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Ministerial Foreword

Money laundering and terrorism financing continue to pose a
significant threat in the UK and worldwide. Money laundering is the
lifeblood of organised crime, allowing individuals to profit from malign
activities through disguising illicit financial gains. Terrorism financing
threatens national security and facilitates atrocities we have suffered
here in the UK and across the rest of the world. To protect the integrity
of the UK'’s financial and professional services sectors, we must also do
more to address illicit finance linked to corrupt elites — not only from
Russia, but from all kleptocratic regimes.

The Economic Crime Plan (2023-2026) is a comprehensive strategy to
direct public and private resources in a system-wide response to the
threat of economic crime. Reforming the anti-money laundering and
counter-terrorism financing (AML/CTF) supervisory regime is a specific
action within the Plan that HM Treasury has committed to deliver, and
this consultation is the next step. Improved supervision will support
businesses across the regulated sector to understand and effectively
implement their obligations under the Money Laundering Regulations,
and ensure that appropriate action is taken against firms that fail to
meet these obligations. It will also reinforce other important reforms
elsewhere in the system, such as the transformation of Companies
House and wider measures being introduced through the Economic
Crime and Corporate Transparency (ECCT) Bill.

In the most recent peer assessment of the UK by the Financial Action
Task Force (FATF), the FATF identified inconsistencies and weaknesses
in the UK's supervisory system - in particular in the professional services
sector - that represent a significant vulnerability.

This consultation sets out our objectives for this reform: to strengthen
the effectiveness of the supervisory system, to improve co-ordination
across the UK's AML/CTF system, and to ensure the chosen policy is
feasible. There are four potential models set out in this document,
ranging from new powers which would bolster the existing regime to
making a public body responsible for some or all UK AML/CTF
supervision. | hope all those in the AML regulated sector contribute to
this consultation to enable us to identify and deliver the best route to
strengthen our supervision of efforts to prevent money laundering and
support the UK's overall fight against Economic Crime.

Baroness Penn — Treasury Lords Minister




Executive Summary

Background:

Anti-Money Laundering/Counter-Terrorism Financing (AML/CTF)
supervisors oversee businesses who conduct activity regulated under
the Money Laundering, Terrorist Financing and Transfer of Funds
(Information on the Payer) Regulations 2017 (MLRs). There are three
statutory supervisors: FCA, HMRC, and Gambling Commission (GC), and
22 Professional Body Supervisors (PBSs). PBSs are private bodies who
provide supervision for legal and accountancy firmsu.

The UK's first ML/TF National Risk Assessment (NRA) in 2015 identified
weaknesses in professional body supervision. Inconsistencies in
supervision generally were identified in the latest Mutual Evaluation
Report of the UK's AML/CTF regime carried out by the Financial Action
Task Force (the international standard-setting body) in 2018. It found,
for instance, that there were significant weaknesses in the risk-based
approach to supervision among all the UK AML/CTF supervisors, except
for the GC.

Following a commitment in the 2016 AML/CTF Action Plan, the
government created the Office for Professional Body Anti-Money
Laundering Supervision (OPBAS) in 2017, which seeks to ensure robust,
consistent supervision across PBSs, as well as good information sharing
between supervisors and with law enforcement. OPBAS has delivered
substantial improvements in PBS supervision.

However, significant weaknesses remain in the UK's supervision regime.
HM Treasury's 2022 review of the UK's AML/CTF regime (“the Review")2
concluded that there was rationale for further reform.

The Review also proposed some specific amendments to the MLRs,
aimed at supporting regulated firms to apply a more proportionate,
risk-based approach. We will begin consultation on these proposed
regulatory amendments by Q4 2023.

Objectives:

This consultation offers stakeholders the opportunity to provide their
views on which of the four options proposed would most improve the
regime. There are three objectives for supervisory reform. These form
the criteria against which we will evaluate the evidence we gather.

1 Please see paragraph 1.28 for what we mean by 'firms'.

2 https://;www.gov.uk/government/publications/review-of-the-uks-amilcft-regulatory-and-supervisory-regime
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1) Supervisory effectiveness: leading to better outcomes in line
with the priorities identified in HM Treasury's recent review of the
AML/CTF regime?®: risk-based supervision that ensures both
consistent and proportionate compliance with the regulations
across the AML/CTF-regulated population and increased
effectiveness of these preventative measures in protecting the
UK economy from illicit finance.

2) Improved system coordination: more effective collaboration
and accountability across the AML/CTF regime. This includes
information sharing among supervisors, and between
supervisors and law enforcement, and coherence with wider
regulatory regimes.

3) Feasibility: ensuring that the chosen model is practically feasible,
with suitable funding and governance structures.

Model 1: OPBAS+

The first potential model would involve no structural change to the
regime. OPBAS would be given enhanced powers to increase the
effectiveness of supervision by the PBSs. This should capitalise on the
improvement in standards brought about by OPBAS' activity since its
establishment.

Under this option, OPBAS could be given a range of new powers. We
believe that any additional powers granted to OPBAS ought to be
coupled with additional accountability mechanisms. This model would
be the most immediately feasible, requiring no structural changes.

Model 2: PBS Consolidation

Model 2 would likely see either two or six PBSs retain responsibility for
AML/CTF supervision. There could be either one accountancy sector
supervisor and one legal sector supervisor, both with UK-wide remits, or
one accountancy sector supervisor and one legal sector supervisor
within each jurisdiction: England and Wales, Scotland, and Northern
Ireland. Under either option, there would be a decision required as to
whether accountancy firms currently supervised by HMRC should
transfer to the consolidated PBS.

This model would retain the current system in which private bodies
supervise firms, including representative bodies, but reduce
inconsistency and complexity by ensuring only the highest performing
supervisors remained.

Model 3: Single Professional Services Supervisor (SPSS)

3 Review of the UK's AML/CTF regulatory and supervisory regime - GOV.UK (www.gov.uk)
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The third model would see a single body supervise all legal and
accountancy sector firms for AML/CTF. It may also supervise some or all
of the wider sectors currently supervised by HMRC.

This body would most likely be a public body, unlike the PBSs. There are
possible benefits to this, including that it may be more appropriate for a
public body to hold broad enforcement powers, due to oversight of
these bodies by Parliament. Furthermore, a public body created for the
purpose of supervision may be more able than private bodies to expand
its remit should there be later changes to sectors in scope of the MLRs.

The body would be expected to be operationally independent of any
ministerial department, but accountable to the Treasury. While the
existing professional body supervisors would no longer be responsible
for AML/CTF supervision, they could continue to supervise firms for
other purposes. It would be important to mitigate the impact of this
dual regulation on firms.

Model 4: Single Anti-Money Laundering Supervisor (SAS)

Under this model, all AML/CTF supervision in the UK would be
undertaken by a single public body. The major difference between this
and previous options is that the FCA and GC would also stop
supervising firms for AML/CTF compliance.

Similar points about the potential advantages of a public body carrying
out these functions would be applicable. While the existing supervisors
would no longer be responsible for AML/CTF supervision, the FCA, GC
and PBSs would continue to supervise firms for general regulatory
conduct within their respective remits. It would be important to
mitigate the impact of this dual regulation on firms. An SAS would
likely be operationally independent of any ministerial department, but
accountable to the Treasury.

Sanctions Supervision

Sanctions have grown in number and complexity following the Russian
invasion of Ukraine in February 2022. Novel trade sanctions often target
supervised sectors, such as accountancy. While most supervisors
currently have no explicit powers to supervise sanctions compliance
and controls for non-CT sanctions regimes, some supervisors already
assess sanctions compliance as part of broader AML/CTF supervision.

In light of these increased demands, supervisors could play an
important role in communicating sanctions risks to businesses and
supporting and overseeing the development of effective sanctions
compliance controls. As a result, HM Treasury intends to use this
consultation to gather evidence as to whether there is a need for a
more formalised system of sanctions supervision, and how this could
interact with the four reformm models.



Chapter 1: Background

The Money Laundering Regulations and the
current supervision framework

1.1 The UK's role as one of the world’s leading international financial
centres and home to new and innovative technologies, reputation for
ease of doing business, openness to overseas investment, and status as
a major overseas investor and exporter all create a vulnerability to
economic crime.

1.2 The UK has an extensive AML/CTF regime, in line with
international standards, which works to protect against these risks. The
current regulations are the MLRs. There have been amendments to
keep the MLRs up-to-date and HM Treasury published a review of these
regulations in 2022.4

13 Our regime is closely aligned with the 40 recommendations of
the Financial Action Task Force (FATF), an intergovernmental body
which sets and promotes full implementation of international
standards for measures to combat ML, TF, and the financing of the
proliferation of weapons of mass destruction (PF).

1.4 The UK is a founding member of the FATF and is fully committed
to ongoing implementation of its standards. Every 8-10 years, each
jurisdiction around the world is evaluated by expert assessors from
other countries and a Mutual Evaluation Report (MER) documenting
the result is published by the FATF. The UK's last MER was published in
2018.

1.5 The MLRs establish 25 AML/CTF supervisors to ensure
compliance with their requirements. Three of these are statutory
supervisors, and 22 are PBSs. HM Treasury is responsible for ensuring
the effectiveness of the supervisory regime and engages regularly with
the supervisors. HM Treasury publishes an annual report on the
performance of all supervisors, with the latest edition released in
December 20225

1.6 “Statutory supervisors” is the term often used, including by the
FATF in the UK's last assessment, to refer to the three public sector
supervisors. We continue to use this term throughout. The three
statutory supervisors are:

¢ The Financial Conduct Authority (FCA). The FCA is the
independent conduct regulator of financial services firms and

4 https://www.legislation.gov.uk/uksi/2017/692/pdfs/uksiod_20170692_en.pdf

Shttps;//assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1125446/Sup
ervision_report_final_draft_-_signed.pdf
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financial markets in the UK It supervises approximately 21,500
firms for compliance with the MLRs, as of December 2022.7
These are all financial services firms, including banks, electronic
money institutions and crypto-asset exchanges and custodian
wallet providers. The FCA is responsible for supervising firms in
its remit who also provide Money Service Business or Trust and
Company Services.

e The Gambling Commission (GC) is the statutory AML/CTF
supervisory authority for all online (remote) and land-based
(non-remote) casinos operating in Great Britain or providing
casino facilities to British customers, as well as Money Service
Business activities offered by these firms. The GC supervised 265
firms for compliance with the MLRs in December 20228,

¢ His Majesty’s Revenue and Customs (HMRC) is the statutory
AML/CTF supervisor of several activities regulated under the
MLRs. It supervised 36,960 firms in December 2022, of which
9,324 were sole traders®. More detail on the sectors HMRC
supervises are set out in Annex F.

1.7 These three statutory supervisors sit alongside 22 PBSs. PBSs are
private bodies responsible for the AML/CTF supervision of the legal and
accountancy sectors in the UK. Many of the PBSs are trade associations
and professional membership bodies that perform several roles in
relation to their members. There are 9 legal PBSs listed in the MLRs,
three of which delegate their responsibilities to the Solicitors
Regulation Authority, the Bar Standards Board, and the Chartered
Institute of Legal Executive Regulator respectively. The remaining 13
PBSs are accountancy sector bodies, which include not only chartered
accountants but also insolvency practitioners, bookkeepers, and
taxation technicians.

1.8 In the 2021-2022 reporting period there were 33,911 supervised
entities in the accountancy sector and 8,462 in the legal sector. Of the
supervised entities in the accountancy sector, 57% were firms and 43%
were sole practitioners. Of the supervised entities in the legal sector,
72% were firms and 28% were sole practitioners. Of these, 22,330 firms
and sole practitioners acted as Trust and Company Service Providers
(TCSPs). PBSs are designated via inclusion in Schedule 1 of the MLRs
(see Annex D of this consultation document). The nature and size of

6 Our perimeter | FCA

7https;//assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1125446/Sup
ervision_report_final_draft_-_signed.pdf for figures on FCA, HMRC, GC, and the PBSs.
8https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1125446/Sup
ervision_report_final_draft_-_signed.pdf for figures on FCA, HMRC, GC, and the PBSs.

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1125446/Sup
ervision_report_final_draft_-_signed.pdf for figures on FCA, HMRC, GC, and the PBSs.
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https://www.fca.org.uk/about/what-we-do/our-perimeter
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1125446/Supervision_report_final_draft_-_signed.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1125446/Supervision_report_final_draft_-_signed.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1125446/Supervision_report_final_draft_-_signed.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1125446/Supervision_report_final_draft_-_signed.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1125446/Supervision_report_final_draft_-_signed.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1125446/Supervision_report_final_draft_-_signed.pdf

each PBS varies considerably. The size of the supervised population per
PBS varies from 0O to 10,476.10

1.9 In 2017, the government created OPBAS through the OPBAS
Regulations 2017 (‘the OPBAS Regulations’). OPBAS oversees the work
of the PBSs with a view to ensuring a robust and consistently high
standard of supervision, and to facilitate information and intelligence
sharing between PBSs, statutory supervisors, and law enforcement
agencies.

External Oversight of the UK's AML/CTF Supervision Regime

110  In 2015, HM Treasury's National Risk Assessment noted concerns
about certain aspects of the supervisory system, including inconsistent
application of a risk-based approach, and committed to address these
issues. This led to the creation of OPBAS. Following this, the UK's last
FATF MER was published in 2018. This assessment was positive overall
regarding the UK’'s implementation of the FATF standards but found
the UK's supervision regime to be only moderately effective. Specifically,
it found significant weaknesses in the risk-based approach to
supervision among all the UK AML/CTF supervisors, except for the GC.
However, it stated that the statutory supervisors, and the largest legal
sector PBSs, had stronger understanding of risks within their sectors
than the other PBSs.

1.1 The Treasury Select Committee assessed the government's
response to economic crime in 2021-22, looking in detail at AML/CTF
supervision.n Its assessment of the FCA's “assertive” approach was
positive, although it recommended that the FCA should increase its
focus on ensuring that banks are not unfairly freezing bank accounts
and de-risking customers. Meanwhile, though it highlighted increases
in HMRC's enforcement action in relation to MSBs, and positive
appraisals of its work in this space, it concluded that there were ‘signs
that HMRC could improve its supervisory performance’ related to TCSPs
in particular.

112 While noting improvements, the Treasury Select Committee
report was more critical of supervision among PBSs.

Whilst the Office for Professional Body Anti-Money Laundering Supervision
(OPBAS) has made good progress, it is disappointing that nearly four years after it
was set up, it is still encountering poor performance from a large proportion of the

professional bodies it supervises...we recommend that [HM Treasury’s review of
the supervisory system] should not shy away from considering radical reforms
Treasury Select Committee, Report on Economic Crime Inquiry, February 202212

10 Data from HM Treasu ry's supervision report in December 2022
T Economic crime (parliament.uk)

12 Economic crime (parliament.uk).
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113 HM Treasury's Post-Implementation Review of the MLRs was
carried out in 2022 and assessed the extent to which the policy
objectives of the MLRs had been met. It found that both HMRC and the
FCA had strengthened their risk-based approach in response to the
findings of the MER.13 However, it noted concerns raised by the
International Monetary Fund regarding the number and proportion of
desk-based reviews, rather than onsite visits, by the FCA. It also pointed
to OPBAS' findings in its first three reports that, while there were
improvements in the supervision of PBSs since the 2015 National Risk
Assessment, inconsistencies remained.

114 The findings of OPBAS' fourth report, published in April 2023,
followed this trend. It concluded that while compliance with the
technical requirements of the MLRs has significantly improved since
OPBAS was established in 2018, the effectiveness of supervisory
interventions across PBSs remained inconsistent.

"In the absence of evidence of consistent effectiveness across all PBSs, there is
rightly a challenge on the impact of the current framework. This is making a
stronger case for more material supervisory system reform” — OPBAS, Report on
Anti-Money Laundering Supervision by the Legal and Accountancy Professional
Body Supervisors, April 2023

The 2022 Review of the Money Laundering
Regulations

115  The Review was informed by a Call for Evidence, which included
questions on the effectiveness of the supervision regime.

116 The first topic related to supervisory effectiveness was
enforcement. \Whilst respondents generally thought the MLRs
provided a sufficient range of enforcement powers, the Review found
that these had been applied inconsistently. Some PBSs rarely levied
fines or levied only low value fines. Some respondents from the financial
services sector remarked that levels of fines relating to financial
institutions were significantly higher than in other sectors, which can
encourage a risk-averse rather than a risk-based approach. Similarly, it
was noted that supervisors do not have the same enforcement powers,
for example the FCA has access to a wider range of enforcement
powers than most other supervisors due to its powers under the
Financial Services and Markets Act 2000 (FSMA). Some responses noted
the inability of certain PBSs to issue dissuasive sanctions.

117  The second topic considered was supervisory gaps, where the
main gap noted was the lack of a ‘default supervisor’ for the legal sector
who identified firms who are without supervision. This could in theory
lead to some legal firms not being supervised.

13 post Implementation Review (legislation.gov.uk)
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118  Finally, the call for evidence asked respondents if they believed
that the structure of the current AML/CTF regime was appropriate. The
main benefit of the current regime raised in responses was subject
matter expertise. The existence of multiple PBSs allows each to focus
on one select group of firms from within a specific sector, allowing the
PBS to develop more detailed knowledge of how that sector operates.
Respondents did however raise several important issues. There was
concern that the high number of supervisors risked inconsistency of
supervisory interventions and poor information sharing. Several
respondents also raised concerns that PBSs were not fully independent
of the sectors they supervised, suggesting that this could potentially
impact their development of policies and approach to licensing,
compliance and enforcement. These views align with considerations set
out in the FATF's guidance on self-regulatory bodies. 4

119  On this basis, the Review concluded last year that there was a
strong rationale for reform of the AML/ CTF supervision regime. It set
out four overarching models for reform. Diagrams illustrating each of
the models are included in Annex E:

e Option 1: enhancing OPBAS, or ‘'OPBAS+
e Option 2: reducing the number of AML/CTF PBSs

e Option 3: creating a single AML/CTF supervisor for professional
services, replacing the current PBSs

e Option 4: creating a single AML/CTF supervisor for all sectors

1.20 The Review gathered some initial views on these options but
committed to consult in more detail to understand the benefits and
challenges of the different options. This document delivers on that
commitment, also captured in the Economic Crime Plan 2023-26, to
publish a formal consultation in Q2 202315,

1.21 Despite the strong case for reform, the current system has
several positive aspects which we should seek to build on. For example,
the UK in 2018 achieved full ‘technical compliance’ with all of the
relevant FATF standards assessing a jurisdiction’s financial and non-
financial supervision laws, which were deemed to provide a
comprehensive legal framework for supervision by both the statutory
and professional body supervisors. All supervisors including the PBSs
have made improvements to their supervision since the UK's last FATF

14 The FATF guidance on risk-based supervision, published in March 2021, acknowledges that a variety of
supervisory frameworks are available and does not prescribe a particular supervisory framework as long as the
outcomes address ML/TF risks. However, it does acknowledge that self-regulatory bodies may be sub-optimal,
where they lack the powers and tools of government supervisory agencies, have conflict of interest- and
independence-related issues, or human resources and other capacity constraints.

15 https;//www.gov.uk/government/publications/economic-crime-plan-2023-to-2026
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assessment and continue to work closely with the government and
other authorities.

International Comparisons

122  AML/CTF supervision is particularly important for the UK given
our position as one of the world’s largest financial centres and home to
a range of world-leading professional services firms. These sectors are
central to the UK economy but are also subject to high ML/TF risks. To
ensure our reforms address this risk in line with international best
practice, we have examined AML/CTF supervision regimes around the
world with particular focus on allocation of supervisory responsibilities
across the public and private sectors. We focused on comparable
economies and, where different, jurisdictions assessed by the FATF as
having effective supervision regimes.

1.23  The FATF's general findings in over 140 country assessments of
compliance with its standards for AML/CTF supervision are that only
10% of countries have a ‘substantially effective’ regime, with the most
consistent weaknesses present in non-financial sector supervision
and in the use of dissuasive enforcement action. For example, the
FATF found that 60% of national financial sector supervisors
demonstrated a relatively strong understanding of risks in their sectors
compared to 24% amongst non-financial sectors (e.g. legal and
accountancy).’e Regarding governance and allocation of supervisory
responsibilities, analysis of all FATF country assessments to date reveal
that financial sectors are almost exclusively supervised by a small
number of public bodies, while non-financial sector supervision is
carried out by a mix of public and non-public bodies, with significant
variance in the number of supervisors responsible for these sectors.
Many of these findings correspond to the UK's FATF assessment in 2018.

1.24  Amongst the Group of Seven (G7) economies, only Canada was
found to have a ‘substantially effective’ AML/CTF regime (i.e. more
effective than the UK’s). In Canada, supervision for all regulated firms in
both the financial and non-financial sectors is performed by the
Financial Transactions and Reports Analysis Centre of Canada, though
the prudential regulator, the Office of the Superintendent of Financial
Institutions, works with FINTRAC to supervise the major banking sector
firms for AML/CTF. Saudi Arabia is the only other G20 economy,
alongside Canada, to have achieved a “substantially effective” rating. In
Saudi Arabia, the central bank supervises the majority of the financial
sectors while two government departments supervise non-financial
sectors. Hong Kong and Singapore, two international financial centres
with similarities in ML/TF risks to the UK, achieved the same FATF
assessment rating as the UK. In both jurisdictions, financial sector
supervision, led by the public sector, was found to be more effective

16 https://www fatf-gafi.org/en/publications/Fatfgeneral/Effectiveness-compliance-standards.html
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than non-financial supervision, led by a range of public and non-public
bodies.

1.25  Other jurisdictions that have achieved ‘substantially effective’
regimes according to the FATF generally allocate responsibility for
supervision of riskier sectors to public bodies. Spain’s Executive Service
of the Commission for the Prevention of Money Laundering and
Monetary Offences has overall responsibility for all AML/CTF supervision
in collaboration with sectoral supervisors. SEPBLAC also oversees
implementation of targeted financial sanctions. In other jurisdictions
such as Bermuda and Malaysia, responsibility for supervision of many
sectors in the financial and non-financial sectors is consolidated within
either a conduct supervisor (Bermuda) or the central bank (Malaysia). In
summary, the FATF has found that countries with more effective
supervisory regimes tend to consolidate supervision responsibilities for
both financial and non-financial sectors within a small number of public
sector bodies. However, the overall weak level of supervisory
effectiveness amongst all jurisdictions assessed by the FATF to date,
each with differing systems, implies that no one model is definitively
superior to others.

1.26  We also considered other relevant international efforts, including
the European Union (EU)’s intention to create an EU-level AML/CTF
supervisor to address inconsistent supervision and insufficient
coordination between supervisors, to be known as the Authority for
Anti-Money Laundering and Countering the Financing of Terrorism.7
This Authority is proposed to coordinate and oversee all national
supervisors for the financial and non-financial sectors (i.e. indirect
supervision), and have direct supervisory powers over at least certain
financial sector obliged entities, though details regarding its remit and
authorities are still the subject of deliberation between relevant parties
authorities. The objective of the proposal is, arguably, similar to that
behind the UK's creation of OPBAS, which aimed at addressing
inconsistent supervision of non-financial sectors by creating additional
oversight responsibilities within the public sector.

Structure of the consultation document

1.27  This document begins by setting out the objectives of the
consultation, illustrating these with reference to the main issues
identified with the current system. It then discusses the details of the
four options, asking key questions about the design, benefits, and risks
of each option. These four chapters constitute the main part of this
document. This is followed by a chapter discussing sanctions
supervision, which is also under consideration as part of this
consultation. It ends with a thematic comyparison of the four options

17 https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0421
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against the overarching objectives. A full list of questions, and a ‘next
steps' chapter, can be found at the end of this document.

1.28 Throughout this document we use the term ‘firm’ to refer to
businesses and individuals who carry out regulated activity and are
supervised for this activity by one of the AML/CTF supervisors. We
sometimes also use the term ‘member’ to refer to businesses and
individual supervised by a PBS. We are aware that not all regulated
entities are firms, some are individual practitioners (e.g. barristers), and
that not all PBSs have ‘members’ — some are not representative bodies,
in particular in the legal sector. We use the terms ‘firm’ and ‘member’
for brevity only, and where relevant are referring to individuals and
regulated entities who are not a member of a PBS.

129 Different considerations will apply across the AML/CTF-regulated
sectors, including the legal and accountancy sectors, and we encourage
respondents to this consultation to indicate which sectors any evidence
they provide is primarily relevant to.
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Chapter 2: Objectives

2.1 The overall purpose of this consultation is to gather evidence on
the basis of which HM Treasury can reach a policy decision, no later
than the end of Q1 2024, on the best overall model to pursue for
AML/CTF supervisory reform.

2.2 Below we list the three objectives for supervisory reform - the
criteria against which we will analyse the evidence gathered through
this consultation. The rest of this chapter sets out in more detail what is
meant by each objective - the key elements of the outcomes we want
to achieve through a reformed supervision regime - and provides a
framework within which to analyse the policy options. Increased
supervisory effectiveness is the primary objective and overall aim of this
reform. Objectives two and three are secondary objectives, which are
necessary but not sufficient conditions to deliver greater supervisory
effectiveness.

1. Increased supervisory effectiveness: leading to better
outcomes across the regime in line with the priorities identified
in HM Treasury's recent review of the AML/CTF regime.: risk-
based supervision that ensures both consistent and
proportionate compliance with the regulations across the
AML/CTF-regulated population and increased effectiveness of
these preventative measures in protecting the UK economy
from illicit finance.

2. Improved system co-ordination: leading to more effective
collaboration and accountability across the AML/CTF regime,
including between supervisors and with law enforcement
agencies, and taking crossovers with wider regulatory regimes
and policies into account (e.g. the financial sanctions regime,
and transformation of the role of Companies House).

3. Feasibility: ensuring the chosen model is practically feasible
with suitable funding and governance structures and realistic
timelines that allow for timely implementation (with a view to
demonstrating improved effectiveness ahead of the next
assessment of the UK's AML/CTF regime by the FATF, beginning
in 2026).

2.3 Through the Economic Crime Plan 2023-26, HMT and OPBAS
have committed to work with supervisors to ensure that shorter-term
improvements to effectiveness are still achieved while longer-term
reform options are developed. This will be assisted by a greater focus on

18 Review of the UK's AML/CTF regulatory and supervisory regime - GOV.UK (www.goVv.uk)
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the effectiveness of the supervision regime, including through the
creation of the new performance framework recommended by the
2022 review, and the updated OPBAS sourcebook which focuses on
driving improvements in effectiveness across the PBSs.

Supervisory effectiveness

2.4  Supervisors should take a risk-based and data-led approach to
AML/CTF supervision, developing an in-depth and up-to-date
knowledge of the risks in the sectors they oversee, and allocating their
resources accordingly®. This should lead to greater proportionality in
supervision, with supervisors allocating more resources to higher risk
firms and fewer resources to lower risk firms on the basis of a sound
and up-to-date understanding of risk within supervised sectors.
However, currently, there is inconsistency in supervisors’ approach to
risk-based supervision20, Our objective is that all supervisors have an
accurate and dynamic understanding of the AML/CTF risks in their
supervised sectors, aligned with relevant sources of risk information
such as National Risk Assessments and National Crime Agency (NCA)
threat assessments2. They should have the data systems, governance,
and strategy in place to allocate resources primarily to higher-risk firms
but ensuring that all firms, including in lower-risk sectors, face the
possibility of supervisory intervention. This should be underpinned by
robust data management and analysis systems that provide a clear and
sufficiently granular picture of the risk-profile of the supervised
population, both between and within sectors.

25  An effective supervision regime will include effective
gatekeeping to the regulated sector under the MLRs. ‘Gatekeeping’ is a
key function of supervisors, ensuring that firms who they supervise for
AML/CTF compliance meet the minimum necessary standards. It
involves ensuring that positions of significant influence over regulated
businesses are not held by those who cannot demonstrate integrity
and competence and also that the firms in question have the necessary
systems in place to identify and prevent illicit financial flows. All firms
intending to carry out regulated activity should be subject to effective
gatekeeping assessments, designed to be proportionate and not overly
burdensome of legitimate business.

2.6 An effective supervisory regime will also require supervisors to
police the regulatory perimeter, proactively identifying and taking

19 This is aligned with FATF guidance, https://www.fatf-gafi.org/en/publications/Fatfrecommendations/Guidance-
rba-supervision.html

20 paragraph 2.7, https;//www.fca.org.uk/publication/opbas/opbas-report-progress-themes-supervisory-work-
2022-23.pdf

PARSIV] Treasury has publishes the NRA of Money Laundering and Terrorist financing, 2020

(https://www.gov.uk/government/publications/national-risk-assessment-of-money-laundering-and-terrorist-

financing-2020) and Proliferation Financing 2021 (https://www.gov.uk/government/publications/national-risk-

assessment-of-proliferation-financing)
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action against unsupervised firms. This is difficult to do under the
current system due to the complexity of the supervision regime and the
lack of a single register of supervised firms. Whilst, for instance, HMRC
does ‘police the perimeter’ for its supervised sectors, there is no single
authority responsible for doing this for legal firms. In theory, this could
lead to firms within scope of the MLRs avoiding supervision. An
effective regime would be a system which eliminates any supervisory
gaps and places supervisors in a better position to be able to identify
firms who should be supervised.

27  Supervisors need a broad toolkit to be able to tailor and target
their supervisory interventions, including guidance, to drive more
consistent outcomes within and between supervised populations.
Supervisors need appropriate powers to set out their expectationsin a
consistent way, access and monitor data from firms (including through
surveys, reviews, and access to Suspicious Activity Reports (SARs)), and
address both non-compliance and ineffectiveness. They also need
suitable information technology (IT) systems, and staff with sufficient
capacity and specialist expertise.22 Currently there is significant
inconsistency in the nature and severity of supervisory interventions.
More effective supervision should ultimately support improvements in
supervised firms' understanding of risks and implementation of
proportionate controls. Supervision should also tackle ‘over compliance’
by firms, which can lead to non-risk-based decisions to deny or
withdraw services from individual customers or whole groups of
customers (known as ‘de-risking’). This will rely on supervisors’ own
risk-based approach to targeting activity at the firms most in need of
support to manage their risk, but also on supervisors communicating
effectively with firms, including through published guidance and
training to reduce misinterpretation of obligations.

2.8  Finally, effective supervision will require dissuasive but
proportionate enforcement, including where wider supervisory tools
fail to achieve desired outcomes. The need for supervisors to apply
remedial actions and/or effective, proportionate, and dissuasive
sanctions is an integral element of the FATF Methodology for an
effective AML/CTF regime.23 An effective supervisor should have
sufficient enforcement powers, resource, and staff capability to identify
serious breaches and take robust enforcement action, especially if
earlier remedial actions are not completed in a timely way or are proved
ineffective. Sanctions should be dissuasive, meaning they discourage
similar behaviour in future and are not merely seen as a ‘cost-of-

22 paragraph 3.1 to 3.6 of the 2022 HM Treasury AML Supervision Report sets out in more detail the activities
supervisors carry out to succeed in this area:
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1125446/Supe
rvision_report_final_draft_-_signed.pdf

23 Core Issue 3.4, Immediate Outcome 3, FATF Methodology for assessing technical compliance with the FATF
Recommendations and the effectiveness of AML/CTF systems

20



business’, but also proportionate, meaning that they do not encourage
firms to become overly risk-averse to the detriment of legitimate
customers. The result should be effective, risk-based measures which
demonstrably prevent and disrupt illicit finance, not merely tick-box
compliance.

System co-ordination

29 For the AML/CTF regime to be effective at detecting and
disrupting illicit finance, supervisors need to be able to share
information with and receive information from each other and other
bodies to help build an effective and dynamic system-wide risk picture.
To achieve maximum effectiveness in this area, supervisors should have
effective tools to analyse and use information received to inform their
supervisory work, including information received from law
enforcement. Information barriers should be minimised and existing
information gateways should be fully exploited.

210 An effective supervision system would also increase the
usefulness of the intelligence available to combat economic crime by
ensuring that firms and supervisors supply high-quality Suspicious
Activity Reports (SARs) to law enforcement, that supervisors work to
improve SARs filed by the supervised population, and that supervisors
are able to use SARs, alongside other data, proactively to guide their
supervisory work. An effective system should involve working closely
with the UK's Financial Intelligence Unit (UKFIU) to facilitate two-way
feedback to drive continuous improvement of the SARs reporting
process, and to ensure updated threat assessments and updates to
SARs glossary codes are regularly and clearly communicated. It should
also improve the efficacy of the National Crime Agency’s Defence
Against TF/ML SAR system and lead to a more effective use of the
consent system.

211  The reformed supervision system needs to be flexible such that if
new sectors are brought into scope of the MLRs following future
National Risk Assessments, these sectors can be easily and effectively
brought under supervision. The removal of any sectors should be
similarly straightforward.

212 Finally, any reform of the supervisory regime needs to align with
wider government priorities. This includes other regulatory reforms
that affect similar sectors, financial sanctions policy, and other anti-
economic crime policies. One example of this would be interactions
between reform of Companies House and the work of AML/CTF
supervisors. In addition, the reformed system needs to align with the
government’s focus on policies which stimulate economic growth and
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ensure regulation is proportionate, such as the Department of Business
and Trade's (DBT) recent regulatory policy announcement.24

Feasibility

213 The new supervisory system must be appropriately funded. This
includes not only a funding structure to support supervisors on an
ongoing basis, but also includes appropriate transition funding to
finance any structural changes. Supervisors are currently funded by fees
charged to the supervised population, and so should provide
demonstrable value for money for the supervised population and for
consumers using these services.2s The underlying principles would be
that any new fee structures should:

e Enable delivery of enhancements to supervisory effectiveness.
For example, they should allow new bodies, or bodies taking on
an enhanced remit, to develop new IT systems to leverage data
effectively.

e Be proportionate, take firm size (under an appropriate measure)
into account, and not place undue burdens on firms. This
particularly applies to small firms and businesses.

e Be as consistent as practicable for firms providing the same
regulated activities.

e Be transparent, simple to understand and predictable.

214  Supervisors also need to have sufficient staff and the right
levels of expertise, which might include either AML/CTF experience or
knowledge of specific supervised sectors.

215  Supervisors need to have appropriate governance
arrangements to facilitate the objectives set out in this chapter. The
nature of these arrangements will be dependent upon the type of
supervisor (public or private, the range of powers available, etc.) It will
also be important to capture robust data throughout to inform further
policy detail and analyse the success of reform.

216  Transition risks need to be manageable while any new structure
is implemented. This includes appropriate steps to protect the success
of live investigations as well as an effective and proportionate plan for
transferring supervision of firms to a new supervisor if applicable.

24

https://www.gov.uk/government/news/smarter-regulation-unveiled-to-cut-red-tape-and-grow-the-economy

25 Funding is a key element of any successful supervisory system. In general, supervision is funded by fees paid
by the supervised firms. In the current system PBSs for the legal and accountancy sector recover the cost of
AML/CTF supervision through fees charged to their members. Additionally, PBSs contribute to the OPBAS Levy,
according to the number of Beneficial Owners, Officers and Managers (BOOMs) each body supervises. All three
statutory supervisors employ a full cost-recovery model for its AML/CTF supervision, meaning that fees charged
to its supervised population are designed to offset the total cost of AML/CTF supervision.
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217 In addition, it needs to be plausible that any structural reform
can be implemented in a timely way, as the focus on improving
supervisory effectiveness is not only important, but also urgent due to
the scale and immediacy of the ML/TF risk facing the UK. HM Treasury
assumes that all the four options in this document will require
legislative change of some kind, the timeline for which will necessarily
be influenced by overall Parliamentary priorities.

1) Do you agree that increased supervisory effectiveness, improved
system coordination, and feasibility are the correct objectives for
this project? Do you agree with their relative priority? Should we
amend or add to them?
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Chapter 3: OPBAS+

Overview of structural changes

3.1 OPBAS was established in 2017 to oversee the AML/CTF
supervision of the accountancy and legal sector PBSs. The June 2022
Post-Implementation Review of the OPBAS Regulations found that
while there is more work to do OPBAS has made significant progress
against its objectives, with PBSs' technical compliance against the
MLRs being much improved.26

3.2 The OPBAS+ model would enhance OPBAS' ability to perform its
current role, without changing the number or type of supervisors:

e OPBAS' powers would be strengthened, with the ambition of
driving further improvements in the effectiveness of PBS
supervision.

e The 22 PBSs would continue to supervise legal and accountancy
sector firms for AML/CTF purposes. There would be no change to
the remit of the existing statutory supervisors — the FCA, the GC,
and HMRC.

Please see Annex E for a visual illustration of OPBAS+ and the other
potential reform models.

Mechanisms to enable OPBAS to increase the effectiveness of
supervision in the legal and accountancy sectors

33 HM Treasury believes that the priority for any enhancements to
OPBAS' powers should reflect OPBAS' increasing focus on improving
the effectiveness of PBSs' supervision.

3.4  The power to make rules: OPBAS indicated in its response to
HM Treasury's 2022 call for evidence that a general rule-making power
similar to the FCA’s would assist OPBAS in improving the effectiveness
of PBS supervision. The FCA has a general rule-making power under
section 137A FSMA through which it may regulate the activities of
authorised persons (as defined in section 31 FSMA) for the purpose of
advancing its operational objectives.2? OPBAS states that it could use a
similar power to, for example, create rules following consultation which
set clear expectations relating to the effectiveness of PBS supervision, in
addition to the legal requirements set out in the MLRs. This would
improve OPBAS's ability to ensure PBSs are not simply complying with
the MLRs but carrying out their duties effectively. We will examine the

26 post Implementation Review (legislation.gov.uk), p.2.

27 Financial Services and Markets Act 2000 (legislation.gov.uk).
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FCA's prior use of its rule-making powers to understand how such a
power might be used by OPBAS.

2) What would the impact be of OPBAS having the FCA's rule-
making power? What rules might OPBAS create with a new rule-
making power that would support its aim to improve PBS
supervision?

3.5

In addition, OPBAS currently has two enforcement powers —the

ability to criticise a PBS publicly for failure to comply with the MLRs, and
recommending to HM Treasury that a PBS should be no longer be an
AML/CTF PBS.28 This is a narrow toolkit which limits the scope to
impose sanctions proportionate to the seriousness of a breach. This
may in part explain OPBAS's limited use of these powers to date.
Additional powers that might allow for more graduation of response
could include:

1.

Publicisation of supervisory interventions: OPBAS could, where
appropriate, publicise details (in part or in full) of supervisory
interventions it takes against PBSs following use of any new or
existing enforcement or intervention powers. Currently, details of
directions issued against PBSs or PBS findings letters are not
made publicly available. Publicising details of failings may
incentivise improved performance by both the subject of the
public disclosure and all other PBSs.

Graduation of sanctions: OPBAS could consider in its
enforcement decisions whether prior failings justify use of more
dissuasive measures and provide rationale for its decision to use
more dissuasive sanctions (or not). This may involve OPBAS
considering recommending removal of a PBS from Schedule 1
where it deems appropriate following, for example, two-three or
more directions issued to a PBS in a certain time period (e.g. 2-5
years) following poor compliance. If new powers are granted to
OPBAS e.g. fining powers, these would allow for greater
graduation of response. While OPBAS would retain ultimate
responsibility for its enforcement decisions, the need to
demonstrate consideration of proportionality in enforcement
decisions could ensure greater and more consistent use of new
and existing sanctions where appropriate.

Restrict or reduce supervisory population: similar to a
supervisor's powers to restrict business activities and
permissions, OPBAS could be granted the power to prevent one
or more of the PBSs (supervising sectors where multiple
supervisors are theoretically available to an individual firm) from

28 Regulations 16 and 17, The Oversight of Professional Body Anti-Money Laundering and Counter Terrorist

Financing Supervision Regulations 2017 (legislation.gov.uk).
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increasing the size of its supervised population. This could
include preventing it from supervising new firms for a set period
of time or permanently. OPBAS could also be given the power to
require a PBS to reduce the size or make-up of its supervisory
population (e.g. requiring it to ‘offload’ a certain number of firms
or certain types of firms according to revenue or activity). This
option risks disrupting supervision and may incur costs but may
create an incentive to improve effectiveness. This power is only
relevant to sectors where firms are eligible for supervision by
multiple supervisors.

4. Fining power: providing OPBAS with the power to fine PBSs for
supervisory failings could be a useful tool for incentivising
improved supervision. The reputational impact of a fine would
also incentivise reform. Fines may lead to costs being passed on
to supervised firms rather than changing behaviour, though
pass-through may incentivise firms to change to a more effective
PBS (if this is possible, depending on the sector). The reputational
impact of a fine may also destabilise a PBS' credibility in carrying
out its supervision, though this risk should be weighed against
the risks created by failing to react to poor supervision.

3) Which, if any, of these powers should OPBAS be granted under
this model? Are there any other powers that OPBAS could be
granted under this model to aid OPBAS in increasing the
effectiveness and consistency of PBS supervision?

3.6  Any additional powers should be coupled with additional
accountability mechanisms to ensure OPBAS continues to exercise
transparency, consistency and proportionality in enforcement
decisions. These could include publication of the rationale for
supervisory interventions (contemporaneously and in the OPBAS
annual report) similar to the detail provided within decision notices and
final notices produced by existing supervisors. PBSs could be given a
clear ‘right of reply’ in response to any use of new or existing powers
building on the existing procedures in Part 4 of the OPBAS Regulations.
Greater transparency around OPBAS' enforcement decisions would also
guide the performance of other PBSs. OPBAS could be required to
provide greater explanation of use of its powers as part of its reporting
to HM Treasury on supervision and publish greater detail about its
compliance and enforcement principles and the rights of PBSs to
appeal.

4) What new accountability mechanisms would be appropriate in
order to ensure proportionate and effective use by OPBAS of any
new powers?

Supervisory Effectiveness

Risk-based and data-led supervision
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3.7  Asthe least disruptive option, OPBAS+ would capitalise on the
stronger features of the existing system including the high levels of
understanding amongst each PBS of business practices, products and
services offered by the firms each PBS supervises. The OPBAS+ model
would likely have no direct impact on the effectiveness of the existing
public supervisors (the FCA, HMRC, the GC), though they may benefit
indirectly in relation to supervision of their own populations due to
higher compliance across and within other sectors.

3.8 In recent years, OPBAS has taken steps to encourage PBSs to use
effective risk-based approaches. However, in its fourth report, issued in
April 2023, OPBAS described the risk-based approach of supervisors it
assessed in that period as a 'significant area of concern’22 Under this
model, OPBAS would continue to drive improvements in the risk-based
approach and use of data by PBSs. However, given the significant
efforts of OPBAS in previous years, and the incremental pace of
progress to date, it is possible that this model would not bring about a
step-change in the risk-based approach of PBSs. As 22 PBSs would
continue to carry out AML/CTF supervisory functions, this option
arguably has less potential to improve consistency of supervision given
the large number of different supervisors and the differing practices
and staff across each organisation. The fragmented nature of the
regime could inhibit attempts to analyse data from across the legal and
accountancy sectors to develop a stronger understanding of risk.

Gatekeeping and policing the perimeter

39 Under an OPBAS+ model, there would be no major changes to
the gatekeeping system, though neither the Review nor FATF's 2018
MER highlighted the gatekeeping regime as an area of significant
concern.30 While OPBAS could attempt to increase the consistency of
gatekeeping through existing and any new powers, there would remain
the possibility of malign actors taking advantage of PBSs with weaker
gatekeeping tests to enter the regulated sector and carry out
supervised activity. Whilst the creation of a register of all regulated
firms is outside the scope of this consultation, it is worth noting the lack
of structural change under this option means that it may not become
easier to achieve should the government decide to pursue this option.

310 In this model, HMRC, the GC and the FCA would continue to
monitor and identify businesses carrying out regulated activity without
supervision; and act as the ‘default supervisor' in their respective sectors
(e.9. HMRC supervises any TCSP not already supervised by a PBS).
However, while HMRC would continue to carry out these activities for
the accountancy and TCSP sectors in its role as the default supervisor
for these sectors, this may remain challenging due the complexity of a

29 ppbas-report-progress-themes-supervisory-work-2022-23.pdf (fca.org.uk), p.13.

30 see gatekeeping sections in MLRs_Review_Report_-_2.5_for_publication.pdf (publishing.service.gov.uk). and

The United Kingdom's measures to combat money laundering and terrorist financing (fatf-gafi.org).
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system with many supervisors and the lack of a single register of
supervised firms.

3N There is no single authority responsible for detecting
unsupervised firms in the legal sector. Whilst the SRA, for instance,
identified ‘bogus’ solicitors who call themselves solicitors whilst not
being on the roll of solicitors, no authority is responsible for identifying
legal firms carrying out activity in scope of the MLRs without
supervision. A legal PBS could be given this responsibility, albeit it
would represent a significant change in the scope of its activities. It may
require amongst other things the creation of a new intelligence
function to detect firms carrying out activity in scope of the MLRs
without supervision, and potentially legislation to allow the PBS to take
action against firms they do not supervise for AML/CTF purposes. Some
respondents to HM Treasury's Call for Evidence on the MLRs indicated
they believed there may be a general issue with unsupervised legal
firms, with specific mentions of unsupervised barristers. There was
discussion of a ‘default legal supervisor’, which would be an authority
tasked with identifying unsupervised firms within scope of the MLRs
and taking action to remedy this.

5) Do you have evidence of any specific types of regulated activity
which are at high risk of being illegally carried out without
supervision?

6) Do you think a ‘default’ legal sector supervisor is necessary? If so,
do you think a PBS could be designated as a default legal sector
supervisor under the OPBAS+ option?

Enforcement

312 Under the OPBAS+ model, there would be no structural change
to the regime. This means issues arising through the current dispersed
and at times inconsistent supervisory approach would remain,
including in relation to the timely and consistent use of enforcement
powers. Any new powers given to OPBAS may support it to address
such issues, though its annual reports highlight the scale of progress
necessary.

7) Overall, what impact do you think the OPBAS+ model would have
on supervisory effectiveness? Please explain your reasoning.

System co-ordination

313  While OPBAS would continue to focus on improving information
sharing, change would likely be incremental. The large number of legal
and accountancy sector supervisors could remain a barrier to
improving information sharing - one of the objectives driving potential
reforms. We do not believe that additional information sharing
provisions are required to enable the level and quality of information
sharing (between PBSs and with the public sector) necessary to
support improved supervision, and would instead maintain existing
efforts to encourage greater information sharing.
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314 A specific consideration under systems coordination is how to
ensure the MLRs support wider economic crime legislation. For
instance, in September 2022, the government introduced the Economic
Crime and Corporate Transparency Bill (‘the Bill’). This Bill will enable
persons who are supervised for anti-money laundering purposes to
register as ‘authorised corporate service providers' (ACSPs) with
Companies House. This will allow them to verify the identity of certain
individuals associated with a UK-registered legal person including its
directors and persons with significant control as an alternative to
verifying their identity directly with Companies House. An ACSP may be
a UK-based person subject to the MLRs and supervised by a UK
authority.3' Improving supervision of the legal, accountancy and TCSP
sectors will therefore support improved compliance by ACSPs with the
MLRs and the objective of the Bill to reduce abuse of UK companies by
providing accurate information on the directors, beneficial owners and
other persons exercising significant control of UK-registered
companies.

8) Overall, what impact do you think the OPBAS+ model would have
on system coordination? Please explain your reasoning.

Feasibility

315 Additional powers would be granted to OPBAS using legislation.
OPBAS would need to make appropriate corporate changes to ensure
it is operationally ready to use the new powers effectively.

316 Asthis option does not involve structural change to the current
system, it does not face the transitional risks which are relevant for
models 2-4, such as the possibility of a temporary disruption of
supervision in any sectors. The more limited changes to the system
under the OPBAS + model might also involve a shorter timeframe for
implementation, albeit this would depend on the type and extent of
changes made. However, the reforms under this model may have less
potential to deliver fundamental changes to supervisory effectiveness
and systems coordination in the middle-to-long term due to their more
limited nature.

Funding

317 Asthe OPBAS+ model would not make structural change to the
existing supervisory system, there would be no requirement to make
significant changes to the existing funding and fees system. In the legal
and accountancy sectors, PBSs would continue to charge fees to their
respective supervisory populations for AML/CTF supervision, and HMRC
would continue to offer AML/CTF supervision as the default supervisor
for the accountancy sector.

31 Clause 64 in current draft of Economic Crime and Corporate Transparency Bill, newbook.book (parliament.uk).
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318 The OPBAS Levy funds OPBAS' work. It is charged to the PBSs,
some of which pass it through to their supervised firms. Given the
potential cost increase and potential impact on PBSs' underlying firms,
changes to the existing OPBAS Levy may be necessary. In the current
system, the majority of costs fall upon the largest three PBSs. In 2022, all
PBSs paid a basic rate of £5,000, with those who supervise more than
6,000 individuals paying additional amounts for each Beneficial Owner,
Officer, and Manager (BOOM).32 One option is for all PBSs to pay a basic
rate, on top of which all PBSs pay per BOOM starting at one BOOM.
Additionally, it is possible that the cost of the OPBAS Levy would
increase under this model, as it may be necessary for OPBAS to hire
new staff in order to carry out its expanded function effectively.

9) Overall, how significant do you think feasibility constraints would
be for the OPBAS+ model? Please explain your reasoning.

32 post Implementation Review (legislation.gov.uk), p.3
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Chapter 4. PBS
Consolidation

Overview of structural changes

4.1 The major structural changes to the existing system that would
take place under the PBS Consolidation model are as follows:

e There would be between two and six professional body
supervisors with responsibility for AML/CTF supervision in the
legal and accountancy sectors. The other professional body
supervisors would be removed from Schedule 1 of the MLRs, and
no longer obliged to carry out AML/CTF supervision.

e Firms regulated by professional bodies removed from Schedule 1
would transfer to the relevant consolidated PBS for the purposes
of AML/CTF supervision.

4.2  There are two primary options concerning the number of PBSs
that would retain their AML/CTF functions:

1) Two PBSs: There would be one PBS in the legal sector and one
PBS in the accountancy sector with responsibility for AML/CTF
supervision. Both of these organisations would have a UK-wide
remit. However, they could have specialist divisions to account
for differences in regime in Northern Ireland and Scotland as
necessary.

2) Six PBSs: There would be one PBS with responsibility for
AML/CTF supervision for each of the accountancy and legal
sectors in each of three jurisdictions:

= England and Wales.
=  Scotland.
= Northern Ireland.

43 Irrespective of the number of consolidated PBSs, there are two
further variants under this model. Under the first, HMRC would cease to
supervise Accountancy Service Providers (ASPs) and TCSPs, with these
populations being transferred to the consolidated PBSs. In the second,
HMRC would continue to supervise some firms in these sectors, and
offer an alternative to the consolidated accountancy sector
supervisor(s) for ASPs. Both these variants are illustrated in diagrams in
Annex E.

4.4 There would be no direct impact on the two remaining statutory
supervisors - the GC and the FCA.

45 It is possible that the number of PBSs which retain their AML/CTF

functions may differ in the legal and accountancy sectors. There may be

advantages in a single PBS carrying out AML/CTF supervision of the

accountancy sector across the UK. But jurisdictional differences in law
3]



in the Devolved Administrations may mean that specialised legal sector
consolidated PBSs would be needed in Scotland and Northern Ireland.
The new system may therefore involve one PBS in the accountancy
sector with a UK-wide remit, and three for the legal sector.

Consolidated PBSs and Devolved Administrations

4.6  Consolidating PBSs into two organisations with a UK-wide remit
would be expected to improve supervisory effectiveness and system
coordination. UK-wide supervisors would be able to make a risk-based
resource prioritisation across a larger population, and work effectively
with firms that have operations in multiple parts of the UK. A UK-wide
approach would enable risk and capital flows to be better tracked
across the UK's borders and improve system coordination through
reducing barriers to information-sharing.

4.7 However, a UK-wide remit would increase the possibility of low-
risk firmns outside economic centres receiving inadequate supervisory
attention. If this model was selected, this could be mitigated through
the use of dip-sampling and the monitoring of annual returns
throughout the country, to ensure supervisory standards remain high
across the UK's regulated sector.

4.8  Afurther advantage relates to efficiency. Larger organisations
would have lower overhead costs than multiple smaller organisations
and therefore would be able to achieve more with similar levels of fee
income. On the other hand, this would involve transferring a greater
number of supervised firms to a new supervisor and more operational
change at the consolidated PBSs, which would make implementation
more challenging and time-consuming.

49  The major benefit of selecting six PBSs relates to expertise.
Scotland and Northern Ireland both have distinct regulatory and legal
systems. Supervisors for Scotland and Northern Ireland would need to
understand the relevant legal and regulatory system that applies within
the jurisdiction. This understanding would be key to supervisory
effectiveness. The possible reduction in expertise as a result of the
potential centralisation of AML/CTF supervision into bodies with
national remits could be mitigated by these bodies having specialised
divisions to deal with Northern Irish and Scottish firms, made up of
those with local expertise.

10) Were we to proceed with the PBS consolidation model, what
would the relative advantages be of (a) a UK-wide model, (b)
retaining separate PBSs in the Devolved Administrations. Which
would best achieve the consultation objectives? Please answer with
explicit reference to either the legal sector, the accountancy sector,
or both.

Selection of the consolidated PBSs

410 If HM Treasury selects this option post-consultation, it will be
necessary to identify which PBSs will become the consolidated PBSs.
We are beginning to consider what the selection process may look like
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and will be engaging with interested stakeholders concerning this.
PBSs selected for consolidation would be obliged to take on the
relevant populations of deselected PBSs, and potentially those of
HMRC. PBSs would likely be encouraged to submit evidence of both
past supervisory effectiveness, as well as a plan for moving towards full
effectiveness as per the OPBAS sourcebook33. This would require a
consideration of the demands of scaling up to adapt to an increased
population size.

Oversight of Consolidated PBSs

411  The increased scope of the consolidated PBSs would make
effective oversight even more important. This may require the retention
of OPBAS, at least in the short term. If this were the case, it may be
necessary to provide OPBAS with enhanced powers such as those
described under the OPBAS+ model and to establish new or enhanced
accountability mechanisms. Due to the reduction in the number of
PBSs, OPBAS' role would need to be reviewed periodically, taking into
consideration the need for ongoing effective oversight of the
consolidated PBSs.

11) How could HM Treasury and/or OPBAS ensure effective oversight
of consolidated PBSs under this model? Would it be appropriate to
provide OPBAS with enhanced powers, such as those described in
the OPBAS+ model description?

The role of HMRC and default supervisors in the accountancy sector

412  Currently, HMRC is the default supervisor for the accountancy
sector, and supervises 17,656 accountancy service providers (ASPs) and
1,724 Trust and Company Service Providers (TCSPs), which are not
supervised by professional bodies, as of 2021-2.34 As part of this role,
HMRC carries out activity to detect firms or individuals who carry out
accountancy sector activities in scope of the MLRs without supervision
and maintains a register of TCSPs.

413 There are variations of this option depending on whether HMRC
continue to supervise ASPs and TCSPs. If HMRC does not, its population
of ASPs and TCSPs would be transferred to the relevant consolidated
PBSs. Under this option, consolidated PBS(s) in the accountancy sector