved and the way in which the intemational community has acted through intemational legislation.

The 2010-12 survey showed that four OBECD countries have frozen a tota ofamost USD 26 billion of Libyan assets. The United
Kingdom froze amost USD 20 billion in this period, followed by the Netherands (USD 4 billion), Sveden (USD 16 billion) and
Switzerland (USD 400 million). Cther countries, such as Australia and Canada have made e orts a freezing Libyan assets.

These assets were frozen following resolutions passed in the United Nations Security Council (UNSC). In February 2011, a
UNSC Resolution (1970) was passed which ordered the freezing of Muammar Gaddars regime's asset s held intemationdly.
This UNSC Resolution was followed by UNSC Resolution 1973 in March, which reinforced the asset freeze. The UNSG
instituted asset freeze covered 13 Libyan individuals and 6 entities. Switzerland, the United Kingdom, the United Statesand
the Hiropean Union went further and ordered the freezing of assetsheld by a largernumber of individuas and entities asso-
ciated with President Gadda™ (Rubenfeld, 2011). In September 2011, another UNSC Resolution (2009) was passed, allowing
some Libyan assets to be unfrozen so as to benert Libya's Nationd Transitiona Council. Retumning stolen assetsto countries
lacking astable govemment, such asin the Libyan case, highlightsthe question at the heart of asset recovery: how to ensure

that retumed assetsare used for development and poverty reduction?

" For adiscussion of thisissue, see 3AR(2009).

As a response to these challenges, several OBCD member
countries have aided the process of bringing forth asset
recovery casesand delivering such proof. Switzedand has sent
judicia experts to both Egypt and Tunisia; US investigators
and prosecutors have visited Egypt, Libya and Tunisia to work
directly with theirrequesting country o cials, and Canada has
provided assistance on asset recovery to Tunisian o™ cias.

In addition,some govemmentshave taken stepsto strengthen
domestic inter-agency co-operation. For example, in 2012 the
United Kingdom launched a cross-govemment tesk force
on asset recovery to Arab Spring countries. To date, the mul-
ti-agency task force has visited Caro to forge links with their
counterparts in the Egyptian authorities, and has posted a
Crown Prosecution Service prosecutor and a Metropolitan
Folice Financid Investigator to Egypt. In the near future, the
United Kingdom will post a regional asset recovery adviser to
the region to assist the authorities in Egypt, Libya and Tunisia
(United Kingdom Parliament, 2012). In November 2012, the

Hiropean Union announced that its member countries had
amended legisiation to facilitate the retum of the frozen assets
formerly belonging to former presidents Mubarak and Ben
Ali and their associates to Egypt and Tunisia respectively. The
new legidative framework authorises BJ member countries to
release the frozen assets on the basisofjudicial decisions recog-
nised in BJ member countries. It aso facilitates the exchange
of information between BJ Member States and the relevant
Egyptian and Tunisian authorities to assist in the recovery of
assets to these countries (Eiropean Commisson, 2012).

The experience of retuming assets in the context of the Arab
Sporing has highlighted the need for e "ective legal franeworks
aswell asintemational co-operation and support. In 2011, the
8 launched the Deauville Partnership with Arab Countriesin
Transition, which included an Action HAan on Asset Recovery
(G8B, 2012). This Action Flan commits G8 members to promote
co-operation and case assistance, support eorts in asset
recovery through technica assistance and capacity building,
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1) Adopt and implement comprehensive strategic policies to combat corruption and recover assets.

2) Ensure that lawseectively target comuption and asset recovery, and provide the necessary powers to rapidly trace

and freeze assets.

3) Implement institutionad reformsthat encourage the active pursuit of cases, build capacity, and improve trust and

co-operation with foreign counterparts.

4) Ensure adequate funding for domestic law enforcement erortsand fosterintemationa co-operation in

kleptocracy cases!
5) Collect statistics to measure results.

" Keptocracy isaform of political and government corruption wherethe government exigstoincrease the personal wealth and political power of its
oZ cialsand the ruling classat the expense of the wider population, often without pretense of honest service Thistype of government comruption isoften

achieved by the embezzlement of date funds

Source: OBTY AR 2011} Tradang Anti-Gorruption and Asset Recovery Commitments ARogress Report and Recommendationsfor Action.
OHEZD and the International Bank for Recondruction and Development/ TheWord Bank, Paris availableat www oecd org/dac/govemance-develop-

ment/ 49539658 pdf.

and publish national guides on asset recovery. Gtherinitiatives
related to this Action Han include the announcement by the
United Sates that it will appoint two Department of Justice
attomeys to specidise exclusively in the recovery of illicitly
acquired assets from the region. Fnally, the Action Flan has
introduced the Arsb Asset Recovery Forum, a collaborative
regional initiative involving G8 and Arab countries in transi-
tion, aswell as certan countries Tsuch as Switzerland "which
are playing an active part in repatriating assetsin the region.

53  IMFRONGTHEEFECTIVENESSOFrASEET RO/ARY
ATCEEEDVEVERCGANRE

Asset freezing, recovery and repatriation involves a dow and
complex legd process. Respecting due legal process, and its
sometimes heavy burden of proof, is essential. There are a
number of legal, institutional and organisational matters that
need to function smoothly in order to convince a judge or
a jury that certain assets are the proceeds of corrupt activi-
ties,and that these fundsmay be conscated and retumed to
their jurisdiction of origin. Apart from delivering satisfactory
proof that assets arelinked to criminal conduct, the process of

recovering assets stolen by corrupt leaders faces other obsta-
cles too, including insuIcient legal precedent, lack of co-op-
eration from nancia centres and govemments,and domestic
political interference (Masic and Cooper, 2011).

The st OBCD/SIAR survey on asset recovery, a SAR/OECD
publication, Tracking Anti-Comuption and Asset Recovery
Commitments, found tha politicd will is the most important
attribute in the quest to recover stolen assets. The report states
that strong and sustained political leadership backed by nec-
essary laws is directly linked to actud progress on foreign cor-
ruption and asset recovery (OECD/SAR 20M). ndeed, those
countries showing the greatest reaults on asset recovery have
al adopted and implemented comprehensive policies that
identify asset recovery as a prionity, end have committed the
tools end resources necessary for results. The report made ve
recommendations for OECD DAC member countries, develop-
ment agencies in donor countries, and co-operation agencies
of developing countries (Box 5.2). The following section will
discuss current practices across OBECD member countries and
analyse the extent to which these practices correspond to the
recommendationsmade in the OBCD/SARreport.
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Adopt andinplerrent comprehensivedraegicpaides

Having a clear asset recovery policy and strategy in place is
a good way to signa politicad commitment. Institutions often
align theirerortsaccording to such political priorities. A policy
has the potential to empower authorities to take rapid action
on this very complex agenda. As such, policies serve as plat-
forms for further legidative and institutional developments. In
addition to (B countries adopting the Action Plan on Asset
Recovery, several OBCD member countries have comprehen-
sive policieson asset recovery.

n TheUnited Sates Kleptocracy Asset Recovery hitiative:
implemented in 2010to target and recover assetsstolen
by foreign o cialsand hidden in the United Sates. The
initiative reaches across three sections of the criminal
division of the United States Department of Justice.

n Switzerand's policy on asset recovery for the Arab Spring
countries (see above), which designates Soecial Points of
Contact in Egypt and Tunisia,and sends magistratesto help
draft mutual legd assistance requests for these countries.

n TheNetherlands national programme launched in 2011
to furtherintemational asset recovery. Known as Afpakien,
the policy provides BJR20 million annually for law
enforcement authoritiesto pursue asset conscation, and
ams to conmscate BJR 100 million by 2018.

n TheUnited Kingdom is developing anew policy on
asset recovery.

Enaree edivelanson asst recovary

Recent years have seen the development of intemationd law
on the recovery of assets stolen through corruption. Asmen-
tioned above, the UNCAC includes provisions for the freezing,
seizure, con "scation and recovery of assets obtained through
corruption. Sate parties to this convention must make provi-
sionsin theirown legislation in accordance with those stated
by the convention. The 2000 United Nations Convention

aganst Transnationa Organized Grime (UNTOC) also contains
provisions for mutua legal assistance in investigating and
prosecuting coruption orences. All but three OBCD member
countries have signed and rati™ed the UNTOC. Becoming
partiesto these two intemational conventionsisan important
step in ensuring a sound domestic legd framework for asset
recovery.

Severd OECD member countries have enacted new laws or
amended existing ones on asset recovery in recent years.
Some recent legal innovations are worth highlighting. For
example the Swiss Federal Restitution of lllicit Assets Act 2011
deals with retuming stolen assets when they cannot be
retumed through mutua legal assistance channelsdue to fail-
ures in the victim state’s judicid system. In these cases the Act
shiftsthe burden of proof to the allegedly comupt o cid, who
must be able to show that the assets that have been frozen
are legitimate. If the o™cial cannot provide such proof, the
assets can be conTscated by the Swiss state. A similar take on
dealing with the often dircult task of proving corruption can
be found in Australids Tnexplaned wealth lawof February
2010. Under this law, a court can demand that a person pro-
vides proof of the origin of his or her wedth if there are rea-
sonable grounds to suspect that it exceeds what could have
been lawfully acquired. This law concems ctiminal monies in
general and not only those originating from corruption.France
has similar legislation, making it an o™ence if a person cannot
show sucient incometo correspond to his or her lifestyle.

The 3ARInitiaive, the G8 and the G20 have recommended
a number of best practices conceming asset recovery laws
which OECD member countries should aspire to imple-
ment. These concem the rapid freezing of assets, non-con-
viction-based conscation, foreign conscation orders, civil
action in asset recovery cases and compensation in cases
involving asset recovery. Table 5.1 shows to wha extent
current practices across OBECD member countries correspond
to thisintemational best practice. Thisinformation is avalable
for 18 of the OBCD member countries that responded to the
joint SAR/CECD survey (2010 - June 2012)
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How do OECD member countries perform against legal best practice?

RatiCed or New Asset  Rapid Direct NCB Recognize Foreign countries Courtscan order
Acceded  Recovery Feezing Enforcement contscation foreign NCB  caninitiate civil compensation,
toUNCAC Laws (48hrs) of foreign law con=cation action in redtitution or other
con Sscation orders domesticcourts  damagesto aforeign
orders jurisdiction
Australia n n n n n n I I
Belgium n | n I I I n
Canada n n n n n n n n
Denmark n I n I I I n n
France n n I I I n n n
Germany | | n I I | n n
lsrael n n I n n n n n
Italy n n I n n n n n
Japan I I I n I | n I
Luxembourg n | n I I I | n
Netherlands n n n I I I
New Zealand I I I n n I n
Norway n | n n | n n n
Portugal n n n n n n n n
%;:It:lic L L 2
Spain n | | | | | n n
Sweden n I I I n I n n
Switzerland n n n n n n n n
United
Kingdom n I I n n n n n
United Sates  n n I I n n n n

nYES | NO n UMTED | BJONLY
Note Thistable isbased on repponsestothe3 AR OED quedionnaire. Responsesweare not received from Czech Republic (also hasnaot ratiCed UNCAC), Eonia,

Rnland, Greece Hungary, lcdand, Ireland, Korea, Mexico, Foland, Sovak Republic, Sovenia, Turkey.
Source OBZDY S AR2012 survey of OBZD member dates
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To start with, domestic laws should facilitate the rapid tracing,
freezing and retum of stolen assets. Soeed is of the essence
when it comes to tracing and freezing liquid assets, as crimi-
nas can quickly transfer funds out of the authorities reach or
even dispose of property if they receive signals that the author-
iies are after them. One useful way is to dlow for non-con-
viction-based asset conscation or forfeiture, which dlows
authorities to conscate fundsin the asence of a criminal con-
viction. Thisis particularly useful when the suspect isdeceased,
has red oris immune from prosecution. Another gpproach is
to alow authorities to freeze funds if requested to do so by a
foreign jurisdiction. Wwhen adomestic freezing order requires a
criminal charge to be initiated rst, this can delay the process
signicantly and compromise the ability to seize assets.

Another important avenue for repatiiating stolen assetsto a
foreign jurisdiction isto allow the victim country to initiate civil
action in their own courts. Civil actionsgenerally operate on a
lower standard of proof than criminal actions and often cary
less stringent statutes of limitations rules. Finally, many coun-
tries lack laws that alow them to order compensation, resti-
tution or damages to a foreign jurisdiction. Thisis obviously a
major barier to recovering stolen assets, and those countries
that have such limitations should urgently address them.

In addition to nationa laws, new BJ-wide legislation on asset
recovery isin the process of being formulated. In March 2012,
the Hiropean Commission proposed a new directive on asset
recovery, introducing minimum rules to which BJ member
countriesmust adhere. The proposed directive amsto make it
more dircult for criminals, including corrupt political leaders,
to hide assets in BJ countnes. It will, for example, allow con-
scation of crimind assets where a criminal conviction is not
possible because the suspect is deceased orhas med (imited
non-conviction-based conscation). It will also ensure that
authoritiescan temporarily freeze assetsthat risk disgppearing
if no action is taken (precautionary freezing). Moreover, it cals
for the systematic collection of data on asset conTscation
and recovery.

E ediveinditutiond frameworksfor asset recovery

From an operational perspective, nothing can be achieved
without having sucient technicd and legal expertise in place
to handle asset recovery cases. Quch cases are complex and
require highly specialised investigative and legal expertise,
which is often scattered across diTerent agencies. Countries
are recommended to put in place speciaised units with
trained practitioners and adequate resourcesto focus on pur-
suing conuption and intemationa asset recovery cases.

The ingtitutional frameworks for asset recovery are set up in
a number of direrent ways across OECD member countries.
Some countries have established specialised multi-agency
units for investigating, tracing and recovering stolen assets.
Austrdia, for example, has set up the multi-agency Gimind
Asset Conrscation Taskforce, which investigates corruption
and intemational asset recovery cases. The taskforce combines
the resources and expertise of the federal police, crime com-
mission, taxation o7ce and public prosecutions. This enables
a conscation strategy to be talored to each individual case,
whether through proceeds action, tax remedies, civil debt
recovery or recovery through intemationd co-operation with
foreign law enforcement and anti-corruption agencies.

In other countries, asset recovery eTortsare placed in oneloca-
tion, such asthe Department of Justice's Asset Forfeiture and
Money Laundering Section in the United Sates, which hasa
team of attomeys and investigators focused on investigating
and recovering assetslinked to intemationa corruption.

In some OECD member countries, specidised units can be
found across several institutions. Germany, for example, has
specialised units for asset recovery in the Federal O7ce of
Justice, the Federa Criminal Police Oce, the prosecution
orces, and the police forces (both federa and state), and in
other services (eg. customs). These are al resourced by an
Asset Recovery Fund.
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Recognising the need for e cient intemational co-oper-
ation and rapid exchange of information between coun-
tries in the European Union, a 2007 Eiropean Council
decision requires al BJ countries to establish a nationa
Asset Recovery O ce (ARD).! These AROs are designated
points of contacts responsble for exchanging informa-
tion and best practices, both upon request and spon-
taneoudy, between BJ countries. (B8 members have
aso recently pledged to promote eective intemationa
co-operation on asset recovery. Through the Action Flan
on Asset Recovery, 88 members are obliged to designate
or gppoint an o ce or person responsble for inquiries,
guidance or other investigative co-operation permitted
by law (G8, 2012).

Intemationd networks on asset recovery also facil-
itate intemational co-operation. The Qoba Focd
Roint Initiative on Asset Recovery, created by SAR and
INTERPOL, was established in 2000. It is an intemational
pooling of resources and expertise for asset recovery
with up to two focal point experts for each of INTERPOLs
members. Another intemationd network in the area of
asset recoveryisthe Camden AssetsRecovery Interagency
Network (CARIN),an informal inter-agency network repre-
sented by a law enforcement o cer and judicia expert
from each of its members. All but "ve OBCD member
countriesare eithermembersor observersofthisnetwork.

" Council Decision 2007/ 845 HA of 6 December 2007

Cthermember countrieshave separate teams dealing with cor-
ruption and asset recovery. In the Netherlands, asset recovery
falls under the remit of the Gimina Asset Deprivation Bureau
Rublic Prosecution Service, while corruption is fought by the
Nationa Public Prosecutor's O ce, the Nationd Folice Intemal
Investigation Department and the Fscal and Economic
Intelligence and Investigation Service. In Sweden a National
Anti-Corruption Unit has been placed within the prosecution
authority and a Nationd Corruption Group is situated within
the national police authority. Finally, in the United Kingdom,
the Proceedsof Grime Unit is placed in the Serious Fraud Oce,

FREANG FERVERNGANDREATRATNGSTR ENASEETS

and two specialised investigative units focusing on corruption
in developing countries are based in the Metropaolitan Folice
Service and the City of London Rolice. The United Kingdom
also has a gpecidised prosecution unit based in the Grown
Prosecution Service.,

Having in place specialised and designated units for asset
recovery is dso a good way of tackling one of the greatest
challenges to recovering stolen assets. eective intemational
co-operation. At the multilaterd level, several policies and ini-
tistives have been enacted to facilitate intemational co-opera-
tion in asset recovery (Box 5.3).

Adequ eresourcesfor asset recovery

E ective asset recovery requires suIcient investment, both
"hancidly and in sta™ The needs vary by country, but gener-
ally include training for law enforcement o™ cers and others
working on asset recovery, adequate dedicated sta™with suf-
Ttient expertise and funding to caryout the work e ectively.
The actual investment made in asset recovery e"ortsisaclear
re"ection of political wil. According to the 2010-June 2012
OECD/SAR survey, most OECD member countries have
invested in training, sta”ing and funding. Cther investments
include the establishment of an information-sharing pla-
fomm on foreign briberyin Japan, and anti-corruption training
organised by Bitish embassies for companies and embassy
sta™] In some countries, such as the Netherands, foreign
corruptionelated asset recovery is part of wider eTorts to
recover assets from intemationa crimes, making it dircult to
gauge the resourcesare invested in recovering stolen assets.

Sinceasset recovery erortsare generaly quiteexpensive,some
countries have come up with innovative ways of ™ancing
them. For example, the United Kingdom’s Proceeds of Grime
Unit in the Serious Fraud O™ ce Tdedicated to identifying the
extent and whereaboutsof cimina bene™ Thasfor the past
two years been funded by the Asset Recovery Incentivisation
Scheme. This scheme is a govemment strategy to improve
activity and performance in tackling proceeds of crime work
within the crimind justice system. The beneciaies of the
scheme include investigation agencies, prosecutors and the

MG RNGEHEDRENSSTU L CTANANTA HOAFROMOBRA (RNGELNIRES © CEDAS b



court. The scheme is Tanced from receipts of recovered
assets, net of compensation to victims and costs incurred in
enforcement (both conviction and non-conviction-based for-
feiture orders).

The costly nature of asset recovery dso requires discussion
about cost-sharing mechanisms. Developing countries may
have few additiona resources to dedicate to this issue, given
theirtight "scal situation, and adiscussion about proper cost-
sharing arrangementsmay be timely.

Qlled ddidicstonesarereallts

To ensure that asset recovery policies, laws and institutions
are e"ective and that intemational commitments are fulTled,
countries should collect information and statistics on corrup-
tion and asset recovery. Developing a set of metrics for meas-
uring progressin asset recovery erortsisagood idea asit can
aid communication between the ancia centre and govem-
ment authority. In the Trst OBCD/ AR survey (2006-09), most
OECD member countries acknowledged they were having
diTculty gathering data on asset recovery caseswith an inter-
nationd component. In the second OECD/ AR survey (2010-
June 2012) most countries report that they still do not have a
system in place for the systematic collection of data on inter-
nationd asset recovery cases, athough some report that they
are working on it. Several countries report that while data
on asset recovery exidt, it is not possible to distinguish cases
linked speciTcdly to corruption. For example, while the United
Kingdom has a single database for asset recovery cases, it is
not possible to di"erentiate coruption cases from other cases
in the database because the o"ence forwhich corrupt individ-
uasisconvicted may not,in itself indicate that itisan overseas
corruption case.

54 VWHATSH-SMNCE/H CANSCANTRESTAKE

Aswith theissues covered in the other chaptersof thisreport,
asset recovery will only be erective with the proactive co-op-
eration and leadership of developing countries. For a start,
developing countries must take the lead in investigating and
initiating the search for stolen fundsand then request forand
e ectively engage in mutual legal assistance. Asset recovery
will not work if destination countries are somehow expected
to be regponsble for the entire asset recovery process, from
case initiation to investigation and retum of assets. The
authorities in developing countries also have to show a rea
commitment to Tghting corruption and to bringing to justice
their nationals found guilty of corruption and theft of funds.
Finally, a debate needs to be held on the best way of man-
aging repatriated funds. Gven the important symbolic e™ect
of repatriating stolen assets, authorities have an interest in
demonstrating that retumed funds are spent in a way that
ensures the maximum bene™ for their populations.

55 KEYANINGEANDBIRAIONS

For (EDaountries

n Adopt clear,comprehensive, sustained and concerted
strategies and policies for asset recovery. Thiswill signal
political commitment and empower authoritiesto take
action and create legidation.

n Putin place adequately resourced and trained specidised
units forintemationa asset recovery.

n Ratify the UNCAC and UNTOC, if not dready done, and
ensure e"ective legal frameworks for asset recovery.

n Strive to adhere to intemational legal best practicesfor the
rapid tracing, freezing and retumn of stolen assets; to allow
non-conviction-based asset conscation/forfeiture; to
permit authorities to freeze fundsbased on arequest from
aforeign jurisdiction; to allow foreign countriesto initiate
civil actionsin their courts; and to pemmit courtsto order
compensation, restitution or damagesto the benet ofa
foreign jurisdiction.
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n Investin human resources and capacity building.

n Collect information and monitor progress on matters
conceming intemationd corruption and asset recovery.

n Enhance communication on asset recovery with other
jurisdictions and actively participate in intemational fora on
asset recovery.

n Provide technical assistan ce, capacity-building support and
case assistance to help other countriese™ectively deal with
asset recovery.

FREANG REIVERNGANDREATRATNGST ENASETS

For devdopingcountries

n Request and engagein mutud legal assistance and
demonstrate visible commitment to combating corruption,
bringing to justice those found guilty of corruption and
theft of public resources.

n Examine, in collaboration with source countries, the best
optionsfor managing retumed funds, keeping in mind the
important signdling e™ects to the public.

n Discusswith developed countries proper cost-sharing
arrangements for asset recovery cases.
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1. Bxchangeratesare based on averages (2008-12) for al currenciesexcept for the Eiro, which is based on an average
exchange rate over 2010/ 11. Sources: World Bank, http//datawordbank org/indicator FANUSFCRF end Intemal Revenue
Services, wwwirsgov/ Individuals/ Intemational-Taxpayers/ Yeary-Average-Qurrency-Exchange-Rates.
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Qeter 6

Riefor cevd goment agendes
iIncometingilliat Cnenad

“owsfromceve gaingaountries

Combating illicit "hancia Tows (IFs) from developing coun-
triesis an increasingly important area of work for development
agencies. This chapter highlights current initiatives by bilateral
development agencies to tackle corruption and money laun-
dering, reduce tax evasion and avoidance, and support civil
society erorts to ded with [FFsThe scale of donor support is
relatively modest and development agenciesare not exploring
the full range of options for supporting this complex agenda.
Development agencies could play a grezter role in combating
IFFs, manly on the ground in developing countries where
they must continue to help build technicd expertise and the
capacity to negotiate and use exchange of information agree-
ments, tackle abusive transfer pricing and investigate economic
crime. They should also support civil society organistions in
holding govemments to account and generating pressure for
reforms. Donors could consider engaging with and supporting
institutions in their own countries if this can biing bene™ts to
developing countries. They could also support further research
into illicit "nancid "ows, mantan politicd momentum within
OECD countries to ensure that current reforms have a devel-
opment dimension and undertake proper risk assessment to
target aid to where it ismost needed.

Intemationd economic and ancial crime has not tradition-
ally been a priority area of work for development agencies.
However, thisis changing with the heightened focus on illicit
ancial "ows and their adverse eTect on developing coun-
tries. Several development agencieshave recently entered the
IFF policy space, and have done so in avariety of ways.

This chapter gives a snapshot of recent and current action
to tackle illicit Tancia "ows being undertaken by bilateral
development agencies and others, Thanced through O™ cial
Development Assistance (ODA). It doesnot attempt to provide
an exhaustive catdogue of all support, ratherit aims to show
some innovative ways in which development agencies have
helped shape the IFF agendaand it outlines some optionsfor
ascded-up role for development agencies on the IFF agenda
in the future. Many multilateral agencies are also active in this
and sometimes take thelead in some partsofthe IFF agenda.
However, since the objective of thischapteristo assess OBCD
Development Assistance Committee (DAC) country e orts,
the main multilateral activities are described in Annex 6.A1.
While IFF-related ODA is not captured in adistinct category in
the DACsaid statistics, it ispossible to provide apicture of the
scope of donor support.

The 2011 OBCD/SAR progress report on asset recovery recom-
mends dl development agencies to Think outside the box™
and consider innovative ways to support their own domestic
e orts to advance the IFF policy agenda (OBCD and AR/ The
World Benk, 2011). This is dso the purpose of the Thtemationd
Drivers of Corruption™andytical tool, which asks donors to step
outside of their comfort zone and use awiderrange of leversto
combat conuption (OECD, 2011). This chapter proposes some
ways development agenciescan bring a development angle to
apolicy issue that isprimarily led by other actors.
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61 HIMSGHCALCEVHCHVENTASSSIANIEEENG
USDTOHGHTILUGTHNANGALHONS?

Taklingaxrruptionand nmoney laundering

Snce development agencies tumed their attention to the
importance of good govemance in the 1990s, ODA has been
used to Tght corruption in anumber of ways, from supporting
research and advocacy e orts to ensuring that aid itselfisnot
subject to leakages. The more recent IFF agendaadds afresh
layer to the traditiond anti-corruption packages provided by
donors by tuming attention to issues which require action on
the part of both developed and developing countries mand
erective intemational co-operation between the two. Some
experience shows that investing in anti-corruption e ortscan
have positive eTects. OECD DAC donor experience suggests
that for each USD 1 spent on investigating the proceeds of
corruption originating from the developing world and trans-
ferred to OECD countries, up to USD 20 has been tracked and
frozen, with a signi"cant proportion of that sum repatriated
to the treasury of the developing country in question Tan
impressive rate of retum.

A number of DAC development agencies Tance projects in
developing countries to help law enforcement institutions
improve how they dea with cross-border crime, corruption
and money laundering. In some cases, development assis-
tance is used to support specialised expertise from other
agenciesin the donorcountry. Forexample, the United States
Kleptocracy Initiative ™ implemented by the Department
of Justice and funded by the United Sates Agency for
Intemationd Development (USAID) ™ places US prosecutors
in prosecuting authorities in developing countries (Holder,
2012). Smilarly, the United Kingdom hasused funding from its
Department for Intemational Development (DFID) to "hance
institutions regponshble for "ghting cornuption in severa
developing countries. In Nigeria, for example, DAD has allo-
cated over GBP 5 million over seven years to Justice for All,
a project to increase investigation and prosecution capa-
hility in the Nigerian justice sector, including its anti-corrup-
tion agencies? A project titled Fght Against Organized Grime
and Corruption: Strengthening the Prosecutors’ Network™

Box6.1

The United Kingdom uses ODA to nance the
Intemational Corruption Group (I0G), made up of the Gty
of London Rolice, the Metropolitan Folice and the Crown
Prosecution Service. The aimisto strengthen the capacity
of these three institutions to bring corruption cases to
prosecution. Thetargetshere are United Kingdom citizens
and companies active abroad, as well as foreign politically
exposed persons active in the United Kingdom. While
the inter-agency collaboration under the I0G ensures
that investigative and judicial resources are channelled to
rghting corruption, the ™nancial contributions from DFID
ensure that ghting intemational corruption does not
compete with resources eamarked for Tghting crime in
the UK. In addition to ™ancing the ICG DHD also takes
part in the United Kingdom govemment's cross-depart-
mental Folitically Exposed Rersons Srategy Group, which
works to improve coherence across govemment depart-
ments on issuesconceming money laundering.

Source Fontana A (2011), Waking development assistance wark at home:
DfiD'sapproach to clamping down on international bribery and money
laundering in the UKZU4 Pradicelngght, Na 220115, U4 Anti-Coruption
Resource Centre, Bergen, Norway, available at www.u4.no/publications’
making-devalopment-asisance work-at-home-d_d-s-approach-to-damp-
ing-down-on-intemational-bnbey-and-moneylaundaing-in-the-uk.

supports prosecutors in the Westem Balkans? This project
was hanced by the Gemrmean Federd Ministry for Economic
Co-operation and Development (BMZ), channelled through
the BJ Instrument for Pre-Accession Assistance, and imple-
mented by the Garman Agency for Intemational Co-operation
(GZ) as the lead organisation . By seconding prosecutors from
various BJ member countries, the project hashelped develop
capacity for Tghting organised crime and conuption in the
Westem Bdkansand hasalso helped to improve cross-border
co-operation within the region.

Another approach has been for development agencies to
bring coruption championstogetherto shareideasand expe-
riences. The Corruption Hunter Network was founded in 2005
with the help of the Norwegian Agency for Development
Co-operation (Norad). The network comprises investigators
and prosecutors from di"erent countries, who meet twice
a year to share experiences (Davis, 2010). In 2010 the World
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~ Ocial Development Assistance support to the sector Government and Civil Societyin the DAC

Sector Classication (2011 data)

Womenisequaity

organisationsand institutions _ o

22%

Human rights

Media and free | ow of information 3.9%

1.7%

Legislatures and -

politicd parties Hections
1.1%

2.9%

Strengthening civil society
11.0%

Legal and
judicia development
18.3%

Source Authors calculationsbased on OBCLY DACdata

Bank hosted the st meeting of the Intemationd Corruption
HuntersAllian ce, bringing togethermorethan 200anti-corrup-
tion o™ cials from over 130 countries (Intemational Corruption
Hunters Alliance, 2010). This event is scheduled to take place
every two yearsand hasbeen "hanced by development assis-
tance from Australia, Denmark and Norway. Asecond meeting
took place in 2012.

A recent innovation is to use development assistance to
strengthen donor country ingtitutions to "ght corruption and
money laundering in developing countries (Box 6.1).

Degpite these initiatives, donor support for combating fraud
and corruption, including complex issues of economic and
"nancia crime is relatively modest. One reason for thisis that
many recipient countries do not yet prioritise such issues,
dthough this is starting to change. There is no accurate way
of measuring the exact levels of ODA support for combating
the various economic and nancia crimes which make up
theillicit "ows phenomenon and there is dso no ideal level of
support that donorsshould aspire to. VWWhat mattersiswhether
donors look for opportunities to support this agenda and are
willing to use ad in smart waysto addressissuesthat will have
a positive impact on developing countries, and whether they
are responsive when recipient govemments indicate such
issues as priorities.

\ , Public sector policy
R and adm.management
18.7%

Public | nance management
11.0%

Decentralisation and
support to subnational gowt.
6.7%

Anti-corruption
organisations and institutions
1.1%

Numbers from DAC statistics can help illustrate how donors
spend ODA funds on IFF related programmes. The sector
Govemment and CGvil Societyin the DAC Sector Classimtation
captures ODA targeting govemance work, including support to
rghting IFF In 2011, totd support to thiscategory reached USD
142 billion (@pproximately 11%of total ODA). Fgure 6.1 shows
the breskdown by sub-category and their relative weight.
Donorshave been reporting support to anti-corruption organi-
sationsand institutions asasub-category since 2000.

In 2011, USD 188 million was spent on anti-corruption organisa-
tions and institutions (1.1% of total spending in the govemance
category). Fublic Tnancia management (U3 19 Bn/ 11%oof totd
spending in the govemance category) is another sub-cate-
gory that would capture some IFF related support, through the
strengthening of public "hancid management (FAM) systems,
including in some cases bank supervison, AVL related isales,
customs and border controls, strengthened tax systems, etc.
Qupport tolegal and judicial development (UD 32 Bn/18.3%of
totd spending in the govemance category) helps to build the
capacity ofjudicid authontiesto investigate and prosecute eco-
nomic and "hancid crimes. Fnally, support to civil society USD
19 Bn and 11% of total spending in the govemance category)
and the media (USD 305 Mn/1.7% of totd spending in the gov-
emance category) can dso help nationd actors to investigate
illegal activitiesand advocate for reforms.
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Reduangtax evasonandawidance

Recent research on taxation and development has shown
that many developing countries are unable to respond to tax
evasion and tax avoidance erectively, and are wesk a nego-
tiating exchange of information agreements and establishing
erective transfer pricing legidation (see Chapter 3 for dei-
tions, plus Leite, 2012; RiropeAid, 2011). Development agen-
cieshave arole to playin this area, both in Tancing projects
in developing countries and in backing up the IFFagendain
their home countries. Experience shows that the retum on
tax-related investment, in terms of benerts for developing
countries, is signirtant. Although not speciTcaly targeted at
IFF; donor support worth USD 5.3 million between 2004 and
2010 to improve tax collection in H Salvador led to increased
revenues of USD 350 million per year Tan impressive rate of
retum. Approximately USD 15 000 of support for capacity
building in the area of transfer pricing by the OBCD Tax and
Development Programme to Colombia led to an increase in
revenues from USD 3.3 million in 2011 to USD 5.83 million in
2012 (@ ®%increase). Thisis a rate of retum of approximately
USD 170 of revenue perUSD 1 spent.

To date, several development agencies have provided tech-
nical assistance and other support to developing countries
tax authorities. For example, in 2011 Norway launched the
Taxation for Development Programme, which capitalises on
Norway's own experiences with natural resou rce govermnance
to help resource-rich developing countries improve their tax
collection. Apart from technica assistance, the programme
also focuseson providing research,spuming public debate and
improving co-operation at the intemational level in the areas
of taxation and capital Tight.* n Tanzania, for example,Norway
has funded an in-depth study on IF- conducted by the coun-
try’s central bank. In Zambia Norway is supporting the rene-
gotiation of contracts between the Zambian govemment
and large multinationals in the mining sector. In the Zambian
case, Norwegian development assistance has, anong other
things, ™hanced the audits of three mining companies to
determine whether their transfer pricing practices are in line
with intemationd standards® Norway has also helped set up

a nancid intelligence unit in tha country. According to the
Zambian authorities, each ofthe transfer pricing auditshasled
to adjustmentsin taxable income by the companies. Again,
although not strictly targeted a combating IFFs, these cases
make a compelling case for ODA to be used as a catalyst for
institutiond development in the tax meld.

Canada has ™anced a project in Boliviato ensure that naturd
resource revenues stay in the country. In thiscase, the Canadian
Intemationa Development Agency (QDA) Thanced the project
while the Canada Revenue Agency provided assistance to
establish a specialised unit in Bolivia responsble for collecting
and managing taxes paid by oil and gascompanies?

Norway is also leading the ™eld in using development assis-
tance to support the IFF policy agenda at home. Following
its 2009 report, Tax Havens and Development, the Norwegian
govemment established aworking group and aforum of vice
ministers to address [FFissues. In addition, it launched the dia-
logue project Capitd and Development and provided grants
to organisers of public debates on IFF and development
(Fiskaa, 2011).

Fnally, gpart from ™hancing speciTc projects, a number of
donors have supported the IFF agenda more indirectly by
funding various organisations specialised in providing assis-
tance. Forexample:

n the German govemment isone of several donors
which hasused development assistance to "hance
the Intemationd Tax Compact (ITCY

n severd donors have contributed extensive Tancid
support to the African Tax Administration Forum (ATAFF

n the research-based Intemational Centre for Tax and
Development (ICTDY hasbeen ™anced by DFID
and Norad.
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While these examplesshow that development agencies have
been active in tackling tax evasion in developing countrieson
many fronts, as with support to anti-corruption and money
laundering, thelevel of donorsupport remainslow. Data from
DAC statistics suggeststhat only about 0.1%of total ODA goes
to tax-related activities. However, the exact scde of this type
of assistance is dirTcult to estimate because tax is not gpecif-
icdly identi"ed in the DAC Sector Classirtation (the Creditor
Reporting System or CRS). Thus any tax-related activities that
are part of broader projects may not be reported as tax-spe-
circ activities. In addition, since most bilateral development
agencies run tax projects out of country or regional 0™ ces,
there is usudly none within the agencies with an overview of
all the tax projectsin which that agency isinvolved (Michielse
and Thuronyi, 2010).

Arecent study by the ITC found just 157 entriesin the OBCD/
DACsCRSdatabase relating to taxation (out of 200 000 entries)
for2009 (Intemationd Tax Compact,2011). ltisdimcult toknow
whether these 157 entries include existing activities in taxa-
tion, especially if tax is just part of a broader donor project,
such as public sector reform. The htemationa Tax Dialogu€'s
recently-launched Technical Assstance Database may help.

Suppartingavil sodety e ortsintadding lF-

In addition to the sort of direct donor interventionsdescribed
above, many development agencies have aso chosen to
engage in the IFF agenda by funding civil society organisa-
tionsactivein knowledge development and advocacy around
IFF issues® One of the most visible of these organisations is
Qobal Financial Integrity (GFA1). ltsworkon trying tomeasurethe
scale of IFF has encouraged othersto respond with their own
attempts a complementing or refuting these ™hdings. The
Tesk Force on Fnancial Integrity and Economic Development
is a coalition of NGOs and more than 50 govemments which
advocate on a number of targeted IFF issues. In particular, it
focuses on country-by-country reporting for companies,
improved enforcement aganst trade mispricing, automatic
exchange of information, and hammonising predicate o™ences
(ie. underlying or related crimes such as drug tracking) for

money laundering. Gobd Witness has published extensively
on issues related to corruption and natural resource manage-
ment, a8 has the U4 Anti-Conuption Resource Centre. Finally,
the Tax Justice Network, Christian Aid, Oxfam and Action Aid
are some of the more active NGOs on the IFF agenda.

There are dso some non-govemmental organisations with
specialised technical and lega expertise. Switzerland, for
example, works proactively on the recovery of illicit assets
from developing countries through the Intemational Centre
for Asset Recovery (ICAR)" ICARis part of the Swiss-based
Basel Institute on Govemnance and specialises in strength-
ening the capacities of countriesto recover stolen assets.

Finally, many donors support civil society e™orts to curb cor-
ruption and economic crimes in developing countries. Some
support goes to intemationa NGOs with local branches in
developing countries. Transparency Intemational is perhaps
the best-known intemational organisation in the Tght against
corruption. With over 100 locd branches, it combines local
anti-corruption action with intemationd research and advo-
cacy. Various intemationa organisations with a presence in
developing countries focusespecialy on promoting account-
ability and rghting corruption in the extractive industries.
Publish What You Pay, forexample, hasnational aliated cam-
paignsin 35 countries, and the Revenue Watch Institute pro-
vides Mancia and technica support to more than 50 partner
organisations. The Intemationa Budget Partnership is another
intemational NGO, which assists a large network of civil society
organisations (C30s) around the world in Tghting coruption
through reforming govemment budget systems.

There are also an increasing number of capable and respected
locd C30s and media actors in developing countries. Local
C30s M such as the Angolan organisation Maka Angola”
which collects and investigates claims by Angolan citizens of
corruption end sbuse of power Thave in-depth local knowl-
edge. Thismakesthem important dliesin raising issues of cor-
ruption and economic crimes on domestic policy agendas.
Pressure for reform in developing countries is likely to come
from local voices supported byintemationa CS0s, which may
be more vigble on the agenda at the intemationd level.
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Overview of DAC support to leading transparency initiatives

Country

Australia
Austria
Belgium
Canada
Denmark
Finland
France
Germany
Greece
Ireland

Italy

Japan

Korea
Luxembourg
Netherlands
New Zealand
Norway
Portugal
Spain
Sweden
Switzerland

United Kingdom

United Sates
n YESI NO

Source

" Norway is also an HTI Compliant Country.
2 Hnland is developing commitments.

Qdo Didogue: the Odo Dialogue on Tax and Grime
HT: Edractive Industries Transparency Initiative
GE  Gobal Forum on Trangparency and Exchange of Information
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Suppartingtrangparency inititives

Finally, DAC donors support a number of transparency initi-
atives (Table 6.1). By advocating for greater transparency and
better standards for reporting relevant ™ancia information,
these initiatives can play an important part in curbing illicit
ance. Some of these initiatives focus on enhancing trans-
parency in specit sectors, such as the extractive industries.
Cther inititives, notably the Odo Didogue on Tax and Gime
and the Goup of Saes Aganst Corruption, are issue-based
initiatives working to curb tax crimes and coruption respec-
tively. Fnally, the Open Govemnment Partnership and the
Qobal Forum on Transparency and Exchange of Information
for Tax Purposes are broad-based intemationd initiatives
bringing govemmentstogether to agree on intemational best
practice on transparency and to monitor compliance with
set standards.

Multilaterd initistivestotaddeilliat "nanad "ons

Aside from the eTorts of bilateral development agencies
which are the focus of this section, multilaterd develop-
ment agencies are playing an important role in combating
illicit "ows from developing countres. The World Bank, the
Intemationd Monetary Fund, severd UN Agencies including
UNODC, UNDR and UNECA, and the Eiropean Commission,
are al actively involved in direrent aspects of the illicit Tan-
cia "ows agenda. Multilateralshave helped to move the policy
agenda forward signirtantly Their activities span a broad
range, including academic contributions to the research and
knowledge agendaon illicit ancial Towsand technical assis-
tance on topics such as money laundering, transfer pricing
and corruption.In addition, several OBCD groupsand divisons
work on dierent aspects of illicit ™hancid "ows, including
the Working Goup on Bribery, OECD Centre for Tax Folicy
and Administration, and the DAC Anti-Corruption Task Team.
South-south cooperation is organized by organizations such
as the Inte-American Center for Tax Administration (CIAT) or
the Afica Tax Administration Forum (ATAF).

6.2 VWHATNEXTFORCEVH CGAVENT AGINJES?

Now that politicad momentum has been built, the next step is
to implement the IFF agenda on an operational level. This will
require action by both OBCD and developing countries. Part of
the immediate action needs to happen in OECD countries, led
by institutions responsible for the implementation of the rele-
vant global standads, auch as ministries of justice, tax author-
ities and central banks. While development agencies do not
generaly take the lead in this work, their role can nevertheless
be useful if well targeted, as the DAD experiencein supporting
home-based anti-conruption institutions shows (Box 6.1). In
some cases, agencies will need to provide specidised and tar-
geted advice and expertise to accompany developing countries
through the process of requesting or providing mutua legd
assistance (e.legd co-operation between countries)

Development agencies are likely to play a greater ole on the
ground in developing countries, where they must continue to
help build speciTc technical expertise and capacity.

n BULDING LP RE.BANT GAPAOTIES IN CEVELCRVENT AGENOES
Relatively few development agencieshave sta with knowl-
edge of economic and nancia crimes, athough some
have recently built up some capacity on the taxation side.
Donors wishing to increase their engagement on this
agenda may want to hire sta”with relevant technical kills,
as this is a crucid and perhaps obvious step for engaging
with otherinstitutionsat homeand in developing countries.
Having sta™that understand money laundering and other
economic/Thancia crimeissuesin some depth isnecessary
in order to e"ectively engage in current debates around
illicit "ows and to maintain abalanced and objective view.

n BULDING INVESTIGATIVE GARAOTIES TO TAGLE EBONOMIC (RIVE
IN CE/ECANG CINIRES Combating illicit "ows and cor-
ruption in al its forms must start in developing countries.
The capacity of law enforcement authorities to investigate
and prosecute economic crimindity is often quite limited.
Building or making such capacity avalable to developing
countriesis essential for engaging in mutual legd assistance
with OECD countries when investigating, prosecuting and
sanctioning al forms of economic crime, whether it is tax
evasion, money laundering or corruption.
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n BULDINGRQUTIGALGIVM TVENT TOCIVBATESONCMICANDHANAN

QAL RIVESIN CEVHANGGIUNTRES Combating illicit "ows
from developing countries requires serious commitment
to reform and strengthen key institutions and systems.
Yet govemance weaknesses in many developing coun-
triesmean that the level of commitment varies greatly over
time and amongst institutions. Donors can help build polit-
icd commitment by supporting committed institutions
and actors, rasing relevant issues in their political didlogue
with partner countries, and supporting the capacity of the
increasingly capable and vocal CS0s in developing coun-
tries. These have been centrd to holding leadersto account.

n CBEHCANG PCIANE @ TAX INFCRVATION  AGRERVENTS
Chapter 3 shows that dthough exchange of information is
an important elementin Tghting taxevasion and recovering
funds, relatively few developing countries have a network
of treaties or exchange of information (EOI) agreements in
place, and many are new to applying global standards on
exchange of information for tax purposes. Development
agencies can help developing countries build cgpacity in
the use of existing instruments, working with the Gobal
Forum on Transparency and Exchange of Information for
Tax Furposes.

n BUALDING TRANSFER FRANG OITY Developing countries
generaly have an insucient legidative and regulatory
framework on transfer pricing (TP) and limited capacity to
audit multinationd companies. Transfer pricing isagrey area
between avoidance and evasion. Where there is concem
about potential abusive transfer pricing, development
agencies can help develop or improve the national legis-
lative and regulatory framework, and build the necessary
technical expertise. Donors can provide helpful technical
support to countries for carrying out audits and support
tax authorities in preparing cases. The OBCD's Tax and
Development Programme work on TPin collaboration with
the World Bank, the BEC and other DAC donors is showing
red results. The proposal for Tax InspectorsWithout Borders
(TWMVB) isanotherimportant development.

n FEEEARHONILLIATANANGAL A QNS The magnitude and rela-

tiveimportance of the varioustypesofillicit "ows as well as
the channelsand methodsused are still poorly understood.
There is a need to move the knowledge frontier forward,
especidly at the country level. Some country case studies
are underway but further work is needed. In particular, aca-
demic ingtitutions could inject additional methodologicd
rigour into this process, which has until now been domi-
nated by C30s, and donorsshould consider providing more
support to them.

MAINTAINING FQUTICAL MIWVENTUM WTHN CHED GOUNTRES
Advocacy CS0s and coditionswill continue lobbying OECD
govemments to do more to tackle IFs, but development
agencies engage in intemal policy didogue within their
own countries. OECD country-speci™c risk assessments/
reports could be one option, whereby countries would
provide an assessment of their risk prorle as recipients of
illicit "ows, including data on estimates where this exists,
and possible countermeasures. Development agencies
could team up with universities, think tanks and other min-
istries to engage in such work.

ENSURINGADE/A.CAVENT CIVENII ON IN GURRENT BFFCORTS Many
of the reforms proposed on issues such as asset recovery
and money laundering are necessary and benercia for
OECD countries but their benerts for developing countries
may be undermined by limited capacity and by subsequent
dirTculties in engaging in e"ective intemational co-opera-
tion. Thishas been the case for asset recovery "where there
has been some genera progress but where until recently
very few cases involved developing countries. The decision
by DFID to hance additional legal and technical expertise
in institutionsin the United Kingdom has produced results
fordeveloping countries. Other donorsmay want to look a
this model for inspiration.

UNDERIZKING FRFER R ASSEBVENTS IN [BHCANG
CANTRES Fnally, at the country level, policy priorities
should bebased on acomprehensive risk assessment which
examines the prevalence of an entire set of economic and
"ancial crimes, including their likelihood and impact. Such
analyss should then determine appropriate responses,
assigning scarce resources to those issues that matter most.
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NOES

1.  TheECD Development Assistance Committee{DAC) is aunique intemationd forum of many of thelargest funders of aid,
including24 DACmember countries (isted at http//www.oecd org/dac/dacmembershtm). The World Bank, the IMF and the
UNDPparticipate as observers.

2. Formore details see http//projectsdd govuk/project agpxProject=114161.
3. Formoreinformation see the GZ website: wwwgiz de/en/mediacenter 3506 html.
4. Formoreinformation see the ICTD website: wwwictd ac/en/newshorway-tax-programme.

5. Seethe African Tax Administration Forum newssite:
http//ataftax net/news'member-news/norways-tax-adminigrationds-assiging-zambia-n-collecting-taxes.aspx.

6. Fordetails see: http//www.acdi-cida.ge.ca/CIDAVVES cpo.nsfiviebProjBySatu sSCEh/ 014BR0C2EF37250RB525713F0008A8%4.
7. wwwiaxcompactnet/.

8. wwwataftaxnet/.

9. wwwidsacuk/project/intemational-centre-for-tax-and-development.

10. http//www. hancialtasorceony/.

1. wwwassetrecoveryorg/ke/.

12. http:/makaangola.org/7ang=en.
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The CECD isaunique forum where govemmentswork together to addressthe economic, social and environmental challenges
of globdisation. The OBCD is also at the forefront of e orts to understand and to help govemments respond to new develop-
ments and concems, such as corporate govemnance, the information economy and the challenges of an ageing population. The
Organisation provides asetting where govemmentscan compare policy experiences, seek answers to common problems, iden-
tify good practice and work to co-ordinate domestic and intemationd policies.

The OECD member countriesare: Australia Austria, Belgium, Canada Chile, the Czech Republic, Denmark, Estonia, Fnland, France,
Germany, Greece, Hungary, leeland, Ireland, Israel, ltaly, apan, Korea Luxembourg, Mexico, theNetherands, New Zealand,Norway,
Poland, Portugal, the Sovak Republic, Sovenia, Spain, Sveden, Switzerand, Turkey, the United Kingdom and the United States.
The European Union takespart in the work of the OECD.

COECD Rublishing disseminates widely the results of the Organisation's statistics gathering and research on economic, social and
environmental issues, as well as the conventions, guidelines and standards agreed byits members.
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Thiswork ispublished on the responsibility of the Sscretary-General of the OEZD. The opinions expressed and arguments
employed herein do not necessarily rel ect the ol cial views of the Organisation or of the governments of itsmember countries.

Thisdocument and any map included herein are without prejudiceto the status of or sovereignty over any territory, to the
delimitation of international frontiersand boundariesand to the name of any territory, city or area.

The statistical data for lsrael are supplied by and under the responsibility of the relevant Israeli authorities. The use of such data
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