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Overview

History of the EU’s Money 
Laundering Directives

As a member of the European Union (EU), the UK’s anti-money laundering 
(AML) laws were dictated by the European Parliament’s Money Laundering 
Directives. But, on 31 December 2020 - four years after the Brexit vote - the 
UK finally left the EU. So, the question is, what happens to the UK’s regulatory 
environment now that it is no longer governed by the EU? 

  

By taking an in depth look into the history  of Money Laundering law and 
the influence of both the EU and global regulators  this paper looks at the 
UK’s position current position and how UK firms can best meet their AML 
obligations post-Brexit.

The Financial Action Task Force (FATF) is the global money laundering and 
terrorist financing watchdog, and it sets international standards that aim 
to prevent organised crime, corruption, and terrorism. To ensure a co-
ordinated global response to these standards, FATF has developed the FATF 
Recommendations, to help and guide authorities and regulators. The EU’s 
money laundering directives are based on the FATF recommendations in order 
to establish a consistent regulatory environment across the EU. 

The first EU Money Laundering Directives (MLD) were issued in 1991 in 
response to growing concerns that the developing financial system could be 
used for criminal purposes and that professionals working in vulnerable sectors 
could be susceptible to being involved in money laundering activity.

Over the past 30 years, as new terrorism financing threats have emerged and 
money launderers have become more sophisticated in their methods, the EU 
has responded with regular updates to the money laundering directives to 
reflect the increased risks.

The most recent anti-money laundering directive is 6MLD; every directive adds 
to or updates the regulatory obligations of the one before, and once issued, 
member states have a grace period - usually between 18 months and two years 
- to implement them into domestic legislation.

Unlike EU regulations which must be implemented into domestic law word 
for word - an example of which would be General Data Protection Regulation 
(GDPR) which came into force in 2018 - directives have a degree of flexibility, 
enabling EU states to enact the main substance.

This whitepaper sets out to uncover the impact of Brexit upon the UK’s AML This whitepaper sets out to uncover the impact of Brexit upon the UK’s AML 
laws and what these changes mean for regulated businesses in the UK.laws and what these changes mean for regulated businesses in the UK.
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The major updates of 4MLD and 
5MLD

Under the first money laundering directive, all financial institutions were 
required to perform due diligence checks before entering into any business 
relationship and keep a record of the check for at least five years. The first 
directive also required confidentiality rules be ‘toned down’ where there were 
suspicions about money laundering, but it failed to put anything in place to 
actually combat it. 

The subsequent five revisions have each gone further than the one before 
- for example, 2MLD added the authority to identify, trace, freeze, seize and
confiscate any property and proceeds linked to criminal activities while
3MLD, which was issued in 2004, was the first to incorporate FATF’s 40
Recommendations1 into EU law. It was then over a decade until the directive
was updated again.

4MLD, which came into force in 2017, focused on further aligning EU policy with 
FATF. It included imposing due diligence obligations on previously unregulated 
sectors and transactions and introduced the requirement for EU countries to 
record ultimate beneficial ownership (UBO) information in centralised registers 
for the first time. It also brought in a new requirement for a ‘risk based’ approach 
to the threat of money laundering, obliging Member States to evidence that 
they’ve taken appropriate steps to identify, assess, understand, and mitigate 
any AML risk.

Bringing the EU’s money laundering defence on further again, in 2020, 5MLD 
was created in direct response to a number of high-profile events, including the 
terrorist attacks in Paris and Brussels in 2015 and 2016, and the publication of 
the Panama Papers in 2016. In both the Paris and Brussels attacks, terrorists used 
non-conventional techniques to finance their criminal activity, including the 
use of pre-paid cards, which was not covered under 4MLD for potential money 
laundering abuse. So 5MLD introduced limits on prepaid cards, it also brought 
cryptocurrency and high value goods - including artwork - under AML rules. 

And, in response to the Panama Papers - an unprecedented data leak of 11.5 
million documents that revealed the secret financial dealings of more than 
200,000 offshore entities - 5MLD stipulated that UBO registers were made 
publicly available to combat the lack of transparency surrounding shell 
companies. It also specified that electronic identification should be used 
wherever possible to verify individual and corporate customers.

The major updates of 4MLD and 
5MLD
The major updates of 4MLD and 
5MLD
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6MLD, Brexit and the EU

The most recent MLD - the 6th - added aiding and abetting to the list of 
activities characterised as money laundering. It also imposed additional 
offences for those who have failed to prevent illegal activity and tougher 
punishments for those who have committed AML crimes.

6MLD came into effect in December 2020, and EU member states must bring 
it into domestic legislation by June 2021. As the UK is no longer part of the EU, 
it does not have to implement 6MLD into UK law, however, the UK was already 
going ‘above and beyond’ what the latest EU directives require, and all the 
updates 6MLD brings are already covered by UK AML laws.

In fact, the UK has a history of being ahead of the game when it comes to AML, 
not behind, and arguably has the most stringent AML laws in the world. When 
3MLD came into effect in 2004, France did not implement it into domestic law 
and was fined by the EU, conversely, the UK has a history of implementing EU 
MLDs before they are legally required to do so. 

For example, in 2017 - far before it was brought in by 5MLD in 2020 - the UK 
already had a public register of beneficial owners. Even now, four years later, 
this is something that some countries - including the US - still do not have.  

And while the latest US regulations - AMLA 2020 - stipulate that beneficial 
owners must be identified and recorded on a secure, central registry, this 
registry is administered by the Financial Crimes Enforcement Network (FinCEN) 
and non-public i.e. it is only available to state law enforcement authorities. This 
makes it very difficult for US financial institutions to run the appropriate checks 
on corporate clients. 

In stark comparison, the UK’s system is completely transparent. The equivalent 
list - Companies House - is a public record of all registered companies in the 
UK with information on company structure, owners and officers, filing history 
and accounts etc, making it much easier for regulated firms to do a risk-based 
AML assessment on corporate customers.  

6MLD, Brexit and the EU
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AML Post-Brexit

Before Brexit, London was the financial capital of the world and the UK wants 
to keep it that way. So, Post-Brexit, regulators will work harder than ever to 
ensure the UK’s AML programme is the most robust in the world, with the 
Financial Conduct Authority (FCA) likely to come down hard on regulated 
firms not taking their obligations seriously. And in fact, the FCA has started as 
it means to go on. In March 2021, it commenced criminal proceedings against 
NatWest Bank. It alleges that the bank’s AML systems and controls failed to 
adequately monitor and scrutinise deposits of more than £300 million into a 
UK incorporated customers’ account, £264 million of which was in cash.2   This 
action proves that, in the FCA’s eyes, no company is ‘too big to fail’.

In terms of actual law making, the UK is expected to take more of a lead from 
FATF, but, given that the EU is still likely to be the UK’s biggest trading partner, is 
also expected to implement all EU directives as they come through.

The Brexit bill transposed all the latest European AML regulations into UK law, 
and under current GDPR, the UK will still be able to freely share information 
with other countries to strengthen the global defence against money laundering 
activities. 

So, with the UK’s AML regime updated to incorporate international standards 
set by FATF and the latest EU money laundering directives, any regulated firms 
that thought Brexit would mean a relaxation on AML obligations are very much 
mistaken. 

Far from being able to ‘rest on their laurels’ regulated firms must ensure not only 
that they are up to date with 5MLD but also that they are meeting the amended 
6MLD laws to ensure they do not face action by the FCA. And, as the executive 
secretary of FATF recently said, this should not be just about ‘ticking boxes’ 
but also having a true understanding of why the AML rules are there in the first 
place.

He argues that, unless the link between preventive measures like customer due 
diligence, and the crimes those measures are intended to prevent, deter and 
detect - like terrorism, people trafficking, drugs smuggling and the wildlife trade 
- are made clear, many firms are still unlikely to take their obligations seriously.
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How UK firms can best meet their 
AML obligations

In order to both fight crime and meet regulatory obligations, UK firms need to 
go beyond just basic box ticking and put robust AML processes in place. Not 
only will these systems stop criminals from legitimising their money and ensure 
AML requirements are met, but can actually increase the value of a business 
too.

The most secure and reliable way for regulated firms to meet their AML 
obligations is to use electronic verification (EV). 5MLD required all regulated 
firms to use EV wherever possible while the UK Government has also made it 
clear that it backs the use of electronic verification calling digital identity and 
verification ‘the cornerstone of future economies” in its 2021 policy paper The 
UK digital identity and attributes trust framework3

Switching to electronic verification is not only the most secure and reliable 
way to onboard new customers, but also quicker, more cost effective and less 
intrusive, both for the regulation firm and their clients, than manual checks. 

EV has also proved to be the only reliable identity verification solution during 
Covid19 due to the fact that checks can be done remotely, meaning firms 
do not have to meet with clients face to face in order to meet their AML 
obligations. 

By using a leading electronic identification verification platform, firms can be 
safe in the knowledge that the results of every AML check are automatically 
saved on the system, screened for sanctions and PEPs and then monitored on 
an ongoing basis, enabling the firm to maintain a compliant position at all times. 
EV protects businesses, saves time and money and most importantly, stops 
money laundering at the front door, and it is time all regulated firms started 
moving away from manual, document-based checks, and towards electronic 
verification.
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02.  https://www.fca.org.uk/news/press-releases/fca-starts-criminal-proceedings-against-
natwest-plc

Sources

03.  3https://www.gov.uk/government/publications/the-uk-digital-identity-and-attributes-
trust-framework/the-uk-digital-identity-and-attributes-trust-framework

01.  https://www.fatf-gafi.org/media/fatf/documents/FATF%20Standards%20-%2040%20
Recommendations%20rc.pdf  
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