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Lessons to be learned from

Dubai’s Deutsche Bank fine

By Stuart Walker,
Afridi & Angell

he Dubai Financial Services
I Authority (DFSA) at the end of
March imposed its largest fine
to date on Deutsche Bank’s branch
in the Dubai International Financial
Centre (DIFC). The size of the fine,
US$10.5 million, may seem modest
when compared to the recent £126
million (US$185 million) fine handed
to Bank of New York Mellon by the
UK regulator, but it is significant in the
context of the DIFC, particularly when
you appreciate that Deutsche Bank is
one of the larger and more important
financial institutions in the centre.
The fine sends a clear signal that the
DFSA is both independent and una-
fraid of taking on sophisticated and
well-resourced opponents.

The fine is also a reminder that a
cover-up can often be worse than
the initial crime. Sources close to the
DFSA have confirmed that the regu-
lator was unlikely to have taken any
formal action against Deutsche Bank
if the bank had disclosed its initial
breach in a timely manner.

As is made clear in the decision
notice published on the DFSA web-
site, the bulk of the fine is based on
the fact that Deutsche Bank not only
failed to cooperate with the DFSA
investigation, but also actively misled
the DFSA and provided false informa-
tion to the regulator.

Investigation’s findings

During a three-year period begin-
ning in January 2011, Deutsche Bank
operated in a manner that was con-
trary to certain provisions of the DFSA
Rulebook. The bank’s private wealth
management team in the DIFC was
providing some advisory services to
high net worth individuals without
documenting these individuals as cli-
ents of the DIFC branch.
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In summary, Deutsche Bank is
authorized by the DFSA to provide
financial services such as arranging
and advising, among others. This was
the case during the relevant period,
and continues to date. Also, there is
no suggestion that the advisory serv-
ices provided were anything other
than competent and professional. The
investigation found that there was no
evidence of financial detriment to
the bank’s clients. Furthermore, this
does not seem to be a case of rogue
individuals inside the bank improperly
chasing bonuses or commissions. In
other words, there was no financial
wrongdoing (at least as most people
would understand that term).

Initial failure

The only thing Deutsche Bank did
wrong (at least initially) was to fail
to document high net worth indi-
viduals as clients of the DIFC branch.
The business model that the bank
was meant to be following called for
the individuals to be referred by the
DIFC branch to other parts of the
Deutsche Bank group (including but
not limited to branches in Geneva and
Luxembourg). This was being done
(and the clients were being properly
documented in those centres) but
the DIFC private wealth management
team continued to be in touch with
the clients, and therefore provided
the previously mentioned advisory
services.

If the team had simply issued a
DIFC client agreement, and complied
with the standard DIFC know your
customer and anti-money launder-
ing procedures, all would have been
well. Unfortunately, this did not hap-
pen, and the DFSA became aware
that Deutsche Bank might have been
uncompliant in these areas.
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Compounding the error

It was at this point that the senior
management within Deutsche Bank
appear to have made some startling
errors of judgment.

Among other things, false and mis-
leading emails and letters were sent
to the DFSA by the bank’s compliance
team. Internal reports about possible
breaches of the DFSA Rulebook were
suppressed. Bank employees were
encouraged to amend internal reports
to remove references to regulatory
breaches. The bank then refused to
comply with a DFSA notice requiring
the production of various documents.
This then compelled the DFSA to seek
a DIFC court order to enforce the
notice.

Resolution of the case

The DFSA’s investigation into the
breaches at Deutsche Bank took two-
and-a-half years to resolve. The final
six months were apparently spent
negotiating the wording of the pub-
lished decision notice.

The bank obtained a 20% discount
on the total amount of the fine by
agreeing not to appeal or otherwise
contest the fine. Unlike many of the
other notices or undertakings pub-
lished by the regulator in other matters,
no specific names are mentioned in the
Deutsche Bank notice. The blushes of
the relevant people at Deutsche Bank
have therefore been spared.

Nonetheless, this must have been
an embarrassing episode for the bank,
and something of a success for the
DFSA.
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