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CAF/CAM
and enables us to benchmarks results for
our banking clients on a worldwide ba- CAM™ - Concept Against Money Laundering in Private Banking
sis by drawing conclusions from Ernst & With the numerous laws and regulations (such as the Swiss Federal Money Launde-
Young’s worldwide forensic accounting ring Act) and recent adverse publicity, money laundering is a hotly debated topic.
investigations and from recent case CAM™ uses a similar methodology to CAF™ and relies on a benchmarking and Best
studies. Practices approach, preventive and detective aspects, a risk matrix and a training

manual. CAM™ is also real time focused with a higher degree of control of accounts

Who benefits from CAF™? and transactions. Our CAM™ product involves training programs, presentations to
All stakeholders benefit from CAF™ executive management, regular seminars and workshops for those directly involved in
because it is a tool for risk management implementing money laundering prevention and information about current trends and
to identify, limit and control the risk of legal developments.
fraud and it significantly reduces the
risk of losses and reputational damage
(see Diagram 1).

Diagram 1
In addition, CAF™ allows the bench- Ernst & Young Method

Helping to prevent and detect fraud in Private Banking

marking of existing procedures and con-
trols compared to best practice and
demonstrates that the control standards
meet the highest expectations.

Visit the Ernst & Young Competence
Centre for Private Banking at
www.eycom.ch/pb
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«Two thirds of all banks have been the victims
of fraud in the past twelve months»

Fraud and money laundering are matters of great
concern to the Swiss financial centre and especially in
Private Banking. This is addressed in the following
interview with Bernard F. Fishman, partner and Head
of the Competence Centre for Private Banking of Ernst
& Young in Switzerland. Here, products are developed
which detect operational risks in this area. Bernard F.
Fishman is also responsible for Ernst & Young’s
International Survey 2000 on Best Practices in Private
Banking (see p. 7).

Mr Fishman, how seriously are banks exposed to fraud?

Our study showed that two-thirds of all banks experienced a case
of fraud in the past twelve months. As a general rule the sum
concerned was less than USD 500,000. Over 10% of the banks
interviewed experienced more than 10 cases of fraud. Our study
showed that on average banks are the victim of a major fraud
every five years. 17% of the establishments surveyed experienced
a loss of more than USD 10 million in the past five years and
some even up to USD 200 million.

Many banks performed an internal audit after your study to
detect cases of fraud. Was that because of the risk of damage
to their reputation?

Most banks which made a fraud analysis did so because of an
incident and not through a spontaneous initiative. This is
explained by the fact that less than 10% of the actual cases of
fraud are known in the financial world. However, since two-thirds
of all banks reported a case of fraud in the past twelve months
and there is trend for these risks to grow, it seems likely that
banks will continue to perform audits of this kind.

Is fraud a problem for the profitability of Private Banks?

In our experience, fraud is the most important risk to earnings.
The cases of fraud experienced by Private Banks in the last
15 years generated the biggest losses.

Why are relationship managers often at the centre

of cases of fraud?

Our study confirmed that some relationship managers are often
responsible for cases of fraud, due to trust playing a key role in
Private Banking. Customers want to be able to rely completely

on their relationship manager. At the same time, they want all
their transactions to remain totally confidential. This unique
relationship is the reason why customers give orders by tele-
phone and leave their mail for collection at the bank. As a result
in this environment of mutual trust, it is difficult to establish
effective internal controls, especially as they are partly dependent
on controls performed by the relationship manager himself. Our
experience shows that this situation is the main reason for losses
in Private Banking, with some unreliable relationship managers
taking advantage of their position of trust.

What methods are used in fraud?

With reference to the methods used, our study shows that in
more than half of all cases, unauthorized transfers are made from
one account to another. Another area in which extensive fraud
was observed is the pricing of securities, in particular those that
do not have readily available market prices. These effects are
hard to trace and may give rise to an artificially overvalued
market. In addition, the banks have also identified the counter-
feiting of signatures as another important source of fraud. This
type of fraud is generally discovered indirectly or else by a spe-
cific investigation.
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E-Business and CRM in the Swiss
financial sector

Ernst & Young, working with University
of St. Gall, put a questionnaire to vari-
ous Swiss banks and insurance compa-
nies and conducted interviews on e-
business and Customer Relationship
Management (CRM).

The study shows the extent to which
e-business and CRM are already used
in the financial service sector and which
trends and developments are expected
in the next few years. The study also
discussed the use of e-business and
problems arising from CRM.

Astonishing results and controversy
emerged in this study in respect of top-
ics such as communities, new e-products
and the general future prospects of the
institutions surveyed.

This study is available from:

Ernst & Young AG, E-business services
Dieter Bachmann, Badenerstrasse 47,
P.O. Box 5272, 8022 Zurich,

T 058 286 31 11,
dieter.bachmann@eycom.ch

or by completing the reply card.
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Internal Rating Techniques/
The New Basel Capital Accord

The Bank Supervisory Committee of
the Bank for International Settlements
(BIS) submitted on 16 January this year
a revised proposal for the reorganiza-
tion of the equity ratio requirement of
banks («The New Basel Capital Ac-
cordy). Adoption of the revised consul-
tation paper is planned by the end of
2001. The New Capital Accord must
surely be seen as the most important
regulatory project of this decade. Its
implementation will have far-reaching
consequences on the banking world.

The proposal is built on

three key pillars:

e Minimum capital
requirements Rating

Enspricht e 0
n

* Provisions on auditing msmerdn
for supervisory law
purposes

» Market discipline/

disclosure standards

One of the most significant
innovations of exceptional im-
portance to the banks is a different
equity backing requirement, depend-
ing on the quality of the counterparty.
The authorization of a suitable internal
rating technique must exist in which
case banks could determine their equity
requirements on the basis of their own
internal rating approach. The quality of
the rating techniques used determines
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the level of the equity ratio stipulated
and hence also the competitiveness of
the banks. However, not just this likely
regulatory trend but also the rapidly
changing nature of credit business call
for new techniques of credit risk man-
agement.

Is your internal rating system equal
to the demands that are emerging?
Ernst & Young has developed a score-
card for rating systems to assist you in
your critical assessment.
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You can obtain this scorecard by send-

ing the reply card. Alternatively, please
contact Mr Bruno Oppliger by tele-
phone on 058 286 69 11 or by e-mail
at bruno.oppliger@eycom.ch
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