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Briefing on Compliance to ‘KYC Norms and AML Measures’

April 12, 2006 – Hotel Hilton Towers, Mumbai

9.30 a.m. – 2.00 p.m.

A briefing on know your customer (KYC) norms and anti-money laundering (AML) measures was organised by the Indian Banks’ Association (IBA) and IBS Intelligence, the consulting arm of IBS Publishing, at Mumbai on April 12, 2006. Chaired by IBS Intelligence, over 130 bankers representing compliance and inspection functions of banks participated in the event, which brought the banking regulator Reserve Bank of India (RBI) and the Financial Intelligence Unit - India (FIU-IND) together as part of the compliance focused forum. Mr. M. R. Umarji, Chief Advisor-Legal, IBA, commenced the briefing with opening remarks that highlighted the responsibility of bankers to monitor and control KYC compliance programs.

Mr. Sanjeev Singh, Additional Director, FIU-IND, made a detailed presentation to bankers outlining the role and responsibilities of the agency. FIU-IND was set up under the Ministry of Finance vide Government of India’s Office Memorandum dated November 18, 2004, to coordinate and strengthen the collection and sharing of financial intelligence through an effective national, regional and global network to combat money laundering and related crimes. A multi-disciplinary unit headed by a director, its core functions include intelligence management, relationship management, policy review and development. The framework comprises of inputs from diverse sources that span supervisory and regulatory agencies (RBI, SEBI, DCA, IRDA); reporting entities (banking companies, financial institutions, intermediaries); and intelligence and enforcement agencies; with the dissemination of information back to the sources except to the reporting entities.

Covering the legal framework, the areas touched included PMLA 2002, the role of principal officers, scheduled offences under PMLA, and KYC guidelines. Mr. Singh also listed challenges within KYC in verification of identity. Providing further insight into the need for furnishing information, cash transactions and suspicious transactions were expounded in further detail. Analysing suspicious transactions, he mentioned, can be categorized into six specific areas that encompass identification of clients, background of clients, multiple accounts, activity in accounts, nature of transactions and value of transactions. In an effort to encourage banks to comply, FIU-IND has also facilitated easy reporting formats to ensure compatibility with transactional data generated by banks.

The FIU-IND website (www.fiuindia.gov.in) provides exhaustive information that spans the scope of PMLA, as well as other informative inputs useful to bankers. With the Financial Action Task Force (FATF) currently in India for dialogue with the Ministry of Finance, Singh shared his expectations that India would soon be a part of the Egmont Group by June 2006. Expanding the current definition of the FIU, India’s role is expected to increase with combating terrorist financing.

With remarkable alacrity, FIU-IND has ramped up on infrastructure and resources. By December 2005, the FIU set up its office in Delhi, and by January 2006 it had completed compilation of the list of reporting entities comprising of banks, financial institutions and intermediaries. By  February 2006, it completed its reporting formats. FIU-IND is now in the process of hiring a consultant to prepare and implement a detailed project roadmap.

The FIU-IND roadmap includes plans for a secure gateway and information security standards (BS7799). In a futuristic look at its vision, FIU-IND seeks the development of systems that can intuitively link independent triggers that span cash transaction reports, suspicious transaction reports, hotlists and permanent account number (PAN) data.

While FIU-IND has been set up to monitor and analyse instances of potential money laundering, RBI has been instrumental in clamping down on defaulters with deterrents and penalties. In his presentation titled ‘IPO Scam — A Lesson for Banks’, Mr. Lalit Srivastava, General Manager, department of banking operations and development, RBI, urged bankers to understand the spirit behind RBI guidelines and policies, sensitizing banks to the impact of failure of systems and non-compliance. Mr. Srivastava elaborated on the need to counter creative techniques used by money launderers in committing financial crimes, discerning between a normal transaction and those facilitated by banks tainted by the IPO scam.

Describing the modus operandi used in the initial public offering (IPO) scam, Srivastava said that current accounts were opened in the name of multiple companies on the same date in the same branch of a bank with a sole person authorised to operate all these accounts, who was also a director in all the companies. Further, identities were disguised by spelling the same name differently in various companies and multiple accounts opened in different banks by the same group of joint account holders.

Huge amount of funds transferred from companies accounts to the individual’s account were invested in IPOs. Loans and overdrafts were sanctioned to multiple names to bypass the limits imposed by RBI. Also, loans were sanctioned to brokers in direct contravention of RBI guidelines. At the request of brokers, several accounts were opened for funding the IPO, most of them in fictitious names. Refunds received were credited in brokers’ accounts, indicating suspicions of a nexus between merchant bankers, brokers and banks.

The regulator also spelt out operational deficiencies, pointing out to factors that facilitated the scam -including unsatisfactory levels of training, incomplete customer identification, lack of customer profiling based on risk classification, ineffective monitoring and control, and the absence of accountability of bank officials responsible for opening accounts and complying with KYC procedures.

Commenting on the impact of penalities levied on banks tainted by the IPO Scam, Mr. Srivastava clarified that in the initial stages, more than the quantum of penalties it is the signal sent out by the regulator, that banks need to recognise.

Emphasizing measures to prevent such scams, the regulator spelt out areas that spanned the need for classification of customer risk, and the need to determine beneficial ownership. Srivastava drew the attention of banks in India to a recent move by US banks - under the US Patriot Act - to review all  correspondent bank relationships. From an outsourcing perspective, the regulator also clarified the limited role of direct selling agents (DSA) in capturing customer data and validating it, thereby ensuring that KYC compliance remains the onus of the banks.

Mr. Jay Jhaveri, Director, World-Check (Asia) - an organisation dedicated to maintaining hotlists on politically exposed persons (PEP) - shared insights on the cost of non-compliance among banks globally. Citing the case of Riggs Bank, which laundered funds belonging to Chilean dictator Pinochet, the total cost of non-compliance went over US$200 million, before resulting in the bank having to fold up operations. While fines and settlements totalled US$59 million, legal and consulting fees topped US$35 million, and resulted In a 20 per cent drop in the banks share price. Clarifying that KYC is not limited to individuals, but encompasses companies, trusts and charities, both offshore and onshore, Mr. Jhaveri further elaborated that KYC is not confined to customers and extends to correspondents, credit cards, insurance, mortgages and service providers. He also pointed out the imperative to also know the customer’s customer, by monitoring transactions and deposits extending to guarantors and referees. Endorsing the regulator’s warning, Mr. Jhaveri pointed out that cross border risks of noncompliance have resulted in OFAC fines and blacklisting.

The next leg of the briefing is likely to be held in early June in Bangalore, to enable banks in South India to attend it.
Feedback from Speakers

An excellent programme which will contribute immensely in creating awareness among the banks about the need to fight abuse of banking system by the criminals.

Lalit Srivastava, GM, RBI

An excellent platform to have interaction with reporting entities.  Will be an important step in setting up AML regime.











 Sanjeev Singh









Addl. Director, FIU-IND
Excellent forum long overdue.  Must be repeated elsewhere in India.







Jay Jhaveri

World Check 

Feedback from Participants

IBA has done a wonderful job by initiating seminars on important subjects like KYC, AML, etc.  They are doing good things to the bankers fraternity by organizing such seminars.  We expect similar seminars to be conducted in the coming days.

S S Nayak

DGM, Corporation Bank
All areas were well taken care of – The experience is very clear the way it is handled.
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Chief Editor, IBS
The address by Mr. Sanjeev Singh as well as Mr. Lalit Srivastava would go a long way in clarifying operational queries of the bankers and other players.  Well organized seminar.

Jyotsna

SDG – Software Tech. Hyderabad

The programme was informative and useful.  Certain things got clarified, which we propose to implement in our Core Banking Solutions.

R P Narang

SBBJ

The programme was very good &  informative to the financial institutions.  Prefer frequent such type of seminar to update the developments..

A H Rangwala

Arab Bangladesh Bank

The seminar covered overview of Money Laundering like placement, integration etc. Operational issues should be focused. Session too short – should be at least for a full day.

Deepak Sadhvani

Sr.Manager-SDG Software

AML solutions and case studies of Anti-Money Laundering should have been dealt with in more detail.

S H Pathan

Chief.Manager-Bombay Mercantile Co-op.Bk.Ltd.

Some more case studies on AML and KYC related matters and also the process of Risk Mitigation in AML and more coverage of risk factors should have been  more in detail.

C R Ghosh

Gen.Manager-UCO Bank

· Power Point presentations  by :

· Mr. Sanjeev Singh, Addl. Director-FIU-IND

· Mr. Lalit Srivastava-General Manager-RBI

· Mr. Jay Jhaveri-Director-World-Check

