S‘"’TT" A

’--\Tr\ \'\
— — _JT-‘. PR—

Yo, YA

r r
s L

i1 PN

¥

CORRUPTION

WATCH

March 2019

PRYAN U

ol e
' 2

y

!
W]




Corporate Crime Gap Corruption Watch UK 2019

Table of Contents

EXECULIVE SUMIMAIY ...t e e e et e et e e e et e e e eaa e e e eannaeees 2
INErOAUCTION ... 5
1T 10T 6
(] oo g\ =T g 11 0] =4 o o 6
What is the LIDOr RATE? ... .o 6
LT T d =T T o] =T o' OSSR 6
How did UK and US authorities reSPONGA? .......couiiiiieiie ettt ettt ettt ettt et e et e e emee e emaeeene e e 6
Foreign EXchange Market............o oo 8
What is the Foreign EXchange Market? ... e 8
What Was the Problem? ... .. e 9
How did UK and US authorities reSpONnd? ... e 9
Money Laundering and SanCLiONS.........coouuiiiiiiii e 11
How Big @ Problem IS ThiS? ...ttt 11
How did UK and US aUthorities reSPONGA? ... ..ottt ettt ettt et e et e et e e et e e emeeeemneeeneeeees 12
Financial Crisis and TOXIC MOIQAgES ......uuuiiiiriieiiiiieeeeieeeeee e e e e e e e e eane e 13
A Eo AT L d =Y T ] o] 1T o' O ST 13
How did UK and US aUthorities reSPONGA? ... ..ottt ettt ettt et e et e et e e et e e emeeeemneeeneeeees 13
l sn’”t it CEOs We..Want..i.n..t.he..Do.ck.?2. ... 15
Individual vs. Corporate aCcoUNTability ..........ccioiiiiiii s 15
How Can the UK Better Hold Its Companies to ACCOUNE? ........cccviveiiiiiieiiiiieeeiiinnne, 17
CONCIUSION .o 20
Y o] o 1= o T [ G PRSPPI 21
Y = d aTeTe [o] [T 1V T T ST OO ST U OO U U O U O OURTOUROUO 21
SOUICES ..ttt ettt et oo oo oot e e oo e oo b e e oo oo oo E e e oo e oo e e bt oo e e e e e a e e e e e e e e e e e e e e e e 21
ACKNOWIEAGMENTS ...ttt e e bbbt h e b e bt bt bt e bt e bt e sb e b e sbe e e s 22
(€710 17ST = o 23
ENANOLES ... 24

1 www.cw-uk.org



Corporate Crime Gap Corruption Watch UK 2019

Executive Summary

I 6168 )& Ui O80A A AE(
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The UK has a serious problem holdingE OO AT | BAT EAO O1 A
AT CACET ¢ ET OAOEI 6O AATTTTEA AOEI A
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A company committing an economic crime in the US is far more likely to be hit with heavy criminal, civil and regulatory
penalties than one in the UK. There is no reason to suppose that this is because US companies are more criminal than UK ones.
Indeed, many of the companies that have been penalised in the US are British banking institutions.

The UK is effectively outsourcing its corporate financial crime enforcement to the US. As a result, the UK is missing a key
opportunity to provide real deterrence for financial wrongdoing in its own yard, and ensure the integrity of its own financial
markets. Large fines for financial crime from UK financial institutions or for financial crime committed in the UK or with major
impacts on the UK economy, meanwhile, which could be going to the UK Treasury, are instead going into the US Treasury.

Corruption Watch conducted an in-depth analysis of the enforcement of major corporate fraud and money laundering cases in
London and New York over the past ten years. We found that:

When banks in London and New York were implicated in manipulating the London based inter-bank lending rate, or
Libor:

1 The UK did not bring a single corporate criminal prosecution. The US brought criminal enforcement actions*
against seven of the big banks, and imposed nearly £1.6 billion in criminal fines.

I UK regulators did go after nine banks and imposed almost £760 million in non-criminal fines. However, US
regulators did the same and imposed fines of £2.6 billion i more than three times that of the UK.

I Taking the total fines issued (criminalandnon-c r i mi nal ), the US brought in A4.
£760 million 1 almost five and a half times more than that of the UK.

When banks in London and New York were implicated in rigging the foreign exchange market, or Forex, we saw a similar
OAOOI Oh AAOPEOA OEA AAAO OEAOC ,TTATT OADPOAOGAT 6O Tom T A& O

1 The UK did not bring a single corporate criminal prosecution. The US brought criminal enforcement actions
against five of the big banks, and imposed nearly £1.8 billion in criminal fines.

1 UK regulators went after six banks and imposed almost £1.4 billion in non-criminal fines. However, US
regulators went after 12 banks and imposed fines of over £4.6 billion T again more than three times that of the
UK.

f I'n total, the US brought in, through combined cri minasa
£1.4 billion 1 over four and a half times that of the UK.

Where banks in London and New York have been implicated in money laundering and sanctions violations, the
discrepancy between the two jurisdictions is at its most staggering:

1 The UK has not brought a single successful corporate criminal prosecution against a UK bank for money
laundering or sanctions violations. The US, on the other hand, has brought criminal enforcement actions
against six of the big banks and imposed almost £3 billion in criminal fines.

1 UK regulators have gone after 12 banks, and have imposed just over £260 million in non-criminal fines.

However, US regulators went after 31 banks and managed to impose nearly £6 billion in non-criminal fines i
over 22 times that of the UK.

2 www.cw-uk.org
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1 Taking the total fines issued by the US (criminal and non-criminal), the US has imposed almost £9 billion,
which is more than 34 times the total of the UK fines.

1 The US has extracted almost £1.7 billion in fines from UK-headquartered institutions, while the UK has only
extracted £81 million in fines from UK-headquartered institutions.

When banks in London and New York were implicated in the sale of toxic mortgages during the financial crisis:
1 No one brought any successful criminal prosecutions against any of the banks.

1 However, US regulators did go after three of the biggest UK banks for the sale of investments globally that
contained US toxic mortgages i and imposed non-criminal fines of almost £6 billion against those banks.

In summary, in the past decade, in response to scandals relating to Libor, Forex, toxic mortgages and major money
laundering:

1 The UK has failed to bring a single successful criminal prosecution, and has imposed just under £2.5 billion in
non-criminal fines.

1 In comparison, the US has brought close to 20 successful criminal enforcement actions against New York and
London banks, and has imposed more than £25 billion in both criminal and non-criminal fines i over ten times
that of the UK.

In the face of major corporate financial wrongdoing, the US has managed to bring over £22 billion
more into its public purse than the UK. Of that, over £10 billion was from UK-headquartered firms.

Statistics such as these serve to make people feel that large financial institutions are above the law in the UK. They also raise
serious questions as to whether the integrity of the UK financial system can be maintained if it is not policed and regulated
sufficiently.

Why are the US authorities so much more successful at holding corporations accountable for economic crime than those in the
uKk?

Primarily, this is because the UK has a much higher bar for proving corporate criminal liability than the US. In the UK,

Oi i AGEeT ¢ AAT 1 AA OEA OEAAT OEZEAAOQOEIT A1 AOOET A8 | AAdacd OEA
Oi Al ET AEOEAOAIT OAEDAtandrEdtha is hotoriods!§ difffcdl to@Bed In thd UB, Boivdvdy,

corporations are vicariously liable for the actions of all their associates.

*O0O0OEAA EO 110 AAET C thelcdseAhatibther cOunthes dbe-atie to)fifd UIOHeddddadrtdrdd Gotparied,
or large multinational banks that commit wrongdoing in the UK, or wrongdoing that has major impact on the UK economy,
COEI OU T &# AOAAEET ¢ OEA 1 Axselk EAT OEA 5+ AAT 30 AT A x1180 A

Some parts of the UK government claim that corporate liability reform for economic crime is unnecessary because it
introduced a new regime in 2016 called the Senior Managers and Certification Regime (SMR). However, the SMR does very
little to hold corporate bodies criminally liable for financial wrongdoing. Were a financial crisis to happen again tomorrow, or
another Libor scandal, there is no UK law in place which would ensure that large financial institutions would this time face
significant criminal penalties.

7TEAO08O0 1T AARAAAA O #&£#E@ OEEO POT Al Ai EO A O OEA 5+ O OA&E O
1 Firstly, making it an offence for companies to fail to prevent economic crimes from being committed.
Companies should be held accountable where their procedures are so weak that economic crime occurs in

their name and on their watch, especially where they profit from that crime; and

T Secondly, reviewing the o6identification doctrined and

3 www.cw-uk.org
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#1 OPT OAOA 1 EAAEI EOU EOT 60 OEA 111U OEETC ET1AET C AAAE
found that US regulators are significantly more likely to impose high regulatory penalties than their UK counterparts and that
the criminal and regulatory systems in the US work much more effectively together to properly penalise financial misconduct.

The UK urgently needs to commission an independent review of whether its regulatory regime is
imposing sufficient sanctions that provide real deterrence against corporate financial crime, and
whether its regulatory and criminal regimes are coordinated in an effective way.

4 www.cw-uk.org
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Introduction

IO Al xAUO AAAT b1 O @sidelfohtherciminal @dis/Af tHpse Who@dt onAhGIE T C
I O OEAEO AAT AEEO8 8y OEA xAAET AOOAGodetount OO
xEAT 1000 EAO 11 0858

Then-Attorney General Jeremy Wright QC, 2016°

0) AAT ¢ci AEOAO - AET 300AAON ) EOOO AAITIT
AT OPi OAOA AdOI OOOAR Al OPT OAGA AAI AT A A&

Lisa Osofsky, Director of the Serious Fraud Office, 20183

Ten years on from the global economic crash of 2008, British public trust in the financial industry and big business is low.

The government has failed to bring corporations to account for their role in the crash or in subsequent financial scandals. No
corporation has been criminally prosecuted successfully for its actions during the crash, for involvement in the Libor scandal, or
for rigging Forex rates, and only modest regulatory penalties have been imposed.

This is despite the significant cost to the UK public purse of the financial crisis. The Labour government of the time injected

£137 billion of public money to stabilise the financial system. As of October 2018, £23 billion remains outstanding.* Meanwhile

OEA DPOiT COAI 1T &£/ AOOOAOEOU ET 001 AGAAA ET woxo Oi OAAOAA OE
crisis has led to large-scale cuts to public services across the board.

According to a recent opinion poll, the British public is frustrated with this lack of accountability. A YouGov survey from August
2018 found that two-thirds of the public do not trust banks to work in the best interests of British society.® This was little
changed from a YouGov survey in 2013, when 73% of the public described the reputation of banking as bad.® In the 2018 survey,
more than 7 in 10 (72%) thought that banks should have faced harsher penalties for their role in the financial crisis.’

This stands in stark contrast to the US, where corporations have been held to account in a variety of fraud and financial crisis
related wrongdoing cases with heavy penalties.

The same story holds true for money laundering by large banks. The US regularly imposes criminal as well as regulatory fines

on large banks for laundering significant quantities of money. In contrast, the UK has never yet imposed criminal fines on a
bank for large scale money laundering and has imposed only modest requlatory fines.

5 www.cw-uk.org
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Findings

Corruption Watch compared® the numbers of cases and size of criminal, civil and requlatory penalties in London and New York
between January 2008 and December 2018 relating to the following economic crimes by banks:

manipulation of the Libor rate;

manipulation of the Forex market;

involvement in money laundering; and

involvement in alleged mortgage fraud that precipitated the financial crisis.

E R

We used London and New York because they are similarly sized and similarly powerful financial centres. The two cities vie for
thetopspota®O OEA x1T O1 A60O 1 AOCA O.@ccdkdindto thelclhbsIEihafcial EhtteArdddk Fvlidh A AT OOA
compares the competitiveness of financial centres, New York was 7 as of September 2018 7 only just ahead of London.® The
Financial Action Task Forcej & ! 4 & q | AAT xEET A AAOAOEAAA |, 11 ATOEAT x EQIOA & @ AlA
financial centrd Athefleadingcente &£ O ET OAOT ACET T A1 AATE 1 AT AET ch AAOEOA
and international debt securities.™

Libor manipulation

What is the Libor rate?

The London inter-bank offered rate, or Libor, is the globally accepted benchmark interest rate used to determine how much it
will cost banks to borrow from each other. The rate determines the cost of everything from student loans to credit cards,
corporate loans and mortgages.™

It is calculated for 10 different currencies in London through daily submissions by major global banks with a significant presence
in the London money market and is used as a reference point for $1o0 trillion in loans to consumers and companies and another
$350 trillion of derivatives.* It is considered the most important benchmark in the world for short-term interest rates.™

What was the problem?

Regulatory authorities in both New York and London started to receive reports of potential manipulation of the Libor rate by

banks for profit during 2007.™ Speculation about the integrity of the rate did not become public until April 2008, when the Wall
300AAO *1 601 Al AOAE OGAAxOBAASO 1100 Ei bi OOAT O AAOIT I AGAOGO
signal8'®

While the rate-rigging started in 2003, manipulation of the rate became symptomatic of financial crisis related wrongdoing,

when it emerged that the UK bank Barclays had manipulated the rate downwards to make itself appear less risky and insulate
itself from the crisis.*®

How did UK and US authorities respond?

The UK financial regulator at the time, the Financial Services Authority (FSA), opened a formal inquiry in early 2010.” US
regulators started investigating as early as 2008,* and in February 2012 it became clear that the US Department of Justice
(DOJ) had opened a criminal inquiry, which is still ongoing.™

6 www.cw-uk.org



Corporate Crime Gap

Criminal proceedings

Corruption Watch UK 2019

The graph below shows the criminal penalties that the UK and US authorities imposed on banks in London and New York for
their role in manipulating Libor.
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* UBS paid an additional fine for breaching a 2015 Deferred Prosecution Agreement (DPA) issued in relation to Libor
manipulation for further deceptive and collusive conduct in Forex markets.

In the UK, the Serious Fraud Office (SFO) brought no corporate criminal prosecutions against institutions involved in
manipulating Libor. This is despite the fact it has brought prosecutions against 13 individual traders, of whom 5 have been
convicted.” Some of the individuals have claimed in their defence that their employers knew what they were doing.** The
former UK Attorney General, Jeremy Wright, has described Libor as one of the cases where the UK has not prosecuted

AT Obi OAOA O whaknedsesibd Euiradt Eiw A b1l the Glear implications for the reputation of our justice

systen8’d

In the US, however, authorities acted swiftly and brought criminal penalties against a number of institutions, with a total of
£1.6 billion of fines imposed on seven banks. In announcing one Libor criminal enforcement action, then Assistant Attorney
General of the DOJ, Lanny Breuer, said, OT OO0 | AOOACA EO Al AAOd T 16 &ET Al AEAI

Of the £1.6 billion that the US regulator extracted from these seven banks in criminal fines, over £220 million was from the UK-
headquartered financial institutions Royal Bank of Scotland (RBS), Lloyds Banking Group (Lloyds) and Barclays.

Non-criminal proceedings

The US regulatory authorities, and in particular the Commodities Futures Trading Commission (CFTC) meanwhile repeatedly
imposed significantly higher regulatory penalties on banks than their UK equivalent, the FSA, which is the predecessor to the
Financial Conduct Authority (FCA), for the same conduct. The graph below shows the non-criminal penalties Z i.e. civil or
regulatory penalties Z that the UK and US authorities imposed on banks in London and New York for their role in manipulating

Libor.

7 www.cw-uk.org
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Non-c r i mi n al penaltiesA im
around the Libor scandal
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dThe US authorities impose both civil and regulatory penalties - as they have done here; the UK authorities only impose
regulatory penalties. The majority of the fines in the US were paid to the US regulator, the CFTC, and in the UK to the FSA, the
predecessor to the FCA.

So although UK regulators did go after nine banks and imposed almost £760 million in non-criminal fines for Libor
manipulation, the US regulators did the same and imposed fines of almost £2.5 billion Z more than three timeghat of the UK.
Of the £2.5 billion that the US regulator extracted from these nine banks in non-criminal fines, over £500 million was from the
UK-headquartered financial institutions RBS, Lloyds and Barclays (meanwhile the UK regulator only extracted £250m from
these same firms).

While criminal penalties brought by the DOJ were double the regulatory penalties imposed by the UK, combining criminal, civil
and regulatory penalties, US authorities extracted more than five timesthe amount that the UK did.

Foreignh exchange market

What is the foreign exchange market?

The foreign exchange market, or Forex, is one of the largest markets in the world with a daily average turnover of $5.3 trillion.*

47 OO EO ET DPAOOPAAOEOAR EOO AAEI U OO0O0TT®AO EO 1T AAOI

40% of the trading takes place in London.* By comparison, only 20% of Forex trading takes place in the US.*” According to

&! 4&h OEA 5+ EO OEA xI1 Ol A6O 1 AAAET C &1 OA@ 1 AOEAO xEOE
than twice as many Euros traded in London than in the Eurozone.”® Participants in the Forex market include banks, retail
investors, hedge funds, central banks, commercial companies, and investment management firms.

8 www.cw-uk.org
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What was the problem?

2019

(he price mechanism is the anchor of our entire economic gysyengging of the price mechanism leads to a misallocation of

capitaland is extremely costly to sociéty

Professor Tom Kirchmaier, London School of Economics™

In June 2013, while the Libor scandal was still unfolding with several regulatory fines already imposed in the UK, Bloomberg

reported that, according to five dealers who knew the Forexi AOEAO x Al 1 h

o1 i A

i £ OEA

benchmark foreign exchange rates used to set the value of trillions of dollars of investments. According to the Bloomberg
OA DT OO0 kFCOERaIresdy dvare of the allegations.™

x1 Ol AB

In September 2013, one of the four major banks involved in the Forex market, UBS, approached the DOJ with information

about the rigging in the hope of gaining immunity from prosecution.

3xEOUAOI AT AG Ohall M épénddProbas&C O1 AOT O

3By October 20130 E A 5 + theQJS BGH and

The US Federal Bureau of Investigation (FBIOAEA OEA &1 OA@ OA A bnfainbssieisc@lésTrdddksi URA OE T E1
and UK banks were found to be colluding in online chatrooms, in groups with names like The Cartel, A Tearand 3 Musketeer®
Prosecutors and regulators found that banks had been coordinating their trading of US dollars and euros over a period of five

years to manipulate the benchmark rates set twice daily in an effort to increase their profits.

HSBC had made $46.4 million profit from manipulating Forex rates.”’

Perhaps most egregiously, the DOJ found that O x |
trading andsales practicés

highlighted that Forex manipulation had occurred despite its own "well-publicised action in relation to Libé8

How did UK and US authorities respond?

Criminal proceedings

Despite OE A domiaiid role in the Forex market, criminal penalties against companies caught-up in the Forex scandal
happened solely in the US, as shown in the graph below.
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3 The DOJ for instance found that

i £ OEA AATEO EI bl EAAOQA AdeceBiveFX AT A
x EEl A -pébbedvthomagrbeinédnts for Libor related wrongdoing.®4 E A s BCA diso

The 5 + 8RO opened a criminal investigation into Forex manipulations but closed it in March 2016 after one and a half years,
having reviewed half a million documents. The agency said that E O  teahoabl©grounds to suspect the commission of

offences involving serious or complex fraud,0

prosecution for an offence contrary to Englishd&w.
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7EETI A OEAexB8i@lfOREBRA @WEAO OEA 5+830 Al Obdoordefdadhorskubghstedit wasOdly 1 A x (
to have been a factor. Alison McHaffie, a partner at the firm CMS Law, said the decision by the SFO to drop its criminal
investigation showed

Ghe difficult job the SFO has in demonstrating criminal actiwtjthout a change in thlaw on corporate
criminal responsibility. This means it is always easier to impose regulatory fines against the firms themselves
rather than criminal prosecutiod.

In the US by contrast, the DOJ forced guilty pleas from the banks (with the exception of HSBC), rather than entering into any
form of settlement and imposed fines totalling £1.736 billion.** Then US Attorney General Loretta Lynch, commented on
announcing the DOJ criminal penalties:

(rhe penalty these banks will now pay is fitting considérnigngrunning and egregious nature of their anticompetitive conduct.
It is commensurate with the pervasive harm done. And it should deter competitors in the future from chasing profagavithout r
to fairness, to the law, or to the public welgite

Nortcriminal proceedings

Again, the US authorities imposed significantly heavier regulatory fines than their UK counterpart. The graph below shows the
non-criminal penalties that the UK and US regulators imposed on banks in London and New York for their role in manipulating
Forex rates. The US civil penalties include those imposed by the DOJ, CFTC, New York State Department of Financial Services
(NYDFS), Federal Reserve and Office of the Comptroller of the Currency (OCC).

Non-criminal penalties imposed by the US and UK
around Forex rigging
1000
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S 700 penalties imposed
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E 500 -
£ 400 -
< u] d by th
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As can be seen in the graph, both countries imposed fines on a number of banks, with a large degree of overlap between the
banks fined in the two places.

The total of all the corporate fines, both regulatory and criminal in the US and UK, came to around £7.8 billion. Of this, only £1.4
billion came from fines issued by UK enforcers, meaning £6.4 billion went to the US. This means that the US authorities have
collected almost five times the amount of Forex fines than the UK, and this is despite the fact that the UK has double the
amount of Forex trading in its jurisdiction than the US.

10 www.cw-uk.org
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Penalties brought by the US were therefore far more substantial than those brought by the UK authorities, though the FCA
touted its penalties as record-breaking for the agency.**

Of the £6.4 billion that the US regulator extracted from these 12 banks, almost £2.4 billion was from the UK-headquartered
financial institutions Barclays, RBS and HSBC (meanwhile the UK regulator only extracted just over £70om from these same
firms).

Money laundering and sanctions

How big a problem is this?

The5 + Bldbional Crime Agency (NCA) has said that while there is no reliable estimate of money laundering through the UK,

@iven the volume of financial transactions transiting the UK, there is a realistic possibility the scale of moneyitapadtning

the UK annually is in the hundreds of bil@jbs

The NCA has also suggested that moneyl AOT AAOAA OEOT OCE " OEOEOE AAT EO rdnA OEA]
hundreds of billions of pourgf®

The US Treasury estimates that domestic financial crime, including tax evasion, generates proceeds for laundering in the region
of $300 billion.*” In order to ensure a fair comparison, Corruption Watch has again only focused on money laundering
enforcement actions taken in New York, that relate to banks based in New York or where a significant element of the money
laundering took place through their New York branch, to compare with those taken in London.

How did UK and US authorities respond?
Criminal proceedings

The graph below shows the criminal penalties that the UK and US authorities have imposed on banks in London and New
York* for their role in money laundering and sanctions violations over the past 10 years. The US proactively enforces its
economic sanctions regime and frequently takes enforcement actions against banks for sanctions breaches and money
laundering compliance failures at the same time.

Criminal penalties imposed by the US and UK
for money laundering and sanctions
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US authorities imposed criminal fines Z primarily through forfeiture extracted under DPAs or Non Prosecution Agreements
(NPAs) 7 against New York banks worth almost £3 billion under its Bank Secrecy Act and economic sanctions legislation.*

UK authorities meanwhile have not imposed any criminal penalties on London banks for their role in aiding corporate money
laundering or evading economic sanctions over the past 10 years. While the 2018 FATF evaluation found that the UK achieves

1400 convictions annually for money laundering, these were almost universally for petty drug-related crimes.>

. AEOEAO OEA 5+80 &#! 110 (- 2A0AT O6A AT A #0001 10 j(-2#qh
number of firms, have yet to bring any corporate prosecutions for failure to have adequate money laundering procedures

required under the Money Laundering Regulations, introduced in 2007 and updated in 2017.%"

Similarly, with financial sanctions, since a new law came into force in April 2017 Z the Policing and Crime Act, which introduced
greater powers to fine those who breached sanctions 7 the UK has brought only one modest enforcement action for such
breaches. In February 2018, it fined Raphael Bank £5,000 in relation to an Egyptian financial sanctions target.>* This is despite
133 suspected breaches being reported to the Office of Financial Sanctions Implementation (OFSI) during 2017-2018, with a
total worth of £1.4 billion.>

Nortcriminal proceedings

The graph below shows the non-criminal penalties that the UK and US authorities have imposed on banks in London and New
York for their role in money laundering and sanctions violations over the past 10 years.
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The same pattern emerges as for other forms of economic crime: civil and requlatory fines on New York banks far outstrip
those on London banks. However, when it comes to fines imposed for money laundering and sanctions violations, the
discrepancy between the US and the UK is at its most staggering.

US non-criminal fines for money laundering and sanctions violations total almost £6 billion, whereas UK fines come to less than

£0.3 billion. This means that the US authorities have imposed non-criminal fines for New York related money laundering that
are worth over 22 times more than the fines issued by the UK authorities.

12 www.cw-uk.org
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Taking the total fines issued by the US (criminal and non-criminal), the US has imposed almost £9 billion, whereas UK fines
come to less than £0.3 billion. This means that the US authorities have imposed (in total) fines that are worth over 34 times
more than the total fines issued by the UK.

Of the £9 billion that the US authorities extracted, almost £1.6 billion was from the three UK-headquartered institutions HSBC,
Standard Chartered Bank and RBS. Meanwhile, the UK regulator extracted nothing from these three firms, and only acquired
£81 million in fines from the UK-headquartered institutions Barclays Bank and Coutts & Co.

Financial crisis and toxic mortgages

What was the problem?

In early 2008, the US housing market crashed, sparking a string of events that led to full-blown financial crisis in the Autumn of
2008.>* In September 2008, the collapse of the Lehman Brothers and the near collapse of American insurance giant, AlG,
caused global panic.>® Stock markets plummeted around the world, and the global economy went into recession. The political,
economic and requlatory effects are still reverberating ten years on.*°

As the official US Financial Crisis Inquiry Commission found in its final report in January 2011, the reason the US housing market

sparked the financial crisis was that Qrillions of dollars in risky mortgages had become embedded throughout the financial systerr
as mortgageelated securities were packaged, repackaged, and sol@stoirsvaround the worl@’

4EAOA OAAOOEOEAOh 1T £OAT AAI 1T AA OOI GEA 11 OOGCACAOGSHh xAOA A
around the globe.

The Commission found that:%®

9 the financial crisis was avoidable;
9 the crisis was caused by widespread failures in financial regulation and supervision and a dramatic failure in
corporate governance and risk management;
f excessive borrowing, ri sky investments aaondcdlisionkausef t r

with crisiso ;  and
1 fthere was a systemic breakdown in accountability and ethics. 0

While the crisis was sparked by the crash in the US housing market, UK financial institutions were deeply implicated in the
misselling of mortgage-related securities to investors globally, as subsequent regulatory action by US authorities has found. US

prosecutors alleged that UK-EAAANOAOOAOAA A AlsystbmatizElp ahd iktédtiohalydnfsiephedeiitedD EA 1T AO
of the loans that formed the basis of securities sold to investors.>®

How did UK and US authorities respond?
Criminal proceedings

No banks in either New York or London have been found guilty of any criminal charges relating to toxic mortgages and the
precipitation of the financial crisis.

In the US, only one bank Z one of the smallest in New York, Abacus Federal Savings Bank Z was indicted for fraud in relation to
toxic mortgages. However, the bank and two of its former executives were acquitted by a jury in 2015 on all charges.*
Similarly, in the UK, only one case has ever been prosecuted against a bank for financial crisis-era misconduct. That case 7
against Barclays Z was dismissed by a crown court judge in June 2018, although the trial of individual executives is currently

. 1
ongoing.

Non-criminal proceedings

13 www.cw-uk.org
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Although no criminal proceedings against banks for their role in precipitating the financial crisis have stuck, the US has issued a
significant number of civil and requlatory penalties against banks for financial crisis related wrongdoing. According to the
Conduct Costs Research Project, banks were fined £65.84 billion in the US for mortgage misselling between 2012-2016.%
Between 2017-2018, the DOJ alone brought-in at least an additional £18 billion in fines against New York banks for their role in
selling toxic mortgages.®

Non-criminal penalties imposed by the US
against UK banks for toxic mortgages

4500
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; ]

Barclays RBS HSBC

Penalties (millions of pounds)

In comparison, the UK did not bring any non-criminal proceedings, despite the fact that UK financial institutions were found
responsible in the US for wrongdoing that triggered the financial crisis and despite the significant economic impact the
financial crisis had on the UK. UK-headquartered banks that paid penalties to the US DOJ for their role in misselling of
mortgages include RBS (£3.9 billion), Barclays (£1.4 billion) and HSBC (£587 million).%

The DOJ cases were brought under the Financial Institutions Reform, Recovery, and Enforcement Act of 1989 (FIRREA). This
Act provides civil liability for violation of certain criminal statutes relating to financial institutions. It allows the DOJ to bring
cases on the basis of @ preponderance of the evidence a standard that allows prosecutors to prove a case only to the extent
that there is a greater than 50% chance of it being true.® Prosecutors have said it was difficult to prove these financial crash-era
fraud cases to a criminal standard of beyond reasonable doubt.*

14 www.cw-uk.org
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| sn’ t | 1 t he CEOs we

Individual versus corporate accountability

Following the financial crisis, there was public outcry to see CEOs in the dock for the wrongdoing that led to the crisis.”” But so
far there has been no real accountability for senior management. While 324 people have been convicted in the US of financial
crisis related crime, none of them were from a senior level in the major financial institutions.*® Prosecutors have said it was
difficult to find the evidence of senior level criminality.69 However, as one US commentator put it,

Quithout holding real people on Wall Street accountable for their wrongdoing in the years leading up the financial crisis,
the messagthat their behaviouwas unacceptable goes undeliver@l

In the UK, the picture is pretty much the same. A 2013 UK Parliamentary Committee on Banking Standards found that

(op bankers dodged accountability for failings on their watch by claimingiigmorahiding behind collective decision
making. They then faced little realistic prospect of financial penalties or more serious sanctions commensurate with the
severity of the failure with which they were associdfted.

A 2011 report by the FSA Board looking into the failure of the British bank, RBS (which was bailed out by the UK government to

OEA OOT A 1T &£ ol YsY AEITEIT qh OAEA QEA@sthathdida persdhcrimiayNOAOA 1
accountable without having to prove that they intended to commit an offence Z were to blame for the absence of enforcement

in the UK.”

10 A OAOGOI O T £# OEA 0AOI EAI AT OAOU #7111 EOOAA 11 "AlTEETC 30
improve individual accountability:

1. Anew criminal offence under Section 36 of the Financial Services (Banking Reform) Act 2013 which made it an offence
to take a management decision resulting in the failure of a financial institution, with a maximum custodial sentence of
OAOAT U Adnddht@nd EfindtBeSection 36 Offence).”

2. The SMR Z a new regulatory regime.” That regime Z which was introduced in March 2016 and currently applies to
deposit takers, investment firms and insurers Z is being rolled out during 2019 to apply to all firms regulated by the
FCA.”> The SMR has overhauled regulatory expectations on accountability and governance. Under it, senior managers
can face civil sanctions for misconduct where a breach occurs in a regulatory area for which they are responsible if they
cannot prove to regulators that they took all reasonable steps to avoid the breach.”®

4EA 5+860 1T Ax 3AAOEIT Qa /| A£AEAT AA EAO AAAT AOEOEAEOAAaxEAA
(apertigegp h xEOE AAOBEROBIT A1 0P D on@hgfkdeimsirmdariaBéto Aobvict@ senior manager,
prosecutors have to prove that the manager not only caused a financial institution to fail, but also was aware of the risk that

his/her decision might cause it to fail.”® Furthermore, it is only triggered where an institution fails and not where other

wrongdoing causes losses or harm.

While the SMR is still in its early days, initial signs as to whether it is being used to hold senior managers to account are not

promising. Since the regime has been introduced, FCA penalties against individuals have fallen to their lowest levels for five
years. Since March 2016, the annual total level of fines against individuals imposed by the FCA has been £0.9 million.” This
compares with £4.2 million in 2015/2016; £6.7 million in 2014/2015; and £3.9 million in 2013/2014.80

One clue as to why the SMR may not be delivering on its potential can be found in a further part of the Parliamentary
#1171 1T EOOAAGO 1 AOAOOA GitehtiorGriom thef K goternnieAc Ae Edinkiktee btahed Bat:

(Effective enforcement action against firms represents an important pillar of the overall approach to enforcement. In mz
cases, it serves as the gateway to enforcement action against relepmasifiduals, which is also necessary. It can draw
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wider attention to a failure, providing incentives for firms to strive to maintain high standards, and establishes penalties
xEAT AATEO AAPAOO AOI 1T OEIT OA OO0 AterdshitelesBwere © gainlcudréndy O O1
that banks can be too big or complex to sanékion.

While the Committee did not look at criminal enforcement against firms, it did suggest that the regulators should review their
DAT Al OU OA O Gediay foraGuittie Asubistantial izrease in fiB%s the figures in this report suggest, this does
not appear to have happened in any meaningful way.

The evidence from academic analysis shows that the most effective way of deterring corporate crime is to ensure multiple

approaches, both regulatory and criminal against both firms and individuals.®® That would suggest that in order to change

corporate behaviour, both corporate fines and the serious prospect of prosecution for senior executives are needed.

TheDAOOO T £ OEA 5+ Ci OAOT i AT O OEAO AOCOA OEAO OEA 5+% A1 AOI
are therefore mistaken. Focusing solely on individual regulatory accountability is not enough. That is because as the

Committee on Banking Standards pointed out, it is often by taking criminal and regulatory action against firms that the

evidence to prosecute individuals is uncovered.

Furthermore, while it is essential that individuals, particularly at a senior level, must be held to account and face a realistic
prospect of being prosecuted for wrongdoing, there is no evidence that only undertaking individual regulatory actions on their
own will change corporate culture.

Having a strong system of criminal law incentivises companies to put good corporate governance structures in place, as the

Bribery Act has demonstrated.® Ensuring that companies are fined effectively for wrongdoing, including by removing a

significant amount of the benefit they received from it, and ensuring that they have independent monitors imposed where

found guilty of wrongdoing, are also essential steps to prevent and deter corporate economic crime.

ButthecurrAT O 5+ AT OPT OAOA 1 EAAEI EOU 1 AxO AT1860 AilTx A& O AEC
OEA OAcCcOI AOT OO AOAT 680 EI DI OET ¢ OECI EAEAAT O AT T OCE s®AT Al O
happen today, it is not clear what legal mechanism prosecutors could use in the UK, whether criminal or civil, to penalise

financial institutions for reckless behaviour.

)1 601 AGAET ¢ A OZAEI OOA O DOAOAT 66 1 EAEATAAto e held@AckodnEFeri T O
such wrongdoing as misselling toxic investments and money laundering, as well as the rigging of rates like Libor and Forex, and

x]T Ol'A EAI P Oi1l OA OEA 5+80 EOOOEAA CADP £ O Al OPT OAOA AATT
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How can the UK better hold its companies
to account?

Recommendation 1: The UK needs to reform its corporate liability laws to ensure

that | arge companies can be prosecuted Db
economic crime’ of f en cleaw@omdissionrgview af tineni s s i
identification doctrine.

The US has been so much more successful in holding companies criminally liable for economic crimes than the UK has because
it has much stronger corporate liability laws.

4EA xAAET AOO 1TORA @k A BAKK EAOWDPOACET Ah doBdndGE | EEG AZBA GDAEAA TAA NGEE
prosecutors must trace corporatel EAAET EOU A A Aifectif mindat theEdmpakyDadbéeAlbng rérognised by
experts, international review bodies and the government itself.

YT A woxo A1 001 OAGEI T h OEA 5+80 ,Ax #1111 EOOEI1T OOAOGAA O

(&an make it impossibly difficult for prosecutors to find compguilgsof some serious crimes, especially large companies
with devolved business structudés

It found thatthe AT A O Gives$ alper@erse incentive ditecdrs of large corporations to insulate themselves from knowledge
of what their employees are doing, and that the doctrine

Gnay simply be an inappropriate and ineffective method of establishing criminal liability of corg@fations.

In a 2016 consultation on a new corporate tax offence, the government acknowledged that the current corporate liability
regime undermines incentives for good corporate governance and lets the worst offenders off the hook. It outlined in the
consultation how

Ghe criminal law currently renders corporations that refrain from implementing good corporate goverrstnoegand
reportng procedures hard to prosecaitel offers no incentive to invest in such procedtiieghose corporations that
deliberately turn a blind eye to wrongdoing and preserve their ignorance of criminality within their organisation that the
curent criminal law most advantagg®

In December 2018, meanwhile, FATF noted that

@WEA 5+80 AAEI EOU OI DPOOOOA AOEI ET Al DPOI OAAOGOEI T O ACA
=89
caseso

The5+80 Ox1 | AET Cbwd Pré3dciiiéhGdrvioedps) &hEthe SFO have both acknowledged on various
occasions the difficulties that the identification doctrine poses to their ability to bring corporate prosecutions.

Criminal law should apply to everyone. It is deeply damaging to public trust if financial institutions are perceived to be above
the law. Ensuring that the criminal law can be used to tackle corporate economic crime is also essential to change corporate
behaviour. It would send the clear signal that the UK government and the justice system consider certain types of behaviour
morally wrong and worthy of serious condemnation.®* The moral stigma of engaging in conduct that could be penalised
through criminal law is likely to concentrate minds in a corporate setting and incentivise good corporate governance.
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Passing legislation that provides for vicarious liability or for a @ilure to prevent8offence applying to economic crime would help
prosecutors in the UK catch misbehaving corporations that are currently off the hook.

4EA 5+ EAO Al OAAAU ET 001 AGAAA OAZAEI OOA O DPOAOGAT 08 1 AAEAT
economic crimes such as fraud and money laundering not to have a similar standard for holding companies to account. One of

OEA 5+80 1100 OATEI O EOACAOR 3EO " OEAT , AOGAOGITh xEI EO (
Qhe abilitytosa® | ©8 O A n$tdpro piekdsidto my mind absolutely critical.

He went onto state that extending the failure to prevent model to other economic crime would, in his opinion, (e in the public
interest®”

A failure to prevent offence ensures that a company can be criminally prosecuted for wrongdoing where it cannot show that it
had sufficient procedures in place to prevent those crimes from happening. As an offence, it encourages companies to putin
place good corporate procedures and raises corporate governance standards.

Atthe same time, the UK also needstoreviex ET x OEA OEAAT OEAZEAAQEI 1T A1 AOOET A8 EO
corporations to account in a way that is fair and holds all companies, whether large or small, to the same standard. A Law
Commission review of how the identification doctrine could be reformed or abolished is long overdue.

Stronger accountability for corporate misbehaviour is essential to bringing back public trust in business and the financial sector.
2 AEl Ol ET GorporktdiiabBity glne to ensure it is fit for purpose will also enable the UK to protect the integrity of its
financial markets and to prevent further financial scandals.

Recommendation 2: The UK should commission an independent review of how its
criminal and regulatory systems work together and whether its regulatory penalties
are sufficiently frequent or high enough to provide real deterrence

In the US, prosecutorial and requlatory bodies often cooperate and coordinate closely and release simultaneous

announcements on penalties they will impose on financial institutions. In the UK, the situation is far less clear-cut. Regulators

and prosecutors rarely appear to take co-ordinated action, or announce financial penalties in conjunction. The exception to this

was the recent DPA betweenthe SFOand TeOAT 8 4EA AAU EO xAO AT 11 01 AAARh OEA 5+
Tesco to establish a compensation scheme worth around £85 million plus interest for those investors affected by its market

abuse.® This was the first instance of such coordinated action. Notably, the FCA did not impose an additional penalty for

market abuse on Tesco.

Ou

4EA AOOAAI EOEIi ATO 1T &£ OEA 5+60 1T Ax . AOEITAl %AT1T1TI1EA #OEI
between criminal prosecutors and regulators, as the FCA, SFO and CPS are all under the same roof. However, it is essential that
an independent review looks at the barriers to effective coordinated regulatory and criminal enforcement.

Most importantly, the review should look at whether UK regulators are imposing penalties frequently enough and of sufficient

OEUA O1 AOAAOA OAAIT AAOAOOAT AA8 ) O EOT 80 AOOOAT Obnde, thel AAO
5+860 &#! & O A OEAO AAODEQdIn kb, hrdendharkiEdyiAg inf ibobahdFdrek mdtkkts, W ® X W
5+ AEEOI O faiing © Aully @ménéade bendbmark rigks

)T $AAAI AAO WoXnh A AOAED anbréydaundehirg indr@rordtdineicifykeGitids Glu@E A 5+ 5
criticism from private sector representatives that the number and amount of penalties imposed by the FCA were low, raising

(Quuestionsabout their dissuasiveness, particularly in light of systemic AML/CFT failings identified at some large
multinational UK firms over the last decafe.

The criticism was deleted however from the final published report as was a recommendation for the FCA to consider the level
of fines it was imposing for money laundering breaches.*®

In 2013, the Parliamentary Committee on Banking Standards noted that
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Ghe credibility of enforcement has been damaged by a legacy of fines that were pitiful compabethédith®anks
gained from the miscondudt.

Yet nearly six years on, its words do not appear to have been fully heeded. An independent review must look at what level of
regulatory penalties provide credible deterrence, and lessons to be learned from the US experience.
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Conclusion

Since the financial crash, US prosecutors and regulators have held New York banks to account for rate rigging, money
laundering and other economic crimes and have raised almost £6.4 billion in criminal fines and almost £20 billion in non-
criminal fines.

In the UK however, authorities have brought no successful criminal prosecutions relating to the same conduct. Indeed, the only
criminal fraud case brought by the SFO against a corporation in relation to financial crisis-era conduct failed.®® The UK

authorities have raised nothing in criminal fines, and have accrued less than £2.5 billion in non-criminal fines.

Total criminal penalties imposed on New York and London banks

Imposed by the US

Imposed by the UK

Libor manipulation £1.6 billion £0
Forex fixing £1.8 billion £0
Money laundering & sanctions £3 billion £0

violations

Toxic mortgages and the financial
crisis

No banks found criminally liable

No banks found criminally liable

TOTAL

£6.4 billion

£0

Total non-criminal penalties imposed on New York and London banks

Imposed by the US Imposed by the UK
Libor manipulation £2.6 billion £0.76 billion
Forex fixing £4.7 billion £1.4 billion
Money laundering & sanctions £6 billion £0.3 billion
violations
Toxic mortgages and the financial | £6 billion £0
crisis
TOTAL £19.3 billion £2.46 billion

Under the current system, the UK effectively outsources enforcement of financial crimes to the US. By doing so, the UK:

fails to provide credible deterrence for financial wrongdoing;

fails to protect the integrity of its markets;

fails to provide real incentives for good corporate governance in the UK; and

effectively allows the US Treasury to take money from criminal and regulatory penalties that could legitimately
be going to the UK Treasury if the UK were to take action.

=A =4 =4 =4

The UK needs to update its corporate liability regime to make it easier for prosecutors to get convictions, and review its
regulatory penalty regime. The British public is rightly outraged that no banks or bankers were held criminally accountable for
precipitating the financial crisis, for rigging the Libor and Forex rates, or for money laundering scandals and sanctions
violations, and that only paltry fines have been paid.

Justice is not currently being done. Corporate liability reform is essential to ensure that companies can be found criminally

liable for wrongdoing and regulatory penalties must be reviewed to ensure they provide real incentive for companies to operate
on the right side of the law.
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Appendix 1

Methodology

4EA AEATTATCA T &£# AT i PAOEI C 5+ AT A 53 1 Ax Al £ OAAI A1 O AEAE
has a far greater number of companies that get caught up in economic crime, and far more law enforcement resources to tackle
theproAl AT 8 41 1 EOECAOA OEEO EOOOAh xA £ AOOOGAA 11 AATEO OE
mean banks that:

have their US operations headquartered in New York;

are listed on the New York stock exchange;

locate their investment banking division in New York; and/or

had their penalties enforced by New York authorities
Attorneybts Offices in the Southern and Eastern Distr

=A =8 =8 =4

This meant ignoring prosecutions and regulatory actions in large parts of the country, but meant a comparison to London could
be more honestly made.

This also meant that for our analysis of penalties relating to toxic mortgages, we onlyincluded the fines of three UK-
headquartered banks (given that their involvement in toxic mortgages in the US caused such damage to the UK economy).
For our analysis of penalties relating to money laundering, we made the assumption that New York and London, as similarly
sized financial centres, have roughly the same amount of money laundered through them, and so the broader definition could
be applied.

Where a fine was issued in US Dollars, we converted it to British Pounds using the historical exchange rate that applied at the
close of the date that the fine was issued.

Sources

For the UK, we collected data on enforcement actions from a variety of sources, including:

1 Press releases issued by the SFO.
1 Press releases issued by the FCA (and its predecessor, the FSA).
1 News reports.

For the US, we collected data on enforcement actions from a variety of sources, including:

Press releases issued by the DOJ.

Press releases issued by the CFTC.

Press releases issued by the Board of Governors of the Federal Reserve System.

Press releases issued by the OCC.

Court documents published by the NYDFS.

Press releases issued by the Financial Crimes Enforcement Network (FInCEN).

Press releases issued by the FBI.

Pressreleasesissued byt he US At t or n eeyS6utherOand Hasteendistdcts oftNaw York.
News reports.

=4 =4 8 -8 -4 -8_-9_-9_°9
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Commodities Futures Trading Commission (CFTC)
Crown Prosecution Service (CPS)

Deferred Prosecution Agreement (DPA)

Department of Justice (DOJ)

Federal Bureau of Investigation (FBI)

Financial Action Task Force (FATF)

Financial Conduct Authority (FCA)

Financial Crimes Enforcement Network (FinCEN)
Financial Services Authority (FSA)

Financial Institutions Reform, Recovery, and Enforcement Act (FIRREA)
Foreign exchange (Forex)

HM Revenue and Customs (HMRC)

International Emergency Economic Powers Act (IEEPA)
Lloyds Banking Group (Lloyds)

London based inter-bank lending rate (Libor)

National Crime Agency (NCA)

New York State Department of Financial Services (NYDFS)
Non-Prosecution Agreement (NPA)

Office of Financial Sanctions Implementation (OSFI)
Office of the Comptroller of the Currency (OCC)

Royal Bank of Scotland (RBS)

Senior Managers and Certification Regime (SMR)
Serious Fraud Office (SFO)

Trading With the Enemy Act (TWEA)

United Kingdom (UK)

United States of America (US)
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