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® Ronald Pol, “Let’s be honest: ML=BS, AML=BS2”, Journal of Financial Crime (Rl¥ &%)
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¢ Jon Truby, “Measuring Qatar’s Compliance with International Standards on Money

Laundering and Countering the Financing of Terrorism”, Journal of Money Laundering
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ANTI-MONEY LAUNDERING
EFFECTIVENESS RATINGS:

ontemporary anti-money laundering and counter-terrorist financing (AML/CTF) prac-

tice has shifted toward evaluating the effectiveness of money laundering controls. In

addition to the traditional output and activity measures of the Financial Action Task
Force's (FATF) 40 Recommendations,’! the current (fourth) round of evaluations also assesses
“whether the [AML/CTF]| systems are working, and the extent to which the country is
achieving the defined set of outcomes."?

Mutual evaluations conducted under the new effectiveness methodology offer the prospect
of more meaningful measures. “Not whether rules exist, or if they are complied with, but
whether they work. Do they produce intended outcomes?”?

Although the effectiveness methodology arguably does not yet live up to its promise,* 39
peer-review mutual evaluations have been conducted and published between December
2014 and October 2017.5> With another 131 evaluations scheduled to 2024, it is timely to
begin reviewing some high-level findings.

However, it is difficult to gain a system-wide view, for example, to compare and rank juris-
dictions, or to assess and compare overall results across individual outcome measures. Since
2016, FATF has provided a consolidated table of assessment ratings, updated from time to
time. This offers a color-coded list of ratings for each of the 11 outcome measures for each
jurisdiction assessed to date. But FATF instructs assessors only to “briefly summarize” the
overall degree of effectiveness “in broad thematic areas,”” and offers no consolidated effec-
tiveness rating for each jurisdiction.® Nonetheless, a comparative rating system can be
developed.

1 FATF, 2012, “The FATF Recommendations: International Standards on Combating Money
Laundering and the Financing of Terrorism and Proliferation.”

2 FATF, 2013, “Procedures for the FATF fourth round of AML/CFT mutual evaluations,” p.3.
¢ Ronald Pol, “Let’s be honest: ML=BS, AML=BS2,"” Journal of Financial Crime (forthcoming).

4 Ronald Pol, “Anti-money laundering effectiveness: Assessing outcomes or ticking boxes?,”
Journal of Money Laundering Control (forthcoming).

5 Armenia, Australia, Austria, Bahamas, Bangladesh, Belgium, Bhutan, Botswana, Cambodia,
Canada, Costa Rica, Cuba, Denmark, Ethiopia, Fiji, Guatemala, Honduras, Hungary, Ireland,
Isle of Man, Italy, Jamaica, Malaysia, Mongolia, Norway, Samoa, Serbia, Singapore, Slovenia,
Spain, Sti Lanka, Sweden, Switzerland, Trinidad & Tobago, Tunisia, Uganda, United States,
Vanuatu and Zimbabwe.

6 FATF, 2017, Assessment calendar, available at https://tinyurl.com/y9z2mx;j9

7 FATF, 2013, “Methodology for assessing technical compliance with the FATF recommendations
and the effectiveness of AML/CFT systems,” p.123.

8 Jon Truby, “Measuring Qatar's Compliance with International Standards on Money Laundering and
Countering the Financing of Terrorism,” Journal of Money Laundering Control, 1997, 19, 264-277.
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FATF Ratings: Moderately effective?

This section illustrates simple ways to demonstrate and compare the results of evaluations
conducted under FATF's effectiveness methodology. The following procedure also produces
an average assessment of 39 countries’ AML/CTF regimes, which suggests an overall rating
broadly in the region of “moderately effective.”

Assigning a numerical value for the ratings for each of the immediate outcomes (listed in
Table 1) (Low, 1; Moderate, 2; Substantial, 3; High, 4) enables a calculation of an average
effectiveness rating for each jurisdiction, and for each immediate outcome, recorded in the
final column and row respectively of Table 2. The notations “IO1” to “I011" represent each
of the 11 FATF “immediate outcomes” assessed.

Table 1: FATF Immediate Outcomes

101 Risk, policy and coordination. Money laundering and terrorist financing risks are
understood and, where appropriate, actions coordinated domestically to combat
money laundering and the financing of terrorism and proliferation.

102 International cooperation. International cooperation delivers appropriate informa-
tion, financial intelligence and evidence, and facilitates action against criminals and
their assets.

103 Supervision. Supervisors appropriately supervise, monitor and regulate financial
institutions and designated non-financial businesses and professions (DNFBPs) for
compliance with AML/CTF requirements commensurate with their risks.

104 Preventive measures. Financial institutions and DNFBPs adequately apply AML/CTF
preventive measures commensurate with their risks and report suspicious transac-
tions.

105 Legal persons and arrangements. Legal persons and arrangements are prevented

from misuse for money laundering or terrorist financing, and information on their
beneficial ownership is available to competent authorities without impediments.

106 Financial intelligence. Financial intelligence and all other relevant information are
appropriately used by competent authorities for money laundering and terrorist
financing investigations.

107 Money laundering investigation and prosecution. Money laundering offenses and
activities are investigated and offenders are prosecuted and subject to effective,
proportionate and dissuasive sanctions.

108 Confiscation. Proceeds and instrumentalities of crime are confiscated.

109 Terrorist financing investigation and prosecution. Terrorist financing offenses and
activities are investigated and persons who finance terrorism are prosecuted and
subject to effective, proportionate and dissuasive sanctions.

1010 Terrorist financing preventive measures and financial sanctions. Terrorists, terrorist
organizations and terrorist financiers are prevented from raising, moving and using
funds, and from abusing the NPO sector.

1011 Proliferation financial sanctions. Persons and entities involved in the proliferation of
weapons of mass destruction are prevented from raising, moving and using funds,
consistent with the relevant UN Security Council Resolutions.

Source: FATF, 2013, “Methodology for assessing technical compliance with the FATF
recommendations and the effectiveness of AML/CFT systems,” p.15.
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COMPLIANCE

Table 2: FATF Effectiveness Ratings
I01 102 103 104 105 | 106 @ 107 | 108 | 109 1010 1011 | Count | Avg
Armenia Mod Mod Mod 0 0 26 2.36
Australia 48 Mod Mod Mod Mod | Mod Mod 28 2.55
Austria Mod Mod  Mod Mod | fe 0 Mod Mod 23 2.09
Bahamas 0 Mod | Mod Mod Mod Mod | &¢ 0 0 0 0 16 1.45
Bangladesh Mod Mod © =e 0 Mod | Se 0 Mod 21 1.91
Belgium Mod | Mod Mod Mod Mod Mod Mod 26 2.36
Bhutan 0 Mod | “e 0 0 0 0 0 Mod | Se 0 13 1.18
Botswana 0 Mod | =e 0 0 Mod | fe 0 0 0 0 13 1.18
Cambodia Mod | Mod | ¢ 0 0 0 0 0 Mod | He 16 1.45
Canada Mod | Ee Mod ' Mod Mod Mod 26 2.36
Costa Rica Mod Mod Mod | |Fe Mod | Mod  Mod Mod 0 0 20 1.82
Cuba Mod = Mod Mod Mod ' Mod Mod 27 2.45
Denmark Mod 0 0 Mod  Mod Mod Mod Mod 23 2.09
Ethiopia 0 Mod 0 0 Mod 0 0 0 0 0 0 13 1.18
Fiji Mod | Mod | Mod | Mod | |Ee Mod | Mod | ¢ 0 0 0 17 1.55
Guatemala Mod Mod Mod Mod Mod | Mod A Mod 26 2.36
Honduras Mod Mod Mod 0 Mod | Mod g Mod | 5o 24 2.18
Hungary 0 Mod  Mod 0 0 0 Mod Mod | Mod 20 1.82
Ireland Mod Mod Mod | Mod  Mod Mod 27 2.45
Isle of Man Mod Mod Mod | fe 0 0 Mod Mod Mod 21 1.91
Italy Mod  Mod Mod 30 2.73
Jamaica Mod | Mod  Mod | “e 0 Mod 0 0 0 0 17 1.55
Malaysia Mod Mod  Mod Mod | Mod  Mod Mod 26 2.36
Mongolia 0 Mod 0 0 0 0 0 Mod | Ee 0 0 13 1.18
Norway Mod Mod Mod Mod Mod Mod Mod Mod Mod 24 2.18
Samoa Mod 0 Mod | Mod 0 0 Mod  Mod  Mod | Fe 19 1.73
Serbia Mod | Mod Mod Mod Mod Mod | e Mod | Mod @ e 0 19 1.73
Singapore Mod Mod | Mod Mod  Mod 0 Mod 25 2.27
Slovenia Mod Mod Mod Mod Mod Mod  Mod Mod Mod Mod 23 2.09
Spain Mod 9 Mod Mod 31 | 2.82
Sri Lanka Mod 0 0 0 0 0 0 0 0 0 14 1.27
Sweden Mod 48 Mod  Mod Mod  Mod Mod 28 2.55
Switzerland Mod  Mod ' Mod Mod 29 2.64
Trinidad & Mod | Mod Mod Mod Mod Mod | e 0 0 0 0 17 1.55
Tobago
Tunisia Mod | Mod @ |Ee 0 0 Mod | Mod | Mod 0 0 0 16 1.45
Uganda 0 0 0 0 0 0 0 0 0 0 0 11 1.00
United States Mod | Mod | ¢ g g g d 33 3.00
Vanuatu 0 0 0 0 0 0 0 0 0 0 0 11 1.00
Zimbabwe 0 0 0 0 0 0 0 0 Mod Mod 0 13 1.18
Count | 80 97 71 66 65 79 65 74 85 71 72 825
Average 2.05 249  1.82 169 1.67 203 1.67 190 2.18 182 1.85 1.92




These data can be displayed graphically in a radar chart. For example, Figure 1 illustrates
the FATF effectiveness ratings applied to Spain's AML/CTF regime, the first jurisdiction
assessed under the new methodology.®

Figure 1: FATF Effectiveness Ratings—Spain
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Radar charts also offer a convenient comparison tool, demonstrating assessed differences
between selected jurisdictions at a glance, illustrated in Figures 2 and 3 on the next page.

9 FATF, “Mutual Evaluation Report: Spain,” pp.11-18, 2014.
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Figure 2: FATF Effectiveness Ratings—
Australia, Canada, USA
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Figure 3: FATF Effectiveness Ratings—
Denmark, Norway, Sweden
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Comparative data can also be displayed graphically, as illustrated in Figure 4, with average ratings

for each jurisdiction listed in rank order.

Figure 4: FATF Effectiveness Evaluations—Average, Ranked
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COMPLIANCE

A simple process for converting data into effectiveness risk scores involves reversing the numerical scores (Low=4, Mod=3,
Subs=2, High=1) and using the MinMax method'? to normalize ratings to a 0-1 range, as illustrated in Figure 5.

Figure 5: FATF Effectiveness Evaluations—Risk Ratings Ranked
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10 QECD, “Handbook on Constructing Composite Indicators: Methodology and User Guide,” 2008,
http://www.oecd.org/els/soc/handbookonconstructingcompositeindicatorsmethodologyanduserguide.htm
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COMPLIANCE

Combining the data in new ways also offers insights beyond jurisdictional ratings and
rankcomes collectively for the first 39 effectiveness evaluations. Similar analyses can be
conducted for any selection of jurisdictional groups.

Figure 6: FATF Effectiveness Evaluations—39 Jurisdictions
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Figure 7: FATF Effectiveness Evaluations—Immediate Outcomes Ranked

An average rating of 1.92 for the first 39 evaluations (and a median of averages, 1.91) indi-
cates broadly an overall “moderate” level of effectiveness. According to FATF criteria,!! this
suggests that intended outcomes were achieved “to some extent,” but that “major improve-

ments” are required.

102: International cooperation

109: TF investigation, prosection

101: Risk, policy, coordination

106: Financial intelligence

108: Confiscation

1011: Proliferation financial sanctions
1010: TF preventive measures, sanctions
103: Supervision

104: Preventive measures

107: ML investigation, prosecution

2.49

2.18

o
ol

-
[}
N

-
oo}
(]

-
00
N

—_
[o2]
©

N
(2]
~

105: Legal persons, arrangements 1.67
0 Low Moderate Substantial High
1 2 3 4

Conclusion

This article offers simple new ways to illus-
trate and reflect on system-wide findings
from the results of peer-review evaluations
of the assessed effectiveness of AML/CTF
regimes.

An average overall rating suggesting a
moderate level of effectiveness bears no
relation to any assessment of the underly-
ing effectiveness methodology itself. It
simply reflects its results. Therefore, it is
merely coincidental that one such assess-
ment finds that major improvements are
also required for FATF’s initial effective-
ness methodology to represent an out-
come-oriented framework, as it purports.'?

Irrespective of the ultimate outcome of that
debate, this article begins filling a gap in
the ability to assimilate and assess dispa-
rate effectiveness and outcomes data. It
offers a system-wide view of initial results
of evaluations conducted under FATF's cur-
rent methodology for assessing the effec-
tiveness of AML/CTF regimes, enabling
initial comparisons between, and ranking
of, jurisdictions. Likewise, for FATF-de-
fined ‘outcome’ measures.

FATF may choose to do so, otherwise schol-
ars and practitioners might usefully
advance more complex data analytics to
further improve the ability to comprehen-
sively assess results from a continuously
expanding body of evaluations. [:\

Dr. Ronald F. Pol, principal,
AMLassurance.com, Wellington, New
Zealand, ronald.pol@amlassurance.com

111bid, note 7, p.20.
2Tbid, note 4.






