L%Q/ \

Dubai Financial
Services Authority

The DFSA in Action

The DFSA news publication

Volume 2, June 2008 www.dfsa.ae



-

/AN

Dubai Financial
Services Authority

elcome to the second edition

of the DFSA in Action. This

newsletter is but one part of
our ongoing commitment to communicate
with our stakeholders and explain what the
DFSA is doing.

At the time of writing, | have recently
announced that | will retire from full-time
employment at the end of this year after 38
years in public and private sector service.

The past three years, serving as Chief
Executive of the DFSA has been a real
highlight in my careerTo come into the
DIFC at a time when things were really just
getting off the ground has been an exciting
and tremendously rewarding experience.

Hopefully | have played some small
part in contributing to the development
of the DIFC and building, in the DFSA,

Welcome note

A message from David Knott, CEOQ, DFSA.

an organisation and a regulatory
system that is truly world class.

| will remain as Chief Executive until
the end of 2008, so the time for thanks
and parting thoughts will come later:in the
meantime there’s work to be done.

You will see in this issue the final details
of our Key Policy Review, which takes
effect from | July. | know that many of you
attended our series of presentations on this
set of initiatives and that a number of you
provided useful comment on the proposals
during the consulttation period.You'll note
that the final position has changed to take
account of many of those comments.

As well as improving our regime, the
DFSA is dedicated to improving its own
performance.To aid this, we retained an
independent research firm, Chant Link and
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Associates, to interview a large number of
stakeholders, to assess what you think of the
performance of the DFSA. Those interviews
are now complete and we are reviewing
the Chant Link report. Il have more to say
about that and the results of the survey in
the next few months.

Finally, we have been grateful for the
positive feedback on the first edition of
The DFSA in Action. Please feel free to
provide further comment.

David Knott

About the DFSA

[
Contact detajlg Terhone:+971 (0)4 362 1500

E-mail: info@dfsa.ae

he DFSA is the sole independent regulator of
I all financial and ancillary services conducted

through the DIFC, a purpose-built financial
free zone in Dubai. The regulatory mandate of the
DFSA covers asset management, banking, securities,
commodities futures trading, Islamic finance, insurance,
an international equities exchange and an international
commodities derivatives exchange.

In discharging its regulatory mandate, the DFSA has a
statutory obligation to pursue the following objectives:

services industry of the DIFC;

e foster and maintain confidence in the financial
services industry in the DIFC;

e foster and maintain the financial stability of the
financial services industry in the DIFC, including
the reduction of systemic risk;

¢ prevent, detect and restrain conduct that causes
or may cause damage to the reputation of the
DIFC or the financial services industry in the
DIFC, through appropriate means including the
imposition of sanctions;

«  protect direct and indirect users and prospective

and

the financial services industry in the DIFC.

«  fairness, transparency and efficiency in the financial

users of the financial services industry in the DIFC;

*  promote public understanding of the regulation of

The DFSA carries out its obligations by way of

functional teams:

*  The Policy and Legal division develops our
policy and rules, as approved by the DFSA
Board of Directors. The DFSA also assists in
the drafting of DIFC laws.

*  Our Authorisation division is involved in the
licensing and registration of Authorised Firms,
Authorised Individuals, Authorised Market
Institutions and Ancillary Service Providers.

Once authorised, our Supervision division
conducts regular risk assessments on all Firms.
The scope and frequency of such assessments
are dictated by the nature of the Firm'’s activities
and its perceived risks. From time-to-time, we
carry out themed reviews inspired by topical
events which have both local and international
relevance. A core aspect of our supervision also
involves the monitoring of prudential returns.

*  Supervision also handles changes to scope
of licences. This ensures continuity of the
relationship between the regulator and regulated.

¢ The Markets division oversees the operations
of the Authorised Market Institutions in
the DIFC. Currently these are the Dubai
International Financial Exchange (DIFX) and
the Dubai Mercantile Exchange (DME).

*  Enforcement has a range of powers to enforce
the legislation that we administer.

In addition to extensive information and news
available on the DFSA’s website, the DFSA also has
a range of leaflets available on the following topics:

* The DFSA
* Islamic Finance Regulation in the DFSA

*  Anti-Money Laundering and Counter Terrorist
Financing in the DFSA

*  Tomorrow's Regulatory Leaders Program
— A strategic initiative to create sustainable
opportunities for Emiratis in Financial Services
Regulation

*  Applying for DFSA Authorisation — A guide for
firms seeking authorisation as an Authorised Firm

*  Applying for DFSA Registration — A guide
for firms seeking registration as an Ancillary
Service Provider

*  Applying for Recognition in the DFSA — A
guide for firms seeking status as Recognised
Members

*  Applying for Recognition in the DFSA
— A guide for exchanges, clearing houses
or settlement facilities seeking status as a
Recognised Body.

Website: www.dfsa.ae

Fax: +971 (0)4 362 0801
Level |3, The Gate, PO Box 75850, Dubai, UAE
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DFSA and Hong Kong launch Islamic finance initiative

DFSA anounces joint regulatory initiative with the Securities and Futures Commission of Hong Kong to enhance access to Islamic finance products.

he DFSA announced a joint regulatory

I initiative with the Securities and
Futures Commission of Hong

Kong (SFC) to enhance access to Islamic

financial products in Hong Kong and the

Dubai International Financial Centre (DIFC).

This initiative was announced on 3 April

2008 in the context of a Memorandum of

Understanding (MoU) between the two

regulators in Hong Kong.

The MoU outlines a commitment to
enhance mutual co-operation towards
promoting and developing their respective
Islamic capital market segments, in particular
to working together on facilitating the
distribution of Islamic funds in the DIFC and
Hong Kong.

The SFC has also agreed to play a part
in the DFSA’s graduate training program
(Tomorrow's Regulatory Leaders Program)
by offering short-term placements to UAE
nationals employed by the DFSA.

Commenting on this initiative, David
Knott, Chief Executive of the DFSA, said:
“The DFSA admires the part played by
the SFC in supporting Hong Kong as one
of the world's leading financial centres and

The DFSA and SFC officials at the signing ceremony

appreciates the SFC's commitment to sharing
its experience with the DFSA's Emirati
graduates. For its part, the DIFC enjoys a
reputation as a centre for excellence for Islamic
finance in the Middle East and, with its tailor
made regulatory system for Islamic finance, the
DFSA looks forward to working closely with

1]

the SFC to promote and develop this sector.”
This new MoU with the SFC of Hong Kong
will prove to be among the most important
entered into by the DFSA. It cements the close
ties that already exist and paves the way for
future initiatives that will benefit both Hong
Kong and Dubai. o

Frequent capital monitoring necessary, says DFSA

Maintaining adequate capital on a continuing basis is a fundamental regulatory requirement and a sound business practice for Authorised Firms.

he DFSA requires all Authorised
I Firms to meet minimum regulatory

capital requirements and have
systems, controls and forecasting measures
that ensure minimum capital requirements
are met on a continuous basis. Although
the DFSA does not prescribe a specific
capital planning and monitoring process,
we believe that more frequent capital
monitoring is necessary. This is especially
true for firms with higher complexity,
potentially significant balance sheet
changes and larger variance in revenue and
expenses.

The DFSA in Action

During the first quarter, we conducted
a thematic review on the capital adequacy
planning and monitoring processes of
Authorised Firms. A cross-section of
Authorised Firms was reviewed, including
those subject to risk-based capital
requirements and expenditure-based
capital requirements.

The review disclosed that all Authorised
Firms were aware of their obligations
and monitored their capital position on a
periodic basis. In most cases, firms’ systems
and controls were adequate for their
business model, size and complexity.

Most Authorised Firms reviewed
forecasted their capital requirement six
to twelve months out, and incorporated
this in their financial budget and
forecasts. Many firms maintain a buffer of
capital to cover unforeseen events and
contingencies.

Adequate capital is essential to
fostering and maintaining client, creditor
and investor confidence. Firms should
maintain sufficient capital to absorb
unexpected losses and allow flexibility to
take advantage of growth and business
expansion opportunities.



-

/AN

Dubai Financial
Services Authority

DFSA Activity overview

November 2007 to May 2008

New firms authorised New auditors registered

Tokio Marine Middle East Limited

06 November 2007

Morison Menon Chartered Accountants

07 January 2008

HSBC Middle East Leasing Partnership

08 November 2007

Antarctica Asset Management (Middle East) Limited

12 November 2007

Gulf National Securities Centre International Limited

|8 November 2007

Menafactors Limited

27 November 2007

ES Bankers (Dubai) Limited

27 November 2007

MAC Capital Limited

27 November 2007

Société Générale Bank & Trust

05 December 2007

Wagf Trust Services Limited

06 December 2007

NG Investment Management (Dubai) Limited

09 December 2007

SinoGulf (DIFC) Limited

|3 December 2007

Wedge Alternatives Limited

16 December 2007

Toscafund Global Limited

|6 December 2007

Assicurazioni Generali S.p.A

|7 December 2007

City of London Investment Management Company Limited | 03 January 2008
Landesbank Baden-W(rttemberg |5 January 2008
Triago MEA Limited |5 January 2008
Thames River Capital LLP |7 January 2008
Fairfax Middle East Limited 24 January 2008

Barclays Global Investors Limited

04 February 2008

Silverdale Services (Dubai) Limited

04 February 2008

AJT Capital Management Limited

10 February 2008

NBD Sana Capital Limited

10 February 2008

Lion Capital Management Limited

21 February 2008

Renaissance Group (Dubai) Limited

26 February 2008

GFl Securities Limited

04 March 2008

El Investments (Europe) Ltd

06 March 2008

Bemo Oddo Investment Firm Limited

|| March 2008

Al Habib Financial Services Limited

|7 March 2008

Crédit Agricole Cheuvreux

30 March 2008

Gulf Investments Limited 16 April 2008
Orion Capital Limited |7 April 2008
KBC Financial Products UK Limited |5 May 2008
Saffar Capital Limited 19 May 2008
Paradigm Investment Banking Company Limited 19 May 2008
Gulf Reinsurance Limited 28 May 2008
Maples Finance (Dubai) Limited 28 May 2008
HC Investment Banking 28 May 2008

Gibson, Dunn & Crutcher LLP

New ancillary service providers registered

04 November 2007

Brandford-Griffith & Associés

04 November 2007

Patton Boggs LLP

05 November 2007

Sajjad Haider Chartered Accountants Limited Liability
Partnership

03 March 2008

Farahat & Co Limited Liability Partnership

03 March 2008

Abu Dhabi Commercial Bank

Recognised member status awarded - DME

14 November 2007

Hess Energy

21 November 2007

Casa Trading

31 December 2007

Battalion Capital

03 March 2008

Mercuria

24 April 2008

Recognised member status awarded - DIFX

JP Morgan Securities Limited

| 16 January 2008

Enforcement Activity

*  The DFSA accepted Enforceable Undertakings from Ms
Vanita Chatterbhoj and Ms Sweta Nayar, former Barclays

Bank PLC private bankers, for knowingly misrepresenting

the terms of financial products sold to their clients.
Under the terms of the Enforceable Undertakings, Ms
Chatterbhoj is banned from carrying out any financial

services in or from the DIFC for a period of three years.

Ms Nayar is banned from carrying out any financial

services in or from the DIFC for a period of six years. (21

November 2007)

The DFSA issued a consumer alert to the financial

services community of a fraudulent internet investment

scam, claiming to represent Dr Omar Bin Sulaiman, the

Governor of the DIFC, inviting individuals to participate as

a broker/agent in a DIFC individualised equity investment

portfolio management program; a program that does not

exist in reality. (12 May 2008)
And other items on the agenda:

Theme Reviews

»  Capital Adequacy Planning and Monitoring Processes

Lawrence Graham LLP

I'l November 2007

Loyens & Loeff Emirates B.V.

03 January 2008

Dewey & LeBoeuf LLP

23 January 2008

Mazars Middle East LLP

12 February 2008

DLA Piper Middle East LLP

|7 February 2008

Omniyat Investment Management Limited

27 February 2008

Sajjad Haider Chartered Accountants Limited Liability
Partnership

03 March 2008

Farahat & Co Limited Liability Partnership

03 March 2008

Latham & Watkins LLP

12 March 2008

Gide Loyrette Nouel

28 May 2008

Theme Review conducted during the first quarter of 2008.
The review disclosed that all Authorised Firms were aware
of their obligations and monitored their capital position on
a periodic basis. In most cases, systems and controls were
adequate for the business model, size and complexity of
the Authorised Firm.

Consultation Papers

Consultation Paper No 54 — Implementation of DFSA’s
Key Policy Review, issued on 14 February 2008, closed on
I'5 March 2008, coming into effect on | July 2008.

The DFSA in Action



»  Consultation Paper No 53 — Prudential Rules for Islamic
Finance, issued on 7 February 2008, closed on 9 March
2008, coming into effect on | July 2008.

»  Consultation Paper No 52 - Key Policy Review, issued on 4
December 2007, closed on 7 February 2008, coming into
effect on | July 2008.

Rulebook Amendments

*  Notice of Miscellaneous Amendments to Rulebook issued
on 29 November 2007, encompassing Malaysian Islamic
Funds Rules Instrument No 53, Electronic Prudential
Reporting System Amendment Rules Instrument No 54,
RAC Fees Amendment Rules Instrument No 55.

*  Notice of Amendments to Rulebook and Sourcebook
issued on | | December 2007, concerning the DFSA
Hedge Fund Code of Practice and the replacement of the
Prudential Returns Module (PRU) of the Sourcebook with
a new EPRS version pursuant to the Electronic Prudential
Reporting System Guidance Instrument (No 5) 2007.

Rulemaking Instruments

*  Implementation of DFSA's Key Policy Review Rules
Instrument (No 58) 2008, to come into effect | July 2008.

* Islamic Finance Rules Instrument (No 57) 2008, to come
into effect | July 2008.

* Key Policy Review Rules Instrument (No 56) 2008, to
come into effect | July 2008.

*  RAC Fees Amendment Rules Instrument (No 55) 2007,
came into effect | December 2007.

*  Electronic Prudential Reporting System Amendment Rules
Instrument (No 54) 2007, came into effect | December
2007.

*  Miscellaneous Amendments (Malaysian Islamic Funds)
Rules Instrument (No 53) 2007, came into effect |
December 2007.

International Co-Operation

*  Financial Service Board of South Africa (FSB): The DFSA
entered into a Memorandum of Understanding with the FSB,
who supervises the activities of non-bank financial institutions
and other financial services in South Africa. (28 May 2008)

»  Securities and Exchange Commission of Cyprus (CYSEQ):
The DFSA entered into a Memorandum of Understanding
with the securities regulator of Cyprus. As more financial
services firms join the DIFC from Cyprus, this bi-lateral
relationship will assume increasing importance as both
regulators rely on the quality of regulatory standards
administered in the other’s jurisdiction. (20 May 2008)

*  Securities and Futures Commission of Hong Kong (SFC):
The DFSA announced a joint regulatory initiative with
the SFC to enhance access to Islamic financial products in
Hong Kong and the DIFC.This is an extension of an MoU
between the two regulators. (3 April 2008)

*  Financial Services Agency (FSA) of Japan: The DFSA finalised

The DFSA in Action
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an Exchange of Letters with FSA of Japan, setting out terms
for information sharing and co-operation. The FSA has broad
regulatory authority in Japan over the banking, insurance

and securities industries and has integrated responsibility for
financial system planning, the inspection and supervision of
financial institutions. (12 November 2007)

Awards

* The DFSA received the “Best Regulator for Islamic
Funds" award during the 5th Annual Islamic Funds World
Conference, in recognition of its efforts to facilitate cross-
border marketing of Islamic investment funds through
its mutual recognition agreement with the Malaysian
Securities Commission. (14 November 2007)

»  DFSA’s Securities Regulation receives highly positive IMF-
World Bank Assessment (18 November 2007)
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Events

* 27 April 2008 — DFSA hosted inaugural legal think tank,
the first of its kind in the UAE which comprised financial
firms, regulators, legal practitioners and the Courts.
Discussions revolved around the importance of enhancing
understanding of the application of laws and the challenges
of administering justice in Dubai and the DIFC.

» 20 April 2008 — DFSA Board announced Chief Executive’s
retirement to coincide with his 60th birthday. David Knott
will continue to serve on the DFSA Board for an additional
three years after his retirement.

* 29 November 2007 - DFSA hosted international
regulators at the Emerging Markets Committee (EMC) of
the International Organisation of Securities Commissions
(I0SCO), which represents more than 90 per cent of
the world's securities regulators.The EMC is the largest
of IOSCO’s three main committees with members
representing more than 80 jurisdictions.

Please refer to the DFSA website for further information and

regular updates. o



A guide to the DFSA’s Key Policy Review

The DFSA Board has made new Rules, arising from the DFSA's Key Policy Review.

he DFSA's Key Policy Review follows
I an extensive consultation process that
started with the release of Consultation
Paper 52 (CP52) early in December 2007 and
encompassed two further Consultation Papers
(CP53 and CP54). The rules will come into
effect on | July 2008.

The maturity of the DIFC, as well as
increased convergence across markets,
prompted the review. In general, the
DFSA has brought its conduct of business
regime closer to the Markets in Financial
Instruments Directive (MiFID), with the aim
that where a firm meets the requirements
of MiFID, it will be able to carry its
compliance arrangements into the DIFC
with few changes.

The new Rules will, for the first time,
allow most firms in the DIFC to deal with
Retail Clients. However; firms which continue
to do the same business as they do now will
be able to do so with minimal changes and
will have the benefit of transitional relief in
specific areas relating to existing Clients. Fund
Operators will be able to market their Public
Funds to Retail Clients, and the fund regime
has been simplified in other areas, for example
by removing some of the restrictions on
outsourcing, and on the operation of property
funds.There is also an enhanced prudential
regime for Islamic finance, covering a fuller
range of Islamic contracts and drawing on
the standards of the Islamic Financial Services
Board.

The key changes include:

Conduct of Business

*  Client classification into Retail and
Professional Clients.

*  Enhanced list of entities that may be
treated as Market Counterparties. (Market
Counterparties are a subset of Professional
Clients.)

*  Enhanced suitability and Client Agreement
provisions when dealing with Retail Clients.

* Marketing material directed at Retalil
Client's needs to reflect a fair and
balanced view when presenting future

forecasts or representations based on past
performance.

* Enhanced training and competency
requirements for firms' staff.

*  Firms to have complaints handling
procedures for Retail Clients, including
timeframes and manner of redress.

»  Conduct of business requirements for
insurance more closely aligned with those
for other Financial Services.

Collective Investments

*  Public Funds are open to all Clients,
whilst Private Funds are available only to
Professional Clients.

Outcome of the DFSA’s
Key Policy Review 2008

*  Public Funds may now use fund
administrators in Zone | or Recognised
Jurisdictions, subject to due diligence
requirements.

*  Private Funds may use fund
administrators in any jurisdiction.

* Revised requirements for outsourcing
and delegation agreements, including
removing the requirement for DFSA
approval.

* Base capital requirement for fund
custodians reduced from US$10 million
to US$4 million.

*  New regime for Supplementary
Prospectuses encompasses replacement
Prospectuses and |2-month end dates
for Prospectuses (where Units still on
offer).

* Prohibition on single property funds
removed and replaced with a disclosure
regime.

* Shari'a Board conflicts prohibition
replaced a disclosure regime.

* Marketing of Foreign Funds broadly
aligned with new Domestic Funds
regime.

Other Changes

* Technical changes to Financial Services
definitions.

*  New Islamic Prudential Rules providing
more extensive treatment of Islamic
contracts.

*  Prospectus Offers of Securities can be
made to any investor, including Retail
Clients. Exempt Offers can only be made
to Professional Clients.

*  The Conduct of Business (COB) and
Collective Investment Rules (CIR)
modules of the Rulebook have been
restructured and simplified.

Categories of Clients in the DIFC
There are two types of Client, namely
Retail and Professional. Some Professional
Clients may be treated as Market
Counterparties.
For a firm to deal with Retail Clients, it

The DFSA in Action



needs to apply for a Retail Endorsement on

its Licence.

Professional Clients

A Professional Client is a Person who:
either:

* has net assets (direct or indirect) of at
least US$500,000; or

* s, or has been in the previous two years,
employed by the firm,

or

employed by another Authorised Firm in

a professional capacity; and
* has sufficient experience and

understanding of relevant financial

markets, products or transactions and
any associated risks; and
* has not elected to be treated as a Retail

Client.

Depending on the circumstances, a Client
may at times be treated as Professional,
whilst at other times as Retail. A firm also
has the option to deal only with Professional
Clients, but must then verify that any new
Client meets the criterion.

A personal investment vehicle may
be classified as a Professional Client if it
established to manage the investment
portfolio of an existing Professional Client.
In this case, there is no need to meet the
Professional Client net asset test.

Market Counterparties

Market Counterparties are a sub-set
of Professional Clients, who do not have
to be given all the protections that would
otherwise be required. See COB Rule
2.3.2(2). Some Market Counterparties
have to give their express consent for such
treatment. Others have simply to be notified
by the firm, with a right to object if they
wish.

Retail Clients

Only firms who have obtained a Retall
Endorsement on their Licence can deal
with Retail Clients. Retail Clients are any
Clients that deal with an Authorised Firm or
Authorised Market Institution, that are not
classified as Professional Clients.

It is important to note the following
restrictions in terms of Financial Services,
which can be offered by firms dealing with
Retail Clients:

The DFSA in Action

Facts

e There are two types of Client,
namely Retail and Professional.

 |n order to deal with Retail
Clients, firms must obtain a Retail
Endorsement on their licences.

e Only firms who have obtained a
Retail Endorsement on their Licence
can deal with Retail Clients.

*  No Accepting Deposits.

*  Providing Credit is confined to
Undertakings and for business purposes
only.

A firm that deals with Retail Clients has
the option to treat all its Clients as retail,
without conducting any further classification.

Client classification does not need to
be undertaken where a firm does no more
than give generic advice or refer a Person to
another Authorised Firm or a firm regulated
in another jurisdiction.

Retail Endorsement
In order to deal with Retail Clients,
firms must obtain a Retail Endorsement
on their licences. Both new applicant
firms as well as existing firms can apply
for the endorsement, for which there is
no application fee. More guidance on this
process can be found in SUP Form 5 and
our authorisation forms.
In order to obtain a Retail Endorsement,
a firm needs to:
* have adequate internal complaints
handling procedures;
* provide enhanced disclosure in all new
marketing material; and

have adequate systems, controls and
procedures to be able to provide
Financial Services to Retail Clients.

Transitional Arrangements
There is transitional relief available

for firms who currently hold a licence

to operate in the DIFC.The objective of

these arrangements is to ensure firms can

Dubai Financial
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continue to conduct their existing business

with minimum disruption. It is important

to note that there is little or no change for
firms who do not wish to deal with Retail

Clients.

The transitional arrangements can be
found in the General (GEN) module of
the DFSA Rulebook and are relevant to
requirements in COB, CIR and ISF modules.

The details of the transitional relief are
as follows:

* No Client classification required for
existing Clients, as long as the firm
continues to provide to such Clients the
same services as before;

* No notice or consent is required for
existing Market Counterparties to
continue to be treated as such;

*  No new Client Agreement is required for
dealing with existing clients;

*  Firms can continue to distribute existing
marketing material and Prospectuses for
six months after implementation, mostly
in the same manner as before.

Getting Help

* Upto | July 2008: Refer to the
Rulemaking Instruments 56, 57, 58
section of the DFSA website, located
under Legislation.

*  From | July 2008: Refer to the DFSA
Rulebook on the DFSA website.
Applicable modules include: General
(GEN), Conduct of Business (COB),
Collective Investment Rules (CIR),
Prudential — Investment, Insurance
Intermediation and Banking (PIB), and
Islamic Financial Business (ISF).

*  DFSA Forms: Existing firms wishing to
apply for a Retail Endorsement should
use the new SUP5 form. Firms currently
in the process of obtaining a Licence
for the first time should take note of
the new Guidance available on the
application form (Form AUTCORE). Al
forms are available on the DFSA website.

* Authorisation Enquiries: Firms currently
in the process of obtaining a licence for
the first time should direct questions to
the Authorisation Enquiries team or if
allocated, an Authorisation Case Manager.

* Relationship Manager: Existing
Authorised Firms should direct questions
to their DFSA Relationship Managers. ©



The DFSA does its bit in the fight against AML and CTF

How the DFSA maintains an effective proportionate and persuasive regime in the fight against Anti-Money Laundering (AML) and Counter Terrorist

Financing (CTF).

ince its inception in September 2004, the
SDubai International Financial Centre (DIFC)
has placed great emphasis on creating
a pragmatic, risk-based, and FATF-compliant
Anti-Money Laundering (AML)/Counter Terrorist
Financing (CTF) regime.

The DFSA's regulatory framework includes
conduct of business as well as prudential and
AML/CTF supervision. According to KPMG's
Global Anti-Money Laundering Survey 2007,
there is high demand for greater clarity of
direction in the MENA region on AML policy.
The DFSA is determined to be a regional leader
in this area by placing AML/CTF high on the
authority's agenda.

Money laundering and terrorist financing can
destabilise communities, economic sectors, or
whole national economies. Criminals and terrorist
networks may be able to carry out their criminal
and potentially destructive activities through
undetected financial support structures.

The consistent application of the Financial
Action Task Force (FATF) standards is essential for
the international fight against money laundering
and terrorist financing by making it more difficutt
for criminals and terrorists to penetrate the
financial system.This also includes the firms’
compliance with sanctions issued by the United
National Security Council.

The DFSA continually monitors the
effectiveness of its AML/CTF regime and,
on a number of occasions, has enhanced the
efficiency of its AML/CTF supervision. As part of
the ongoing revision of its Rulebook, the DFSA
recently approved a policy proposal to impose
a specific ongoing due diligence obligation for
transaction monitoring and maintaining up-to-
date customer identification information. Distinct
obligations will be implemented shortly in the
DFSA's Rulebook.

It is positive to note that regulated firms have
been demonstrating a high level of compliance
with applicable Federal Law, DIFC Regulatory
Law and DFSA Rules. This is in part due to
the proportionate application of the DFSA's
regulatory ‘toolkit', which starts with the pre-
vetting of firms' AML/CTF safeguards during
the authorisation process, and is followed by
on-site risk assessments, annual MLRO reports,

and DFSA Thematic Reviews directed by the
Supervision Department

The International Monetary Fund
(IMF) visited the UAE in 2007 to assess the
country's compliance with the FATF 40+9
Recommendations, including a separate
assessment of the DIFC/DFSA.The DFSA is
looking forward to the publication of the formal
report in the 2nd half of 2008, as it is the DFSA’s
view that its structure, powers and procedures
are in-line with FATF's international standards.

There are a number of other significant
developments, which fall outside DFSA's ‘business-
as-usual activity including:

Outreach program: AML/CTF Information
Sessions

Together with the DFSA Enforcement
Department, the Supervision Department
conducts bi-annual AML/CTF Information Sessions.
These sessions, which are part of the DFSA’s
‘Outreach Programme’, provide a forum for the
DFSA and the MLROs/AMLOs of Authorised
Firms, Ancillary Service Providers and Authorised
Market Institutions to flag and discuss important
issues, critical developments and trends.

Suspicious Transaction Reports (STRs)
Institutions regulated by the DFSA have filed
a total of 25 STRs since inception of the DIFC
in 2004.To date, in 2008, 3 STRs have been
filed; compared to 13 in 2007, 8 in 2006 and |
in 2005. Firms are required to file copies of the
reports with the DFSA in addition to the original
report filed with the federal Financial Intelligence
Unit of the UAE Central Bank (ie AMLSCU).
The DFSA undertakes a review of each STR to
determine whether it might reveal weaknesses in
the institution’s systems and controls. The majority
of the reports filed to date related to attempted
fraud, primarily against the institution itself,
involving the submission of forged documents.

DIFC: A FATF compliant financial centre
With the objective to achieve FATF-
compliance for the whole Financial Free Zone,
the DIFC Authority (DIFCA) issued AML/CTF
Regulations for the non-financial sector which
became effective on 18 July 2007.They cover,

inter alia, real estate agents, dealers in precious
metals and stones, dealers in high value goods,
and Company Service Providers which operate
in the DIFC. DIFCA is responsible for the
development of laws and regulations to cover
all aspects of non-financial activities that are not
regulated by the DFSA.

And looking ahead...
Compliance with United Security Council

Resolutions (UNSCRs)
The DFSA will increase its focus on how

firms monitor their compliance with United
Nations (UN) sanctions, such as UNSCRs 1267

(1999) and those related to Iran (1737 (2006),
1747 (2007)). Consequently, the DFSA is likely to
amend its Rulebook by setting out the conditions
under which firms are required to ensure ongoing
compliance with applicable UNSCR sanctions. This
important issue is already being monitored during
on-site risk assessment visits to firms.

Comprehensive AML/CTF Theme Reviews
Following successful reviews in 2005 and
2007, the Supervision Division is planning to carry
out a further theme review in 2008 to gauge the
level of adherence to AML/CTF and the above-

mentioned UNSCRs.

The DFSA will continue to take all necessary
supervisory measures to deal with firms which
fail to meet expectations.

The Director responsible for AML/CTF
within the DFSA is Bryan Stirewalt. o

The DFSA in Action
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