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Foreword to the First Edition

nti-money laundering and counter-terrorist financing programmes operating inside UK

financial institutions today must rely upon the skills of their in-house compliance officers.
These individuals are the gatekeepers of our financial world, and they must have the tools to
allow them to properly discharge their duties and responsibilities. They must also promote an
ethical compliance culture that seeks solutions.

Unfortunately, most compliance manuals in the marketplace today are outdated upon
publication, and are generally uninspiring, as well as difficult, especially to the novice
compliance trainee. This book seeks to demystify the complex world of anti-money laundering
compliance by detailing for the reader the procedures and skills one must master, as well as to
offer practical business solutions for regulatory problems. It is the reference guide we always
wanted to have when the tough questions arose.

The first-person stories demonstrate that the author has clearly been a front-line compli-
ance professional, and her positive approach to coping with the day-to-day tactical problems of
compliance should be an example to the readers.

Keep this book handy, for there will be times when, at 4:30 on a Friday afternoon, you
require the right answer, on a real-time basis, to a major compliance problem; Depend on it.

Kenneth Rijock
Financial Crime Consultant for World-Check
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Preface to the First Edition
(Or, How Not to be an Execution Officer)

I-ong ago, when the finance world appeared as weird and as unfamiliar to me as life on
another planet, I applied for my first job in banking. I didn’t know anything about broking or
investments and found the interview a little daunting to say the least. Amidst all the confusion,
what really stuck in my mind that day was my interviewer — someone with the curious job title
of ‘Compliance Officer’. In my bewilderment I found that by the time I returned home, with
quite uncanny perception many might still say, the personage of ‘Compliance Officer’ had
become in my mind the ‘Execution Officer’. And a very sinister sounding person this seemed
to be.

Fast forward a couple of months

Amazingly I got the job (I wasn’t even quite sure what it was at that first interview!) and
started work as a junior on a team of stockbrokers. But some higher power had plans for me and
a few months further down the line the firm was restructured. The broking team that I worked
for was ‘demerged’ and became an entity in its own right. As that was a time when both
regulator and regulated had a rather more cavalier attitude towards Compliance than they do
today, 1, as a financial services fresher, was informed that I was to be the new entity’s very own
‘Execution Officer’.

By now, I had more of an idea of what Compliance was all about and I must admit that I
was not too thrilled to have landed this role — it was not an area that sent even the faintest shiver
of excitement down my spine. The idea of having a job that involved learning lots of rules
simply to “get people into trouble’ for not obeying the regulator’s every command did not seem
like my idea of fun. But, being young and somewhat ambitious, [ was not immune to the career
potential of having what I considered to be such an important sounding job title embossed on
my business cards. So I went for it and suddenly . .. Iwas areal, live Compliance Officer! Or
to be correct, I was a very confused and bewildered individual, masquerading as a Compliance
Officer, who at intervals of scary regularity was required to sign off as such on official
documents that were despatched to the regulator of the day, the Securities and Futures
Authority.

I was armed with my fantastic new business cards and my shiny new rulebook, but what
was I actually meant to do with them? I was aware that a rule breach was bad, and I knew that
there were many, many rules out there that could be breached. But I was not very familiar with
these rules or the legislation that had given rise to them; nor, being a relatively new recruit, did I
know my firm very well, and I certainly wasn’t very familiar with the finance industry.

Xvii
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I was simply not well placed to apply the few rules I did know to the business activities in
which my firm engaged, and I regret to say that I was guilty of making more than a few of the
classic mistakes:

= I'd select a rule, jump out from the rulebook behind which I had laid my ambush, and tell
some poor, unsuspecting sales person that he was doing it all wrong, and that he’d better
stop it pretty sharpish, with all sorts of threats of what would happen if he didn’t. I don’t
think it occurred to me to propose an alternative approach to the one I was banning.

= I spent too much time with my head buried in rulebooks and regulatory notices, but I did
not share my knowledge by providing training. How could I complain about someone
doing something he did not know he should not have done because 1 had not given him
proper guidance?

= [ told the business what not to do without giving a reason why, or the consequences if they
continued to do it.

= 1 worried more about keeping the regulator happy than I did about practical business
solutions to regulatory problems.

Not surprisingly, my efforts were about as welcome as the news that we all had the Black
Death! It simply seemed that, at every move I took, I was going to prevent some sort of business
initiative or other. I'd be met with the resentful cries of my colleagues that things weren’t done
that way where their pals worked, or the rule I was quoting simply did not apply to their type of
business. [ was completely at a loss. Were they right? Was I right? I didn’t know and, equally, I
didn’t know how to find out.

[ felt that someone’s head was going to roll; either mine, my colleagues’ (or the
regulator’s!) and I began to be haunted by my old visions of the Execution Officer. In fact
that’s very much what I must have been perceived as being. I was scary. The whole thing was
scary, and what was most scary was that my name was on that all-important dotted line that led
straight to the regulator’s door.

In desperation I headed to the City Business Library to find a reference book to help me,
but unfortunately, when I reached the section that should have been marked ‘Handy and User-
Friendly Guidebooks for Compliance Officers’, the shelf was bare. My kindly and more
seasoned Compliance industry colleagues had omitted to provide me with any guidance about
what I was meant to be doing or how I was meant to be doing it.

To be fair to them, however, I'm sure they had neither the time nor the energy to consider
writing about what they were doing: most of them were too busy fire fighting, like me. Back
then, there were far fewer Compliance professionals than there are today, and from the dealings
I had with my peers it seemed that I was not the only scary member of the fraternity. Everyone
seemed to be faced with much the same problem: Compliance had zero ‘street cred’! The
profession was new and suffered from an extreme lack of respect. It was often deemed worthy
only of staff who had failed in all other areas. Or it was used as a cosy final resting place for
elderly grandees of the firm who were gently being eased into retirement.

Many Compliance Officers had inadequate resources and undeveloped Compliance
infrastructures. And so many of the new Compliance initiatives that they did take were
met with such resentment and resistance that the easiest option was often to scare people into
submission by threatening them with the regulator, who, in those days, seemed much less
focused on what was good for business than it is today. It's not surprising that we earned the
nickname of ‘Business Prevention Officers’.

But all that was a few years ago. Today the regulator would never (we hope!) allow that
type of worst case scenario in which a totally novice Compliance Officer is left in charge of a
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regulated firm. Both the Compliance profession and the regulator have moved on since then,
and so have 1. I soon realized that ‘being scary’ was not what it was all about. I began to wake
up to the fact that

GCOMPLIANCE OFFICERS ARE GREAT!!!

In fact, far from being their worst nightmare, we deserve to be every financial services
practitioner’s best friends! This view may not sound particularly familiar but it’s true. Think
about it. There are massive benefits to be gained from a Compliance function that is operating to
its full potential and is properly aligned with the business. Just stop for a second and remind
yourself of all the many benefits you bestow on your colleagues. If you need a little help thinking
of why you should be the very light of their life, then just tumn to Chapter 2, Section 2.4.1 ("What
are the Benefits of Compliance, Regulation and the Compliance Officer?’) to get some ideas.

Luckily many business managers are also beginning to wake up to all the benefits that a
good Compliance department can bring to a firm. Of course the regulator and we Compliance
professionals realized this quite some time ago and have done everything we can to move
things forward. But there’s still a lot of bad reputation to cut through — which is not surprising
considering that there are still a few rogue Compliance Officers engaging in all the no-nos that I
referred to earlier. The shadow of the dreaded ‘Execution Officer’ still looms large.

So, how can we ensure that we practise ‘successful Compliance’, execute the “Execution
Officer’ and become the type of asset to the business that any chief executive would be pleased
to have on board?

Well, it’s no mystery, we simply have to equip ourselves to do the job. What is more complex
is the equipping process itself. Unless you are a very unusual person indeed, you were not born
with the skills orknowledge that will enable you to apply regulatory requirements and best practice
in any meaningful or useful way to the firm you work for. And that’s where this text comes in.

I've attempted to provide a straightforward, easy to read, and above all practical guide to
the work of a Compliance Officer. This text is not simply about summarizing legislation or
regurgitating regulations. If that’s what you need, then there are already plenty of books on the
shelves. Instead, this text is about what to do once you have your source material and you're not
quite sure what to do next. It’s the sort of guide that shows you how to roll your sleeves up, get
stuck in and start to deliver ‘successful Compliance’.

The text covers the basic areas of knowledge and competence with which Compliance
Officers should feel comfortable if they are even to dream about gaining the respect of their
colleagues by giving constructive advice, steering their firms away from regulatory pitfalls or
proposing ways in which processes and procedures can be streamlined.

SCOPE, COVERAGE AND READERSHIP

Jurisdictional Focus

In this world of globalization and international conglomerates, much of the text is of relevance
irrespective of the jurisdiction in which you work: after all, a bank is a bank and a loan is a loan
no matter whether you are based in Peru or Kazakhstan. Where more detail is required, the
focus is generally on the regulatory system in place in the UK but to a certain extent, detailed
rule references are irrelevant: what is important is to get to grips with the issues at the heart of a
particular regulatory concept. It does not matter how that concept is translated into rules from
one jurisdiction to the next, what does matter is whether we are following the spirit of the
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requirement, delivering good value to our firms, protecting customer interest and working to
maintain the integrity of the financial system. These concepts do not know national boundaries.

industry Coverage

The scope of the financial services industry is too large to cover every aspect of each sector in
one book. Much of the information and most of the guidance contained herein relate to a
general regulatory framework that is of relevance to all sectors, but where there is a degree of
specialization, the focus is on investment banking activity.

Readership

This text is targeted primarily at Compliance Officers but will also be of relevance to anyone
who needs to find their way around some of the key concepts in financial regulation. This
includes senior managers who need to get to grips with their Compliance responsibilities,
regulators trying to find out how it really works in the firms they supervise, and students who
have a regulatory component to their studies.

In short, this is the book I wish I had had on my desk when I first started out in Compliance
and I hope you find it useful.

Annie Mills

ADDENDUM FROM PETER

I was delighted to be asked to work on updating this book. There are not too many books on
Compliance that are worth reading, but Annie’s book has set the bar very high. It is simply the
best that [ have seen. Annie and 1 first met properly when we worked on the development of BS
8453 on the Compliance Framework for Regulated Financial Services Firms. It was clear from
that work that Annie has a fundamental understanding of Compliance. I hope that this revision
does the original justice.

One of the downsides of updating a book on Compliance is that regulations change on a
weekly, if not daily, basis. As this second edition goes to print, we have had confirmed rules
relating to the new Senior Managers Regime. These changes have not been reflected in this
edition, but will mean new categories of senior manager, new conduct rules, significant
changes relating to statements of responsibility and responsibilities maps, as well as a major
shift from the approved persons regime to that of certified persons. All of this will mean the
usual amount of hard work whenever the regulators make fundamental changes, but greater
focus this time from senior management — for obvious reasons. This means that Compliance
Officers in 2016 and onwards will need to work so much harder to stay at the top of their game.
Compliance Officers need to embrace this responsibility to become trusted advisors of senior
management, assisting in developing and maintaining the right corporate culture and working
hard to make sure that this culture achieves the right balance between revenue generation and
customer service. Given the political will behind the new initiatives, it will be a challenging
next decade facing the Compliance community. This book should help in that respect and I

wish all Compliance colleagues the best of luck in their challenge, wherever in the world they
face it.
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financial institutions today must rely upon the skills of their in-house compliance officers.
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publication, and are generally uninspiring, as well as difficult, especially to the novice
compliance trainee. This book seeks to demystify the complex world of anti-money laundering
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Photo credit: Reuters/Kevin Coombs

It was on the morning of 15" September 2008 that it struck me. The Lehman Brothers
management teams were informing London and New York employees that the company had
collapsed, and I realised that the financial system as we had known it would change for ever. |
was looking out at the scene unfolding in Lehman Brothers’ London HQ, right opposite my
window in Canary Wharf, It was clear to me that things were going to change significantly for
our industry. Government would enter back into the financial system in strength. Regulation
would increase and become highly politicized. And the role of compliance would need to
change dramatically, from the back office to the front office.

Xxiii
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All these things have since come to pass, and in the meantime financial services has faced
further challenges to its reputation, from benchmark rigging in LIBOR and FX and market
manipulation to money laundering scandals. The world’s regulatory authorities are cooperating
as never before. In the year that preceded publication of this book, they jointly levied $65 billion
in fines on the industry — a 40 percent leap on the year before —and have ended the careers of many
CEOs and senior managers.

The regulatory environment has grown overly complex. From just 33 regulatory alerts per
day in 2008 we now report some 150 daily on average — that is over 40,000 per year from over
400 regulatory bodies. This is just one indication of the complex regulatory challenge which
financial institutions have to address. Dealing with Regulation remains the top agenda item for
the leadership of our 50.000 customers around the world.

This book helps us to cut through this complexity, providing a unique, comprehensive
and simple handbook for navigating a complex area. The authors stress the importance of
understanding the regulatory environment, frameworks and intent. They outline what success-
ful compliance can look like, enabling the business rather than curtailing its activities, and
working constructively to build trust between the business and its regulators.

To some this might look like an aspiration rather than the current reality, but it is possible
and the benefits are enormous — not only to the individual institutions but also to restoring trust
in this industry, which employs more than two million people in the UK alone, according to
TheCityUK, and directly contributes some 12 percent of the UK’s economic output. And of
course all this activity has a multiplier effect, providing the most fundamental services for our
society’s wealth creators and employers, our businesses, households and government.

Financial services businesses today need effective compliance strategies. Quite simply, the

authors of Essential Strategies in Financial Services have created a unique book to show you
how it is done.

David Craig

President of the global Financial and Risk business
at Thomson Reuters

August 2015



