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1 General overview of the current situation and the developments since the last evaluation relevant in
the AML/CFT field

Following the Third Round Mutual Evaluation of theti-money laundering and combating financing tésm
(AML/CFT) system of the Republic of Azerbaijan cdeted in December 2008, MONEYVAL experts offered
a number of recommendations to improve the existegjslation. Under FATF Recommendations, the
Republic of Azerbaijan requested take targeted oreasto ensure further development of the AML/CFT
system and present a progress report at the MONHEYRlAnary in December 2009.

Within implementing such measures it is expectedcaeve overall compliance of internal AML/CFT ®ms
with FATF 40+9 Recommendations. This involves inyamment of legislation, institutional reforms and
international cooperation.

The Government of Azerbaijan has achieved subsiaptogress in aligning the AML/CFT framework with
FATF Recommendations and in establishing a solistesy to combat money laundering and financing
terrorism in Azerbaijan.

Comprehensive legal reforms were conducted in accdance with FATF Recommendations.New
preventive AML/CFT Law (the Law of the Republic Azerbaijan “On the Prevention of the Legalizatidn o
Criminally Obtained Funds or Other Property and Emeancing of Terrorism”) was adopted in Februafy o
2009. It addresses criticisms of the Mutual EvatuatReport and eliminates the gaps highlightedhe t
assessment. By the AML/CFT Law had been establishaddatory provisions concerning the identification
and verification of customers and beneficial owneesord keeping requirements, requirements of rtgyp
CTR and STR, establishment of the internal cordystem by designated financial institutions and BRF

In order to align national legislative frameworkthviinternational AML/CFT standards and requiremgnts
significant number of legislative acts, specifigadl codes, 15 laws and 6 presidential decreestah tovering
more than 100 articles, were amended in July 2@9. Laws “On Auditing Services”, “On Currency
Regulation”, “On Notaries”, “On Investment Fund$Qn Advocates and Advocate Activities”, “On Non-
Governmental Organisations (public associations famdls)”, “On Banks”, “On Lottery”, “On Post”, “On
Central Bank of the Republic of Azerbaijan”, “OneBious Metals and Precious Stones” and “On Inse@ranc
Activity”, Civil Code, Criminal Code, Criminal Predural Code and Code of Administrative Infringensent
were amended by this way.

Particularly, criminal liability for «tipping offswas established in the Criminal Code. Administetiability

for all other breaches of the AML/CFT legislatiomasvestablished in the Code of Administrative Irfements.
The liability measures cover failing to report CHRd STR, to perform CDD measures, to apply internal
control mechanisms and other elements as wellthele amendments were made in a very short pefiod o
time, during the next session of the parliamenbfaihg the receiving MONEYVAL recommendations.

Hence, as a result of legal reforms in the AML/Cié&a:
% STR and CTR systems were improved in line with FARgEommendations;

% CDD measures (including ongoing and enhanced digexce) for financial institutions and DNFBPs
were expanded,;

+ record keeping requirements were strengthened;
« internal control systems by the financial instibas and DNFBPs were developed,;
+« regulation and supervision of the financial ingtdns and DNFBPs was enforced;

¢+ measures on international cooperation are defina@ wlearly;



+ a more precise mechanism for freezing and seizirignals related to money laundering and financing
of terrorism was established.

Regulators of all financial institutions and DNFBékssignated by the AML/CFT Law were granted with th
relevant functions. The Statutes of the relevapestisory authorities were amended by the Predmlddécree
# 130 from July 20, 2009 to provide them with adsgpowers.

For further implementation of FATF Special Recomdwion IX, Declaration form for currency broughtan
or out of the Republic of Azerbaijan submitted hg State Customs Committee to the Financial Manigor
Service under the Central Bank of the Republic pémaijan was approved by the Ordinance # 112 froip
28, 2009, of the Cabinet of Ministers of the Repubf Azerbaijan.

The designated threshold for the purposes of FA&EoRimendations 5 and 19 for transactions with fuords
other property in the amount of 20 000 manats (% €uro) was approved by the Chairman of the Centra
Bank of the Republic of Azerbaijan in July, 2009.

In order to implement FATF Recommendation 7 inte Banking legislation, Central Bank Regulation “On
opening, maintenance and closing of accounts irkdjahas been amended in October 2009. Currently, in
relation to cross-border correspondent bankingtiogiships banks should, in addition to performin®CC
measures to take the measures set out in ess@ritah 7.1-7.5.

So, most of the concerns in the AML/CFT area inrhagan have been resolved. Nevertheless in owler t
further develop and improve national legislatiorafbi.aw on amendments to some legislative actshef t
Republic of Azerbaijan has been prepared. The aments are going to be done to the AML/CFT Law,
Criminal Code, Code of Administrative Infringemergad Criminal Procedure Code, the Laws “On State
registration and registry of legal persons”, “OnnNgpvernmental organizations (social associationd a
funds)”, “On Normative legal acts”, “On Auditor S@res”, “On Currency regulation”, “On Notaries” at@n
Suppression of Terrorism”.

The Draft Law was submitted to the Council of Ewdjirectorate of Cooperation.

Azerbaijan has also made significant reforms in crating effective AML/CFT institutional framework in
line with FATF Recommendations. In accordance with the Decree of the Presidenthef Republic of
Azerbaijan of February 23, 2009 Financial MonitgriBervice was established under the Central Bartheof
Republic of Azerbaijan. Financial Monitoring Sewviander the Central Bank of the Republic of Azgdpai
was established in order to provide implementatibthe state policy in the AML/CFT sphere, to impeahe
supervision system and to coordinate the activitythe relevant state authorities in this field. &uoial
Monitoring Service serves as a national centreiferreceiving (requesting), analysis and dissenanatf STR
and other information regarding potential moneyaring or terrorist financing.

The Statute of the Financial Monitoring Service \aaproved on July 16, 2009. Shortly after this adicg to
the Decree of the Chairman of the Central Banksthecture and the staff list were confirmed.

Director and Deputy Director of the Financial Mamihg Service were appointed by the Decree of the
President of 07 October 2009. After that, appoimimief key positions have already been made foshoet
period.

Financial Monitoring Service is composed of theedior, Deputy Director, Secretariat and eight Depants,
which are the followings:

+ Data Processing Department;

+« Analytical Department;

% Supervision Department;

+ Legal and Methodological Department;
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¥ International Cooperation Department;



+« Information Technologies Department;
+« Administrative Department;
++ Accounting Department.
There are 41 employees, including leadership aftm&ncial Monitoring Service.

Within the second decade of October Financial Mwiniy Service was provided with the administrative
building, as well as its budget for 2009 was appth\At present Financial Monitoring Service is aygrately
equipped with IT and other equipment. Currently nelget for 2010 was approved, and it reflectsrpraeds

of the Service, such as establishment of IT systeximing of employees, etc.

FMS operationally independent and functions undgquired budget framework to ensure operationatieficy
as well as provide market-based salary and modinatystem to ensure long-term operational andtutistnal
sustainability.

Immediately following the appointment of Financhbnitoring Service leadership, two main directiaofs
further activity have been determined: IT system development of an internal Action Plan.

Concerning first direction it should be mentionddttthe reporting system and information databdsteo
AML/CFT division of the Central Bank (created in(&) has started to be transferred to Financial kboinig
Service and it will be expanded to include DNFBRswell. According to the approved Action Plan, the
Financial Monitoring Service will be in a positibm receive first STR and CTR in December of 200%. that
purposes “Regulations on submission of data by tadng entities and other persons involved in nanig to
the Financial Monitoring Service under the CenBahk of the Republic of Azerbaijan” was approvedtiy
Director of the Financial Monitoring Service. It @anned to organize special training for supeovisi
authorities, financial institutions and DNFBP torhere acquainted with relevant Regulations.

Additionally, the needs of the IT system of thedfioial Monitoring Service were assessed withinftame of
the AZPAC Project of the Council of Europe in Sember 2009. According to assessment experiencalyf It
Netherlands, Poland, Russia and Ukraine may beulumf Azerbaijan FIU in strengthening its IT sysie
which have AML/CFT systems similar to Azerbaijamarticularly it concerns information exchange with
supervisory and law-enforcement authorities, ad welobtaining access to databases of approprate s
agencies.

Second direction related to the development of atioA Plan to improve the Azerbaijani AML/CFT syste
taking into account recommendations contained énGlouncil of Europe MONEYVAL Committee Country
Report has been initiated. The prepared Action Rias coordinated with the MONEYVAL Secretariat agyi
consultations. After final revision, the Action Rlavas approved by the Director of the FMS and furth
implementation of the Action Plan was taken ungecsl control.

The Action Plan spanned three years. The measultdsevimplemented with the participation of alltharities
involved in the AML/CFT system, including the FMSentral Bank, General Prosecutor’s Office, Ministfy
National Security, Ministry of Finance, Ministry dfistice, State Customs Committee and State Coemnfiit
Securities. The Action Plan covered all aspectghef AML/CFT system and it included taking specific
measures to:

«» improve legislation;

% improve the activity of Financial Monitoring Sereic

+«+ improve supervision over the financial instituticared DNFBP;

+ develop the system of personnel education andnigafior AML/CFT purposes.

Paying special attention to the international coapen, Financial Monitoring Service requested Egmont
Group of FIUs for the membership. At present, aggtion letter is under the consideration by the &gm



Outreach Working Group and Financial Monitoring\iez is expecting for advises on further actiorguieed
in order to become an Egmont Group member.

Financial Monitoring Service intends to cooperatthwhe Eurasian Group on Combating Money Laundgrin
and Financing of Terrorism. This issue is coordidawith appropriate national agencies.

Financial Monitoring Service pays significant atten to technical assistance issues and activebpemtes
with international organisations and foreign stdencies to this end.

In April 2009 the Central Bank requested from timetnational Monetary Fund technical assistance on
AML/CFT issues. The request consisted of the folhms:

< multidisciplinary training course(s) for financiatelligence officers;
+ multidisciplinary training course(s) for other redat agencies designated in the AML/CFT Law;

+«+ organizational support to the Financial Monitori@grvice, e.g. providing guidelines, job descripsion
Manual of Operations, Rules of Procedure;

% study visits for the new staff of Financial Monitag Service to other FIU’s to be more acquaintetth wi
relevant activity.

The IMF Technical Assistance Mission visited Azdjda in September 2009. The main objective of the
mission was to identify and discuss with the altles the potential needs of Azerbaijan in AML/CHilea,
particularly related to the local Financial Monitay Unit. In addition, one workshop on “New AML/CHIaw
implementation” was conducted for compliance office

Additionally, Financial Monitoring Service had idéred following priority areas for technical adsiace:i)

improvement of legal framework:) establishment of internal Information Technolog®stem;iii) capacity
building of AML/CFT stakeholderdy) development of middle-term Strategy Plan for Fin@n®lonitoring

Service. In this regard, the leadership of Findndianitoring Service have held meetings with repraatives
of the US Embassy in Baku and USAID, where abovetimeed priorities were discussed.

It should be stressed that a number of events taidg sisits have been carried out within the fraragwnof the
Council of Europe AZPAC Project. Special trainimmucses were organized for financial institution®§yHBP
and supervision authorities defined by the AML/CEdw at the Central Bank on 16-18 June 2009, as asell
for representatives of the law—enforcement agenoe8§-10 July 2009. Two study visits were arranged
Czech Republic and Montenegro during the implemimaf AZPAC Project. The purposes of these visits
were acquainting with the best practices of Eurogdéls in the context of developing the nationgdaxty.

Based on mentioned issues in our opinion thereaarmimber of important results that contribute te th
effectiveness of the overall AML/CFT system as vasllraise the level of compliance of its participamith the
FATF Recommendations.

The results are reflected in the progress report.



2.  Keyrecommendations

Please indicate improvements which have been madespect of the FATF Key Recommendations
(Recommendations 1, 5, 10, 13; Special Recommeanualti and 1V) and the Recommended Action Plan
(Appendix 1).

Recommendation 1 (Money Laundering offence)

Rating: Non-compliant

Recommendation of| To establish offences of “insider trading” and “nteat manipulation”.
the MONEYVAL

Report
Measures taken to | By the Draft Law offences of “insider trading” afisharket manipulation” will be
implement the established in the Criminal Code as follows:

Recommendation of| Article 202—2. Insider trading
the Report 202-2.1.Use by an insider of service information that watrusted to or acquired
by him when performing his/her professional dutre&is own interests or transfer
of such information to a third party for carryingtdransactions—
shall be punished by the fine from three thousamdaufive thousand manats pr
imprisonment for the term from four up to eight geewith confiscation of property.
202-2.2.The same deeds:

202-2.2.1when committed by the person, who have been ctad/igarlier for this
crime;

202-2.2.2when committed by the group of persons in a piakny conspiracy of
organized group—
shall be punished by the fine from five up to sewlousand manats o¢r
imprisonment for the term from six up to ten yeaith confiscation of property.
Article 203-1. Market manipulation

203-1.1. Artificial change of the rates of financial sem$c markets by th
participants of financial services markets via sastions with financial instruments
by preliminary arranged and intentional acts, whauld cause instability g
financial services markets—

shall be punished by the fine from five up to sewlousand manats o¢r
imprisonment for the term from four up to eight sseavith the confiscation of
property.

203-1.2.The same deeds:

203-1.2.1.when committed by the person, who has been cauiearlier for thig
crime;

203-1.2.2when committed by an organized group;

203-1.2.3when committed using mass media—

shall be punished by the fine from six up to eitflousand manats or imprisonment
for the term from six up to ten years with confisma of property.

Article 212 “lllegal use of official information” fothe Code on Administrativ
Infringements establishes administrative liabilfr use by insider in his ow
interests of official information or transfer ofctuinformation to third persons fq
settlement of transactions in the form of admiaiste fine in amount of 25 to 3
manats for natural persons; and in the amount &b 50 manats for legal persons.
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Recommendation off To widen the offence of “financing of terrorism” tover all relevant issues as

the MONEYVAL predicate offences to money laundering.
Report




Measures taken to
implement the
Recommendation of
the Report

The Draft Law provides for the new definition offtorist financing” offence ir
order to align it with the United Nations Intermatal Convention for thg
Suppression of the Financing of Terrorism and FAPEcial Recommendation II:
Article 214-1. Terrorist financing

Provision or collection funds or other propertydryy means, directly or indirectly
unlawfully and willfully, with the intention thathey should be used or in t
knowledge that they are to be used, in full orant by a terrorist organisation or |
an individual terrorist, or in order to carry out act which constitutes a crin
within the scope and as defined in the articles 202, 215, 216, 219, 219-1, 27
278, 279, 280 and 282 of the Criminal Code of tlepublic of Azerbaijan, as we
as the financial or other contribution to a nataralegal person, group of persons
an organization to support the commission such &frctimes—

shall be punished by imprisonment for the term ftemup to twelve years with th
confiscation of property.

Note:

1. In this article «funds or other property» meansets of every kind, from

legitimate or illegitimate source, whether tangilde intangible, movable o
immovable, however acquired, and legal documentsstruments in any form
including electronic, evidencing title to, or indst in, such assets, including, but

limited to, bank credits, travelers cheques, bah&qoes, money orders, shar
securities, bonds, drafts and letters of credit.

2. Terrorist financing offence shall not require ttfa funds were actually used
carry out or attempt a terrorist act or be linke tspecific terrorist act.

3. Any person also commits a crime if that person rtoates (such contributio
shall be intentional and shall either be made wWithaim of furthering the criming
activity or criminal purpose of the group, wherelswactivity or purpose involve
the commission of a crime as set forth in thiscetior be made in the knowled
of the intention of the group to commit a crimesas forth in this article) to th
commission of one or more crimes as set forth iim dhticle by a group of persof
acting with a common purpose.

The AML/CFT Law and Law “On Suppression of Terranfswill be amended in
the same way.
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Recommendation of|
the MONEYVAL
Report

Legislation should be amended to provide clear ni#dns for the following
concepts: “financial transactions”, “other transacins”, “money funds” or
“property”

Measures taken to
implement the
Recommendation of
the Report

The definitions of “criminally obtained funds orhet property” and “transaction
with funds or other property” are stipulated in &dL/CFT Law as follows:

Article 1.0.1. criminally obtained funds or other property — funds of every kind
property, whether movable or immovable, corporealincorporeal, tangible o

intangible, legal documents evidencing the titlestiwh property, obtained directly

or indirectly through the commission of an offeqrevided by the Criminal Cod
of the Republic of Azerbaijan.

Article 1.0.3. transactions with funds or other prgerty — transactions aimed

acquisition, exercising, change or termination iwfl gights to the funds or othe
property as a result of transactions with them.

The definition of “property” is defined in the aé 135 of Civil Code as physic
objects (movable or immovable, corporeal or incogph tangible or intangible
legal documents evidencing the title to such platabjects, funds and securities
every kind.
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The definition of “deal” is defined in the articB24 of Civil Code as a unilatera
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bilateral or multilateral will aimed at acquisitioshange or termination of civil
relationship.

The Draft Law provides for the new definition olutfds or other property” in th
case of “terrorist financing” offence stipulatedtire Criminal Code and Law “O
Suppression of Terrorism” as assets of every K a legitimate or illegitimat
source, whether tangible or intangible, movablenunovable, however acquired,
and legal documents or instruments in any formlutling electronic, evidencin
title to, or interest in, such assets, includingt bot limited to, bank credits,
travelers cheques, bank cheques, money ordergsstsa@curities, bonds, drafts and
letters of credit.
The new definition was taken directly from the widefinition in the United
Nations International Convention for the Supprassibthe Financing of Terrorism.

Recommendation of|
the MONEYVAL
Report

To make the necessary amendments to article 193k &riminal Code to bring it
into line with the provisions of the Vienna and étaio Conventions. The
evaluators strongly advise to use the languagé®fQonventions.

Measures taken to
implement the
Recommendation of
the Report

Code. The new definition reflects all elementsief UN 1988 Convention agai
lllicit Traffic in Narcotic Drugs and PsychotropiSubstances and the
Convention against Transnational Organized Crimaseld on the Draft, article
193-1 will be set forth in Criminal Code as follows

Article 193-1. Legalization of criminally obtainedfunds or other property
193-1.1.Legalization of criminally obtained funds or otheroperty, that is the
conversion or transfer of property, knowing thathsproperty is the proceeds of
crime, for the purpose of concealing or disguighmgyillicit origin of the property or
of helping any person who is involved in the consitis of any crime to evade the
legal consequences of his or her action, as welh@soncealment or disguise |of
the true nature, source, location, disposition, @moent, rights with respect to, pr
ownership of property, knowing that such propestthie proceeds of crime—
shall be punished by a fine at a rate from 2008Ug000 manats or imprisonment
from six up to nine years with confiscation of pedy with deprivation of the right
to hold the certain post or to engage in the aerativity for the term up to three
years or without it.

193-1.2.The same acts, committed:

193-1.2.1by group of persons in a preliminary conspiracy;
193-1.2.2repeatedly;

193-1.2.3by a person using his/her official position—
shall be punished by imprisonment from eight ugliven years with confiscatign
of property, with deprivation of the right to engaig certain activities and to hold
certain post up to three years or without it.

193-1.3.The acts provided for by articles 193-1.1 or 193-af this Code
committed:

193-1.3.1by organized group or criminal community (crimimagjanization);
193-1.3.2in large amount—

shall be punished by imprisonment from ten up telves years with confiscation ¢
property with deprivation of the right to hold tkertain post or to engage in the
certain activity for the term up to three yearsvithout it.

Note: In the article 193-1.3.2 of this Code the “largaocant” shall mean th
amount exceeding 45 000 manats.

The Draft Law provides for the new definition of émey laundering” in Criminal
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Recommendation of

To criminalise clearly and explicitly the convensior transfer of property, knowing




the MONEYVAL
Report

that such property is the proceeds of crime, fa@ thurpose of concealing or
disguising the illicit origin of the property or tielping any person who is involved
in the commission of the predicate offence to evaeléegal consequences of his
her action.

Measures taken to
implement the

Recommendation of
the Report

See item above.

Recommendation of
the MONEYVAL
Report

To criminalise clearly the concealment or disguidethe true nature, source
location, disposition, movement or ownership ofights with respect to property
knowing that such property is the proceeds of crime

Measures taken to
implement the

Recommendation of
the Report

See item above.

Recommendation of
the MONEYVAL
Report

To criminalise clearly the acquisition and possessof property knowing at th
time of receipt that such property is the proceefdsrime.

D

Measures taken to
implement the

Recommendation of|
the Report

In order to implement this recommendation and basethe Draft Law, article 194
will be set forth in Criminal Code as follows (th@nguage of the Vienna and
Palermo Conventions had been used in this case):

Article 194.  Acquisition, possession or use of prapty, knowing, at the time
of receipt, that such property is the proceeds ofrcne

194.1. Beforehand not promised acquisition, possessionuse of property
knowing, at the time of receipt, that such propéstihe proceeds of crime—
shall be punished by the fine up to five thousamahats or restriction of liberty fqor
the term up to three years or with the fine uprie thousand manats, imprisonment
for the term from four up to eight years with cacfition of property.
194.2.The acts provided for by article 194.1 of the pre#sCode, committed:
194.2.1 by group of persons in a preliminary conspiracpi@anized group;
194.2.2 by an official person with use of his/her serviasition;

194.2.3.by person, who have been convicted earlier far ¢hime;

194.2.4.in the large amount—

shall be punished by imprisonment for the term frem up to ten years with
confiscation of property.

Recommendation of
the MONEYVAL
Report

To criminalise conspiracy in order to cover agreemseto commit basic money
laundering by others not involved in organised &im

Measures taken to
implement the
Recommendation of|
the Report

As it has been already explained to the expertearcourse of the Third Round pf
Mutual Evaluation, there are sufficient legal psions in the Criminal Code th
criminalise conspiracy in order to cover agreemetotscommit basic money
laundering by others not involved in organised etim
In accordance with article 34.1 a crime shall bended to be committed by a group
of persons if two or more perpetrators have joipidyticipated in its commission
without a preliminary conspiracy. This article isiversal and applies to all types
criminal offences. Therefore, the commission of & bffence by two or more
people in agreement shall be subject to commigsidinis offence in conspiracy.

Furthermore, article 34 sets forth the criminal lavovision on the liability of
members of various types of organized groups, dinoty criminal organization|.
This article also applies to all types of crimirafences. Article 193-1 of the
Criminal Code is not an exception to this rule. Thesecution of the ML offenc
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committed by a group of persons shall be basedercharges under Section

and 193-1 of the Criminal Code. The role of a pernsothe group charged with the
commission of this offence is important in termgted punishment. The organizers
of the offence shall be subject to higher sentémo®mparison to mere executor |of
the offence.
Recommendation of| To clarify the Criminal Code to make it clear th&terbaijan has jurisdiction for
the MONEYVAL the money laundering offence when the predicasoéf was committed abroad py
Report a foreign citizen.
Measures taken to | Concerning the clarification of jurisdiction forehmoney laundering offence when
implement the the predicate offence was committed abroad by aidor citizen, please be
Recommendation of| informed as follows. Based on the article Ilementation of the criminal law
the Report concerning the persons who have committed a crimefbborder of the Republic
of Azerbaijaf of the Criminal Code:
» Foreign citizen committed a crime outside of juigidn of the Republic o
Azerbaijan, shall be instituted to criminal liabjlunder the Criminal Code when:
1. if the crime targeted against the citizens orrigges of the Republic of

Azerbaijan;

2.in the cases stipulated by international instruém which the Republic g
Azerbaijan is a party, if these persons were notlemned in the foreign state.
crimes, terrorism, financing of terrorism, stealwfgan air ship, capture of hostag
torture, a sea piracy, illegal circulation of narce® and psychotropic substanc
manufacturing or sale of false money, attack os@es or the organizations usi
the international protection, the crimes connedteduclear materials, and al
other crimes, punishment for which stipulated i#@inational instruments to whig
the Republic of Azerbaijan is a party, shall bstitated to criminal liability ang

punishment under the Criminal Code, irrespectiva pface of committing a crime.

At condemnation by courts of the Republic of Azddraof the foreign
citizen, punishment shall not exceed the top liofithe sanction provided by th
law of the foreign state on which territory thenogei was committed.

In accordance with the article 2 of the AML/CFT Léavghall apply to the activitie
financing of terrorism outside the jurisdiction tife Republic of Azerbaijan i

accordance with the international instruments taclvithe Republic of Azerbaija
is a party.

Recommendation of
the MONEYVAL
Report

Foreign citizen committed a crime against the pesmtg mankind’s, way
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Azerbaijan prosecutors should test the provisidmsythave to prosecute money

laundering as a “stand alone” crime and, where regary, invite the courts t
draw necessary inferences.

Measures taken to
implement the

Recommendation of
the Report

The criminal prosecution, which among others codettee criminal charge fo

money laundering was investigated for the firstetinsince the passage of the

Criminal Law (Amendment) Act 2006 introducing thénginal liability for this type
of offence, in the Anticorruption Department undee Prosecutor General of t
Republic of Azerbaijan in April - September 200%ieTcase is pending the trial
the time of drafting the Progress Report. The mdaegdering charge is coupled
the indictment with the charges for other corruptiffences. The Investigation a
Prosecution are awaiting the results of the taalraw appropriate inferences on {

tactics of the investigation and instituting ‘staradone’ indictment in the

prospective.
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Recommendation of
the MONEYVAL
Report

Azerbaijan is strongly advised to introduce a psiom in its legislation clarifying
that the absence of a judicial finding of guilt iespect of the predicate offen
should not preclude money laundering investigatiamd prosecutions. This shou

be coupled with a provision, which clearly indicatéhat the existence of the

underlying predicate offence (or, indeed, the itieral element of the mong
laundering offence) can be established in a momaeydering case by objectiy
facts and circumstances.
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Measures taken to
implement the
Recommendation of|
the Report

According to the Azerbaijani Legal Doctrine, altieles of the Criminal Code ma
serve as a basis for criminal prosecution on twim.

Article 193-1 of the Criminal Code criminalizes naeynlaundering. Crimina|

prosecution of the money laundering offence doet maquire the successf
prosecution of corruption offences. Therefore theeace of a judicial finding g
guilt in respect of the predicate offence does pclude money launderin
investigations and prosecutions. The criminal praogen of the money launderin
offence shall be founded solely on the proving led elements of this particul
offence.

Moreover, the possibility of the investigation dfet ML as a separate crimin
offence is substantiated by the provisions of AMEICLaw. According to article

19.2, Financial Monitoring Service shall not suspémnsaction, which gives rais

to sufficient suspicions about the legalizatiorthad property and other proceeds
crime and terrorism financing, for more than 72 risotArticle 19.3 provides
Financial Monitoring Service shall immediately puce the decision on th
suspension of a suspicious transaction with the@ting documentation to th
body commissioned with the criminal prosecutionvéistigation) of money
laundering and terrorism financing.

Yy
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Recommendation of|
the MONEYVAL
Report

There needs to be a firm prosecution policy andatoa of jurisprudence
particularly on the evidentiary requirements. Tlshould be accompanied [
training and awareness-raising in respect of polidtcers, prosecutors and judge

Measures taken to
implement the
Recommendation of
the Report

The Action Plan for the implementation of the Nmatb Strategy For Increasin
Transparency and Anticorruption 2007-2011 (the sdcpational anticorruptio
strategy) envisages the organization of the joiatnings for law-enforcemer
officers, prosecutors and judges in the field dfcamruption and money launderin
In order to implement this task, the Ad Hoc groas been established from amo
the representatives of the training centres oflalaeenforcement agencies and |
Chairman from the Anticorruption Department. The FAdc group is charged wit
the development of the training curricula. Investign of the money launderin
offences was the subject of the series of traioignized according to the plan
trainings run by the US Embassy and US Departmehusiice in 2008 and 2009.
The ML was also the subject of trainings organize@007 by the Anticorruptior
Department in cooperation with the US DoJ. The nwteof the trainings in 200

were processed and compiled into the Manual forltkestigation of Corruption

Offences, with investigation of money laundering asseparate componet
Investigation of money laundering has been includetie EU sponsored Twinnin
Project “Support of the Anticorruption Departmenthathe Prosecutor General
the Republic of Azerbaijan”. Within the Twinning gpect the Anticorruption
Department with the Prosecutor General of the Rigpub Azerbaijan will work
out the Manual for the investigation of money-laendg offences in cooperatig
with the Special Investigation Service (STT) ancdh&al Prosecutor’s Office of th
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(Other) changes
since the last
evaluation

Recommendation 5 (Customer due diligence)
I. Regarding financial institutions

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

The Azerbaijani authorities should introduce conmanesive AML/CFT legislatio
with a “risk based” approach.

-

Measures taken to
implement the
Recommendation of|
the Report

The Law of the Republic of Azerbaijan “On the Pmtien of the Legalization o
Criminally Obtained Funds or Other Property and Eieancing of Terrorism’
provides for a “risk based” approach.

Recommendation of
the MONEYVAL
Report

It is strongly advised that the asterisked criteiiaR.5 be placed into AML/CF
legislation (the asterisked criteria are set outedtly beneath).

Measures taken to
implement the
Recommendation of
the Report

The most of the asterisked criteria in R.5 werelemgnted in the Law of th
Republic of Azerbaijan “On the Prevention of thegakzation of Criminally
Obtained Funds or Other Property and the Finanairigerrorism”.

Recommendation of|
the MONEYVAL
Report

Financial institutions should not be permitted teep anonymous accounts
accounts in fictitious names. Where numbered adsoexist, financial institution
should be required to maintain them in such a waat full compliance can b
achieved with the FATF Recommendations. For exgntiptefinancial institution
should properly identify the customer in accordamdgéh these criteria, and th
customer identification records should be availatlethe AML/CFT complianc
officer, other appropriate staff and competent awities.

or

UJ

4%

D

Measures taken to
implement the
Recommendation of
the Report

In the Republic of Azerbaijan, only banks basedt@nbank license obtained fro
the Central Bank shall be engaged in opening anihter@nce of accounts

m
nf

natural and legal persons, including correspon@ecbunts of banks (Law «Q
Banks», Civil Code, Regulation of Central Bank «@uening, maintenance a

n
d

closing of accounts in banks»). That is why, ordyks are covered with the legal

prohibition on anonymous accounts.
In connection with implementation of the AML/CFT waatrticle 42 of the La

«On Banks» was amended in July 24, 2009. Currentlyanonymous accounts,
including anonymous deposit accounts can be opexedyell as no anonymous

certificate of deposit can be issued.

As to FATF Methodology, references to “accountsbuld be read as includin
other similar business relationships between fir@ndnstitutions and thei
customers. With this in mind, by the Draft Law i®posed to add article 9.1 wi
below content to AML/CFT Law:

“9.1. Monitoring entities are not permitted to kesponymous accounts or accou

in fictitious names. Monitoring entities are prakelol from establishing of

anonymous business relationships, opening of anoagnaccounts, anonymo
deposit accounts, as well as issuing anonymoussitegmtificates.”

Securities sector

Monitoring entities in the securities sector arguieed to carry out proper custom
identification customer identification accordingthe:

g

-

h

nts

er

a. Regulations on carrying out broker activity in sdties market
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b. Regulations on carrying out professional managerkgsécurities in securitie
market

c. “Instructions on measures against the money laumgl@nd terrorist financing

in the securities market’(“instructions”, hereirajt that were sent to th
monitoring entities in the securities sector after adoption of AML/CFT Law

Recommendation of|
the MONEYVAL
Report

n

e

Financial institutions should be required to un@de customer due diligence

(CDD) measures when:

a) establishing business relations;

b) carrying out occasional transactions above the &atlle designate
threshold (USD/€ 15,000). This also includes sitret where the transactic

is carried out in a single operation or in seveggderations that appear to be

linked;

c) carrying out occasional transactions that are witeansfers in the

circumstances covered by the Interpretative NoteRoVII;

d) there is a suspicion of money laundering or tersbfinancing, regardless of

any exemptions or thresholds that are referredisewhere under the FAT
Recommendationsr
e) the financial institution has doubts about the \@ifya or adequacy d
previously obtained customer identification data.

Measures taken to
implement the
Recommendation of
the Report

The customer due diligence measures is stipulatéidel article 9 of the AML/CFT
Law. Currently the monitoring entities shall idéntiheir customers and beneficial

owners, when:
» before establishing business relations;

» before carrying out occasional transactions abbeeapplicable designated

threshold;
* before carrying out wire transfers (regardlessefrtamount).
What concerns criteria 5.2d and 5.2e, in additionperforming normal du

diligence measures for identification of customearsd beneficial owners, the
S

monitoring entities shall perform enhanced duegdiice measures when there i

[®X

n

F

=

suspicion of money laundering or terrorist finagchegardless of any exemptions

or thresholds, and when have doubts about the ie@cadequacy of previously

obtained customer identification data.
Anyway, by the draft Law it is proposed to ameniichkr 9.1 of the AML/CFT Law
and after that criteria 5.2d and 5.2e will be sabjef normal due diligenc
measures.
Securities sector
According to the Instructions on AML/CFT measurasionitoring entities in the
securities sector (brokers, asset managers, ineastfands) shall identify the
customers:

» before establishing business relations;

» before carrying out occasional transactions abbeeapplicable designate
threshold;

» before carrying out wire transfers (regardlessefrtamount).
In addition, according to the article 2.1 of theetilations On measures taken
capital market intermediaries for the suppressfomaney laundering and financir
of terrorism in capital market” all financial inteediaries in the securities sec
should undertake ongoing customer due diligencé&amsactions with cash. Als
financial intermediaries should carry ongoing cowo due diligence _and notif
SCSwhen they have a suspicion of money launderirtgmorist financing.

9%}
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Based on article 13.1 of the Law “On insurance VAiti, insurers, reinsurers an
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insurance intermediaries in the circumstances plest and in the orde
determined by the AML/CFT Law, must take measures iflentification and
verification of identified information, as well akeep the requirements
documentation and maintaining of the information.”

Recommendation of
the MONEYVAL
Report

Financial institutions should be required to iddntithe customer (wheth
permanent or occasional, and whether natural or alegersons or legg
arrangements) and verify that customer’s identging reliable, independent sour
documents, data or information (identification data

Measures taken to
implement the
Recommendation of|
the Report

The definition of a “customer” is stipulated in theticle 1.0.11 of the AML/CFT

Law as follows: “customer — any natural or legatspa using the services of tf
monitoring entities or other persons involved innitaring the persons that conce
the transactions with the funds or other property.”

Article 9.1 of the AML/CFT Law obliged monitoringngties to identify their
customers and beneficial owners. Identificatioradegal person shall be carri
out on the basis of the notarized copy of theirriglhaand state registratid
certificate of the legal person. Identificationaohatural person shall be carried

pd
n
put

on the basis of his ID document. Identificationaohatural person engaged in the

entrepreneurship activity without forming a legakgon shall be carried out on t
basis of his/her ID document and a certificateggsoy the relevant tax agency.
Articles 9.8 and 9.9 of the AML/CFT Law obliged mimming entities to verify the
identification data of their customers and benaficowners using reliable
independent sources.
The measures applying for verification of a legaidgon are the following:

* comparing the information submitted by a legal persvith information
included into the state register of legal persons;

» obtaining the information on activity of legal pensfrom massg
media, internet or official publication;

» comparing the latest submitted information with viwesly received
information.
The measures applying for verification of a natpetson are the following:

» confirming the date of birth from birth certificatdocument, passpof
driving license or other official documents;

» confirming the permanent address from an utility & based on extrag
from state registry of immovable property confirgithe state registration right
ownership, billet, lease or rent contract.
Examples of the types of customer information tkhall obtained, and th
identification data that should be used to vefifgttinformation were taken direct
from the General Guide to Account Opening and Gustddentification issued b
the Basel Committee’s Working Group on Cross BoR#anking.
Securities sector
According to the Instructions on AML/CFT measuresunal persons are identifie
by ID document. Legal persons are identified byarnieéd copy of their charter ar
state registration certificate. In addition, acdogdto the article 5.2 of th
“Regulations on carrying out broker activity in gaties market” and article 4.2 ¢
“Regulations on carrying out professional managdanwérsecurities in securitie
market”, legal persons are identified by certifecesued by the relevant tax agen
According to the Instructions on AML/CFT measuttbg, following measures app
for verification of legal persons:

* comparing the information submitted by a legal persvith information

he
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included into the state register of legal persons;
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» obtaining the information on activity of legal pensfrom mass-media,
internet or official publication;

* comparing the latest submitted information with yoesly received
information.
The measures applying for verification of the naltpersons are the following:

» confirming the date of birth from birth certificatdocument, passport,
driving license or other official documents

» confirming the permanent address from an utility & based on extragt
from state registry of immovable property confirgnithe state registration right of
ownership, billet, lease or rent contract.

Recommendation of| For customers that are legal persons or legal agaments, the financial institutian
the MONEYVAL should be required to verify that any person putipgr to act on behalf of the

Report customer is so authorised, and identify and vehéyidentity of that person.
Measures takento | In accordance with article 9.6 the AML/CFT Law regentative authorized to gct
implement the on behalf of a customer shall submit the documevitdencing competence, as well

Recommendation off a5 other relevant identification documents dependin the customer being |a
the Report natural or a legal person.
For customers that are legal persons the monitaigies shall obtain power of
attorney, charter of the legal person and statestratjon certificate of the legal
person.
Based on the article 9.8 of the AML/CFT Law the mwaning entities shall verify
the identification data of their customers (natwellegal person) and beneficial
owners using reliable, independent sources. Thesumes applying for verification
of a natural person are the following:
» confirming the date of birth from birth certificatdocument, passport,
driving license or other official documents;
» confirming the permanent address from an utility & based on extragt
from state registry of immovable property confirgithe state registration right of
ownership, billet, lease or rent contract.
Taking into account the language of FATF Methodg|ogy the Draft Law it is
proposed to amend article 9 of the AML/CFT Law:
Amended article 9.4.1dentification of a legal person shall be carrmd on the
basis of the notarized copy of their charter ardestegistration certificate of the
legal person. Monitoring entities shall verify thaty person purporting to act on
behalf of the customer is so authorized, and ifieatad verify the identity of that
person. Monitoring entities are required to vetifg legal status of the legal person,
by obtaining proof of incorporation (establishmemt existence), and obtajn
information concerning the customer’s name, theesaaf trustees (for trusts), legal
form, address, directors (for legal persons), amyipions regulating the power to
bind the legal person.
Securities sector
According to the articles 5.1 and 5.2 of the “Ratjohs on carrying out broke
activity in securities market” and 4.1 and 4.2 ®&efulations on carrying out
professional management of securities in securitiearket” representativ
authorized to act on behalf of a customer shalirgupower attorney. According t
the article 5.4 of the “Regulations on carrying dwbker activity in securitie
market” and the article 4.3 of the of “Regulatioms carrying out professional
management of securities in securities market” érand asset manager should
identify and verify information reflected on powef attorney by the ID document
of both parties.

=
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In addition, according to the appendix 2 (quest@re of the client) of the
“Regulations on carrying out broker activity in saties market” measures
applying for identification and verification of man authorised to sign the orders of
customer that is legal person, are signature saofplee authorized person and |of
the director of a legal person as well as offistaimp of the legal person. According
to the Instructions on AML/CFT measures chartethaf legal person should be
submitted as well.

Recommendation of
the MONEYVAL
Report

Financial institutions should be required to iddépntthe beneficial owner, and take
reasonable measures to verify the identity of theeficial owner using relevant
information or data obtained from a reliable sourseich that the financial
institution is satisfied that it knows who the biemal owner is.

Measures taken to
implement the

Recommendation of
the Report

The definition of a “beneficial owner” is stipulatdn the article 1.0.12 of the
AML/CFT Law as follows: beneficial owner— natural person(s) who ultimatel
owns or controls a customer and/or the person oos&lbehalf a transaction i
being conducted; it also incorporates those peratmsexercise ultimate effective
control over a legal person or arrangements.”
The article 9 AML/CFT Law set out mandatory prowiss in regard to the
monitoring entities concerning identification (mtwming entities shall identify
their customers and beneficial owners) and vetifica(monitoring entities shall
verify the identification data of their customeradabeneficial owners using
reliable, independent sources) procedures.
Taking into account the language of FATF Methodg|dgy the Draft Law it is
proposed to amend article 9 of the AML/CFT Law:

Amended article 9.8.The monitoring entities, in cases stipulated iticler 9.2 of
this Law, shall verify the identification data dfeir customers and beneficial
owners using reliable, independent sources. Forcaditomers, the monitoring
entities should determine whether the customercting on behalf of another
person, and should then obtain sufficient iderdifin data stipulated in articles
9.4-9.6 of this Law to verify the identity of thather person.
For customers that are legal persons, the monjcgintities are required to take
reasonable measures to understand the ownershipcamridol structure of the
customer, and to determine who are the naturalopsrshat ultimately own or
control the customer (this includes those persohs exercise ultimate effective
control over a legal person or arrangement).
Securities sector

According to the Instructions on AML/CFT measurasneficial owners shall also
be identified and verified. According to the awrich.2.5 of the “Regulations gn
carrying out broker activity in securities marketheasures applying far
identification of beneficial owner are certificatsued by the relevant tax agency,
state statistical code and address.

OO <<

Recommendation of|
the MONEYVAL
Report

For all customers, the financial institution showdtermine whether the customer
is acting on behalf of another person, and shoulenttake reasonable steps|to
obtain sufficient identification data to verify tidentity of that other person.

Measures taken to
implement the
Recommendation of
the Report

In accordance with article 9.6 the AML/CFT Law regentative authorized to act
on behalf of a customer shall submit the documevitdencing competence, as well
as other relevant identification documents dependin the customer being |a
natural or a legal person:

power of attorney + ID documents of a natural perso;
power of attorney + ID documents of a natural persocertificate issued by the
relevant tax agency, or;
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power of attorney + charter of the legal personatesregistration certificate of the
legal person.
Based on the article 9.8 of the AML/CFT Law the mwaning entities shall verify
the identification data of their customers (natwellegal person) and beneficial
owners using reliable, independent sources.
The measures applying for verification of a natpetison are the following:
» confirming the date of birth from birth certificatkocument, passport, drivirg
license or other official documents;
» confirming the permanent address from an utility dii based on extract from
state registry of immovable property confirming ttate registration right @
ownership, billet, lease or rent contract.
The measures applying for verification of a legaidgon are the following:
» comparing the information submitted by a legal perswith information
included into the state register of legal persons;
* obtaining the information on activity of legal pensfrom mass-mediga,
internet or official publication;
 comparing the latest submitted information with vowesly received
information.
Securities sector.
According to the article 5.1.3., 5.2.4 and 5.4 lué tRegulations on carrying out
broker activity in securities market” and artickeg, 4.2 and 4.3 of “Regulations on
carrying out professional management of securitiesecurities market” measures
applying for identification and verification of dasners acting on behalf of another
person are power of attorney and ID of both persons

="

Recommendation of| For customers that are legal persons or legal agaments, the financial institutign
the MONEYVAL | should be required to take reasonable measuresterthine who are the natura

Report persons that ultimately own or control the customer

Measures takento | As it is defined in the article 9.3 of the AML/CHJaw identification of a legal
implement the person shall be carried out on the basis of tharizetd copy of its statute and
Recommendation of| certificate on state registration. In accordanceéhviie Civil Code, persons that
the Report ultimately own a legal person are listed in théuseaof the legal person.

In the same time the article 1.0.12 of the AML/CIEaw provides for a definition
of beneficial owner covering natural person(s) witiimately owns or controls a
customer as well. So, article 9 of the Law defimandatory requirements 1o
monitoring entities identify their customers anadhiicial owners and to verify the
identification data of their customers and benaficowners using reliable,
independent sources.
Additionally, as one of the directions of the enteoh due diligence measures,
monitoring entities are required to determine tlaenes of the shareholders and
total amount of their shares.

Taking into account the language of FATF Methodyg|dgy the Draft Law it i
proposed to amend article 9 of the AML/CFT Law:

Amended article 9.8.The monitoring entities, in cases stipulated iticker 9.2 of
this Law, shall verify the identification data dfieir customers and beneficial
owners using reliable, independent sources. Forcaditomers, the monitoring
entities should determine whether the customercith@ on behalf of another
person, and should then obtain sufficient iderdifin data stipulated in articles
9.4-9.6 of this Law to verify the identity of thather person.

For customers that are legal persons, the mongcaeintities are required to take
reasonable measures to understand the ownershipcamnidol structure of th
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customer, and to determine who are the naturalopsrshat ultimately own g
control the customer (this includes those persohs exercise ultimate effective
control over a legal person or arrangement).
Securities sector.

According to the “Instructions on measures agathst money laundering arnd
terrorist financing in the securities market” laaghithe names of the shareholders
and their shares, in case if the customer is d fEgaon is mentioned as an enhanged
due diligence measure applying to the legal person.

=

Recommendation of|
the MONEYVAL
Report

Financial institutions should be required to conteagoing due diligence on the
business relationship.

Measures taken to
implement the

Recommendation of
the Report

The monitoring entities shall conduct ongoing dukgehce measures on the
customer’s business relationship and scrutinyasfdactions undertaken throughout
the course of that relationship (article 9.11 ef &ML/CFT).
Securities sector.

According to the article 2.1 of the “Regulations @reasures taken by capital
market intermediaries for the suppression of molaeymdering and financing of
terrorism in capital market” all financial intermades in the securities sectpr
should undertake ongoing customer due diligence on:
» transactions with cash

» transactions above the 20,000 AZN threshold
Financial intermediaries should carry ongoing congto due diligence and notify
SCS when they have a suspicion of money launderingrrorist financing.

Recommendation of|
the MONEYVAL
Report

The concept of verification and identification slibbe further established. The
Azerbaijani authorities should take steps to amolyenhanced verification proce
in appropriate cases. Financial institutions shoulden determine an intern
procedure for approval from senior management iegories of clients, products,
services and transactions considered as higher ofknoney laundering and of
terrorism financing.

2w
72}

Measures taken to
implement the
Recommendation of
the Report

Currently the procedure of verification and identfion is established in the
AML/CFT Law (article 9.12). For identification ofustomers and beneficial
owners, the monitoring entities shall perform erdeshdue diligence measurges
under the circumstances listed below and shallrinfthe Financial Monitorin
Service about that:

* in situations that cause suspicions or reasonablengs for suspicions that
funds or other property are the proceeds of a oamactivity or are related t
terrorist financing;

e concerning any transaction with the funds or offreperty associated wi
the citizens of the country which do not or instiffintly apply international
standards against ML/TF, with the persons regidterethat, who has a residency
or permanent business in this country, with thesges who has a bank account in
banks registered in this country;

e concerning any transactions from bank accounts alitigally exposed
persons of foreign country;

» transfer of funds from anonymous accounts thatoateof the jurisdictio
of the Republic of Azerbaijan to the Republic ofefzaijan, as well as transfer
funds to the anonymous accounts that are out gjutieiction of the Republic o
Azerbaijan.

* in cases when there are doubts about the veracégexjuacy of previousl
obtained identification data on customer or bemafmwner;
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* in cases when there are suspicions or reasonabiedg to suspect th
customer does not act on his/her behalf or reptestird person.

The enhanced due diligence measures performedebsamitoring entities are th
following:

» verification of accounts and business relationstopsother transaction
carried out with other means, clarification of tparpose and nature of th
transactions;

* learning the names of the shareholders and thareshin case if th
customer is a legal person;

e obtaining from other reliable sources and comparimgre precise
information about the customers, beneficial owrand if possible, about th
sources of funds or other property.

Recommendation of|
the MONEYVAL
Report

(As the documents which can be used for verifinabo identification are no
sufficiently determined) financial institutions sift be advised to use not only t
documents as currently prescribed by law but also use other reliable
independent source documents, data or informatmmtlie verification of the
customer’s identity.

Measures taken to
implement the
Recommendation of
the Report

The definition of a “customer” is stipulated in thdicle 1.0.11 of the AML/CFT

Law as follows: “customer — any natural or legatspa using the services of tf
monitoring entities or other persons involved inmitaring the persons that conce
the transactions with the funds or other property.”
Article 9.1 of the AML/CFT Law obliged monitoringnéties to identify thein
customers and beneficial owners. Identificationradegal person shall be carri
out on the basis of the notarized copy of theirrigllaand state registratig
certificate of the legal person. Identificationaohatural person shall be carried

e

4]

ne

ed
n
but

on the basis of his ID document. Identificationaohatural person engaged in the

entrepreneurship activity without forming a legakgon shall be carried out on t
basis of his/her ID document and a certificateagsoy the relevant tax agency.
Articles 9.8 and 9.9 of the AML/CFT Law obliged nitmming entities to verify the
identification data of their customers and benaficowners using reliable
independent sources.
The measures applying for verification of a legaidgon are the following:
e comparing the information submitted by a legal persvith information
included into the state register of legal persons;
» obtaining the information on activity of legal pensfrom massg
media, internet or official publication;
» comparing the latest submitted information with viwesly received
information.
The measures applying for verification of a natpetison are the following:
» confirming the date of birth from birth certificaocument, passpor
driving license or other official documents;
» confirming the permanent address from an utility & based on extrad
from state registry of immovable property confirgnitne state registration right
ownership, billet, lease or rent contract.
Examples of the types of customer information tkhall obtained, and th
identification data that should be used to vetifgttinformation were taken direct
from the General Guide to Account Opening and CGustddentification issued b
the Basel Committee’s Working Group on Cross BoRHamnking.

he

Recommendation of|
the MONEYVAL

Azerbaijani legislation should provide a definitiah “beneficial owner”, on the
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Report basis of the glossary of the FATF Methodology.

Measures taken to | “Beneficial owner” definition is stipulated in tharticle 1.0.12 of the AML/CFT

implement the Law on the basis of the glossary of the FATF Methogy as follows: “beneficial

Recommendation of| owner — natural person(s) who ultimately owns antams a customer and/or the

the Report person on whose behalf a transaction is being aaduit also incorporates those
persons who exercise ultimate effective contror@a/kgal person or arrangements.

Recommendation of| Financial institutions should be required to obtamormation on the purpose and

th;e M?NEYVAL intended nature of the business relationship.

epor

Measures taken to | Taking into account this Recommendation by the Cirafv it is proposed to amend

implement the AML/CFT Law with article 9.11:

Recommendation off Amended article 9.11.Monitoring entities shall obtain information oretpurpose

the Report and intended nature of the business relationship.

Recommendation of| The scrutiny of transactions and the updating ehiification data acquired during

the MONEYVAL the CDD process should be undertaken as an ongmiogess of due diligence aon

Report the business relationship. This requirement shaigldset out by the AML Law, |n
order to ensure that the transactions being coneldicare consistent with the
financial institutions’ knowledge of the client.

Measures taken to | Taking into account this Recommendation by the Cirafv it is proposed to amend

implement the AML/CFT Law with article 9.12:

Recommendation off Amended article 9.12.Monitoring entities shall conduct ongoing duegéiice on

the Report the business relationship. Ongoing due diligenedl giclude the following:
9.12.1.scrutiny of transactions undertaken throughoutthese of that relationship
to ensure that the transactions being conductedanrsistent with the institution’s
knowledge of the customer, their business andmisfile, and the source of funds
9.12.2. ensuring that documents, data or information ctdlgcunder the CDD
process is kept up-to-date and relevant by undegaleviews of existing records,
particularly for higher risk categories of customer business relationships.

Recommendation of| It should be made clear to financial institutionsat if they are unable tp

the MONEYVAL satisfactorily complete CDD measures, (before antampening or commencing

Report business relations or where the business relatignsas commenced, when doupts
about the veracity or adequacy of previously olgdirdata arise) they should
consider making an STR.

Measures taken to | Currently in accordance with the article 9.14 of thAML/CFT Law, where it iS

implement the impossible to identify the parties of transactiom®rder as defined by this Law or

Recommendation of| \yhether refused from submitting identification infwtion on the customer or

the Report beneficial owner, the monitoring entities shall petform the relevant transaction|
Taking into account this Recommendation by the Qirafv it is proposed to amend
relevant article of the AML/CFT Law: “Where it ignpossible to identify the
parties of transactions in order as defined by ti@s or whether refused from
submitting identification information on the custemor beneficial owner, the
monitoring entities shall not open the account, wamce business relations |or
perform the transaction, and in accordance witiclaril of this Law shall inform
the FMO about that.”

Recommendation of| Financial institutions should be required by enfmble means to identify all

the MONEYVAL existing clients (on the basis of materiality amgky and to conduct due diligence

Report on such existing relationships at appropriate timesorder to acquire all missing
data and information.

Measures taken to | Taking into account this Recommendation by the Cirafv it is proposed to amend

implement the AML/CFT Law with article 9.16:
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Recommendation of
the Report

Amended article 9.16. Monitoring entities shall apply CDD requirements |t
customers existing until the entrance into forcetluk Law, on the basis of
materiality and risk and to conduct due diligencesoch existing relationships at
appropriate times.

(Other) changes
since the last
evaluation

According to the Law “On changes and amendmens®toe legislative acts of the
Republic of Azerbaijan in connection with implematidn of the Law of the
Republic of Azerbaijan “On the Prevention of theghkzation of Criminally
Obtained Funds or Other Property and the Finanofn@errorism”, amendments
were done to several legislative acts of the Repudfl Azerbaijan, including the
following ones:

* Amended article 25-1 of the Law “On Investment Faindequires tha
investment fund shall report to the Financial Monitg Service information on
transactions with funds or other property subjeatmbnitoring for the purposes of
prevention of ML/TF, as well as prepare and apptyinternal control system. The
investment fund shall observe the requirementhefAML/CFT Law concerning
the identification of customers, beneficial ownersauthorized representative, and
verification of this identification information, damenting, filing and archiving the
information.

e Amended articles 302.8-1, 1078-29.9 and 1078-3fL.theo Civil Code
obliged pawnshops, brokers and persons engagétt iprofessional management
of securities to carry out measures as definedhbyrélevant legislation for th
purposes of prevention of ML/TF.

* Amended article 29.4 of the Law “On Non—-Governmkem@eganisations
(public associations and funds)” requires that N&Dall carry out measures ps
defined by the relevant legislation for the purmoseprevention of ML/TF.

* Amended article 42-1 of the Law “On Banks” obligarédit institutions tq
report to the Financial Monitoring Service informoat on transactions with funds
or other property subject to monitoring for the gses of prevention of ML/TH,
prepare and apply the internal control system, @lsag carry out other measures| as
defined by the laws of the Republic of Azerbaijaud @éhe international instruments
to which the Republic of Azerbaijan is a party. @ténstitutions shall observe the
requirements of the AML/CFT Law concerning the iofgation of customers
beneficial owners or authorized representative \amiication of this identification
information, documenting, filing and archiving tlmformation. No anonymous
accounts, including anonymous deposit accounts beampened, as well as no
anonymous certificate of deposit can be issued.

« Amended article 10.3 of the Law “On Lottery” stiptdd that lottery
organizer shall carry out measures as defined byr¢fevant legislation for the
purposes of prevention of ML/TF.

» According to the amended article 13.5 of the Law ‘®bst”, National Pos
Operator shall report to the Financial Monitoringerndce information or
transactions with funds or other property subjeanbnitoring for the purposes of
prevention of ML/TF, prepare and apply the internahtrol system, as well as
carry out other measures as defined by the lawkeoRepublic of Azerbaijan and
the international instruments to which the Repuldic Azerbaijan is a party.
National Post Operator shall observe the requirésneh the AML/CFT Law
concerning the identification of customers, benaficowners or authorized
representative, and verification of this identifioa information, documenting,
filing and archiving the information.

» According to the amended article 13 of the Law “l@surance Activity”,

o)
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insurers, re-insurers, insurance intermediariesll steport to the Financid|

Monitoring Service information on transactions witimds or other property subje
to monitoring for the purposes of prevention of NME/ prepare and apply th
internal control system, as well as carry out otneasures as defined by the la
of the Republic of Azerbaijan and the internatiomadtruments to which th
Republic of Azerbaijan is a party. The insurers-ingirers, insuranc
intermediaries shall observe the requirements®@tML/CFT Law concerning thg
identification of customers, beneficial owners athorized representative, a
verification of this identification information, damenting, filing and archiving th
information.

* Amended article 5 of the Law “On Freedom of Consc& obliged
charities to carry out measures as defined by #&evant legislation for th
purposes of prevention of ML/TF.
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Recommendation 5 (Customer due diligence)
ll. Regarding DNFBP*

Recommendation of
the MONEYVAL
Report

It is strongly recommended that the Azerbaijan arities make all DNFBP, a
defined by FATF, subject to AML/CFT obligations.idtalso advised that ta
advisors, lottery organisers and auditors are c@eker Azerbaijan should full
implement Recommendation 5 and make these meagppksable to DNFBP.

< <!

Measures taken to
implement the
Recommendation of
the Report

Currently by the article 5 of the AML/CFT Law as BRP (other persons involve
in monitoring) are established:

e notaries;
* lawyers;
e auditors;

» other persons providing legal services.
The institutions of “tax advisors”, “external acemants” are not applicable for th
Republic of Azerbaijan.
Casino activity and gaming is prohibited on theritery of the Republic of

Azerbaijan on the basis of the Decree of the Peesidf the Republic of Azerbaijan

N° 730 of 27 January 1998.
Lottery organizers and the persons providing inestiary services on the buyin

and selling of real estate qualified by the AML/CE&w as monitoring entities.

Lottery games are undertaken by “Azerlottery” OJS@ose shares are 100
owned by the Government.

In accordance with the article 5.1, the requiremeot the AML/CFT Law
concerning the identification and verification afstomers and beneficial owne
shall apply to DNFBP (other persons involved in itammg) when they prepare fq
or carry out transactions for their customers wéspect to the following activities

* buying and selling of real estate;

* managing of customer funds, securities or othepgny;

* managing of customer bank and securities accounts;

» creation, operation or management of legal perdmmgng and selling o
legal persons, organization of contributions fore tlcreation, operation ¢
management of legal persons.

DNFBP (other persons involved in monitoring) thabmitted information to the
Financial Monitoring Service shall not discloseTihe provisions of the article 5
of the AML/CFT Law shall not apply to the informai that is considered &
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professional secrecy or legal professional privleg

!i.e. part of Recommendation 12.
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(Other) changes
since the last
evaluation

According to the Law “On changes and amendmens®toe legislative acts of th
Republic of Azerbaijan in connection with implematidn of the Law of the
Republic of Azerbaijan “On the Prevention of theghkzation of Criminally
Obtained Funds or Other Property and the Finanofn@errorism”, amendment
were done to several legislative acts of the Repudil Azerbaijan, including the
following ones:

* Amended article 13 of the Law “On Auditing Servitebliged auditors tg
observe the requirements of the AML/CFT Law conrgyrihe identification and
verification of customers, beneficial owners or hawized representative
documenting, filing, archiving and the requiremeaftreporting of information
indicated in article 7.2 of this Law, prepare amgplg the internal control syste
and implement other measures as defined by theariéegislation of the Republi
of Azerbaijan.

» According to the amended article 42-1 Law “On Niatsit, notaries shal
observe the requirements of the AML/CFT Law conitgyrithe identification ang

verification of customers, beneficial owners or hawized representative

documenting, filing, archiving and the requiremeaftreporting of information
indicated in article 7.2 of this Law, and implemetiter measures as defined by
relevant legislation of the Republic of Azerbaijan.

* Based on amended article 16 of the Law “On Advacated Advocate
Activities”, lawyers shall observe the requiremenitthe AML/CFT Law.
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Recommendation 10 (Record keeping)
I. Regarding Financial Institutions

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

A clear obligation to keep records of account filesd business corresponden
should be introduced for all financial institutians

Measures taken to
implement the
Recommendation of|
the Report

Article 10 of the AML/CFT Law establishes mandatofyligation to keep record
of account files and business correspondence.

Based on the article 10 the monitoring entitieslishaeserve the identificatio
documents envisaged by the article 9 of the AML/QREW and documents on th
transactions with the funds or other property ia ihformation carriers or in th
electronic format within the timeframes indicateeldw, if no longer period i
envisaged by the legislation:

« identification documents of the customer, benefioner or authorizeq
representative — at least for 5 (five) years attercustomer’s account is closed
after termination of legal relations with the cusgy;

» documents on the transactions with the funds oergpinoperty conducte
by the customer (account files, business correspuwrel and other releval
documents) and the information prepared in accamlavith article 11 of this Lau
— at least for 5 (five) years following completiohthe transaction.

Securities sector

According to the article 2.4 of the “Regulations @easures taken by capi
market intermediaries for the suppression of molaeydering and financing d
terrorism in capital market” all financial intermades in the securities sector &
required to keep records of account files and lmssircorrespondence at least fd
(five) years.

According to article 12.1 of the “Rules for makirecords by broker and dealer |i
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the securities market” professional participantousth keep internal recor
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documents and record books at least for 10 years.

According to the article 8.5 on “Standards of dépog activity”, information
related to the depositary accounting and reflectiech paper and electronic dé
shall be kept by depositary during 15 (fifteen)rgea

ita

Recommendation of
the MONEYVAL
Report

All documents relating to customer identificatioatal must be retained for
minimum period of 5 years and made readily avadéblall relevant authorities.

Measures taken to
implement the
Recommendation of
the Report

In accordance with article 10 of the AML/CFT Lawetidentification document
envisaged by the article 9 of the AML/CFT Law ammtaments on the transactio
with the funds or other property shall be submittedmonitoring entities to th
Financial Monitoring Service in case of necessity.

See also ibid.

Article 123.2 of the Law “On Insurance Activity” anded in June 30/200
requires that insurers and insurance intermediatiesild preserve the docume
related to the operations carried out by them aB as information on suc
operations contained in the electronic informatarriers within the term at least
years after the cancelation of legal relationshij wlients or other contract partie
and identification documents of the client, beriafic or competent representati

prescribed in the article 13 of this Law within therm determined by the

legislation (this term is also determined 5 yearsoading to the article 10 of th
AML/CFT Law) and should submit them to the compéestate authority in case
necessity.

Recommendation of|
the MONEYVAL
Report

A provision to ensure that the mandatory recordgikeg period may be extended
specific cases upon request of an authority shbaldhcluded in the legislation.

in

Measures taken to
implement the
Recommendation of
the Report

By the wording"“if no longer period is envisaged by the legislatioin the article
10 of the AML/CFT Law it is implied that the mandat period may be extendg
upon a decision of an authority.
Securities sector

According to the article 2.4 of the “Regulations @reasures taken by capit
market intermediaries for the suppression of molaeydering and financing g
terrorism in capital market” all financial intermades in the securities sector &
required to keep records of account files and lmssircorrespondence at lefst5
(five) years. Which basically means that, upon esguwf the SCS record keepi
period may be extended in the specific cases.
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Recommendation of|
the MONEYVAL
Report

No formal provision requiring that customer tran8an records to be made

available on a timely basis to domestic competatitaities.

Measures taken to
implement the
Recommendation of
the Report

In accordance with article 10 of the AML/CFT Lawetidentification document
envisaged by the article 9 of the AML/CFT Law armtaiments on the transactio
with the funds or other property shall be submitigdmonitoring entities to th
Financial Monitoring Service in case of necessity.

As to other supervision authorities, customer taatisn records shall be provide
to supervision authorities in performance of thdhities. To state authorities a
law-enforcement agencies as well, such informateombe provided under the va
court order related with resolution of claim, atresonfiscation of property fg
compensation of client liabilities and propertyttie bank’s depository.

Securities sector

Article 9.3 of the Statute of the State CommitteeSecurities (SCS) allows SCS
receive customer transaction records on a timedisifeom the financial institution
in the securities sector
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Article 123.2 of the Law “On Insurance Activity” anded in June 30/20089,
requires that insurers, reinsurers and insurannediaries should submit the
preserved documents to the competent state aythogase of necessity.

Recommendation of| No provision as yet in secondary legislation deifinthe record keeping documents

tF?e M?NEYVA'— to be retained and the length of retention in thgurance sector.
epor

Measures taken to | Insurers, reinsurers, insurance intermediariesdafened in the article 4 of the
implement the AML/CFT Law as monitoring entities. So, article @Dthe Law shall apply also to
Recommendation of| them.

the Report Article 123.2 of the Law “On Insurance Activity” amded in June 30/2009

requires that insurers, reinsurers and insuranteenimediaries should preserve the
documents related to the operations carried outesn as well as information gn
such operations contained in the electronic infaionacarriers within the term at
least 5 years after the cancelation of legal mtatiip with clients or other contract
parties, and identification documents of the cliebeneficiary or competent
representative prescribed in the article 13 of e within the term determined hy
the legislation (this term is also determined 5ryesccording to the article 10 of
AML/CFT Law) and should submit them to the compestate authority in case of

necessity.
(Other) changes For the overall implementation of FATF RecommermatlO by the Draft Law
since the last article 10 of the AML/CFT Law will be amended a#idus:
evaluation Article 10. Obligation to preserve the identificaton documents and documents

on transactions with the funds or other property
10.1. The monitoring entities shall preserve the docusesn due diligence
measures envisaged by the article 9 of this Lawyoh@nts on the transactions wijth
the funds or other property and documents envishgeatticles 9-1 and 9-2 of th|s
Law, in the information carriers or in the elecimformat within the timeframes
indicated below, if no longer period is envisaggdte legislation:
10.1.1.documents on due diligence measures of the custdrareficial owner or
authorized representative — at least for 5 (fivegrg after the customer’s account is
closed or after termination of legal relations vilte customer;
10.1.2.documents on the transactions with the funds leergbroperty conducted hy
the customer (account files, business correspordand other relevant documents)
and the information prepared in accordance witiclaril of this Law — at least for
5 (five) years following completion of the trangant
10.2. Monitoring entities are required to ensure thatcaktomer and transaction
records and information mentioned in article 10fthis Law are available on a
timely basis to the supervision authorities and FMIOn appropriate authority.

10.3. The timeframe stipulated in article 10.1 of thiaw. may be prolonged
requested by supervision authorities or FMO in HBjgecases upon prop€
authority.

= —

Recommendation 10 (Record keeping)
ll. Regarding DNFBP?

Recommendation of| Azerbaijan should fully implement Recommendatiorad® make their measures
the MONEYVAL applicable to DNFBP.

Report
Measures takento | In accordance with the article 5.1, the requiremeat the AML/CFT Law
implement the concerning the documenting, filing, archiving ofammation shall apply to DNFBP

Recommendation of| (notaries, lawyers, auditors, other persons pragidiegal services) when they

%j.e. part of Recommendation 12.
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the Report

prepare for or carry out transactions for theirtooers with respect to the
following activities:
* buying and selling of real estate;
* managing of customer funds, securities or othepgny;
* managing of customer bank and securities accounts;
» creation, operation or management of legal persmmgng and selling of
legal persons, organization of contributions fore tlereation, operation ¢
management of legal persons.

=

(Other) changes
since the last
evaluation

Recommendation 13 (Suspicious transaction reporting
I. Regarding Financial Institutions

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

Azerbaijan as a matter of the highest priority sldoset up a system of mandatory
reporting of suspicious transactions and activities law or regulation. The
reporting obligation should relate both to suspitsoconcerning money laundering
and to suspicions concerning the financing of tasro.

Measures taken to
implement the

Recommendation of|
the Report

Based on the article 7.2 of the AML/CFT Law, moriitg entities shall mak
suspicious transaction report (STR) to FinancialnkMwing Service on funds @
other property, transactions with them and thengite to carry out transactions
regardless of their amount involving the followifegtures:

* in situations that cause suspicions or reasonablengs for suspicions that
funds or other property are the proceeds of a namactivity or are related to
terrorist financing;

e on any transaction with the funds or other propertgociated with the
citizens of the country which do not or insuffidignapply international standards
against ML/TF, with the persons registered or thaho has a residency
permanent business in this country, with the perssho has a bank account
banks registered in this country;

e on any transactions from bank accounts of polificakposed persons of
foreign country;

* on transfer of funds from anonymous accounts that eut of the
jurisdiction of the Republic of Azerbaijan to theblic of Azerbaijan, as well as
transfer funds to the anonymous accounts that ateobthe jurisdiction of the
Republic of Azerbaijan.
The Regulation on submission of STR (and CTR) izmened by the Financia
Monitoring Service. The STR shall contain the falling information:

» type of transaction;

» date of execution of transaction;

» amount of executed transaction;

» necessary information for the identification of dégand natural persons
conducting the transaction;

« information about the beneficial owner;

e information on the nature, as well as the inforomatidescribing a
chronological history of the transaction;

» the grounds stipulating the suspiciousness of airs.
The STR shall be submitted before the executiotheftransaction. Where non—
execution of a transaction is impossible or wheig known that  non—execution

=
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of the transaction may cause impediments for ifleation of the beneficial owne
after execution of the transaction the monitoringitees shall immediately inforn
Financial Monitoring Service.

The information submitted to Financial Monitoringr@ice shall not be disclosed.

In accordance with the Criminal Code:
Article 316-2. Disclosure of information about themeasures to be taker
against the legalization of criminally obtained furds or other property and the
financing of terrorism

316-2.1.Except the cases prescribed by the Law, disclodwemeasures to I
taken against legalization of criminally obtainedds or other property by a pers|
to whom these data has been trusted or known @itser

shall be punished by the penalty at a rate frofA@ anats up to 3 000 manats,
with imprisonment for the term up to one year witprivation of the right to hol
the certain posts or to engage in the certain iiesvfor the term up to three yed
or without it.
316-2.2.Except the cases prescribed by the Law, disclotheemeasures to b
taken against financing of terrorism by a persorwtlibm these data has be
trusted or known on service—

shall be punished by the penalty at a rate frofAi®manats up to 4 000 manats,
with imprisonment for the term up to two years wdprivation of the right to hol
the certain posts or to engage in the certain iiesvfor the term up to three yed
or without it.

Recommendation of|
the MONEYVAL
Report

All financial institutions and relevant non-finaatiinstitutions covered by th
FATF recommendations (or the EU Directive) shoudddnibject to the reportin
duty.

©Q

Measures taken to
implement the
Recommendation of
the Report

The mandatory requirement to make STR is refewwed t
« credit institutions;
e insurers, reinsurers, insurance intermediaries;

» brokers, who professionally participate in the siies market and those

who are engaged in the professional managemesetcafites;

» credit institutions providing leasing services;

» institutions and other organizations providing petvices that are engag
in transfers of the funds;

* pawnshops;

e investment funds;

* legal persons engaged in buying and selling ofipuscstones, preciol
metals, as well as the jewelry or the other goo@slenof precious stones a
precious metals;

* non—-governmental or religious organizations paftadaivities of which
consist of receiving, collecting, delivering orrisferring the funds;

* the lottery organizer;

* legal persons providing intermediary services anlibying and selling o
real estate.

—h

(Other) changes
since the last

evaluation
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Recommendation 13 (Suspicious transaction reporting
ll. Regarding DNFBP®

Recommendation of
the MONEYVAL
Report

Recommendation 13 is not addressed in the Azenbdégislation and should b
implemented for DNFBP as soon as possible.

Measures taken to
implement the
Recommendation of
the Report

In accordance with the article 5.1, the requiremeot the AML/CFT Law
concerning the reporting of information indicated article 7.2 shall apply t
DNFBP (notaries, lawyers, auditors, other persansiging legal services) whe
they prepare for or carry out transactions for rtloeistomers with respect to tk
following activities:

* buying and selling of real estate;

* managing of customer funds, securities or othepgny;

* managing of customer bank and securities accounts;

» creation, operation or management of legal perdmmgng and selling o
legal persons, organization of contributions fore tlereation, operation ¢
management of legal persons.
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(Other) changes
since the last

evaluation

Special Recommendation Il (Criminalisation of terraist financing)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

The evaluators strongly recommend that financindeoforist organisations anc
individual terrorists be explicitly criminalised.

)

Measures taken to
implement the
Recommendation of
the Report

Extract from the Draft Law (article 214-1 of CrirminCode): “....Provision of

collection funds or other property by any meansedally or indirectly, unlawfully]
and willfully, with the intention that they shoulse used or in the knowledge th
they are to be used, in full or in part by a tdstoorganisation or by an individu

terrorist,....".

at
al

Recommendation of|
the MONEYVAL
Report

Referring to the meaning of the terms “money resesit and “other property” the
evaluators were unable to find definitions of thesmncepts. Furthermore n
definition was found for the term “money”. It is thdear if the concept “mone
resources” refers without any doubt to cash, momeythe bank accounts d
financial deposits and if the property includes physical objects and proper
rights. It is also not clear if the concept coveiktypes of negotiable instrumer

and bank accounts. Because of that, the evaluamrsider that future clarification

is required to cover all these concepts.

0
y
r
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Measures taken to
implement the
Recommendation of
the Report

In this article «funds or other property» meanse@s®f every kind, from
legitimate or illegitimate source, whether tangilde intangible, movable o
immovable, however acquired, and legal documentsstruments in any form
including electronic, evidencing title to, or intst in, such assets, including, but
limited to, bank credits, travelers cheques, bah&qoes, money orders, shar
securities, bonds, drafts and letters of credit.

Recommendation of
the MONEYVAL
Report

The legislation does not provide a definition ofirffls” in relation to terrorism

financing. It should be ensured that “funds” fultpvers the concept, as defined| i

the Terrorist Financing Convention.

Measures taken to

Please see item above.

%j.e. part of Recommendation 16.
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implement the
Recommendation of
the Report

Recommendation of| The evaluators are not in a position to commenh wértainty on whether Articl
the MONEYVAL 214-1 covers legitimate funds or not. For clarihe financing of terrorisn
Report provision should explicitly extend to any fundsgetkler they come from legitimate
or illegitimate sources.

D

Measures takento | The new definition of funds extends to any funddiether they come from

implement the legitimate or illegitimate sources.
Recommendation of

the Report

Recommendation of|
the MONEYVAL
Report

The legislation should also provide that the teisbfinancing offence should not
require that the funds were actually used to cawy or attempt a terrorist act or
be linked to a specific terrorist act.

Measures takento | [tem 2 of the Note to article 214-1 of Criminal @ogrovides that terrorist

implement the financing offence shall not require that the fumdse actually used to carry out jor
Recommendation of| attempt a terrorist act or be linked to a spetéficorist act.
the Report

Recommendation of|
the MONEYVAL
Report

The legislation does not address the issue whdtieintentional element can be
inferred from objective facts and circumstances e issue has not been tested in
practice. It would be prudent to explicitly provitte this.

Measures taken to | With the ratification of the Palermo Conventiontioaal legislation has accepted
implement the that the criminal intent, knowledge or purpose bannferred from objective factual
Recommendation of| circumstances. Nevertheless, in practice the iitteat element of the offence of
the Report money laundering may be allowed to be inferred fri@aectual circumstances hy
virtue of article 124 of the Code of Criminal Prdoee of the Republic of
Azerbaijan. Therefore it shall be rely upon botredi and circumstantial evidence
to prove their case in any criminal prosecutionoWtedge or intent may be proved
by direct evidence or may be inferred from theaumding circumstances, and frgm
objective factual circumstances, such as time dackepof the crime and motive of
the perpetrator. In accordance with article 124hef Code of Criminal Procedure
reliable evidence (information, documents, othemis) obtained by the court or the
parties to criminal proceedings shall be consider®grosecution evidence. Such
evidence shall be obtained in accordance with gwirements of the Code of
Criminal Procedure, and shall be produced in otdeshow whether or not the act
was a criminal one, whether or not the act comnhitentains the features of
offence and other circumstances essential to detgmgnthe charge correctly. |f
there is no doubt as to the accuracy and sourtieeoinformation, documents and
other items and as to the circumstances in whiefp there obtained, they may be
accepted as reliable evidence.

Recommendation of
the MONEYVAL
Report

As in the analysis and recommendations in respédRecommendation 2, the
evaluators similarly recommend Azerbaijan to coesidxtending the offence pf
financing of terrorism to legal entities.

Measures taken to | Criminal Code of the Republic of Azerbaijan doe$ rexognize legal persons gs
implement the subjects of a crime, as directly stated in artit®e of the Criminal Code, under
Recommendation of| \hich to criminal liability shall be subjected pens who has mental capacity
the Report committed a crime and reached appropriate agéedéty the Criminal Code.
Nevertheless, Azerbaijani legislation establishifectve sanctions against legal
persons for offenses related with money laundengterrorist financing. In
particular, article 348-3 of the Code of Adminisitva Infringements stipulates an
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administrative fine of 8,000 up to 15,000 manats ¥wlations of AML/CFT
legislation by legal persons.

Liquidation of legal persons implicated in terroractivities, including terrorist

financing, is envisaged in the Law of the RepuldlicAzerbaijan dated 18 Jur
1999 No. 687-1Q “On Suppression Terrorism”.
The possibility of court-ordered liquidation of amprofit institution engaged i

unlawful activity is envisaged in article 59.2.3tbe Civil Code and article 31 ¢f

the Law of the Republic of Azerbaijan dated 13 JAA60 No. 894-1Q “On non
governmental organizations (public associationsfands)”.

(Other) changes
since the last
evaluation

For the overall implementation of FATF SR I, asliwas to align definition of

“terrorist financing” with the UN International Cweention for the Suppression of
the Financing of Terrorism, by the Draft Law it psoposed to amend Criminal

Code, AML/CFT Law and the Law “On Suppression ofrbasm” as follows:
Article 214-1. Terrorist financing
Provision or collection funds or other propertydryy means, directly or indirectly

unlawfully and willfully, with the intention thathey should be used or in the
knowledge that they are to be used, in full orant by a terrorist organisation or by

an individual terrorist, or in order to carry out act which constitutes a crin
within the scope and as defined in the articles P02, 215, 216, 219, 219-1, 27
278, 279, 280 and 282 of the Criminal Code of tlepublic of Azerbaijan, as we
as the financial or other contribution to a nataralegal person, group of persons
an organization to support the commission such &frctimes—
shall be punished by imprisonment for the term ftemup to twelve years with th
confiscation of property.

Note:

1. In this article «funds or other property» meansetss of every kind, from
legitimate or illegitimate source, whether tangilde intangible, movable ¢
immovable, however acquired, and legal documentsigiruments in any form
including electronic, evidencing title to, or indst in, such assets, including, but
limited to, bank credits, travelers cheques, bah&qoes, money orders, shar
securities, bonds, drafts and letters of credit.

2. Terrorist financing offence shall not require thfa funds were actually used
carry out or attempt a terrorist act or be linke tspecific terrorist act.

3. Any person also commits a crime if that person rtoates (such contributio
shall be intentional and shall either be made Withaim of furthering the crimina
activity or criminal purpose of the group, wherelswactivity or purpose involve
the commission of a crime as set forth in thiscltior be made in the knowled
of the intention of the group to commit a crimesas forth in this article) to th
commission of one or more crimes as set forth iim dhticle by a group of persof
acting with a common purpose.
The AML/CFT Law and Law “On Suppression of Terrarfswill be amended in
the same way.
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Special Recommendation 1V (Suspicious transactioreporting)

I. Regarding Financial Institutions

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

The evaluators recommend that Azerbaijan as a mattethe highest priority
should set up a system of mandatory reporting @pisious transactions an
activities. The reporting obligation should relab®th to suspicions concernir

money laundering and to suspicions concerning thanting of terrorism ang
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should cover all predicate offences. All financiastitutions and relevant nor
financial institutions covered by the FATF recomdsions (or the EU Directive
should be subject to the reporting duty.

Measures taken to
implement the

Recommendation of
the Report

Based on the article 7.2 of the AML/CFT Law, moriitg entities shall mak
suspicious transaction report (STR) to Financialnkwing Service on funds g

other property, transactions with them and thengite to carry out transactions

regardless of their amount involving the followifegtures:

* in situations that cause suspicions or reasonablengs for suspicions that

funds or other property are the proceeds of a oamactivity or are related t
terrorist financing;

e on any transaction with the funds or other propetgociated with th
citizens of the country which do not or insuffidilgnapply international standarg
against ML/TF, with the persons registered or thaho has a residency
permanent business in this country, with the perssho has a bank account
banks registered in this country;

* on any transactions from bank accounts of polificekposed persons (¢
foreign country;

* on transfer of funds from anonymous accounts that aeut of the
jurisdiction of the Republic of Azerbaijan to thefblic of Azerbaijan, as well
transfer funds to the anonymous accounts that ateobthe jurisdiction of the
Republic of Azerbaijan.
The Regulation on submission of STR (and CTR) izmened by the Financig
Monitoring Service. The STR shall contain the falilog information:

» type of transaction;

» date of execution of transaction;

» amount of executed transaction;

* necessary information for the identification of dégnd natural persor
conducting the transaction;

« information about the beneficial owner;

* information on the nature, as well as the inforomatidescribing &
chronological history of the transaction;

» the grounds stipulating the suspiciousness of airs.
The STR shall be submitted before the executiotheftransaction. Where nor
execution of a transaction is impossible or wheig known that  non—executig
of the transaction may cause impediments for ifleation of the beneficial owne
after execution of the transaction the monitoringitees shall immediately inforn
Financial Monitoring Service.

The information submitted to Financial Monitoringr@ice shall not be disclosed.

In accordance with the Criminal Code:
Article 316-2. Disclosure of information about themeasures to be taker
against the legalization of criminally obtained furls or other property and the
financing of terrorism

316-2.1.Except the cases prescribed by the Law, disclowemeasures to I
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taken against legalization of criminally obtainedds or other property by a perspn

to whom these data has been trusted or known eiteer
shall be punished by the penalty at a rate frofA@ anats up to 3 000 manats,

with imprisonment for the term up to one year wdtiprivation of the right to hold

the certain posts or to engage in the certain iiesvfor the term up to three yesd
or without it.

316-2.2.Except the cases prescribed by the Law, disclotheemeasures to b

32



taken against financing of terrorism by a persorwlibm these data has be
trusted or known on service—

shall be punished by the penalty at a rate frofdi®manats up to 4 000 manats,
with imprisonment for the term up to two years wdprivation of the right to hol
the certain posts or to engage in the certain iiesvfor the term up to three yesd
or without it.

The mandatory requirement to make STR is refewed t

» credit institutions;

* insurers, reinsurers, insurance intermediaries;

» brokers, who professionally participate in the sities market and those
who are engaged in the professional managemeuetcafites;

e credit institutions providing leasing services;

* institutions and other organizations providing paatvices that are engag
in transfers of the funds;

* pawnshops;

e investment funds;

» legal persons engaged in buying and selling ofipuscstones, precioy
metals, as well as the jewelry or the other goo@slenof precious stones a
precious metals;

* non—governmental or religious organizations paftadaivities of which
consist of receiving, collecting, delivering orrisferring the funds;

» the lottery organizer;

» legal persons providing intermediary services anlibying and selling o
real estate.

—h

(Other) changes
since the last
evaluation

Special Recommendation IV (Suspicious transactioreporting)

Il. Regarding DNFBP

Recommendation of|
the MONEYVAL
Report

Recommendation 13 (15 and 21) are not addressekeirAzerbaijani legislatior
and should be implemented for DNFBP as soon aslpess

1

Measures taken to
implement the
Recommendation of
the Report

In accordance with the article 5.1, the requiremeot the AML/CFT Law
concerning the reporting of information indicated article 7.2 shall apply t
DNFBP (notaries, lawyers, auditors, other persansiging legal services) whe
they prepare for or carry out transactions for rtleeistomers with respect to tk
following activities:

* buying and selling of real estate;

* managing of customer funds, securities or othepgny;

* managing of customer bank and securities accounts;

e creation, operation or management of legal perdmmgng and selling o
legal persons, organization of contributions fore tlereation, operation ¢
management of legal persons.

O
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(Other) changes
since the last

evaluation
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3.  Other Recommendations

In the last report the following FATF recommendasiavere rated as “partially compliant” (PC) or “non
compliant” (NC) (see also Appendix 1). Please, gpdor each one what measures, if any, have been
taken to improve the situation and implement thggsstions for improvements contained in the
evaluation report.

Recommendation 2 (Money laundering offence)

Rating: Partially compliant

Recommendation of| The law of Azerbaijan has not established crimilitbility for legal persons of
the MONEYVAL | cijvil or administrative liability for money laundieg by legal persons. Legislatign
Report should be amended to bring liability of legal persointo line with modern
international standards.

Measures takento | The Ad Hoc group, composed of the law enforcemeanactjgioners, university
implement the professors and judges of the Supreme Court havelagad the Criminal Lav
Recommendation of| (Amendment) Bill, which foresees fundamental ameetmof the existing
the Report Criminal Code. The review of the existing Crimin@bde was conducted in
cooperation with the experts the Council of Eurdgee criminal liability of a lega
person is among the novelties envisaged by the. HRillis currently unde
consideration in the committee of the national iRarént.

Concerning the introduction of criminal liabilityoff legal persons, please be
informed as follows. Criminal Code of the Repubbf Azerbaijan does ng
recognize legal persons as subjects of a crimdirestly stated in article 19 of the
Criminal Code, under which to criminal liability ahbe subjected person, who has
mental capacity, committed a crime and reachedoppiate age, settled by the
Criminal Code. This provision reflects one of thendamental principles @
criminal legislation — the principle of personaltility of a person.
Nevertheless, Azerbaijani legislation establishsceve sanctions against legal
persons for offenses related with money laundengterrorist financing. In
particular, article 348-3 of the Code of Adminisitra Infringements stipulates an
administrative fine of 8,000 up to 15,000 manats ¥wlations of AML/CFT
legislation by legal persons.

Under article 6.3 of the AML/CFT Law, institutioraperating under a licensg,
which are in breach of this Law, are subject t@action of revocation (annulling)
of the license.
Liquidation of legal persons implicated in terroractivities, including terrorist
financing, is envisaged in the Law of the RepuldlicAzerbaijan dated 18 June
1999 No. 687-1Q “On Suppression Terrorism”.
The possibility of court-ordered liquidation of amprofit institution engaged in
unlawful activity is envisaged in article 59.2.3tbe Civil Code and article 31 ¢f
the Law of the Republic of Azerbaijan dated 13 JAA60 No. 894-1Q “On nont-
governmental organizations (public associationsfands)”.
Finally, article 59.2.3 of the Civil Code of the [Rablic of Azerbaijan stipulates that
a legal person may be liquidated by court decisfoit engages in activities
prohibited under legislation, or commits repeated goave violations of the
legislation.

—
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Recommendation of
the MONEYVAL

The practice to allow the intentional element & thoney laundering offence to pe
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Report

inferred from factual circumstances is untestegriactice. The intentional eleme

would benefit from being reflected in the legigiati

nt

Measures taken to
implement the

Recommendation of
the Report

With the ratification of the Palermo Conventiontioaal legislation has accepted

that the criminal intent, knowledge or purpose lannferred from objective factu
circumstances. Nevertheless, in practice the iimeat element of the offence

money laundering may be allowed to be inferred fi@ttual circumstances b
virtue of article 124 of the Code of Criminal Prdoee of the Republic of

Azerbaijan. Therefore it shall be rely upon botredi and circumstantial eviden

to prove their case in any criminal prosecutionoWtedge or intent may be proved
by direct evidence or may be inferred from the®umding circumstances, and frg

objective factual circumstances, such as time dackpof the crime and motive
the perpetrator. In accordance with article 124hef Code of Criminal Procedu
reliable evidence (information, documents, othemi) obtained by the court or t
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parties to criminal proceedings shall be considerggrosecution evidence. Such

evidence shall be obtained in accordance with gwirements of the Code

Criminal Procedure, and shall be produced in otdeshow whether or not the act

was a criminal one, whether or not the act comuhittentains the features
offence and other circumstances essential to detemgnthe charge correctly.

there is no doubt as to the accuracy and sourtieeoinformation, documents and

other items and as to the circumstances in whiel there obtained, they may
accepted as reliable evidence.

Df
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Recommendation of|
the MONEYVAL
Report

No investigations, indictments or court decisioifere needs to be a fir

prosecution policy and creation of jurisprudenceyticularly on the evidentiary
requirements. This should be accompanied by trgirind awareness-raising in

respect of police officers, prosecutors and judgesticularly on how mone

i

y

laundering investigations and prosecutions haventeescessfully achieved in other

European jurisdictions.

Measures taken to
implement the

Recommendation of|
the Report

Evidentiary requirements of criminal prosecutioe an indispensable element
all trainings, including the training covering mgriaundering. Traditionally actin

of
J

as the coordinator of the law enforcement actiity, General Prosecutor’s Office

takes the complex approach while coordinating amdnging the trainings. Sugh
approach aims to put together all the constituégrhents of handling a criminal
offence, gathering the law enforcement agents edbrgith criminal intelligence
and detection activities, investigators chargedwlite pre-trial investigation of ja
criminal case, prosecutors supervising the intefige activity and pre-trial
investigation, as well as prosecutors appearingpurt along with the judges trying
the case.
The superior prosecutors and judges of the Coutfppkal, usually involved as the
trainers (lecturers) usually provide their expertisn the requirements of the
evidence in a criminal case, e.g. which evidenedl stand in court and which wi
not. The experts from the United States have beghied in the trainings arranged
for the Azerbaijani law enforcement agents, proggsuand judges on a more
frequent basis. However, the Twinning project wite Anticorruption Department
envisages the channelling of the European expettis¢he investigators and
prosecutors of this Department, which is seen @srthin investigation authority of
the ML offences.

(Other) changes
since the last
evaluation

Extract from the Code of Administrative Infringenten

Article 348-3. Violation of the legislation on theprevention of the legalization
of criminally obtained funds or other property and the financing of terrorism
348-3.0. Violation of the legislation on the prevention tife legalization of
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criminally obtained funds or other property andfinancing of terrorism, that is:
348-3.0.1non—observance of the requirements to identify\ardy the customer
beneficial owner or authorized representative,coddcument the information b
the monitoring entities and other persons involveghonitoring;
348-3.0.2.non—compliance by the monitoring entities and ofersons involvec
in monitoring with the requirements to preserve ithentification documents an
documents on the transactions with the funds argtroperty;

348-3.0.3failure to apply or incomplete applying of thedmtal control system b
the monitoring entities and other persons involirednonitoring, which are lega
persons;

348-3.0.4 failure to carry out in time or incomplete exeoutiby the monitoring
entities and other persons involved in monitorifighe written instructions of th
Financial Monitoring Organ or supervision authestigiven in order and cas
stipulated by the Law;

348-3.0.5.violation of the requirements of the non—executidra transaction o
submission the information stipulated by the Law,thhe monitoring entities an
other persons involved in monitoring—

entails imposition on official persons of fine atate from 800 manats up to 1,5
manats, on legal persons of fine at a rate frof@@rAanats up to 15,000 manats.
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Recommendation 3 (Confiscation and provisional meases)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

Legislation should clearly state that “property” ¢ers both direct and indired
proceeds of crime.

Measures taken to
implement the
Recommendation of|
the Report

The definition of “criminally obtained funds or @hproperty” is stipulated in th
AML/CFT Law as follows:

Article 1.0.1. criminally obtained funds or other property — funds of every kind
property, whether movable or immovable, corporealincorporeal, tangible o

intangible, legal documents evidencing the titlestich property, obtained directly

or indirectly through the commission of an offeqrevided by the Criminal Cod
of the Republic of Azerbaijan.

Criminal legislation does not provide for divisiaf proceeds into direct an
indirect. The analysis shows that the criminal keanfiscation covers only dire
proceeds of crime. But in practice, the criminahdotion of a person gives way
application of civil proceedings aimed at sequdistnaof illegal indirect proceed
of a crime.
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Recommendation of|
the MONEYVAL
Report

Confiscation should be legally available in respeftall predicate offences to

money laundering (as defined in the Glossary toRA&F Recommendations) n
only where the offences are committed in their aggted forms, but also whe
they are committed in their basic forms.

ot
e

Measures taken to
implement the
Recommendation of
the Report

In the existing form, the confiscation shall be laapas a measure of punishme
only in respect of the criminal actions, which miet description of the appropria
section of the Criminal Code 2000. In case if tlmnfiscation is not directly
prescribed by the section of the Criminal Codenaty not be applied. The conce
of the confiscation is currently under review; witlte dominant position being {
introduce into the Criminal Code a legal provisiallowing application of the
confiscation measure in respect of the proceedsllotrimes provided by th
Criminal Code.
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In order to broad range of offences susceptiblediefiscation domestically an

36



align provisional measures with the FATF Recomménda3 it is proposed t
amend sanctions of all designated categories ofesriwith confiscation (availab
for the basic and aggravating forms of the crime).

Recommendation of
the MONEYVAL
Report

Confiscation of criminal proceeds should be madaidy mandatory in respect
some of the major proceeds-generating offencesdlikg and human trafficking.

of

Measures taken to
implement the
Recommendation of
the Report

Under the articles 144-1 and 234 of the Criminald€of the Republic 0
Azerbaijan the confiscation of criminal proceedsalshe mandatory implemente
in respect of human and drug trafficking.

d

Recommendation of
the MONEYVAL
Report

In respect of certain serious proceeds-generatifignces, consideration should
given to reversing the burden of proof after cotisit for the criminal offence
when the court is considering the lawful origin mroperty in the hands of th
convicted person.

pe

Measures taken to
implement the
Recommendation of|
the Report

It is expected to deal with this issue in the framik of trainings, including the
training covering money laundering.

A1

Recommendation of|
the MONEYVAL
Report

The provision for asset sharing in corruption casé®uld be extended to cov
confiscation in all cases.

er

Measures taken to
implement the
Recommendation of
the Report

To this matter it is proposed to amend the “Ruleslmcating Part of Confiscate
Property to the Improvement of Material-Technicalaimenance of Law
Enforcement and Other Agencies” endorsed by thed@eof the President of th
Republic of Azerbaijan dated 16th October 2006.

e

Recommendation of|
the MONEYVAL
Report

There should be clear power to confiscate laundgmegerty in a stand alone M
offence.

Measures taken to
implement the
Recommendation of
the Report

ML is covered by the separate article of the Crathidode and therefore may stand

as the sole basis for criminal indictment and cwaiion. Under the article 193-1
the Criminal Code confiscation of criminal proceedball be mandator
implemented in relation to the legalization of mpn@oceeds or other proper
obtained through criminal acts.

Article 193-1. Legalization of criminally obtainedfunds or other property
193-1.1.Legalization of criminally obtained funds or oth@operty, that is giving
legal status to such funds or other property kngwirat they have been acquired
criminal way, as well as accomplishment of finahtiansactions or other deals
using the funds or other property for the purpaxfesoncealing of the real sourc
of their acquisition—

shall be punished by a fine at a rate from 200@ouUp000 manats or imprisonme
from two up to five yearsvith confiscation of property with deprivation of the
right to hold the certain post or to engage indhgain activity for the term up
three years or without it.

193-1.2. The same acts, committed:

193-2.1. by group of persons in a preliminary cinasy;

193-1.2.2. repeatedly;

193-1.2.3. by a person using his/her official goait—

shall be punished by imprisonment from five years to eight yearswith
confiscation of property, with deprivation of the right to engage in cent
activities and to hold certain post up to threergems without it.
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193-1.3. The acts provided for by articles 193-brl 193-1.2 of this Code
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committed:

193-1.3.1. by organized group or criminal commuietyminal organization);
193-1.3.2. in large amount—

shall be punished by imprisonment from seven upvédve yearsvith confiscation
of property with deprivation of the right to hold the certgiast or to engage in the
certain activity for the term up to three yearswithout it.

(Other) changes
since the last
evaluation

Recommendation 6 (Politically exposed persons)

Rating: Non-compliant

ch&mgwffn of with regard to PEPs, measures should be put inepltat require financia
IS institutions to:

Report
P (@) determine if the client or the potential clieist - according to the FATF

definition — a PEP;
(b) obtain senior management approval for estabtigha business relation with ja
PEP;
(c) conduct higher CDD and enhanced ongoing dugetice on the source of the
funds deposited/invested or transferred through fihancial institutions by the
PEP.

Measures takento | The AML/CFT Law in the article 1.0.14. provides fibre definition of politically

implement the exposed persons (as defined in the Glossary toFthEF Recommendations):

Recommendation of| «politically exposed persons of foreign country- individuals who are or have
the Report been entrusted with prominent public functions fior@ign country (Heads of State
or of government, senior politicians, senior goveent, judicial or military,
officials, senior executives of state owned corpons, important political party
officials), as well as their family members or @asssociates.
In accordance with the article 7.2.3 of the AML/CE&w any transactions from
bank accounts of politically exposed persons oéifpr country shall be subject to
monitoring regardless of their amount, that is mgkiSTR to the Financial
Monitoring Service.

(Other) changes For the overall implementation of this Recommeratatby the Draft Law it is
since the last proposed to amend AML/CFT Law as follows:

evaluation Article 9-1. Politically exposed persons of foreignountries

9-1.1. Monitoring entities are required, in addition torfoeming the CDD
measures required under article 9 of this Law, wb ip place appropriate rig
management systems to determine whether a potens&dmer, a customer or the
beneficial owner is a politically exposed persomadbreign country.
9-1.2. Monitoring entities are required to obtain senimnagement approval for
establishing business relationships with a politfcaxposed person of a foreign
country.
9-1.3.Where a customer has been accepted and the cusiolmeneficial owner i$
subsequently found to be, or subsequently becompesteally exposed person of|a
foreign country, monitoring entities should be reed to obtain senior management
written approval to continue the business relatigms
9-1.4.Monitoring entities are required to take reaso@abkasures to establish the
source of wealth and the source of funds of custenaed beneficial ownels
identified as politically exposed person of fore@puntries.

=
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Securities sector
According to the article 2.2.10 of the “Regulaticdda measures taken by capital
market intermediaries for the suppression of molaemdering and financing of
terrorism in capital market” transactions carried loy political parties, their leadefs
and representatives may provide reasonable graurgiipicion and they should be
subject to ongoing due diligence and reported¢c36S.

Recommendation 7 (Correspondent banking)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

In relation to cross-border correspondent bankingnda services, financial
institutions should be required to:

(a) obtain further information on the reputationtb& respondent counterparts frgm
publicly available information;

(b) assess the adequacy of the existing AML/CFTralgrin a respondent bank;
(c) document the respective AML/CFT responsibdigéeach institution;

(d) obtain guarantees that counterpart organizasioapply the normal CDL
measures to all customers that have client accessthe accounts of th
correspondent institutions and that it is able tooyide relevant custome
identification data on request.

= <

Measures taken to
implement the
Recommendation of
the Report

According to the amended Central Bank Regulation &pening, maintenance a
closing of accounts in banks”, correspondent acsoane opened for local ar
foreign banks to conduct these banks’ and theitoowsrs’ banking transaction
AML/CFT measures implemented based on this Reguidti relation to openin
correspondent accounts of foreign banks shall Ipdieapin the same way whe
opening correspondent accounts of local banks.
Based on item 6.4 foreign banks are required taongubinter alia, the following
documents for opening correspondent accounts iilonat(Manat) and foreign
currency:
6.4. Foreign banks shall be required to submit filowing information and
documents for opening correspondent accounts foi@igrency:

» application;

» copy of the statute or any other document certifytime legal status of the
bank, as well as copy of the document on permisiiotanking activities issued
by the authority of the state where the bank wgstered (a copy legalized in the
order specified by legislation and notarized tratish into Azerbaijani language);

* annual report or statement on the audit resultthiotast financial year;

* balance for the last month;

» sample signatures of authorized persons or sarignatsres of those whp
have the right of disposal over the account arupgnly legalized scheme of the
stamp;

e special permission issued by authorized body (aeknbank or othe
authorized body) of the state of registration (lzga in the order specified by
legislation and copy of notarized translation iAerbaijani language);

» sufficient information about a respondent foreigmk to understand fully
the nature of the respondent’s business and tordigie from publicly available
information the reputation of the institution anbet quality of supervision,
including whether it has been subject to a monewndaring or terrorist financing
investigation or regulatory action;

>S9V ag
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« information on non-establishment of business rahathips or nont
execution of any transactions through a shell ignthe respondent foreign bank
Mentioned information and documents shall be sulechiby the foreign bank, as
well as can be acquired from reliable sources (Kleltiternet, official publishing
by the local bank.

The adequacy of the AML/CFT supervision measurgdiegh to the foreign bank
abroad shall also be assessed by the local banks.

Where a correspondent relationship involves thenteaance of “payable-through
accounts”, banks shall be satisfied that:

* respondent foreign bank has performed all the nb@R® obligations on
those of its customers that have direct accesset@tcounts of the correspondent
bank;

» respondent foreign bank is able to provide thearust identification data

specified in the Regulation upon request to theespondent financial institution.
A written analytical report on the AML/CFT measureken for opening of
correspondent bank account by a foreign bank Sleatirawn up on the basis of the
submitted documents and acquired information. Téywont is submitted to th
senior official (the member of the Board of Dirasoof the bank, which i
authorized to document an appropriate account.
Before establishing new correspondent relationshiggproval from senioy
management shall be obtained. The agreement ofoithign correspondent bank
account shall come into force only after the sigraatof the senior official (the
member of the Board of Directors) bank. By the agrent on the correspondent
account of a foreign bank the respective AML/CFBpansibilities of each
institution shall be documented (item 7-1.1).
Bank shall refuse to conclude the bank accounteageet in the cases, inter al|a,
when:

» there are reasonable grounds to suspect that toerowill be used for th
purposes of money laundering or financing of teésrar

* itis determined that the AML/CFT internal regutats of the foreign bank,
customer due diligence measures concerning those usk the correspondent
(payable-through) accounts, the identification @néficial owners and/or the
implementation of the internal control system amadequate or when it |s
determined that the business relationships esheolisor transactions executed
through the account by virtue of a shell bank.

[72)
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(Other) changes
since the last
evaluation

Recommendation 8 (New technologies and non facefiee business)

Rating: Non-compliant

T}ecommendation of Financial institutions should be required to haveligies in place to prevent the
12 ORI AL misuse of technological developments for AML/CFppses, and to have policies
Report . e . . .

in place to address specific risks associated with face to face transactions.

Measures takento | For the overall implementation of this Recommeratatby the Draft Law it ig
implement the proposed to amend AML/CFT Law as follows:
Recommendation ol A ticle 12_1. Non-face to face business relationgis and transactions
the Report o . .

12-1.1.Monitoring entities are required to take such meas as may be needed|to
prevent the misuse of technological developmentciemes of the legalization pf
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criminally obtained funds or other property and fihancing of terrorism.
12-1.2.Monitoring entities are required to have policiesl procedures in place
address any specific risks associated with non{adace business relationships
transactions. These policies and procedures spply ashen establishing custom
relationships and when conducting ongoing due lilag.

12-1.3.Measures for managing the risks mentioned in thel@12-1.2 of this Law
shall include specific and effective CDD procedutest apply to non-face to fage

customers.

to
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(Other) changes
since the last
evaluation

Recommendation 11 (Unusual transactions)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

The essential criteria in FATF Recommendation ldukhbe implemented by law,

regulation or other enforceable means, as:
(a) the financial institutions are not specificatgquired to pay special attention

all complex, unusual large transactions, or unuspatterns of transactions, that

have no apparent or visible economic or lawful psg;

(b) there is no obligation for the financial institons to document the obtained

information in writing and keep it available forlexant authorities and auditors.

Measures taken to
implement the
Recommendation of|
the Report

For the overall implementation of this Recommeratatby the Draft Law it is

proposed to amend AML/CFT Law as follows:

Article 9-2. Unusual transactions

9-2.1. Monitoring entities are required to pay specidkmtion to all complex
unusual large transactions, or unusual pattertip$actions, that have no appar
or visible economic or lawful purpose.

9-2.2.Monitoring entities are required to examine asa@possible the backgrou
and purpose of the transactions stipulated in thel@9-2.1 of this Law, and to s
forth their findings in writing.

Securities sector

According to the article 2.2 of the “Regulationsrmgaasures taken by capital mar

intermediaries for the suppression of money laundeand financing of terrorism
in capital market” financial intermediaries shouwdrry ongoing customer due
diligence and notify SCS when they have a suspigbmoney laundering or

terrorist financing. The following cases may pravideasonable grounds f
suspicion:

» one or both of the counterparties reside in thenttguhat does not satisfy

the international standards on AML/CFT,;
* transactions that have no apparent or visible eaoanor lawful purpose;

* when there is a suspicion that transactions amedain several operations

in order to escape the supervision mechanisms;
* customer identification is not possible or the iiferation data do no
include reliable information;

e transactions are carried out by politically expogeidsons or by official

attorneys;
» transactions are carried in different prices thsnrharket prices;
» transactions carried in large volumes on regularsbiay power of attorney
for certain person;
» transactions by NPOs, religious organizations aed tepresentatives;
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transactions by bearer shares;

transactions by people, their relatives and reptesges that weré
previously involved in money laundering and tesbfinancing.

(Other) changes
since the last
evaluation

Recommendation 12 (DNFBP)

Rating: Non-compliant

Recommendation of|
the MONEYVAL
Report

Azerbaijan should fully implement Recommendation8,6L0 and 11 and mak
these measures applicable to DNFBP.

Measures taken to
implement the

Recommendation of
the Report

In accordance with the article 5.1, the requiremeot the AML/CFT Law
concerning the documenting, filing, archiving ofdmmation shall apply to DNFBH

(notaries, lawyers, auditors, other persons pragidegal services) when they

prepare for or carry out transactions for theirtooeers with respect to th
following activities:

buying and selling of real estate;

managing of customer funds, securities or othepgny;
managing of customer bank and securities accounts;
creation, operation or management of legal perdmmgng and selling o
legal persons, organization of contributions fore tlereation, operation ¢
management of legal persons.

(Other) changes
since the last

evaluation

Recommendation 14 (Protection and no tipping-off)

Rating: Non-compliant

Recommendation of|
the MONEYVAL
Report

The legislation should address the specific quastiaf disclosing the fact that an

STR or related information is being reported to thJ and provide for the
protection from criminal or civil liability for fiancial institutions, their directorg
officers and employees where they report suspidi@mnsactions in good faith.

Measures taken to
implement the
Recommendation of
the Report

FATF recommendation 14 is implemented in the atiet of the AML/CFT Law:
Article 14. Exemption from liability for reporting of the transaction which is
subject to monitoring

Where the monitoring entities and other personliad in monitoring, its
personnel, as well as the personnel of the supenviauthorities submit th
information on the transaction which is subjectrtonitoring to the FMO in orde
as defined by this Law, they shall be exempt from Bability for breach of any
restriction on disclosure of the bank or other liggprotected secrecy, as well
causing the material and moral damage emergedrasudt of the disclosure ¢
information.

(Other) changes
since the last
evaluation

Recommendation 15 (Internal controls, compliance ahaudit)

Rating: Non-compliant

Recommendation of
the MONEYVAL

The Azerbaijani authorities should consider inchglin law, regulation or othef
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enforceable means a requirement for financial tofitins to develop programmes
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Report

against money laundering and financing of terrorism

Measures taken to
implement the
Recommendation of
the Report

In accordance with the AML/CFT Law (article 12) tmenitoring entities and othe

persons involved in monitoring, which are legal soms, shall establish ar
maintain internal control system against the legaion of criminally obtainec
funds or other property and the financing of tasmor
This system shall include, inter alia, the folloggn

» to establish the internal rules and proceduresnagdhe legalization g
criminally obtained funds or other property and fihancing of terrorism;

» to establish the centralized internal archive, Wwhsetall make possible to

identify and verify the customers, the personsngcbn behalf of customers, tf
beneficial owners and the transactions;

» to prepare the rules on the documentation and thdidentiality of
information;

* to ensure that employees are kept informed of neweldpments, includin

information on current techniques, methods anddsenf the legalization of

criminally obtained funds or other property andfinencing of terrorism;

» to define the criteria for detecting the transawtido be monitored takin
into account features of the activity of the moriitg entities and other perso
involved in monitoring;

* to establish measures aimed at resolution of prnableaused by th
suspension of a transaction;

» to establish the internal audit mechanism to temmpliance of the
application by monitoring entities and other pessawolved in monitoring of the
rules as stipulated by this Law;

e to appoint in the monitoring entities and other spas involved in
monitoring, which are legal persons of a persoihat level of management
heads of structural units, who shall be responsifide controlling the
implementation of internal rules and procedures tba activity against th
legalization of criminally obtained funds or othgmoperty and the financing ¢
terrorism, for carrying out the exchange of infotima with the FMO, as well a

for preparing and submitting reports on the tratisas, which are subject to

monitoring;

* to put in place screening procedures to ensure stighdards when hirin
employees depending on features of the activitywels as the other mechanisr
and rules for detecting and preventing any traimast the nature of which i
suspicious, and submission of the necessary intiwm# the FMO in accordang
with article 11 of this Law.
The internal control system shall be developedctoedance with the requiremern]
of the Financial Monitoring Service.

Securities sector
According to the article 2.5.1 of the “Regulatio®s measures taken by capi
market intermediaries for the suppression of molaewmdering and financing ¢
terrorism in capital market” financial intermedigiin the securities sector sh
develop internal procedures and supervision progrganst money laundering a
terrorist financing.
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Recommendation of
the MONEYVAL
Report

A requirement for financial institutions to desig@aat least an AML/CF]
compliance officer at the management level musttbeduced in the legislation.

Measures taken to

implement the

Based on article 12.1.8 of the AML/CFT Law, withime framework of interngl

control system the monitoring entities and othersges involved in monitorin
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Recommendation of
the Report

which are legal persons, shall appoint a persorthat level of manageme
(including the management of structural units) wihibbe responsible for:

» controlling the implementation of internal rulesdaprocedures on th
activity against the legalization of criminally eloted funds or other property a
the financing of terrorism;

» for carrying out the exchange of information wiktte tFinancial Monitoring
Service, as well as for preparing and submittingpres on the transactions, whi
are subject to monitoring.

A person defined in the article 12.1.8 of the AME/CLaw shall report only to th
senior management of the monitoring entities anlterotpersons involved i
monitoring, which are legal persons.

nt

Recommendation of|
the MONEYVAL
Report

Provision concerning timely access of the AML/CBmpliance officer and other

appropriate staff to CDD and other relevant infotina has to be introduced.

Measures taken to
implement the
Recommendation of
the Report

Access of the AML/CFT compliance officer to CDD amither relevant informatio
is implied by the article 12.1.8 of the AML/CFT Lageompliance officer is

responsible for carrying out the exchange of infmion with the Financial

Monitoring Service, as well as for preparing andmiiting reports on thg
transactions, which are subject to monitoring).

N

D

Recommendation of
the MONEYVAL
Report

Financial institutions should be required to inckuthe necessity for internal auc
to test compliance with the internal procedures poticies for AML/CFT.

lit

Measures taken to
implement the
Recommendation of
the Report

Based on article 12.1.7 of the AML/CFT Law, withime framework of intern

control system the monitoring entities and otherspes involved in monitoring,
which are legal persons, shall establish the iafeaudit mechanism to test

compliance of the application of the AML/CFT Law Iyonitoring entities an
other persons involved in monitoring.
Securities sector

According to the article 2.5.3 of the “RegulatioB® measures taken by capital
market intermediaries for the suppression of molaeydering and financing of
terrorism in capital market” financial intermedesiin the securities sector shall

carry out internal audit on regular basis.

Recommendation of
the MONEYVAL
Report

A requirement for financial institutions to put place screening proceduresa|lo

ensure high standards when hiring staff needs tadsressed by the Azerbaij
legislation.

ni

Measures taken to
implement the
Recommendation of
the Report

In accordance with the article 12.1.9 of the AMLICEaw, within the framework
of internal control system the monitoring entiti@sd other persons involved
monitoring, which are legal persons, shall put lacp screening procedures
ensure high standards when hiring employees depgmdli features of the activity
as well as the other mechanisms and rules for tiiege@nd preventing an

n
to

transactions, the nature of which is suspiciousl submission of the necessary

information to the Financial Monitoring Service.
Securities sector

According to the article 2.5.3 of the “RegulatioB® measures taken by capital
market intermediaries for the suppression of molaeydering and financing of
terrorism in capital market” financial intermedesiin the securities sector shall
have high screening standards when hiring staffime&ccording to the Decree 174

of the Cabinet of the Ministers of the Republic Aferbaijan in order to get

license at least 3 employees of the financial tuitins in the securities sector shall
pass SCS certification. Automated electronic deaifon exam organized by SCS

include questions on AML/CFT legislation and regiolas.
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(Other) changes
since the last
evaluation

Recommendation 16 (DNFBP)

Rating: Non-compliant

Recommendation of|
the MONEYVAL
Report

Recommendations 14 — 15 and 21 are not addresstt iAzerbaijani legislation

and should be implemented for DNFBP as soon astpess

Measures taken to
implement the
Recommendation of
the Report

FATF recommendation 14 is implemented in the atiel of the AML/CFT Law:
Article 14. Exemption from liability for reporting of the transaction which is
subject to monitoring
Where the monitoring entities and other personslired in monitoring, itg
personnel, as well as the personnel of the supenviauthorities submit th
information on the transaction which is subjectrtonitoring to the FMO in orde
as defined by this Law, they shall be exempt from Bability for breach of any
restriction on disclosure of the bank or other llggarotected secrecy, as well
causing the material and moral damage emergedrasudt of the disclosure ¢
information.
FATF recommendation 15 is implemented in the ati2 of the AML/CFT Law
In accordance with this article, the monitoringitted and other persons involved
monitoring, which are legal persons, shall estbéiad maintain internal contr
system against the legalization of criminally obéal funds or other property a
the financing of terrorism.
This system shall include, inter alia, the follogsn

* to establish the internal rules and proceduresnagdhe legalization o
criminally obtained funds or other property andfinencing of terrorism;

» to establish the centralized internal archive, Whstall make possible to

identify and verify the customers, the personsngctin behalf of customers, tf
beneficial owners and the transactions;

* to prepare the rules on the documentation and th#identiality of
information;

» to ensure that employees are kept informed of neweldpments, includin

information on current techniques, methods anddsenf the legalization of

criminally obtained funds or other property and fihancing of terrorism;

» to define the criteria for detecting the transawido be monitored takin
into account features of the activity of the monitg entities and other perso
involved in monitoring;

» to establish measures aimed at resolution of prnableaused by th
suspension of a transaction;

* to establish the internal audit mechanism to tesiptiance of the
application by monitoring entities and other pessaivolved in monitoring of thg
rules as stipulated by this Law;

* to appoint in the monitoring entities and other spas involved in
monitoring, which are legal persons of a persoithat level of management
heads of structural units, who shall be responsifide controlling the
implementation of internal rules and procedures tba activity against th
legalization of criminally obtained funds or othgmoperty and the financing ¢
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terrorism, for carrying out the exchange of infotima with the FMO, as well a
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for preparing and submitting reports on the tratisas, which are subject to
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monitoring;

* to put in place screening procedures to ensure stigdards when hiring
employees depending on features of the activityvels as the other mechanisms
and rules for detecting and preventing any trammast the nature of which is
suspicious, and submission of the necessary intiwmméo the FMO in accordange
with article 11 of this Law.
The internal control system shall be developedcooedance with the requirements
of the Financial Monitoring Service.

(Other) changes
since the last
evaluation

Recommendation 17 (Sanctions)

Rating: Non-compliant

Recommendation of|
the MONEYVAL
Report

Azerbaijan should implement effective, proportienanhd dissuasive sanctions |to
deal with natural or legal persons that fail to oy with national AML/CFT|
requirements.

Measures taken to
implement the

Recommendation of|
the Report

The Recommendation of the MONEYVAL Report has baeplemented in the
Criminal Code and Code of Administrative Infringerte
Extract from the Criminal Code:

Article 316-2. Disclosure of information about themeasures to be taker
against the legalization of criminally obtained furs or other property and the
financing of terrorism

316-2.1.Except the cases prescribed by the Law, disclothegemeasures to he
taken against legalization of criminally obtainedds or other property by a perspn
to whom these data has been trusted or known eiteer
shall be punished by the penalty at a rate frofd anats up to 3 000 manats, or
with imprisonment for the term up to one year wdtiprivation of the right to hold
the certain posts or to engage in the certain iieBvfor the term up to three yedrs
or without it.
316-2.2.Except the cases prescribed by the Law, disclothegemeasures to he
taken against financing of terrorism by a persorwlmbm these data has begen
trusted or known on service—
shall be punished by the penalty at a rate frofd®manats up to 4 000 manats, or
with imprisonment for the term up to two years wdprivation of the right to hold
the certain posts or to engage in the certain iieBvfor the term up to three yedrs
or without it.

Extract from the Code of Administrative Infringements:

Article 348-3. Violation of the legislation on theprevention of the legalization
of criminally obtained funds or other property and the financing of terrorism
348-3.0. Violation of the legislation on the prevention dfet legalization of
criminally obtained funds or other property andfihancing of terrorism, that is:
348-3.0.1non—-observance of the requirements to identify\ardy the customer,
beneficial owner or authorized representative,coddcument the information by
the monitoring entities and other persons involveghonitoring;
348-3.0.2.non—compliance by the monitoring entities and ofersons involved
in monitoring with the requirements to preserve itfentification documents and
documents on the transactions with the funds aragttoperty;

348-3.0.3failure to apply or incomplete applying of the imtal control system b
the monitoring entities and other persons involirednonitoring, which are lega

~
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persons;
348-3.0.4 failure to carry out in time or incomplete executiby the monitoring
entities and other persons involved in monitorifighe written instructions of the
Financial Monitoring Service or supervision autties given in order and casges
stipulated by the Law;

348-3.0.5.violation of the requirements of the non—executdra transaction o
submission the information stipulated by the Law,thhe monitoring entities an
other persons involved in monitoring—

entails imposition on official persons of penaltyaarate from 800 manats up [to
1,500 manats, on legal persons of penalty at afr@ate 8,000 manats up to 15,000
manats.

[N

Recommendation of
the MONEYVAL
Report

Sanctions should be available in relation not otdythe legal persons that are
financial institutions or businesses but also tceithdirectors and senior
management.

Measures taken to
implement the
Recommendation of
the Report

As it may be concluded from the article 348-3 of fGode of Administrative
Infringements, the sanctions are available in i@lahot only to the legal persons
but also to their official persons.
Based on article 16 of the Code of Administrativédrihgements, the official
persons mean persons who carry out managemenatatastd non-governmental
organisations, institutions and enterprises, osqes who perform similar duties jn
view of special authority, also natural persons wadorm such duties dealing with
business activity without establishing a legal pars

Recommendation of
the MONEYVAL
Report

The range of sanctions available should be broad proportionate to the severity
of a situation. They should include the power tpase not only disciplinary, but
also financial sanctions and the power to withdragstrict or suspend the financial
institution’s license for not observing AML/CFT téggments.

Measures taken to
implement the

Recommendation of
the Report

Financial sanctions for not observing AML/CFT reganents are envisaged by the
article 348-3 of the Code of Administrative Infrergents.
Additionally, the article 6.4 of the AML/CFT Law @vides that violation of thg
requirements of this Law by the financial instituts and DNFBP operating undef a
license, which are in breach of this Law, are sttbfe a sanction of revocatia
(annulling) of the license in accordance with tlegidlation of the Republic G
Azerbaijan or undertaking other measures providgdtHhe legislation of the
Republic of Azerbaijan.
At the same time, where the Financial Monitoringvi&® within the frame of it$
competence will have information on non—complian€e¢he financial institutions
and DNFBP with the requirements of this Law, itlsbabmit such information tc
the relevant supervision authorities for enforceth@radministrative or stipulate
by the national legislation other measures to tipessons.
Based on the Law of the Republic of Azerbaijan “Banks” Central Bank may
cancel banking license of the credit institutionmidnagement or current activity |is
not reliable with the requirements of the AML/CFavL
Securities sector

According to the article 9.7 of the Statute, SC8 wapose disciplinary sanctions
(warnings, mandatory directives) and financial sians (articles 208, 211, 215 of
the administrative code) to the financial instbag in the securities sectc
According to the article 5.1.2 of the Decree No.88#he President of the Republic
of Azerbaijan dated September 2, 2000 “On Grantfhgecial Permission
(Licenses) for Some Types of Activities in the Riglpuof Azerbaijan” SCS ca
suspend the license of the financial institutioscérding to the article 5.4.3 of the
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abovementioned Decree and article 9.6 of the ®tathe SCS may revoke tf
license of the financial institutions in the setiad sector.

ne

Recommendation of|
the MONEYVAL
Report

The authorities should provide supervisors with qadge powers of enforceme
and sanction against the directors or senior mamaget of financial institution
for failure to comply with or properly implementgudrements to combat mon
laundering and terrorist financing.

s

27

Measures taken to
implement the
Recommendation of
the Report

In concordance with the article 48.1.2 of the Lawn“Banks” Central Bank ma
temporary suspend the senior management of thet énstitution for failure to
comply with the requirements of the AML/CFT Law.
Central Bank, in cases stipulated under the Law ‘Bamks” may also appl
following sanctions against banks:

» administrative fines to the bank and bank senionagament, as per Co(
of Administrative Infringements;

» dismiss bank senior management from their positions
In case of application these sanction the dismissbank senior management frg
job position shall be implemented immediately unither decision of the compete
management authority of the bank. Sanctions agémasiks and bank seni
management are applied in case and in accordaticgmicedures stipulated und
the Code of Administrative Infringements.
Securities sector
According to the article 8.2.10-1 of the Statut@t& Committee for Securities is t
authority for supervision of the monitoring enttieegarding their compliance

the AML/CFT procedures. According to the article®82 211, 215 of the

Administrative Code, the SCS can impose sanctiorssdompany as a legal pers
as well as its directors and senior managemertieif tdlo not comply with th
regulations (which includes regulations on AML/CFF)SCS
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(Other) changes
since the last
evaluation

Recommendation 18 (Shell banks)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

Azerbaijan should review its laws, regulations apbcedures and impleme
specific requirements covering the prohibition feé establishment or the continu
operation of shell banks

Nt
ed

Measures taken to
implement the
Recommendation of
the Report

According to the Law “On Banks”, any legal persoishing to exercise bankin
activities shall acquire a bank license from that@e Bank. In order to acquire
license the legal person must present all neceskaryments that will certify it
physical existence (with the information on an attbuilding which is fully
equipped and secured, with identifiable persontie) e

Banks shall be registered with and have a licesseed by the Central Bank, a
the Central Bank must affirm that the managemenhefbank is meeting “fit an

proper” standards. The Central Bank supervisedi¢hasing process for all credi

institutions and has the sole authority to grart eevoke banking licenses. If th
Central Bank determines that a bank provided falfsgmation during the licensin
process, it can revoke a bank’s operating license.

Within the term of registration, bank shall organithe corporate manageme

system (establish bodies in accordance with promssiof this Law, form the

organization structure, be ready for implementatodninformation-technologie
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system, define the account and reporting poligleselop the internal procedure
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determine the management and minimum staffing remeénts), complete th
measures of technical provisions and security. Sagbirements as technical a
security measures preclude any bank from beingl“sfitne banks are periodicall
supervised by the Central Bank. In case of any ripl@mnce with such
requirements Central Bank is entitled to sanctibe bank to the extent ¢
revocation of its license.

According to the article 10.5, among the documehtt are attached to fin
application for obtaining of banking license thehall be documents, verifying th
formation of the corporate management system of heak, including the
management bodies, acceptance of technical provésid security measures.

As it mentioned in the article 5.4 of the Law, figre natural and legal perso
(including foreign banks and bank holding companiesgistered in offshore zone
the list of which is determined by the National Bashall not be the founders

shareholders of local banks, as well to establislallsubsidiary banks, open loc
branches and representations.

It is acknowledged by the evaluators that no baokrently authorized an
operating in Azerbaijan has a characteristic ofl dhenk. On the other hand, it

alleged that there is “the lack of a clear prolbitto establish a shell bank’.

According to the FATF Recommendations “countrie®usth not approve th
establishment or accept the continued operatiahelf banks”.

With this in mind, by the Draft Law it is proposéal amend the AML/CFT Law
with article 9-3 of below content:

Article 9-3. Shell bank

9-3.1. Establishment or accept the continued operatiorstall banks in the

Republic of Azerbaijan is prohibited.

9-3.2.Monitoring entities shall not enter into, or cante, correspondent banking

relationships with shell banks.

9-3.3. Monitoring entities are required to satisfy thelmss that responder
financial institutions in a foreign country do rprmit their accounts to be used
shell banks.

According to the amended Central Bank Regulation 8pening, maintenance a
closing of accounts in banks”, bank shall refusecémclude the bank accou
agreement in the cases when it is determined kieabusiness relationships we
established or transactions were executed througlatccount by virtue of a she
bank.
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Recommendation of|
the MONEYVAL
Report

Financial institutions should be prohibited from terng into or continuing
correspondent banking relationships with shell ank

Measures taken to
implement the
Recommendation of
the Report

According to the amended Central Bank Regulation 8pening, maintenance a
closing of accounts in banks”, bank shall refusecémclude the bank accou
agreement in the cases when it is determined klgabtisiness relationships we
established or transactions were executed througlatccount by virtue of a she
bank.

That implies that banks in Azerbaijan are actuglighibited from entering int
correspondent banking relationships with shell kbanMowadays, no bank i
Azerbaijan has correspondent banking relationshigisshell banks.
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Recommendation of|
the MONEYVAL
Report

There should be an obligation placed on financretitutions to satisfy themselv
that respondent financial institutions in a foreiguntry do not permit thei
accounts to be used by shell banks.

=

Measures taken to
implement the

There are mandatory provision in the amended Ce®amk Regulation “On

opening, maintenance and closing of accounts inkdjanthat for opening
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Recommendation of
the Report

correspondent accounts in local bank foreign bahiedl be required to submit tk

information on non-establishment of business retetips or non-execution of any

transactions through a shell bank (item 6.4.8).

Recommendation of
the MONEYVAL
Report

It would be helpful if the NBA then considered peitally seeking assurances
writing from all their banks that they have no direor indirect correspondern
relationships with shell banks.

Measures taken to
implement the
Recommendation of
the Report

During the on-site inspections the matter of wheethe banks have any relationsk
with shell banks is always in focus.

Additionally, with a view to implement the Recommdation of the MONEYVAL
Report Central Bank address letters to local bamka timely manner to be asst

that banks are not in direct or indirect corresgondelationships with shell banks.

(Other) changes
since the last

evaluation

Recommendation 20 (Other DNFBP and secure transact technigues)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

In the domestic context of Azerbaijan, the Azedpaiputhorities should conside
which other non-financial businesses or professioay be considered to be at ri
of being misused for money laundering or terrdiiisancing.

Measures taken to
implement the
Recommendation of
the Report

In the article 4 of the AML/CFT Law besides othepgwnshops, NGOs ar
charities parts of activities of which consist eteiving, collecting, delivering @
transferring the funds, and the lottery organizex defined as the monitorin
entities.

The requirements of the Law concerning the idesgifon and verification o
customers and beneficial owners, documenting, dfilimarchiving and the
requirement of reporting of information indicatedarticle 7 of the Law (CTR an
STR) shall apply in the same manner to them.
The supervision over the compliance of pawnshogaOBl and charities with th
requirements of the AML/CFT Law shall be carried by the:
Financial Monitoring Service — in relation to pawops;
Ministry of Justice — in relation to NGOs;

State Committee for the Works with Religious Asations — in relation tc
charities.

e

in

—t

p

D

(Other) changes
since the last

evaluation

Recommendation 21 (Special attention for higher ris countries)

Rating: Partially compliant

Recommendation of|
the MONEYVAL
Report

Recommendation 21 should be implemented by lawlatsgn or other enforceabl
means.

D

Measures taken to
implement the
Recommendation of
the Report

Based on the article 7 of the AML/CFT Law FinandWénitoring Service will
determine the list of countries which do not oruffisiently apply internationa
standards against the legalization of criminallyagied funds or other property a
the financing of terrorism.

The relevant list shall be submitted by the Finahd&fonitoring Service to thg
supervision authorities and by the supervision aritibs to financial institutions

and DNFBP. After that financial institutions and BBP shall be required to giy
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special attention to business relationships ands#etions with natural and legal
persons from those countries. Additionally businedationships and transactiopns
with natural and legal persons from the relevanintges shall be subject to STR
regardless of their amount.
Securities sector

According to the article 2.1.2 of the “RegulatioDs measures taken by capital
market intermediaries for the suppression of mdaapdering and financing of
terrorism in capital marketfinancial intermediaries shall carry out ongoingedu
diligence on transactions amounting to more tharih2Qisand manats carried py
their customers (counterparts) if one or both cenpatrties of transaction lives, haye
a registry or banking account on the territoryhaf state that do not comply with the
international standards on AML/CFT.
According to the “Instructions on measures agathst money laundering and
terrorist financing in the securities market”, &mgnsaction with the funds or other
property associated with the citizens of the caestfterritory) that are suspected|in
either legalization of criminally obtained funds other property, financing af
terrorism, support of the dangerous trends of tratisnal organized crime, armed
separatism, extremism and mercenary, participaiionillegal narcotic drug
dealership and other psychotropic substances ptioduor circulation thereof, or
the countries that do not require disclosing idamtiion information when
conducting financial transactions determined byRimancial Monitoring Service.

(Other) changes
since the last
evaluation

For overall implementation of the FATF Recommermtzi21 and 22, by the Drgft
Law it is proposed to amend the AML/CFT Law withicle 7-1 of below content:
Article 7-1. Measures to be taken with respect toountries that do not or
insufficiently comply with the international standards against the legalization
of criminally obtained funds or other property and the financing of terrorism
7-1.1.Monitoring entities should be required to give gpkattention to business
relationships and transactions with natural andllggrsons from or in countries
which do not or insufficiently apply internationstindards against the legalization
of criminally obtained funds or other property dhd financing of terrorism.
7-1.2.The list of countries stipulated in the articld..2- of this Law and the list gf
countries which are suspected in support of thegelaus trends of transnatiorjal
organized crime, armed separatism, extremism anctanary, participation in
illegal narcotic drug dealership and other psyatmtr substances production for
circulation thereof, is determined by the FMO. Thkevant list shall be submitted
by the FMO to the supervision authorities and by $upervision authorities to
monitoring entities and other persons involved omitoring.

7-1.3.1f the transactions have no apparent economidsilolg lawful purpose, th
background and purpose of such transactions slalexamined, and writte
findings should be set forth. Written findings shiblbe available to assist
supervision authorities, FMO and other competetiiaiiies.

7-1.4. Where a country continues not to apply or insigfdy applies th
international standards against the legalizatioariohinally obtained funds or other
property and the financing of terrorism, approgri@ounter-measures shall be
applied in relation to the business relationshipd &ransactions with natural and
legal persons of that country.

7-1.5. Monitoring entities are required to ensure thairtioreign branches and
subsidiaries observe international standards agéieslegalization of criminall
obtained funds or other property and the finanadigerrorism consistent wit
home country requirements and the internationaidstads, to the extent that hgst
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country laws and regulations permit.

7-1.6.Monitoring entities are required to pay particudtention that the principl
mentioned above is observed with respect to theindhes and subsidiaries |in
countries which do not or insufficiently apply tilernational standards against the
legalization of criminally obtained funds or othgroperty and the financing of
terrorism.

7-1.7. Where the minimum requirements against the legtdin of criminally
obtained funds or other property and the finanahgerrorism of the home and hagst
countries differ, branches and subsidiaries in loosintries shall apply the higher
standard, to the extent that host country laws ragdlations permit. Monitorin
entities are required to inform their appropriatpeyvision authorities in writte
form, when a foreign branch or subsidiary is unatieobserve international
standards against the legalization of criminallyagied funds or other property and
the financing of terrorism because this is probkihitby host country laws,
regulations or other measures.

Recommendation 22 (Foreign branches and subsidiagg

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

A requirement for financial institutions to ensutet their foreign branches an
subsidiaries pay particular attention to ensurifgat AML/CFT measures applie
are consistent with the Azerbaijani legislation @ountries that do not o
insufficiently apply the FATF Recommendations andases where the AML/CRT
minimum standard differs should be included in logamative acts.

- a8 o

Measures taken to
implement the
Recommendation of
the Report

Branches are the structural divisions of the crewtitutions and must follow the
financial institutions’ internal procedures. Sottheedit institutions are responsible
for their branches’ activities. According to thel&siof the NBA on Organizing
Internal Control and Audit in Banks, banks shoulzhsfer the application of the
banking policy, control mechanisms and internalcpdures to their branches and
subsidiaries.
Alongside this, Regulations “On implementation obrgorative management
standards in banks” extend to all branches andidiabiss of banks. Mentioned
Regulations include establishment of informatioategn on current financial status
and operations of banks, organisation and impleatiemnt of strategically plannin
process, establishment of efficient organisatioglicture, implementation (¢
financial planning process, existence of effectinrnal supervision and repart
systems etc.

S

Recommendation of
the MONEYVAL
Report

A requirement should be introduced for financiaktitutions to inform theit
Azerbaijani supervisor when a foreign branch or sidlary is unable to observ
appropriate AML/CFT measures in the host country.

0]

Measures taken to
implement the
Recommendation of
the Report

Please see item above.

(Other) changes
since the last
evaluation

For overall implementation of the FATF Recommermai21 and 22, by the Drgft
Law it is proposed to amend the AML/CFT Law withice 7—1 of below content:
Article 7-1. Measures to be taken with respect toozntries that do not or
insufficiently comply with the international standards against the legalization
of criminally obtained funds or other property and the financing of terrorism

7-1.1.Monitoring entities should be required to give gpkattention to business
relationships and transactions with natural andllggrsons from or in countries
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which do not or insufficiently apply internationstitndards against the legalization
of criminally obtained funds or other property d@hd financing of terrorism.
7-1.2.The list of countries stipulated in the articld..Z- of this Law and the list qf
countries which are suspected in support of thegelaus trends of transnational
organized crime, armed separatism, extremism anctamary, participation in
illegal narcotic drug dealership and other psydmt substances production or
circulation thereof, is determined by the FMO. Thkevant list shall be submitted
by the FMO to the supervision authorities and by fupervision authorities
monitoring entities and other persons involved onitoring.

7-1.3.1f the transactions have no apparent economidsible lawful purpose, th
background and purpose of such transactions slalexamined, and writte
findings should be set forth. Written findings shiblbe available to assist
supervision authorities, FMO and other competetiiaiiies.

7-1.4. Where a country continues not to apply or insidfidy applies th
international standards against the legalizatioariofiinally obtained funds or other
property and the financing of terrorism, approgri@punter-measures shall
applied in relation to the business relationshipd &ransactions with natural and
legal persons of that country.
7-1.5. Monitoring entities are required to ensure thadirtHoreign branches and
subsidiaries observe international standards ag#meslegalization of criminall
obtained funds or other property and the finanadfigerrorism consistent wit
home country requirements and the internationaldstads, to the extent that host
country laws and regulations permit.

7-1.6.Monitoring entities are required to pay particuldtention that the principl
mentioned above is observed with respect to theindhes and subsidiaries |in
countries which do not or insufficiently apply timernational standards against the
legalization of criminally obtained funds or othgroperty and the financing
terrorism.

7-1.7. Where the minimum requirements against the legtdim of criminally
obtained funds or other property and the finanahgerrorism of the home and hagst
countries differ, branches and subsidiaries in leosintries shall apply the higher
standard, to the extent that host country laws ragdlations permit. Monitorin
entities are required to inform their appropriatpeyvision authorities in writte
form, when a foreign branch or subsidiary is unatdeobserve internation
standards against the legalization of criminallyagied funds or other property and
the financing of terrorism because this is probkihitby host country laws,
regulations or other measures.

Recommendation 23 (Regulation, supervision and maoring)

Rating: Partially compliant

Recommendation of|
the MONEYVAL
Report

Competent authorities need designating for supenmvitor AML/CFT purposes [for
all financial institutions].

Measures taken to
implement the
Recommendation of
the Report

v

Based on the AML/CFT Law and Presidential Decreeitsnimplementation the
supervision over the compliance of financial ingtitns with the requirements of
the AML/CFT Law shall be carried out by the:

* Central Bank — for credit institutions and the orm®viding leasing
services;

» State Committee for Securities — for brokers, whe the professiong
participants of the securities market, those whofgssionally operate in the
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management of securities, lottery organizers anelsitment funds;

* Ministry of Finance — for insurers, reinsurers amslirance intermediaries,
legal persons that engaged in buying and sellingoretious stones, precious
metals, as well as the jewelry or the other goo@slenof precious stones pr

precious metals;
* Ministry of Communication Information Technologiesfor the institutions
providing post services;
* Ministry of Justice — for the non-governmental ergations part of
activities of which concerns receipt, collectioe|ider or transfer of funds;
» State Committee for the Works with Religious Asations — for the
charities part of activities of which concerns iiptecollection, deliver or transfe
of funds;

* Financial Monitoring Service — for the pawnshopsd degal persons

providing intermediary services on the buying aeltirgy of real estate.

Violation of the requirements of the AML/CFT Law lize DNFBP operating
under a license, which are in breach of this Larme, subject to a sanction of

revocation (annulling) of the license.

(Other) changes
since the last
evaluation

By the Decree of the President of the Republic oérhaijan from July 20/2009, #

130 “On amendments to some Decrees of the Presioerthe Republic of

Azerbaijan in connection with implementation of thew of the Republic of

Azerbaijan “On the Prevention of the LegalizatidrCoiminally Obtained Funds o
Other Property and the Financing of Terrorism”, ®iatutes of all supervisig
authorities were amended in accordance with the AN Law and FATH
Recommendations.

Recommendation 24 (DNFBP - Regulation, supervisioend monitoring)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

All the relevant categories of DNFBP should beudeld as obliged entities under

the AML/CFT regime.

Measures taken to
implement the
Recommendation of|
the Report

Currently by the article 5 of the AML/CFT Law as BRP (other persons involve
in monitoring) are established:

e notaries;
* lawyers;
e auditors;

» other persons providing legal services.
The institutions of “tax advisors”, “external acetants” are not applicable for th
Republic of Azerbaijan.
Casino activity and gaming is prohibited on theritery of the Republic of
Azerbaijan on the basis of the Decree of the Peasidf the Republic of Azerbaija
N° 730 of 27 January 1998.
Lottery organizers and the persons providing inestiary services on the buyin

and selling of real estate qualified by the AML/CE&w as monitoring entities.

Lottery games are undertaken by “Azerlottery” OJS@®ose shares are 100
owned by the Government.
In accordance with the article 5.1, the requiremeot the AML/CFT Law
concerning the identification and verification afstomers and beneficial owne
shall apply to DNFBP (other persons involved in itammg) when they prepare fq
or carry out transactions for their customers wé$pect to the following activities

» buying and selling of real estate;
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managing of customer funds, securities or othepgnty;
managing of customer bank and securities accounts;

legal persons, organization of contributions fore tlereation, operation ¢
management of legal persons.

DNFBP (other persons involved in monitoring) thabmitted information to thg
Financial Monitoring Service shall not discloseTihe provisions of the article 5

of the AML/CFT Law shall not apply to the informati that is considered as

professional secrecy or legal professional priéleg

Recommendation of|
the MONEYVAL
Report

The relevant supervisory authorities should be giesied and their powers shou
be defined in accordance with FATF recommendatidnsiuding powers tg
monitor and sanction DNFBP for deficiencies conadatith AML/CFT.

Measures taken to
implement the
Recommendation of|
the Report

Based on the AML/CFT Law and Presidential Decreeiterimplementation the

supervision over the compliance of DNFBP with teguirements of the AML/CFT

Law shall be carried out by the:
services;
Bar of Lawyers of the Republic of Azerbaijan withine framework of
competence — for the lawyers;
Chamber of Auditors of the Republic of Azerbaijaithin the framework
of competence — for the persons providing auditises.

Violation of the requirements of the AML/CFT Law hiie DNFBP operatin
under a license, which are in breach of this Lave, subject to a sanction
revocation (annulling) of the license.

Current legislation designated supervisory autlesritwvith the relevant power
including powers to monitor DNFBP and submit infation on non—complianc
with the requirements of the AML/CFT Law to courtsr enforcement o
administrative sanction to DNFBP.

creation, operation or management of legal perdmmgng and selling of

Ministry of Justice — for the notaries and otherspes providing legal

=
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(Other) changes
since the last
evaluation

By the Decree of the President of the Republic péraijan from July 20/2009,
130 “On amendments to some Decrees of the Presidierthe Republic of
Azerbaijan in connection with implementation of thaw of the Republic o
Azerbaijan “On the Prevention of the LegalizatidrCoiminally Obtained Funds o
Other Property and the Financing of Terrorism”, ®iatutes of all supervisio
authorities were amended in accordance with the AN Law and FATH
Recommendations.

f
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Recommendation 25 (Guidelines and feedback)

Rating: Non-compliant

Recommendation of|
the MONEYVAL
Report

Once a statutorily based STR system is in placeAgezbaijan authorities shoul
consider the provision of adequate and approprfatzback to reporting entities.

Measures taken to
implement the
Recommendation of
the Report

The provisions of the FATF Recommendation 25 werplemented in the Statu
of the Financial Monitoring Service. Based on itéth15 of its Statute Financi
Monitoring Service shall provide the financial ihstions and DNFBP that ar
required by AML/CFT Law to submit information, witdequate and approprig
feedback.

e
al
e

te

Recommendation of
the MONEYVAL
Report

No guidelines issued on AML/CFT issues by otheerstigory bodies than the NBA

.

Measures taken to

Supervision authorities in relation to financiastitutions adopted internal Actig
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implement the
Recommendation of
the Report

Plans to facilitate the implementation of the AMETCLaw by obliged entities.
Securities sector

Since may 09 2004 State Committee for Securitie® l@@opted “Regulations G
measures taken by capital market intermediariesttier suppression of money
laundering and financing of terrorism in capitalrked” which were prepared i
accordance with the UN Convention “On Suppressidnthe Financing of
Terrorism” and CE Convention “On Laundering, Sea®hizure and Confiscatio
of the Proceeds from Crime”

Recommendation of|
the MONEYVAL
Report

Guidance for DNFBP should be provided including amgasures that thes

institutions could take to ensure that their AML/Ceasures are effective.

Measures taken to
implement the
Recommendation of
the Report

By the Presidential Decree on implementation of WBIL/CFT Law the

supervision over the compliance of DNFBP with teguirements of the AML/CFT

Law shall be carried out by the Ministry of Justiegfor the notaries and oth
persons providing legal services; Bar of Lawyeferthe lawyers; and Chamber
Auditors — for the persons providing audit services
Supervision authorities adopted internal Action nBlato facilitate
implementation of the AML/CFT Law by DNFBPs.

the

er

of

(Other) changes
since the last
evaluation

Recommendation 26 (The FIU)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

An FIU should be created as a matter of urgencye FHJ should be adequate

structured, funded and staffed, and provided wilffigent technical and other

resources to fully perform its functions.

Measures taken to
implement the
Recommendation of
the Report

Based on Presidential Decree dated February 23 200 in order to provid
implementation of the state policy in AML/CFT sphgeto improve the supervisid

n
system and to coordinate the activity of the raiwate authorities in this field the
n

Financial Monitoring Service under the Central Bafkhe Republic of Azerbaija
(FMS) has been established.

The Financial Monitoring Service is guided in itgigity by the Constitution of the
f

Republic of Azerbaijan, international agreements which the Republic o

Azerbaijan is a party, the AML/CFT Law, its Statwad relevant international

standards.

The Director and Deputy Director of the newly efithled Service were appointed

by the President of the Republic of Azerbaijan.Statute, structure, staff and t

budget were also approved. Currently, more tham@fointments have already

been made. According to the Statute, Financial kdoimig Service:
* is the state authority, which implements competensipulated by thg
legislation and present Statute in the AML/CFT spl{éem 2);

* may suspend the execution of transactions with Sumd other property,

takes imperative decisions and gives imperativemrch the relevant sphere (itg
11.3);
* receives, requests, collects the information (STRR and other) fron

monitoring entities, other persons involved in noring, supervision and other

state authorities, as well as uses databasestefasttnorities;
» when within the framework of analysis detecting ¢hements of a crime i
transaction, submits information on legalisationcoiminally obtained funds o

ne
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other property to the General Prosecutor Officd, iaformation on the financing @
terrorism to the Ministry of National Security agdts feedback from them (item
10.9);

» is entitled, within the scope of its competencegtsure relations of th
Republic of Azerbaijan with foreign states and iintgional organizations; f
cooperate with relevant agencies of other stateagtordance with the legislation
to conclude international instruments, as well @aapply for membership in the
specialised international institutions (item 11.6);

» possesses an independent balance sheet, statetypropi@g respectively
under its disposal by law, accounts in banks, sétdl the State Emblem of the
Republic of Azerbaijan and its title engraved on rgspective stamps and
letterheads (item 6).
The Financial Monitoring Service operationally ipdadent and functions under
required budget framework to ensure operationatieffcy as well as provide
market-based salary and motivation system to enkumg-term operational and
institutional sustainability. According to the apped Action Plan, the Financial
Monitoring Service will be in a position to receifiest STR and CTR in December
of 2009.
Immediately following the appointment of the FM@dership, the development pf
an Action Plan to improve the Azerbaijani AML/CFystem taking into account
recommendations contained in the Council of Eurbf@NEYVAL Committee
Country Report has been initiated. The preparedtbAd®lan was coordinated with
the MONEYVAL Secretariat. After final revision, thection Plan was approved by
the Director of the FMS and further implementatafnthe Action Plan was taken
under special control.
The Action Plan spanned three years. The meastlebenimplemented with the
participation of all authorities involved in the ANMCFT system, including th
Financial Monitoring Service, Central Bank, Gend?absecutor’'s Office, Ministry
of National Security, Ministry of Foreign Affair8/inistry of Finance, Ministry of
Justice, State Customs Committee and State ConenidteSecurities. The Action
Plan covered all aspects of the AML/CFT system #ndcluded taking specifi
measures to:

» improve legislation;

» improve the activity of the FMS;

» improve supervision over the sectors of Fls, noasicial professions, and
non-profit organizations;

» develop the system of personnel education andinicafior purposes of th
AML/CFT purposes.

In our opinion we managed to achieve a number pbmant results that contribute
to the effectiveness and performance of the ov&BIL/CFT system as well as
raise the level of compliance of its certain eleteerwith the FATF
Recommendations.

O o

P

D

Recommendation of|
the MONEYVAL
Report

The FIU should have access to relevant registensl, ia should be authorised to
disseminate financial information and other intgdnce both to the national law
enforcement authorities and to foreign FIUs.

Measures taken to
implement the

Recommendation of|
the Report

—*

According to the item 11.4 of the Statute Finandanitoring Service have dire¢
access on a timely basis to the databases of statkorities (financial
administrative and law enforcement) in accordandth wthe legislation of the
Republic of Azerbaijan.
According to article 17 of the AML/CFT Law and itefil of the Statute, the
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Financial Monitoring Service is entitled to receiveollect and analyse the
information from financial institutions, DNFBPs, pmarvision and other state

authorities. The Financial Monitoring Service magguest to submit releva
information and in this case, requested informasioall be submitted.

Financial Monitoring Service is authorised by AMIET Law and its Statute t
disseminate information on legalization of crimlgabbtained funds or othe
property to the General Prosecutor Office, andrinfition on financing of terrorish
to the Ministry of National Security.

Based on article 20 of the AML/CFT Law Financial Mtoring Service shal
submit information on AML/CFT issues to the foreigpmpetent authorities upd
their requests or on its own initiative, as welltagequest such information fro
the foreign competent authorities, exchange ofrmégion on committed crime
execution of the court decisions and criminal pcaosien in accordance with th

legislation of the Republic of Azerbaijan and th&ernational treaties to which the

Republic of Azerbaijan is party.

This information shall be submitted to the competarthority of the foreign state
only if it does not contradict with the legislatiof the Republic of Azerbaijan and

does not affect its national interests or the stiechinformation forms a basis for,

competent authority of the foreign state to ingiatcriminal investigation or to send

a relevant request. The information shall be sulechito the competent authority

= = O
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the foreign state provided that the informationl wibt be used for purposes not

indicated in the request.
The execution of requests in legal aid on issuedegélization of criminally
obtained funds or other property and the financhtgrrorism, also the recognitig
and execution of the court decisions of foreigntestain that sphere shall |
regulated in accordance with the legislation of Republic of Azerbaijan and th
international treaties to which the Republic of Awgjan is a party.
In accordance with the legislation of the Repubtit Azerbaijan and the
international treaties to which the Republic of Amgjan is a party, the funds
other property confiscated on the territory of Republic of Azerbaijan may b
fully or partially delivered to the state where tmurt decision has been made.

Recommendation of
the MONEYVAL
Report

Together with the creation of an FIU the evaluataatso recommend th
introduction of a legal obligation for financial termediaries to report suspicioy
transactions and activity to the FIU.

Measures taken to
implement the
Recommendation of
the Report

Based on the article 7.2 of the AML/CFT Law, finednstitutions and DNFBH
shall make suspicious transaction report (STR)itark€ial Monitoring Service o
funds or other property, transactions with them &mel attempts to carry ot
transactions regardless of their amount involvimgfollowing features:

» in situations that cause suspicions or reasonablengs for suspicions ths
funds or other property are the proceeds of a odmactivity or are related t
terrorist financing;

e on any transaction with the funds or other propegociated with th
citizens of the country which do not or insuffidignapply international standarg
against ML/TF, with the persons registered or thaho has a residency
permanent business in this country, with the perssho has a bank account
banks registered in this country;

* on any transactions from bank accounts of polificekposed persons (¢
foreign country;

» on transfer of funds from anonymous accounts that eut of the

\S

jurisdiction of the Republic of Azerbaijan to theblic of Azerbaijan, as well
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transfer funds to the anonymous accounts that ateobthe jurisdiction of the

Republic of Azerbaijan.

The Regulation on submission of STR (and CTR) izmened by the Financia

Monitoring Service. The STR shall contain the faliog information:
type of transaction;

date of execution of transaction;

amount of executed transaction;

necessary information for the identification of dégand natural persor
conducting the transaction;

information about the beneficial owner;

information on the nature, as well as the inforomatidescribing
chronological history of the transaction;

the grounds stipulating the suspiciousness of éietit.

a

The STR shall be submitted before the executiotheftransaction. Where non—

execution of a transaction is impossible or wheig known that  non—executig
of the transaction may cause impediments for ifleation of the beneficial owne

after execution of the transaction the monitoringitees shall immediately inform

Financial Monitoring Service.

Recommendation of
the MONEYVAL
Report

The FIU should keep adequate statistics on recebusgicious transaction repor
as well as on requests for assistance.

Measures taken to
implement the

Recommendation of
the Report

In order to centralize statistical information, Nitmy of National Security an
General Prosecutor Office within the framework kit powers shall subm
statistical information on the offences relatedthe legalization of criminally

obtained funds or other property and the financaigterrorism to Financial

Monitoring Service (articles 13 and 18 of the AMETCLaw).

The information submission form is defined by tlieaRcial Monitoring Service.
Additionally, Financial Monitoring Service is autiiwed by the Statute to prepa
relevant statistic reports in accordance withindbepe of its activity.

Recommendation of|
the MONEYVAL
Report

Attention will need to be given to the number aathing of staff when the FIU i
fully established.

n

— L

Measures taken to
implement the

Recommendation of
the Report

Preparation and support for implementation of imierand external training plar
for the staff of FMS as well as AML/CFT stakehoklés one of the priorities i
Financial Monitoring Service’s Action Plan.

The ongoing employee training programs do not pilesany time limits and wil
be organized and implemented on a regular bastheecdAML/CFT stakeholder
whose duties demand knowledge of AML/CFT requiretsieas the raisin
awareness, increasing of knowledge and sharing pesttice are essenti
conditions for solid foundation. Training must beoyided by qualified expert
having perfect knowledge of current ML/FT technigiumethods and trends as w
as AML/CFT laws and regulations. Training requiretseshould have a differe
focus for new FMS staff, relevant supervision atities, Financial Institutions
DNFBP as well as their compliance officers and #hotemind of their
responsibilities and keep informed them of new tments.

1S
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(Other) changes
since the last
evaluation

As to the Methodology for Assessing Compliance withe FATF 40
Recommendations and the FATF 9 Special Recommemdati
26.1. Countries should establish an FIU that serassa national centre fo
receiving (and if permitted, requesting), analysiagd disseminating disclosures

of

STR and other relevant information concerning sosgeML or FT activities. Th

D

59



FIU can be established either as an independenegorental authority or withir
an existing authority or authorities.

Based on Presidential Decree dated February 23 20@ in order to provid
implementation of the state policy in AML/CFT splgeto improve the supervisid
system and to coordinate the activity of the rehewstate authorities in this field th
Financial Monitoring Service under the Central Bafikthe Republic of Azerbaija
has been established.

As to the article 17 of the AML/CFT Law and its i, Financial Monitoring
Service shall receive and request information fforancial institutions, DNFBP
supervision authorities and other state authoritéeslyze this information an
disseminate the STR and other relevant informat@cerning suspected ML or H
activities to the General Prosecutor Office andiMig of National Security.

26.2. The FIU should provide financial institutioasd other reporting parties wit

guidance regarding the manner of reporting, inchglithe specification of

reporting forms, and the procedures that shoulddtiewed when reporting.

According to the article 11 of the AML/CFT Law aitgm 10.4 of the Statute,

Financial Monitoring Service shall determine regolas of submission o
information on CTR and STR stipulated by the AMLICEaw. The reporting forn
and its specification, as well as the procedureg #hould be followed whe
reporting had been already defined in the artidl®fithe AML/CFT Law.

26.4. The FIU, either directly or through anothesngpetent authority, should be

authorised to obtain from reporting parties addited information needed t
properly undertake its functions.
Based on the article 17 of the AML/CFT Law and itdrh.5 of the Statute
Financial Monitoring Service may request financialstitutions, DNFBP,
supervision authorities and other state authortbesubmit information defined i
article 11 of this Law for the purposes of inquiglso within the framework @
analysis and its own authority Financial Monitoriisgrvice may obtain fron
mentioned bodies or other state authorities additionformation needed t
properly undertake its functions.
26.6. The FIU should have sufficient operationaleépendence and autonomy
ensure that it is free from undue influence orrigesnce.
The Statute of the Financial Monitoring Service agproved by President of tf
Republic of Azerbaijan, so FMS is subordinated dolyhe Head of state. Financ
Monitoring Service is headed by Director, and Dioecand his Deputy ar
appointed and dismissed by the President of theulitiepof Azerbaijan (Statute
items 12 and 13). According to the Statute, Directo

* manages the activity of the Financial Monitoring\&ee and organizes it
current functioning (item 14.1);

» every three months submits the report on the agtonly to the Presider
of the Republic of Azerbaijan (item 14.9).

» appoints and released from the position Financiahikbring Service staf]
(item 14.3);

* gives imperative orders and decrees regarding thanEial Monitoring
Service activity (item 14.5);

» cancels unlawful orders and decisions of the Firgmdonitoring Service
officials (item 14.6);

» without a power of attorney represents the FMS dlations with state
authorities and other persons of the Republic aérBaijan and foreign countrie
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within competences organizes negotiations withveslé state authorities of foreig
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states and international organisations; particgpatenternational negotiations, and

signs international instruments in a manner defimgtegislation (item 14.7).

26.7. Information held by the FIU should be sequmglotected and disseminated

only in accordance with the law.
Based on the article 17.4 of the AML/CFT Law, imf@tion held by Financia

Monitoring Service shall be securely protected ased solely for the goals of this

Law; also the information protection system shallcbeated.

According to the items 10.17 and 10.18, Financiahkbring Service shall securely
n

protects information obtained as a result of itdvag, establishes the informatio
protection system; as well as stores and protectiv@ documents.
26.8. The FIU should publicly release periodic reappand such reports shou

include statistics, typologies and trends as waell iaformation regarding it$

activities.
In accordance with its Statute, Financial Monitgriervice shall prepare relevs

statistic reports in accordance within the scopet®factivity; publicly release

periodic reports including statistics, typologiedddarends as well as informatig
regarding its activities; provides the financiaktitutions and DNFBP that a
required to submit information, with adequate amgrapriate feedback (item
10.13-10.15).

26.9. Where a country has created an FIU, it shoatmhsider applying fo
membership in the Egmont Group.

By the item 11.6 of the Statute Financial MonitgriBervice is entitled to apply fc
membership in the specialised international instins.

26.10. Countries should have regard to the Egmamiu@ Statement of Purpose

and its Principles for Information Exchange Betwédeanancial Intelligence Units
for Money Laundering Cases (these documents setimopbrtant guidance

concerning the role and functions of FIUs, and thechanisms for exchanging

information between FIU).

Financial Monitoring Service is authorized to emsuoelations of the Republic of

Azerbaijan with international organizations, to pemate with relevant agencies

other states and in accordance with the legislatmnconclude international

instruments (item 11.7 of the Statute).
Additionally, Financial Monitoring Service is emitl to initiate joining of the
Republic of Azerbaijan to international instrumerggarding the issues connect
with the scope of its activity.
Paying special attention to the international coafen, Financial Monitoring

Service requested the Egmont Group of FIUs fomtleenbership and submitted a

relevant documents to this end. At present, meatiapplication letter is under t
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consideration by the Egmont Outreach Working Graod the FMS is expecting
for advises on further actions required in orderbecome an Egmont Group

member.

Recommendation 27 (Law enforcement authorities)

Rating: Partially compliant

Recommendation of|
the MONEYVAL
Report

One agency should be clearly tasked with the récamul investigation of STR
when the draft law is passed. If the present aresmgnts are retained, all ST#
should be copied to the General Prosecutor sotieatan actively co-ordinate the
investigation.

Measures taken to
implement the

As to the article 17 of the AML/CFT Law and its ®t®, where Financig
Monitoring Service within the framework of analysistermines that the execut
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Recommendation of
the Report

transaction is related to legalization of crimigatibtained funds or other proper
and financing terrorism, information on legalizatiof criminally obtained funds g
other property shall be submitted to the Generas&sutor Office, and informatio
on financing terrorism shall be submitted to thenistry of National Security.

ty

>

Recommendation of
the MONEYVAL
Report

All investigation bodies responsible for detectiamd investigation of proceed
generating cases need to be sensitised to the tampm# of the financial aspects
these cases.

Measures taken to
implement the
Recommendation of
the Report

According to article 38.1 of the Criminal Procedut®de, the detecting ar
investigating law enforcement officers, as wellths prosecutors, in case if th
receive information on criminal action or detece tbriminal action, shall tak
necessary measures to preserve the relevant egi@eagcconduct investigations
such action within their competence according t rdquirements of the crimin
procedure legislation.

This legal provision prescribes the mandatory arahiprosecution of all offence
detected by the law enforcement agents and prasscuiln this regard, a
investigation bodies responsible for detection dndestigation of proceeds

generating cases are bound to investigate thedialaaspects of the cases withi

the boundaries of their jurisdiction. In case istfalls out of their jurisdiction, the
are bound to report the matter to the supervisioggrutor. It is the statutory pow
of the Prosecutor General of the Republic of Azgsbato extract the investigatia
of the criminal case from the investigating auttyorin case if such investigatig
falls out of its investigational jurisdiction, artd assign the investigation to ti
appropriate authority. Given such procedural sadedg) the investigation of th
financial aspects of the case is not under jeopardy

However, the investigation of the financial aspemftdshe cases is subject to t
system of checks. In the early years of indeperglghe law enforcement agenc
had some negative practices of exceeding their poimethe context of mandato
examining of all aspects of the case, includindfitie@ncial aspect.

Therefore, the President of the Republic of Azgdmaiissued the Decree ¢

Excluding the Obstacles to the Development of Eméweeurship in 2002, late

amended in 2006, which increased the supervisigheotriminal investigation an
introduced the necessity to justify investigatioh the financial aspects b
producing substantiating arguments.

Recommendation of
the MONEYVAL
Report

A concerted effort should be made now to raise aness of the law enforceme
community that money laundering is not just an adjuo corruption cases, bl

that through money laundering investigations mowecess can be achieved |i

confiscation of the real indirect profits made krganised crime. To this end lal
enforcement and prosecutors need more training \ddeatial issues in mone
laundering cases, perhaps looking at how prosesutorother jurisdictions tackl
some of the difficult evidential issues in thessesa

Measures taken to
implement the
Recommendation of
the Report

The development, parliamentary debates and pass$itite AML/CFT Act was alf
the focus of the public. A serious of measureduiling press conferences, rou
tables and public discussions were held to advotaeBill and to raise th
awareness of the public in this regard, involvitg tcivil society and foreig
diplomatic representations, including the US Embpa3he establishment of th
Financial Monitoring Service and arrangement of weries of trainings ir
cooperation with the US Embassy and within the &éaork of the AZPAC projec
of the Council of Europe, all of these measures @med at raising publi
awareness in respect of the money laundering asrgedous crime. Mone

laundering was presented as a standalone phenomeobm the context of an
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other crimes.

Recommendation of
the MONEYVAL
Report

An approach to autonomous money laundering urgemlyds to be developed
one which does not call for a prior conviction fine predicate offence in mon
laundering cases.

Measures taken to
implement the
Recommendation of
the Report

Since there is no obstacle for criminal prosecutbrihe stand alone offence

money laundering, this aspect has been introduttedtiie curricula of trainings @
the Anticorruption Department under the ProsecuB®neral within differen
frameworks for trainings.

Recommendation of
the MONEYVAL
Report

More should be done to train the major investigatdn modern financia
investigation techniques, which will uncover lauriig cases.

Measures taken to
implement the
Recommendation of
the Report

Mentioned issues have been introduced into theictlar of trainings of the
Anticorruption Department under the Prosecutor @aEnewithin different
frameworks for trainings.

Recommendation of
the MONEYVAL
Report

In major cases, where the prosecutor is asked kyRhblice to obtain a court

decision concerning coercive measures, the proseaiiould proactively considsg
the classification of the case — whether the cdsrilsl be considered not just
one where the predicate offence only is investiyabet it is recommended that
should advise investigators, in appropriate casgespursue the money launderir
aspects.

=
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Measures taken to
implement the
Recommendation of
the Report

According to article 38.1 of the Criminal Procedut®de, the detecting ar
investigating law enforcement officers, as wellths prosecutors, in case if th
receive information on criminal action or detece tbriminal action, shall tak
necessary measures to preserve the relevant egi@eagcconduct investigations
such action within their competence according t® rquirements of the crimin
procedure legislation.

d
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Recommendation of
the MONEYVAL
Report

The mindset of law enforcement and prosecutors hwbimcentrates only on th
predicate offence, whether it is corruption, drug fmuman trafficking, withou
considering the money laundering aspects needg tchbnged if any real succe
in this area is to be achieved now that the mormeyndering offence has beg
extended beyond the drugs predicate.

Measures taken to
implement the
Recommendation of|
the Report

Since there is no obstacle for criminal prosecutbrthe stand alone offence

money laundering, this aspect has been introdutgedte curricula of trainings @
the Anticorruption Department under the ProsecuBmneral within differen
frameworks for trainings.

(Other) changes
since the last
evaluation

Recommendation 29 (Supervisors)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

The authorities should provide supervisors with cadge powers of enforceme
and sanction against the directors or senior mamaget of financial institution
for failure to comply with or properly implementguarements to combat mon
laundering and terrorist financing.

237

Measures taken to
implement the
Recommendation of
the Report

Financial sanctions for failure to comply with AMLFT requirements ar|
envisaged by the article 348-3 of the Code of Adstiative Infringements.
Additionally, the article 6.4 of the AML/CFT Law q@vides that violation of thg

1%

requirements of this Law by the financial instituts and DNFBP operating unde

63



license, which are in breach of this Law, are sttbfe a sanction of revocatia
(annulling) of the license in accordance with tlegidlation of the Republic @
Azerbaijan or undertaking other measures providgdthe legislation of the
Republic of Azerbaijan.

Currently, where the supervision authorities witltie frame of their competen
will have information on non—compliance of the fiséal institutions and DNFBF
with the requirements of the AML/CFT Law, they dhalbmit such information t
the court for enforcement of administrative fines Bkmay be concluded from th
article 348-3 of the Code of Administrative Infrergents, the sanctions 4
available in relation not only to the legal persbosalso to their official persons.

(Other) changes
since the last

evaluation

Recommendation 30 (Resources, integrity and trainy)

Rating: Partially compliant

Recommendation of|
the MONEYVAL
Report

Reconsider resources for AML/CFT issues in allascand review and establis
clear integrity standards for law enforcement angeyvisors in the context (
AML/CFT.

Measures taken to
implement the
Recommendation of
the Report

Currently this Recommendation is in the processlémpntation by various sta
authorities within the framework of their capacity.
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Recommendation of|
the MONEYVAL
Report

More relevant AML/CFT training required for law emnéement, prosecutors ar
judges.

d

Measures taken to
implement the
Recommendation of
the Report

The Action Plan for the implementation of the Na#tb Strategy For Increasin
Transparency and Anticorruption 2007-2011 (the sdcpational anticorruptio
strategy) envisages the organization of the joiatnings for law-enforcemer
officers, prosecutors and judges in the field dfcnruption and money launderin
In order to implement this task, the Ad Hoc groag been established from amo
the representatives of the training centres oflalaeenforcement agencies and f
chairman from the Anticorruption Department. The Adc group is charged wit
the development of the training curricula. Investign of the money launderin
offences was the subject of the series of trainiggnized according to the plan
trainings run by the US Embassy and US Departniehusiice in 2008 and 2009.

SO >S5@ =~ a@a
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Recommendation of|
the MONEYVAL
Report

Staff of all supervisory bodies should be requitedmaintain high professiong
standards and to keep professional secrets cortfaleand clear ethical rules
should be developed.

1

Measures taken to
implement the
Recommendation of
the Report

Staffs of all supervisory authorities designatedthg AML/CFT legislation are

considered to be civil servants. Relations betvgtate and civil servants in the ar
of civil service and issues related to the legatiust of civil servants are regulated
Law of the Republic of Azerbaijan “On Civil Service

Article 18.0.8 of this Law requires from civil semts to keep confidenti
information revealed during performance of officéhlties and not demand su
information excepting the cases anticipated by lodihe Republic of Azerbaija
“On Civil Service”.

The Statutes of all supervisory authorities contaandatory provision to secure
protect information obtained as a result of thetnty.
Additionally, article 18.0.12 of this Law requiré®m civil servants to observe tf
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ethics conduct rules. For this matter, Law of trepliblic of Azerbaijan “On rule
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of ethical conduct of civil servants” was adoptad2D07. Objective of this Law tp
3|

determine the ethics conduct rules in relation ital servants, as well as leg

framework to comply with the ethics conduct ruldscording to the article 17.3 d

the mentioned Law civil servant shall not use thérmation obtained durin

his/her term of service for his/her private intése®rovisions of the Law “On rulg

of ethical conduct of civil servants”.
By article 17.4 of the AML/CFT Law Financial Moniing Service is obliged t

create an information protection system. Informatield by Financial Monitoring
Service shall be securely protected and used fer gbals of the AML/CFT|

legislation.

D

(Other) changes
since the last
evaluation

Recommendation 31 (National co-operation)

Rating: Partially compliant

Recommendation of|
the MONEYVAL
Report

When the AML Law is passed, a working group atpiblicy level to monitor the

effectiveness of its application and the effectgsnof the system overall would

assist.

Measures taken to
implement the

Recommendation of
the Report

As it has been already explained to the expertkarcourse of the Third Round
Mutual

Government to coordinate interrelations betweemvesit state authorities. |

Statute was adopted by the Government as well. &kTorce consists @

responsible representatives of all AML/CFT stakdbod and chaired by the He
of Delegation of the Republic of Azerbaijan to MOKMEAL. In accordance with
its Statute, Experts Group meets every month. Alitg this extra meetings ma
be held on the initiative of its chair or other nimrs. The Experts Group has
own Secretariat which is responsible for activityGooup.

Evaluation, there is sufficient procedure place to monitor the
effectiveness of the AML/CFT framework. A Task Feron Measures against
Money Laundering and Financing of Terrorism wasatgd in 2003 within the

its

Recommendation of
the MONEYVAL
Report

At the working level it is advised that the newbpainted FIU creates a workin
group or groups which reach out to the financiattee and relevant parts of th

DNFBP to assist the process of embedding the newigons into Azerbaijani

practice.

D Q

Measures taken to
implement the
Recommendation of
the Report

By item 11.9 of its Statute, Financial Monitoringr8ice is entitled with the powe
to establish interagency cooperation and consudtatiodies, working groups$

involves experts and specialists in its activityd @rders independent researches
With this in mind,ad hocworking group had been created for the purposesdst

to the financial sector and DNFBP in the processmbedding the new AML/CFT

Law.

=

Recommendation of|
the MONEYVAL
Report

Similarly, the FIU will need to co-operate in a tegtway than the NBA is able to do
at present with law enforcement to ensure thatRhé receives feedback on the
cases it sends to law enforcement and is thustaldéve feedback to the reporting

entities.

Measures taken to
implement the
Recommendation of
the Report

Based on items 10.9 and 10.10 of its Statute Fiahionitoring Service fulfils

following functions in accordance with the scopedfivity set forth by the Statute:

when during the analysis of reports or other datacting the elements of
crime in transaction, submits information on legatlion of criminally obtaine
funds or other property to the General Prosecuttiicé® of the Republic of
Azerbaijan, and information on the financing ofrégism to the Ministry of

a
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National Security of the Republic of Azerbaijan ayads feedback from them;

* when obtaining information on non—compliance oéfinial institutions ang

DNFBPs with the requirements of the AML/CFT Law suts such information tg
the relevant supervision authorities for enforceiméa these persons ¢
administrative or stipulated by the national legfisin other measures and g
feedback from them.
In order to implement the provisions of the FATFcB@mendation 25 Financi
Monitoring Service shall provide the financial ihstions and DNFBP that ar
required by AML/CFT Law to submit information, witddequate and approprig
feedback (item 10.15 of the Statute).

(Other) changes
since the last
evaluation

Recommendation 32 (Statistics)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

More statistics need to be available to review panfance of AML/CFT systems
a regular basis.

Measures taken to
implement the
Recommendation of
the Report

Under the AML/CFT Law (article 18) and in order tmentralize statistical

information, General Prosecutor Office and the Bty of National Security withir
the framework of their powers shall submit statitiinformation on the offence
related to the legalization of criminally obtain&ehds or other property and tf
financing terrorism to Financial Monitoring Servioe semiannual basis.
Regulation and a form of information submissionlviié defined by Financis
Monitoring Service together the law enforcemenhatrities.

1
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Recommendation of|
the MONEYVAL
Report

Keep comprehensive statistics on ML investigatipngsecutions and convictior
and on provisional measures and confiscations in ¢dkses and in other majg
proceeds generating cases.

S

=

Measures taken to
implement the
Recommendation of
the Report

Please see item above.

Recommendation of
the MONEYVAL
Report

Keep statistics on MLA and FIU to FIU cooperatiohem the FIU is establishe
and keep statistics showing the range of intermatiocooperation by thg
supervisory authorities with their counterparts.

o
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Measures taken to
implement the
Recommendation of
the Report

Based on its Statute, Financial Monitoring Sensball prepare relevant statis
reports in accordance within the scope of its @gtiand publicly release period
reports including statistics, typologies and treadswell as other information i
relation to its activity.

ic
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(Other) changes
since the last

evaluation

Recommendation 33 (Legal persons — beneficial owrgr

Rating: Partially compliant

Recommendation of|
the MONEYVAL
Report

Commercial, corporate and other laws do not requagequate transparend
concerning the beneficial ownership and contrdiegial persons.

Measures taken to
implement the

In order to implement this Recommendation it ispmsed to amend the Law of t

ne

Republic of Azerbaijan “On the state registrationl atate register of legal persor

sn
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Recommendation of
the Report

with new provisions concerning the beneficial ovetdp and control of legs
persons. After amendments it will be mandatory tovige information on
beneficial owner for establishment of a legal persadditionally, information or
beneficial owner alongside with other data will ibeluded state register of leg
persons.

Also it is proposed to implement essential critefaRecommendation 5 into th
article 9 of the AML/CFT Law:

Amended article 9.8.The monitoring entities, in cases stipulated iticler 9.2 of
this Law, shall verify the identification data dfeir customers and benefici
owners using reliable, independent sources. Forcadtomers, the monitorin
entities should determine whether the customercii@ on behalf of anothe

person, and should then obtain sufficient iderdifin data stipulated in article

9.4-9.6 of this Law to verify the identity of thather person.

For customers that are legal persons, the mongaeintities are required to tal
reasonable measures to understand the ownershipcamntdol structure of the
customer, and to determine who are the naturalopsrshat ultimately own g
control the customer (this includes those persohe exercise ultimate effectiy
control over a legal person or arrangement).

e

Recommendation of|
the MONEYVAL
Report

No full transparency of the shareholders of comeanihat have issued bear
shares and no specific measures taken to ensutd#aser shares are not misus
for money laundering.

Measures taken to
implement the
Recommendation of
the Report

According to the article 106-2.1 of the Civil Codejnt stock companies ar
required to perform the registry of the sharehadwr later than 30 days after t
registration of the joint stock company.

According to the article 2.1 of the “Regulations disclosure of information an
conclusion of transactions with affiliated persdmg the issuers of investme
securities” companies shall disclose the infornmatiegarding the appointment
the members of the board, of the board of directexecutive board, as we
information regarding their ownership of more tH&@96 in other legal persons.

d
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(Other) changes
since the last

evaluation

Recommendation 35 (Conventions)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

Criminal legislation ratifying the Vienna and Pameo Conventions and th
Terrorist Financing Convention should be furtherearded to fully ensure that th
money laundering offence fully reflects the terrhshe Conventions so far as
consistent with fundamental principles of dome&iw, and that the terroris
financing offence is fully consistent with the 1@@$hvention.

is
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Measures taken to
implement the
Recommendation of|
the Report

Please see comments in relation to FATF Recommendht

(Other) changes
since the last
evaluation

Recommendation 38 (MLA on confiscation and freezing

Rating: Partially compliant
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Recommendation of
the MONEYVAL
Report

The Azerbaijani authorities are recommended to ictamsa review of existing lay
and practice in this area to identify any featumsich may act as barriers to th
development of practical co-operation of this type.

Measures taken to
implement the
Recommendation of
the Report

In order to broad range of offences susceptibledwfiscation domestically an
align provisional measures with the FATF Recomménda3 it is proposed t
amend sanctions of all designated categories ofexriwith confiscation (availab
for the basic and aggravating forms of the crime).

Based on article 20 of the AML/CFT Law, state auties of the Republic o
Azerbaijan carrying out their activity in the fietif combating the legalization ¢
criminally obtained funds or other property and tiancing terrorism, sha
cooperate with the competent authorities of forestates in this area, exchange
information on committed crimes, execution of theurt decisions and criming

prosecution in accordance with the legislationhef Republic of Azerbaijan and the

international treaties to which the Republic of Awgjan is a party.

The execution of requests on legal assistancdatior to legalization of criminally
obtained funds or other property and the finandargorism, also the recognitig
and execution of the court decisions of foreigntestain that sphere shall |
regulated in accordance with the legislation of Republic of Azerbaijan and th
international treaties to which the Republic of Awgjan is a party.

Funds or other property confiscated on the texritafrthe Republic of Azerbaija
may be fully or partially delivered to the stateesh the court decision has be
made.
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(Other) changes
since the last
evaluation

Recommendation 40 (Other forms of co-operation)

Rating: Partially compliant

Recommendation of|
the MONEYVAL
Report

Establish a FIU and apply to Egmont.

Measures taken to
implement the
Recommendation of
the Report

Based on Presidential Decree dated February 23 20@ in order to provid
implementation of the state policy in AML/CFT sphgeto improve the supervisig
system and to coordinate the activity of the rehéwstate authorities in this field th
Financial Monitoring Service under the Central Bafkhe Republic of Azerbaija
has been established.

The Financial Monitoring Service is guided in itdiaty by the Constitution of thg
Republic of Azerbaijan, international agreements wihich the Republic o
Azerbaijan is a party, the AML/CFT Law, its Statuded relevant internation:
standards.

The Director and Deputy Director of the newly esthied Service were appointe

by the President of the Republic of Azerbaijan.Statute, structure, staff and t
budget were also approved.

Financial Monitoring Service is authorized to emsuelations of the Republic ¢
Azerbaijan with international organizations, to pemate with relevant agencies
other states and in accordance with the legislatmnconclude internationg
instruments (item 11.7 of the Statute).

Additionally, Financial Monitoring Service is emitl to initiate joining of the
Republic of Azerbaijan to international instrumerggarding the issues connecl
with the scope of its activity.

Paying special attention to the international coafen, Financial Monitoring

oo\ ijw
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Service requested the Egmont Group of FIUs fomteenbership and submitted all
relevant documents to this end. At present, meatiapplication letter is under the

consideration by the Egmont Outreach Working Graod the FMS is expectin
for advises on further actions required in orderberome an Egmont Grou
member.

g
p

Recommendation of|
the MONEYVAL
Report

Establish a firm legal basis for supervisory exolpes of information in TF (an
ML) and establish more practice.

d

Measures taken to
implement the
Recommendation of
the Report

Implementation of thisRecommendation is one of the prioritie$ the Financial
Monitoring Service Action Plan. It is arranged to sign Memorandum
Understanding for exchange of information betwegmesvisors as it is prescribg
by the FATF Recommendation 40.

2d

(Other) changes
since the last
evaluation

Special Recommendation | (Implement UN instruments)

Rating: Partially compliant

Recommendation of|
the MONEYVAL
Report

Criminal legislation ratifying the Terrorist Finamg Convention should be furthg
amended to fully ensure that the terrorist finagcoffence is fully consistent wi
the 1999 Convention.

9%
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Measures taken to
implement the
Recommendation of
the Report

Please see comments in relation to SR II.

Recommendation of
the MONEYVAL
Report

It is recommended that Azerbaijani authorities feine their system fo
implementing UN SC Resolutions relating to prewentand suppression (
financing terrorism (S/REC/1267 (1999) and S/REZBLR001) by developing arn
implementing the necessary procedures and mechanism

=
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Measures taken to
implement the
Recommendation of
the Report

Please see comments in relation to SR lIl.

Recommendation of
the MONEYVAL
Report

The following issues still need to be addressed:

. liability of legal persons is not covered;
. awareness of some reporting entities with respecdheir role in CTF
mechanism;

. a specific procedure for unfreezing the funds tieotassets of persons
entities inadvertently affected by a freezing mam upon verification
that the person or entity is not a designated perso

Measures taken to
implement the
Recommendation of
the Report

Concerning the introduction of criminal liabilityorf legal persons, please
informed as follows. Criminal Code of the Repubbf Azerbaijan does ng
recognize legal persons as subjects of a crimdirestly stated in article 19 of th
Criminal Code, under which to criminal liability ahbe subjected person, who h
mental capacity, committed a crime and reachedoppate age, settled by th
Criminal Code. This provision reflects one of thendamental principles d
criminal legislation — the principle of personaltility of a person.

Nevertheless, Azerbaijani legislation establishifsceve sanctions against leg
persons for offenses related with money laundengterrorist financing. In

al

particular, article 348-3 of the Code of Adminisitra Infringements stipulates &

in
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administrative fine of 8,000 up to 15,000 manats ¥wlations of AML/CFT
legislation by legal persons.
Under article 6.3 of the AML/CFT Law, institutiorgperating under a licens

which are in breach of this Law, are subject t@@action of revocation (annulling

of the license.

Liquidation of legal persons implicated in terroractivities, including terrorist
financing, is envisaged in the Law of the RepuldlicAzerbaijan dated 18 Jurn

1999 No. 687-1Q “On Suppression Terrorism”.
The possibility of court-ordered liquidation of amprofit institution engaged i

unlawful activity is envisaged in article 59.2.3tae Civil Code and article 31 of

the Law of the Republic of Azerbaijan dated 13 JAAB0 No. 894-1Q “On non
governmental organizations (public associationsfands)”.

Finally, article 59.2.3 of the Civil Code of the frablic of Azerbaijan stipulates th
a legal person may be liquidated by court decisfoit engages in activitie
prohibited under legislation, or commits repeated goave violations of the
legislation.

(Other) changes
since the last
evaluation

Special Recommendation Il (Freeze and confiscatetrorist assets)

Rating: Non-compliant

Recommendation of|
the MONEYVAL
Report

A comprehensive and transparent legal structure mm&ds to be put in plag
which ensures that all the financial sector receidesignations and understands
obligations under UNSCR 1267 and 1373.

its

Measures taken to
implement the
Recommendation of
the Report

Action Plan to improve the Azerbaijani AML/CFT sgBt provides for a speci

item devoted to issue of bringing the national d&gion on freezing of assets into
line with the FATF Special Recommendation IIl arftk tother international
instruments. Regulation shall be prepared and apprto this end, and after that

legal framework will comply with the UNSCR 1267 ah873 and FATF SR Il

Recommendation of|
the MONEYVAL
Report

There should be a mechanism for conversion intobagan Law of designation
under UNSCR 1267 and in the context of UNSCR 13f@&cifically, there shoul
be a clear national authority for designations und873 and for consideration ¢

foreign requests for designations. This mechanisustnassess without delay
whether reasonable grounds or a reasonable basstseto initiate in Azerbaijan a

freezing action (and subsequent freezing of fundstleer assets) in respect
persons designated by third countries.

S o wm

Measures taken to
implement the
Recommendation of|
the Report

For the implementation of UNSCR 1267 (1999) a sgelbecree 470 of 15 Jul

2000 of the President of the Azerbaijan Republis adopted. Civil Code provides

for the arrest of money resources on accounts uthdedecision of the courts

cases stipulated by law. For the implementatio®NSCR 1373 (2001) Speci
Decrees 824 of 3 November 2001 and 920 of 11 M#&2 29 the President of th
Azerbaijan Republic were adopted. The Decree d¥iag 2002 includes a Plan a

n
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sets out the areas of responsibility for each Mipiand department and requires
them to take action to implement the Plan. The éandier decrees simply asked the
relevant ministries and departments to make plansplement the two UNSCRS.

While in respect of UNSCR 1267, the United Natid®scurity Council 126

Committee designates persons whose assets ordmads be frozen, the evaluators
were not advised of any competent authority fomgbdesignation of the persops
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and entities that should have their funds or o#issets frozen, or which examin
and, as appropriate, gives effect to the actionsated under the freezin
mechanisms of other jurisdictions in the conteXtdbiSCR 1373.

Recommendation of
the MONEYVAL
Report

All designations under 1267 and 1373 should be comizated promptly to al
parts of the financial sector.

Measures taken to
implement the
Recommendation of
the Report

The United Nations lists are forwarded to the Miiof Foreign Affairs, which
then pursuant to Presidential Decree # 920 digethuhe lists by way of th
Government to the Ministry of National Security, i@l Bank, Ministry of

Finance, Customs Committee, Ministry of the InteriMinistry of Justice, the
Prosecutor General, the State Committee on Sexsuritists of other countries are

also circulated in the same way.

Recommendation of|
the MONEYVAL

D

es

All parts of the financial sector which may holdgeted funds should be given

clear guidance on the wide meaning of funds orratissets in the context of SR.|

Report as defined in Criterion 111.4.

Measures taken to | This Recommendation will be implemented by wayrainings.

implement the

Recommendation of

the Report

Recommendation of| All of the financial sector needs to understand tivbethe system is administratiye

the MONEYVAL | in the sense that they are positively required aket initial freezing actions

Report themselves, or whether they should simply notifyaathority of a match with a
view to an application by the competent authorifi@sa freezing order from the
courts.

Measures taken to | Currently AML/CFT Law contains provisions on lede#dezing mechanism. There

implement the are concrete requirements on the financial ingtitist and DNFBPs as to their

Recommendation of| quties on notification of competent state authesiti

the Report

Recommendation of| There needs to be publicly known procedures folistieg and unfreezing and far

g‘sp'\c/)'r?NEYVAL those inadvertently affected by freezing mechanisms

Measures takento | Special Regulation expected to be prepare withirAation Plan will cover thig

implement the issue.

Recommendation of

the Report

Recommendation of The Azerbaijan authorities may wish to considerrtiegits of a more administrativie

the MONEYVAL procedure for handling SR.III in its entirety, seti to proper safeguards

Report (especially with regard to bona fide third Parties)

Measures taken to | This Recommendation is one of targets of proposgliRtion.

implement the

Recommendation of

the Report

Recommendation of| All supervisors should be actively checking conmmié@awith SR.III and sanctions

g‘sp'\c/)'r?NEYVAL should be available (to be applied by the supersisior non-compliance.

Measures takento | There were not any cases of breach legislation eraimy SR 1ll, and possible

implement the sanctions hadn’t been applied in practice.

Recommendation of

the Report

Recommendation of| Dedicated AML/CFT legislation is required that inses duties on the regulated

tlgsp'\gr?NEYVAL sector with sanctions in the event of non-compkanc
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Measures taken to
implement the
Recommendation of
the Report

AML/CFT Law contains provisions on legal freezingechanism. There are
concrete requirements on the financial institutiand DNFBPs as to their duties pn
notification of competent state authorities. CutlseiMinistry of Foreign Affairs
and FIU are designating authorities for UNSCR 126d 1373.

Under the circumstances listed below financialitagons and DNFBPs shall not
execute the transactions for 2 business days amadl steke STR to FlI
(administrative freezing):

» in situations that cause suspicions or reasonablgngs for suspicions that
funds or other property are the proceeds of a odmactivity or are related t
terrorist financing;

e on any transaction with the funds or other propetgociated with th
citizens of the country (territory) determined b t-1U, with the persons registered
or that, who has a residency or permanent businetsgs country (territory), wit
the persons who has a bank account in banks reggistethis country (territory);

* on any transactions from bank accounts of poliicakposed persons of
foreign country;

» on transfer of funds from anonymous accounts that eut of the
jurisdiction of the Republic of Azerbaijan to theblic of Azerbaijan, as well
transfer funds to the anonymous accounts that ateobthe jurisdiction of th
Republic of Azerbaijan.

Under the AML/CFT Law, Financial Monitoring Servibased on the information

obtained, shall within 2 business days take detitiosuspend the execution of @an
STR. Execution of an STR shall suspended by FiahMtonitoring Service for
72 hours period.

Where Financial Monitoring Service takes decisiorstispend the execution of an
STR the decision and relevant documents shall beeitiately sent to the st
authorities which are responsible for criminal gmd#ion on legalization af
criminally obtained funds or other property (GehdPaosecutor Office) and the
financing of terrorism (Ministry of National Seciy.
Such freezing should take place without delay armihout prior notice to the
designated persons involved. The persons violatimg requirement shall bear
criminal liability. The Criminal Code of the Repibf Azerbaijan was amended
by the article 316-2 with below content:

Article 316—2. Disclosure of information about themeasures to be taker
against the legalization of criminally obtained furs or other property and the
financing of terrorism

316-2.1.Except the cases prescribed by the Law, disclotwemeasures to he
taken against legalization of criminally obtainedds or other property by a person
to whom these data has been trusted or known sitser
shall be punished by the penalty at a rate fror@ anats up to 3 000 manats, or
with imprisonment for the term up to one year wdtprivation of the right to hold
the certain posts or to engage in the certain iiesvfor the term up to three yedrs
or without it.
316-2.2.Except the cases prescribed by the Law, discloteemeasures to he
taken against financing of terrorism by a persowhom these data has been trusted
or known on service—
shall be punished by the penalty at a rate frorB@®anats up to 4 000 manats, or
with imprisonment for the term up to two years witprivation of the right to hold
the certain posts or to engage in the certain iiesvfor the term up to three yedrs
or without it.
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(Other) changes
since the last
evaluation

Special Recommendation V (International co-operatin)

Rating: Partially compliant

Recommendation of|
the MONEYVAL
Report

Broaden the TF offence to avoid dual criminalityolplems (in mutual lega
assistance).

Measures taken to
implement the
Recommendation of
the Report

Please see comments in relation to SR II.

Recommendation of
the MONEYVAL
Report

Broaden the TF offence to avoid potential dual anetity problems (extradition).

Measures taken to
implement the
Recommendation of
the Report

Please see comments in relation to SR II.

(Other) changes
since the last

evaluation

Special Recommendation VI (AML requirements for momy/value transfer services)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

The authorities should implement requirements latien to Recommendations
11, 13-15 and 21-23 for the MVT service providers.

Measures taken to
implement the
Recommendation of
the Report

Please see comments in relation to these Recomtmerslabove.

Recommendation of
the MONEYVAL
Report

The sanctioning system for infringements of thetiexj legislative acts requirin
court decisions via application of the supervis@ythorities does not work i
practice as no sanctions apart from NBA correctiveasures for banks have be
imposed so far. It should be amended to provideroeffective sanctioning regim

Measures taken to
implement the
Recommendation of
the Report

Please see comments in relation to Recommendation 1

Recommendation of
the MONEYVAL
Report

The legislation should be amended in order to pneeeiminals or their associate
from holding or being the beneficial owner of argfigant or controlling interest o
holding a management function in a bank.

Measures taken to
implement the
Recommendation of
the Report

Pursuant to article 10.1 of the Law “On Banks”, amlstrators of banks, the
branches, divisions, representations and local chies and representations
foreign banks shall be the persons having fit anoghgr characteristics.
Administrators are the members of Controllers’ BhaAudit Committee anc
Management Board of the Bank, as well as chief atamt of the bank (head
accounting service), employees of internal auditistbn, managers and chi
accountants of branches, departments and repréeantaf the bank.

r
of

)
Df
pf

Persons having fit and proper characteristics —Hlgiimpeccable natural perso

—
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who is thought to be fair and trustful for its sacposition and professional
qualities, experience, business interests of wiheiskim be the owner of majori
participation share in the bank, administrator, gerary administrator an
liquidator.
Civil impeccability for the owner of majority of picipation share, and if it is th
legal entity, for management of his executive arties, as well as the management
of subsidiary structures of the bank means theralesef criminal conviction fo
willfully committed crimes; for administrator, termgary administrator an
liquidator — absence of conviction for a committerdime, absence for crimin
records on serious and especially serious crimamsigproperty or in the sphere [of
economic activity, absence of restrictions by tloairt order, for holding of the
position or engagement in professional activitessence of the fact on insolvency
announcement by the court.
Article 22 of the Law “On Banks” regulated the redton of a significant of
controlling interest in the charter capital of th@nk. Based on this article Central
Bank shall reject the issuance of permits in follaywases:

* if managers of executive authorities of legal pers@ not have fit and
proper characteristics;

» if the natural persons do not have fit and proparacteristics.

1%

(Other) changes
since the last
evaluation

Special Recommendation VII (Wire transfer rules)

Rating: Partially compliant

Recommendation of|
the MONEYVAL
Report

The information needed for domestic wire transfel®uld include also th
originator's address and an obligation that the dmhation included in wirg
transfers is meaningful and accurate should beuided!.

1%

Measures taken to
implement the
Recommendation of|
the Report

As it has been already explained to the expertharcourse of the Third Round pf
Mutual Evaluation, there are sufficient legal pgons concerning the originator's
address and an obligation that the information udetl in wire transfers is
meaningful and accurate, in the Regulation “On Regime of Foreign Currengy
Transactions by Residents and Non-Residents inRbpublic of Azerbaijan’
approved by the Central Bank.

According to item 4.4 of Regulation an application wire transfer shall include
the information stipulated in the ID documents afedural person (first name, last
name and surname; type, serial number of an idgatidn document, as well as
date of issue and the name of an issuer auththigyoriginator's address). Based jon
internal procedures, credit institutions may reggiubmitting additional data.
Where it is impossible to identify the parties mnsaction in order as defined py
the AML/CFT Law or whether refused from submittigntification information
on the customer or beneficial owner, credit infittlus shall not perform th
relevant transaction.

Additionally, under the provisions of the AML/CFTalv, credit institutions sha
conduct CDD for customers and beneficial ownersotaefcarrying out wirg
transfers (regardless of their amount).

4%

Recommendation of|
the MONEYVAL
Report

The requirements for each intermediary and bergfjcfinancial institution in the
payment chain to ensure that all originator infotina that accompanies the wire
transfer is transmitted with the transfer must bided in the legislation.

Measures taken to

After the Third Round of Mutual Evaluation, specRégulation concerning wirg
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implement the
Recommendation of
the Report

transfers (reflected abovementioned issue as watl)been prepared and submit]
for state registration. Provisions of FATF Methamipt to SR VIl and experience
countries having positive ratings on SR VIl wereditly used.

ted
Df

Recommendation of
the MONEYVAL
Report

The sanctions regime concerning SR VII must be memte effective in order to b
applied in practice

Measures taken to
implement the
Recommendation of
the Report

There were not any cases of breach legislationaroiitg SR VII, and possible

sanctions hadn’t been applied in practice.

(Other) changes
since the last
evaluation

Special Recommendation VIII (Non-profit organisatians)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

Powers should be set out in the law and regulationensure that known terroris

organisations would be prohibited from establishiaglegitimate NPO or tg
becoming part of it in a later stage.

—

D

Measures taken to
implement the
Recommendation of
the Report

Article 11.3.2 of the Law of the Republic of Azeijaa “On the state registratio
and state register of legal persons” is dealinghwiases when prohibited
establish legal person.

So, by the Draft Law it is proposed to amend aaticl.3.2 of the Law in such a w
that when the founder of a legal person is a tmtrasrganization it shall b
prohibited to establish legal person.

=]

to

Ry
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Recommendation of
the MONEYVAL
Report

The Azerbaijani authorities should periodically imv NPOs/NGOs with the obje
of assessing terrorist financing vulnerabilities.

Measures taken to
implement the
Recommendation of|
the Report

Currently Ministry of Justice of the Republic of étbaijan carries out supervisig
functions over the compliance with the requiremeoitshe AML/CFT Law in
relation to the NGOs.

In order to implement the MONEYVAL Recommendatibased on the Draft La
article 29.4 of the Law “On non-governmental orgations (public associatior
and funds)”shall be set forth as follows:

“29.4.Financial activity of the Fund and the non—govegntal organisation part ¢
activity of which consists of receiving, collectindelivering or transferring th

n

funds, shall be subject to annual external auditthy auditor licensed fo
implementation of auditor activities. Audit is pemned in accordance wi
legislation of the Republic of Azerbaijan. Mentione non-government
organizations that passed an audit inspection swdimit annual report and t
opinion of the auditor to the relevant executivehatity not later than the 1st
April annually. The form, content and the procedofréne submission of the repo
is defined by the relevant executive authority.

The submitted report is evaluated by the relevaietetive authority in order t
reveal the activities of non-governmental orgass tontradict to the ones specifi
by the Statute of the non—governmental organisateveal the facts whether t
non—governmental organisation is in a process mbrist financing or any oth
criminal act. When the facts of legal breachesravealed the measures prescri
by this Law shall be implemented.

The non-governmental organisation shall carry oetsares as defined by t
relevant legislation for the purposes of preventibrthe legalization of criminall

I
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obtained funds or other property and the finanahtgrrorism.”

Recommendation of
the MONEYVAL
Report

A permanent independent audit should be carriedimtrder to ensure that func
are used for the stated purposes, to check if uhed have reached the intend
beneficiary and to detect misdirection of the funds

Measures taken to
implement the
Recommendation of
the Report

Please see item above.

Also for further implementing of MONEYVAL Recommeaitibns it is proposed t
amend the Law “On non-governmental organizationgbl{p associations an
funds)” and add article 29.5 with below content:

“29.5.Receiving of funds from foreign countries or tf@msng of funds to foreign
countries by a non—governmental organisation dtmlexecuted through a ba
account of the non—governmental organisation.

The non—governmental organisations shall mainfaina period of at least 5 yeat
and make available to competent authorities anerésted persons, as well
submit on the basis of a request, documents stgullm the article 29.4 of thi
Law, records of domestic and international finahcoperations and othe
transactions, as well as information on the purpmsg objectives of their state
activities and the identity of person who own, cohtbor direct their activities
including founders, participants, members, asdistamificial persons, beneficia
owners, donors, branches and representative affices

o 0O

Recommendation of
the MONEYVAL
Report

The NPOs/NGOs should be required to take prevemtirdication measures t
ensure that their entities, as well as their partmeganisations are not bein
penetrated or manipulated by terrorists or terror@ganisations. Such preventi
measures should also include special training paogs for the desighate
authorities which are in charge of supervising tRBEOs/NGOs sector. Terroris
financing experts should work with NPOs/NGOs supery authorities to raise
awareness on the problems faced and to alert tlaeghorities to the specifi
characteristics of terrorist financing.

5t

[

Measures taken to
implement the
Recommendation of
the Report

Currently, NPOs/NGOs shall implement all measutgsikted in the AML/CFT]|
Law concerning the identification and verificatiah customers and benefici
owners, documenting, filing, archiving and the riegment of reporting of CTR an
STR, and establishing the internal control system.

2l
d

Recommendation of
the MONEYVAL
Report

A further review of the laws on NPOs/NGOs basedannassessment of the

vulnerabilities and needs of the sector should raentaken.

Measures taken to
implement the
Recommendation of
the Report

All MONEYVAL Recommendations concerning SR VIII hhsen reflected in th
Draft Law.

(Other) changes
since the last
evaluation

In order to implement MONEYVAL Recommendationssitaroposed to amend tl
Law of the Republic of Azerbaijan “On non-governiaorganizations (publi
associations and funds)™:

1. replace the words «on the use of its property Fbhed» by the words «o
financial means and expenditures Fund and the ngargmental organization or
of the functions of which is acquiring, collectiagd transferring funds» in artic
29.3.

2. article 29.4 shall be set forth as follows:

29.4.Financial activity of the Fund and the non—govegntal organisation part ¢
activity of which consists of receiving, collectindelivering or transferring th

ne

"
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funds, shall be subject to annual external auditthy auditor licensed fo
implementation of auditor activities. Audit is pemnhed in accordance wi
legislation of the Republic of Azerbaijan.
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organizations that passed an audit inspection sdimit annual report and tf
opinion of the auditor to the relevant executivehatity not later than the 1st ¢
April annually. The form, content and the procedofréhe submission of the repot
is defined by the relevant executive authority.

The submitted report is evaluated by the relevaietetive authority in order t
reveal the activities of non-governmental orgass tontradict to the ones specifi
by the Statute of the non—governmental organisateveal the facts whether t
non—governmental organisation is in a process mbrist financing or any othe
criminal act. When the facts of legal breachesravealed the measures prescril
by Law shall be implemented.

The non-governmental organisation shall carry oetsares as defined by t
relevant legislation for the purposes of preventibrthe legalization of criminally
obtained funds or other property and the finanahggrrorism.

3. add article 29.5 with below content:

29.5. Receiving of funds from foreign countriestransferring of funds to foreig
countries by a non—governmental organisation dtmlexecuted through a ba
account of the non—governmental organisation.

The non—governmental organisations shall mainfama period of at least 5 yeat
and make available to competent authorities anerésted persons, as well
submit on the basis of a request, documents stgullz the article 29.4 of thi
Law, records of domestic and international finahcoperations and othe

transactions, as well as information on the purpmse objectives of their state

activities and the identity of person who own, cohtbor direct their activities
including founders, participants, members, asdistamificial persons, beneficia
owners, donors, branches and representative affices
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Special Recommendation IX (Cross Border declaratiomnd disclosure)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

There is a need for measures to strengthen thecitgpaf Customs to detect fun
possibly linked with money laundering and finanafigerrorism.

Measures taken to
implement the
Recommendation of
the Report

By the Draft Law it is proposed to amend the Lawtted Republic of Azerbaija
“On Currency Regulation” and add article 14-1.2hwbelow content:

“14-1.2. Where the relevant executive authority of the Rdipuof Azerbaijan
during its functions reveals the indications, teaoe results of money laundering
financing of terrorism, in order to document ak thformation, necessary measu
shall be undertaken, and the information on thaliegtion of criminally obtainec
funds or other property shall be submitted to tlemé&al Prosecutor Office, and t

information on the financing of terrorism shall Isebmitted to the relevant

executive authority.”

-

or
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Recommendation of|
the MONEYVAL
Report

Customs should be provided with indicators to det@oney laundering an
financing of terrorism and have clear power to defaersons such as cash courie
where money laundering or financing of terrorisnsispected, for sufficient time
question persons on money laundering and finanointgrrorism, before handin
them over to other authorities, as necessary.

d
IS
to

Measures taken to
implement the
Recommendation of
the Report

The State Customs Committee of the Republic of Baian in the process ¢
implementing indicators to detect money laundednd financing terrorism. Theg
indicators have been elaborated together with EiahiMonitoring Service which i
authorized by its Statute to determine the relewadicators.

nf
e

1"}

As it has been already explained to the expertiarcourse of the Third Round
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Mutual Evaluation, there are sufficient legal psiens in the Criminal Procedur
Code that empowered State Customs Committee toucopdeliminary enquiry ir
any area dealing with customs activity.
Under the Criminal Procedural Code customs auibBerimay detain persor
including cases where money laundering or finan€itegrorism is suspected, ar
to conduct preliminary enquiry for term up to teays, before handing them over
other authorities, as necessary.

s
nd
to

Recommendation off The competence of Customs to investigate moneydang and financing of

the MONEYVAL terrorism, which if discovered in the context aéithwork, should be reviewed.
Report would assist the national effort if they were emp@asl to conduct preliminar

enquiries in this area at least before handing saseer to the General Prosecutor.

It
y

Measures taken to | Please see item above.
implement the
Recommendation of
the Report

(Other) changes
since the last

evaluation

4. Specific Questions

1. Are all attempted suspicious transactions covedeby the reporting obligation under AML/CFT
law for all financial institutions?

Based on the article 7.2 of the AML/CFT Law, mornitg entities (financial institutions) shall ma
suspicious transaction report (STR) to FinancialnMwing Service on funds or other proper
transactions with them and the attempts to cartytransactions regardless of their amount involting
following features:

» in situations that cause suspicions or reasonatdangs for suspicions that funds or otk
property are the proceeds of a criminal activitya related to terrorist financing;

* on any transaction with the funds or other propesgociated with the citizens of the coun
which do not or insufficiently apply internatiorethndards against ML/TF, with the persons regidtere
that, who has a residency or permanent busindbssicountry, with the persons who has a bank adc
in banks registered in this country;

e on any transactions from bank accounts of politfaekposed persons of foreign country;

» on transfer of funds from anonymous accounts thebat of the jurisdiction of the Republic

tyl

ner

try

ou

of

Azerbaijan to the Republic of Azerbaijan, as wallteansfer funds to the anonymous accounts that are

out of the jurisdiction of the Republic of Azerlzaj}
STR shall contain the following information:

» type of transaction;

» date of execution of transaction;

» amount of executed transaction;

» necessary information for the identification of deégand natural persons conducting
transaction;

« information about the beneficial owner;

* information on the nature, as well as the infororatdescribing a chronological history of t

the

transaction;
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» the grounds stipulating the suspiciousness of fietit.
The STR shall be submitted before the executionthef transaction. Where non—execution of a
transaction is impossible or where it is known that non—execution of the transaction may cguse
impediments for identification of the beneficial wev, after execution of the transaction the moimtpf
entities shall immediately inform Financial Monitay Service.

The information submitted to Financial Monitoringr@ice shall not be disclosed.

2. Please explain (for each financial institution perating in Azerbaijan) the legal and regulatory
measures now in place to prevent criminals or theiassociates from holding or being beneficial
owners of a significant or controlling interest or holding a management function in a financial
institution.

Pursuant to article 10.1 of the Law “On Banks”, amstrators of banks, their branches, divisions,
representations and local branches and represeratf foreign banks shall be the persons haviranfil
proper characteristics.
Administrators are the members of Controllers’ Bipakudit Committee and Management Board of the
Bank, as well as chief accountant of the bank (leaakccounting service), employees of internal audi
division, managers and chief accountants of bragyaepartments and representations of the bank.
Persons having fit and proper characteristics —#lgivmpeccable natural person, who is thought & b
fair and trustful for its social position and preéeonal qualities, experience, business interdstghose
let him be the owner of majority participation sham the bank, administrator, temporary administrat
and liquidator.
Civil impeccability for the owner of majority of picipation share, and if it is the legal entityr{
management of his executive authorities, as wethasmanagement of subsidiary structures of thé& ban
means the absence of criminal conviction for wilfflcommitted crimes; for administrator, temporary
administrator and liquidator — absence of convitfior a committed crime, absence for criminal relsg
on serious and especially serious crimes agaiogepty or in the sphere of economic activity, alcseof
restrictions by the court order, for holding of tpesition or engagement in professional activitjes,
absence of the fact on insolvency announcemerttdogdurt.
Article 22 of the Law “On Banks” regulated the region of a significant or controlling interest the
charter capital of the bank. Based on this arti@ntral Bank shall reject the issuance of pernmit
following cases:
» if managers of executive authorities of legal pardo not have fit and proper characteristics;
» if the natural persons do not have fit and projparacteristics.
According to the Law “On Insurance Activity”, theigea requirement on the civil impeccability foeth
e administration of the insurers;
* managers of the executive body of the legal ebging insurers’ shareholders;
» citizen of the Republic of Azerbaijan being instseshareholders.
Definition of the civil impeccability is stipulatedh the article 1.1.41 of the Law, that is ciy
impeccability — for the persons, specified hereof:
» absence of previous convictions for deliberatelyootted crime;
» absence of the previous convictions for grave peeslly grave crimes against property and in
the sphere of economic activity;
» absence of restrictions according to the court rorfile holding appropriate position or
engagement in professional activities.
Article 121 of the mentioned Law provides that kinipeccability of a natural person shall be deiegd
on the base of the appropriate references of theslly of Internal Affairs given at the requesttbe
insurance supervision authority.
According to the article 21.1 of the Law no persiocjuding insurer’s founders and shareholders hinig
conclude contract, resulting in obtaining significparticipating share (direct or indirect possassif 20
or more percent of distributed shares) in insurpa®l up capital through purchase of its ordindrgres,
as well as carrying out significant control (contraranting any person power to considerably erile

=
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on legal entity in its decision-making , irrespeetdf whether he has or does not have sharessolettl
entity) over insurer without consent of insurangpesvision authority.

Article 19.1.2 stipulates that citizen of the Relpulof Azerbaijan shall meet the civil impeccalyilit

requirement in order to become insurer’'s foundestmreholder if he/she wishes to obtain signifig
participating share or significant control in tinsurer.

In the article 19.2.2 it is indicated that in ordigral legal entities to obtain significant panpiating share
or significant control in the insurer its managefsexecutive body shall meet the civil impeccapi
requirement.

Foreign natural persons can't be shareholder inn@rers of the Republic of Azerbaijan (article2L8).
Shareholder, being a foreign insurer or local legyglty, which has significant participating shasball
submit information on the occurrence of any circtamse, affecting civil impeccability of an
administering employee of local legal entity oreign insurer to the insurance supervision authg
within 10 working days from the date of its occuce.

In order to supervise over the observation of ltlaw, insurance supervision authority might requinee
a year information on civil impeccability of shactther being physical person, if it is legal entity
information on civil impeccability of the administeg employees of this shareholder (article 23.2).

ant

it
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According to article 37.1 of the Law members ofuires’s Directors Board, Management Board and

Inspection Commission, as well as head of the madeAudit Service, Chief accountant and Actuary
administration (administering employees) of theaures. Administration of insurer shall be appointed
the base of consent of the insurance supervisitimogty. Decision on appointment of the insure
administration without consent of insurance suggow authority shall be deemed void from the mon
of its adoption.

Article 37.2.6 stipulates that administration ofurner shall comply with the requirements of c
impeccability, determined in this Law. Before giginonsent to the appointment of any of the noming
the administration of the insurer that nominee Isipalss appropriate attestation in the insurg
supervision authority on the base of the regulatidetermined by this authority.

The Regulation of the Ministry of Finance “On orgaion and implementation of attestation
candidates to senior positions in insurers and ipalygersons that want to get license for reley
insurance intermediary activity” approved by thenistry’s order No. I-110 dated from November
2008 the mentioned attestation shall be carriedpunisurance supervision body in two stages:

» first stage — submission of documentation confignithe compliance of the person w
requirements of legislation regarding senior offigiof insurer or physical persons who act as arse
intermediary and review of that documentation tsuinance supervision body;

» second stage — filling in the test paper that ctfléhe specific characteristics of intended se
official position or insurance intermediary actiwfor the license for which the application was mad
In the first stage along with other documents n@®agto the administration of an insurer along V
other documents should submit an application ornl ¢émpeccability on absence of the previg
convictions for grave or especially grave crimeaiast property and in the sphere of economic dgti
If the nominee complies with other requirements genior official position or insurance intermedié
activity, insurance supervision authority shall mitrequest to the Ministry of Internal Affairs arder to
receive reference with regards to civil impeccapif that nominee.

According to the paragraph 4.2 of the mentioned uRdmn the person who does not meet
requirements for senior official of insurer indiedtin the Law “On Insurance Activity” shall not

permitted to enter the exam. So it is impossibbg the insurance supervision authority shall nee gi

consent to the appointment of the nominee that doemeet the requirement of the civil impeccapild
any administering post of an insurer listed indhicle 37.1 of the Law.
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3. How many onsite inspections of financial institions have been undertaken by the NBA anc
other designated supervisory bodies since the adept of the MER:

» solely for AML/CFT supervisory iSsues;

» which include an AML/CFT component as part of geneal supervisory activity?

80



Since the beginning of the 2009, 6 on-site inspesthad been conducted in the insurance sectam-3

site inspections had been conducted in the bardentpr. During the inspections the issues of AMITCF
had been particularly taken into consideration.
4. Please describe all sanctions applied for AML/CF infringements since the adoption of the MER,
including against whom they were applied (i.e. theredit or financial institution, the directors or
senior management, etc.).
After the adoption of the AML/CFT Law there weretramy cases of breach AML/CFT legislation, |so
possible sanctions hadn’t been applied in practice.
5. Have any guidelines on AML/CFT issues been praded to financial institutions other than banks
since the evaluation? [Please provide copies in BHigh of any new AML/CFT guidance issued by
the NBA or other authority to financial institution s since the adoption of the report.]
Supervision authorities in relation to financiastitutions adopted internal Action Plans to faatkt the
implementation of the AML/CFT Law by obliged ergi. Based on Action Plans special Guidelines on
AML/CFT issues shall be prepared as well.
5. Questions related to the Third Directive (2005/60/EC) and the I mplementation
Directive (2006/70/EC)*
Implementation / Application of the provisions in the Third Directive and the Implementation
Directive
Please indicate Third Directive (2005/60/EC) and the Implementatinective (2006/70/EC) are
whether the Third not applicable for the Republic of Azerbaijan.
Directive and th
Implementation
Directive have bee
fully implemented /
or are fully applied
and since when.
Beneficial Owner
Please indicat¢ The definition of a “beneficial owner” is stipulatén the article 1.0.12 of the
whether your legal AML/CFT Law as follows: beneficial owner— natural person(s) who ultimately
definition of | owns or controls a customer and/or the person obswtbehalf a transaction is
beneficial ~—owner peing conducted: it also incorporates those peradisexercise ultimate effective

D
corresponds to the oo over a legal person or arrangements.”
definition of

e The definition of a “beneficial owner” was takerratitly from the Glossary t
the 39 Directive ® | FATF 40 Recommendations.

(please also provide The article 9 AML/CFT Law set out mandatory proeiss in regard to the
the legal text with financial institutions and DNFBP concerning ideiotition (monitoring entities
your reply) shall identify their customers and beneficial ove)eand verification (monitoring
entities shall verify the identification data oethcustomers and beneficial owne
using reliable, independent sources) procedures.

O

IS

* For relevant legal texts from the EU standardstgeeendix 1.
® Please see Article 3(6) of th¥ Birective reproduced in Appendix II.
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Risk-Based Approach

Please indicate th
extent to which
financial institutions
have been permitte
to use a risk-base
approach to
discharging certain
of their AML/CFT
obligations.

eBy the Draft Law it is proposed to amend AML/CFTw.dor introduction of a
risk-based approach provisions.

After amendments financial institutions and DNFB# apply CDD requirements
to customers existing until the entrance into foo€ehe AML/CFT Law, on the
basis of materiality and risk and to conduct duligelice on such existing
relationships at appropriate times.

d
d

Politically Exposed Persons

Please
whether criteria for
identifying PEPs in
accordance with thg
provisions in the
Third Directive and
the Implementatior
Directive are
provided for in your
domestic legislation
(please also provid
the legal text with

your reply).

indicaté The definition of a “politically exposed personss’stipulated in the article 1.0.1

of the AML/CFT Law as follows: Politically exposed persons of foreign
country — individuals who are or have been entrusted wgitbminent public
F functions in a foreign country (Heads of State fogavernment, senior politicians
senior government, judicial or military officialsenior executives of state owne
corporations, important political party officialgs well as their family members @
close associates.”
This definition was
Recommendations.

=

taken directly from the Glogssarto FATF 40

&

“Tipping off”

Please indicate
whether the
prohibition is limited
to the transactior
report or also cover
ongoing ML or TF
investigations.

» Both directions are covered by the national legizta
The information submitted by the financial instibeis and DNFBP to Financial
Monitoring Service shall not be disclosed. In ademce with the Criminal Code:

" Article 316-2. Disclosure of information about themeasures to be taker

” against the legalization of criminally obtained furdls or other property and the

financing of terrorism

316-2.1.Except the cases prescribed by the Law, disclodwemeasures to 1

taken against legalization of criminally obtainedds or other property by a pers

to whom these data has been trusted or known eiteer

shall be punished by the penalty at a rate frofd@ anats up to 3 000 manats,

with imprisonment for the term up to one year wddprivation of the right to hol

the certain posts or to engage in the certain iiesvfor the term up to three yesd
or without it.

316-2.2.Except the cases prescribed by the Law, disclothegemeasures to b

taken against financing of terrorism by a persorwlibm these data has be

trusted or known on service—

shall be punished by the penalty at a rate frod®manats up to 4 000 manats,

with imprisonment for the term up to two years wdprivation of the right to hol

the certain posts or to engage in the certain iieBvfor the term up to three yesd
or without it.

Under the Criminal Code it is also prohibited tedibse information on ongoin

inquiries or investigations without a prior conseht relevant officials, and guilt

® Please see Article 3(8) of thé? Directive and Article 2 of Commission Directive B870/EC
reproduced in Appendix .
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persons shall be punished by the penalty at afrate 500 up to 1500 manats, pr
corrective works for the term up to two years, mpiisonment for the term up to
six months.
With respect to the The second part of FATF Recommendation 14 was im@hted in article 14 of the
prohibition of | AML/CFT Law:
‘tipping off" please| article 14. Exemption from liability for reporting of the transaction which is
't?]d'cate whether g hiect to monitoring
cifcrl?mstances W;‘g‘:eWhere the financial institutions and DNFBP, itsgoemel, as well as the personnel
the prohibition s of the supervision authorities submit the information the transaction which |is

lifted and, if so, the
details of such
circumstances.

subject to monitoring to Financial Monitoring Sewiin order as defined by this
Law, they shall be exempt from any liability forelach of any restriction o
disclosure of the bank or other legally protectedracy, as well as causing the
material and moral damage emerged as a resuledafisiclosure of information.

“Corporate liability”

Please indicat¢ Concerning the introduction of criminal liabilityorf legal persons, please be
whether  corporat¢ informed as follows. Criminal Code of the Repubbé Azerbaijan does nat
liability  can  be| recognize legal persons as subjects of a crimeirestly stated in article 19 of tHe
applied where an criminal Code, under which to criminal liability ahbe subjected person, who Has
infringement S| mental capacity, committed a crime and reachedogpjate age, settled by the
committed for the - . o .
benefit of that lega Crlmlnal C.ode.' This provision reflects one_pf thendamental principles aof
person by a person Cfiminal legislation — the principle of personalbility of a person. _
who occupies a Nevertheless, Azerbaijani legislation establishscéve sanctions against legal
leading position persons for offenses related with money laundewongterrorist financing. In
within that legal| particular, article 348-3 of the Code of Adminisitva Infringements stipulates an
person. administrative fine of 8,000 up to 15,000 manats ¥mlations of AML/CFT
legislation by legal persons, and an administrafiive of 800 up to 1,000 manats
for violations of AML/CFT legislation by natural p®ns.
Can corporate | The intentional element of the money launderingimgement is inferred from

liability be applied
where the
infringement is
committed for the
benefit of that legal
person as a result

factual circumstances of each offence.

of lack of

supervision or

control by persons

who occupy a

leading position

within that legal

person.

DNFBPs

Please specify Under the AML/CFT Law the relevant obligations ap legal persons trading in
whether thel all goods where payments are made in cash in amir@nad 20,000 manats or over

obligations apply tg
all natural and legal
persons trading in all

(€ 15 000 or over).
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goods where
payments are mad
in cash in an amoun
of € 15 000 or over.

—~ D
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6.

Statistics

a. Please complete - to the fullest extent possibléhe following tables:

2005
I . Convictions Proceeds Proceeds Proceeds
Investigations Prosecutions . : .
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases| (in cases| (in
EUR) EUR) EUR)
ML
FT
2006
L . Convictions Proceeds Proceeds Proceeds
Investigations Prosecutions . : .
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases| (in cases| (in
EUR) EUR) EUR)
ML
FT
2007
L . Convictions Proceeds Proceeds Proceeds
Investigations Prosecutions : ; .
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases| (in cases| (in
EUR) EUR) EUR)
ML
FT
2008
L . Convictions Proceeds Proceeds Proceeds
Investigations Prosecutions : ; .
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases| (in cases| (in
EUR) EUR) EUR)
ML
FT
25.11.2009
o . Convictions Proceeds Proceeds Proceeds
Investigations Prosecutions > " 4
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases| (in cases| (in
EUR) EUR) EUR)
ML 1 1 1 1 58,000
FT
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b. STR/ICTR

Explanatory note:

The statistics under this section should providexarview of the work of the FIU
The list of entities under the headinmdnitoring entitie% is not intended to be exhaustive. If your jurigehn

covers more types of monitoring entities than #ted (e.g. dealers in real estate, supervisorficaities etc.),
please add further rows to these tables. If sostedientities are not covered as monitoring esfitdease also
indicate this in the table.

The information requested under the headihgdfcial proceedingsrefers to those cases which were initiated due
to information from the FIU. It is not supposeddover judicial cases where the FIU only contributedcases
which have been generated by other bodies, e.gafiee.

“Cases openédefers only to those cases where an FIU does riane simply register a report or undertakes only
an IT-based analysis. As this classification isecanmon in all countries, please clarify how thertécases open”
is understood in your jurisdiction (if this systémnot used in your jurisdiction, please adapt tddgde to your
country specific system).

2005

Statistical Information on reports received by theFIU

Judicial proceedings

Monitoring
entities, e.g.

reports about
transactions
above
threshold

reports about

cases

notifications

. to law - o
suspicious opened indictments convictions
. enforcement/
transactions by FIU
prosecutors
ML FT ML FT
(2] (2] (2] (2]
ML | FT [ML|FT| ML | FT| 8| S| 88 S]18| S| 8| §
2} (7] 2} (7] 2} (7] 2} (7]
(4] = (1] = (4] = (4] =
(8] (] (8] (] (8] (] (&) (]
o o o o

Commercial Banks

Insurance Companies

Notaries

Currency Exchange

Broker Companies

Securities' Registrars

Lawyers

Accountants/Auditors

Company Service Provider

Others (please specify
and if necessary add
further rows)

Total
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2006

Statistical Information on reports received by theFIU

Judicial proceedings

notifications
reports about cases
7 to law i -
suspicious opened enforcement/ indictments convictions
reports about | transactions | by FIU
o p ! prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(2] (2] (2] (2]
threshold vy | et (M |er M | rT | 8 S8 S8 S| g S
0 N 7] N 2] n 2} 2
(1 — (1 — [ = [ b
(&) () (&) () (&) (] (&) (]
o o o o
Commercial Banks
Insurance Companies
Notaries
Currency Exchange
Broker Companies
Securities' Registrars
Lawyers
Accountants/Auditors
Company Service Provider
Others (please specify
and if necessary add
further rows)
Total
2007
Statistical Information on reports received by theFIU Judicial proceedings
notifications
reports about cases
f to law i -
suspicious opened enforcement/ indictments convictions
o reports about transactions | by FIU prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(2] (2] (2] (2]
threshold vy | rr (M |Fr|me | rT | 8 218 S8 S| g S
2} (7] 2} (7] 2} (7] 12} (7]
(1] = (1] = © = ® b
(8] (O] (8] (O] (8] (] (8] (]
o o o o

Commercial Banks

Insurance Companies

Notaries

Currency Exchange

Broker Companies

Securities' Registrars

Lawyers

Accountants/Auditors

Company Service Provider
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Others (please specify
and if necessary add
further rows)

Total
2008
Statistical Information on reports received by theFIU Judicial proceedings
notifications
reports about cases to law
suspicious opened enforcement/ indictments convictions
reports about | transactions | by FIU
o p . prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(2] (2] (2] (2]
threshold | vy | b1 M |FeT M [ FT | 8 E]l 8 S8 5] 8 S
8 2|l g 2|lc 2| c 2
(&) 8_ (&) 8_ (&) 8_ (&) 8_
Commercial Banks
Insurance Companies
Notaries
Currency Exchange
Broker Companies
Securities' Registrars
Lawyers
Accountants/Auditors
Company Service Providels
Others (please specify
and if necessary add
further rows)
Total
20-25.11.2009
Statistical Information on reports received by theFIU Judicial proceedings
notifications
reports about cases
7 to law i -
suspicious opened enforcement/ indictments convictions
reports about | transactions | by FIU prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(2] (2] (2] (2]
threshold | vy |\ er [me T M | FT | 8 E]l 8 S8 E] 8 S
2 %] 2 %] 2 %] 2 %]
(1] = (1] = (1] = ® b
(&) 8 o 8 (8] 8 (8] 8
Commercial Banks 327
Insurance Companies 3
Notaries i}
Currency Exchange 6
Broker Companies 3
1

Securities' Registrars
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Lawyers

Accountants/Auditors

Company Service Provide

Others (please specify
and if necessary add
further rows)

Pawnshops

Investment Funds

Lottery organizer

NGOs (Charities)

Post

Total

348
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APPENDIX | - Recommended Action Plan to Improve theAML / CFT System

AML/CFT System

Recommended Action (listed in order of priority)

1. General

No text required

2. Legal System and Related
Institutional Measures

2.1 Criminalisation of Money
Laundering (R.1 & 2)

Azerbaijan authorities should establish offences‘ingider
trading” and “market manipulation”. Furthermore thiéence
of “financing of terrorism” should be widened inder to
enable all relevant issues to be covered as ptediéences ta
money laundering.

Legislation should be amended to provide cleamitédns for
the following concepts: “financial transactions”,other
transactions”, “money funds” or “property”

Azerbaijan should make the necessary amendmemtgitde
193-1 of the Criminal Code to bring it into line tivithe
provisions of the Vienna and Palermo Conventionhe
evaluators strongly advise to use the language haf
Conventions. In particular it is necessary to cniaise clearly
and explicitly (i) the conversion or transfer ofoperty,
knowing that such property is the proceeds of criorethe
purpose of concealing or disguising the illicit gini of the
property or of helping any person who is involved the
commission of the predicate offence to evade thgall
consequences of his or her action, (i) the comeeat or
disguise of the true nature, source, location, afigon,
movement or ownership of or rights with respecptoperty,
knowing that such property is the proceeds of crand (as
there are no basic concepts of the legal systeweptiag this)
(iithe acquisition and possession of property wimy at the
time of receipt that such property is the proceddsime.
Conspiracy is partly covered by association, bugdseto be
available to cover agreements to commit basic mg
laundering by others not involved in organised erim

The intentional element of the offence of moneyntiaring
would benefit from being reflected in the legisbati
Legislation should be amended to bring liability lefgal
persons into line with modern international staddar

The Criminal Code has to be clarified to make éaclthat
Azerbaijan has jurisdiction for the money laundgroffence
when the predicate offence was committed abroaal floyeign
citizen.

Azerbaijani prosecutors should test the provisibiey have tq
prosecute money laundering as a “stand alone” ciame,
where necessary, invite the courts to draw necgs

T

ney

pSar

inferences. It is also strongly advised that Azigaba
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introduces a provision in its legislation clarifginthat the
absence of a judicial finding of guilt in respettire predicate
offence should not preclude money laundering ingasbns
and prosecutions. It would help if this was alsaped with a
provision, which clearly indicates that the existerof the
underlying predicate offence (or, indeed, the ititeral
element of the money laundering offence) can babéished
in a money laundering case by objective facts
circumstances.

There needs to be a firm prosecution policy anétoe of
jurisprudence, particularly on the evidentiary riegments.
This should be accompanied by training and awaserasing
in respect of police officers, prosecutors and @
particularly on how money laundering investigatioand
prosecutions have been successfully achieved iner
European jurisdictions.

and

Dth

2.2 Criminalisation of Terrorist
Financing (SR.I)

Criminal legislation should be further amendeduiyfensure
that the money laundering offence fully reflecte tlerms of
the Conventions so far as is consistent with furetaai
principles of domestic law, and that the terrofistancing
offence is fully consistent with the 1999 Conventio

The Azerbaijani authorities should reinforce th&jstem for
implementing UN SC Resolutions relating to prevemtand
suppression of financing terrorism (S/REC/1267 @)98nd
S/REC/1373 (2001) by developing and implementing
necessary procedures and mechanisms.

Additional matters which need to be covered in arah
legislation are:

« liability of legal persons is not covered;

e awareness of some reporting entities with respe
their role in CTF mechanism;

» a specific procedure for unfreezing the funds dep
assets of persons or entities inadvertently affebtea
freezing mechanism upon verification that the per
or entity is not a designated person.

h

—

ot t

t

2.3 Confiscation, freezing and
seizing of proceeds of crime (R.3)

Legislation should clearly state that “property”vecs both
direct and indirect proceeds of crime.

Confiscation should be legally available in respettall
predicate offences to money laundering (as defimedhe
Glossary to the FATF Recommendations) not only wibe
offences are committed in their aggravated forms, dso
where they are committed in their basic forms.
Confiscation of criminal proceeds should be madearty
mandatory in respect of some of the major proce
generating offences, like drug and human traffigkin

In respect of certain serious proceeds-generatifignees,
consideration should be given to reversing the éumf proof
after conviction for the criminal offence, when theurt is
considering the lawful origin property in the hanaf the

eds-

convicted person.

91



The provision for asset sharing in corruption casesuld be
extended to cover confiscation in all cases.

2.4 Freezing of funds used for
terrorist financing (SR.III)

A comprehensive and transparent legal structurelsné be
put in place now which ensures that all the finahsiector
receives designations and understands its obligmtimnder
UNSCR 1267 and 1373.

There should be a mechanism for conversion intal#ggni
law of designations under UNSCR 1267 and in thaeodrof
UNSCR 1373. Specifically, there should be a cleational
authority for designations under 1373 and for adeisition of
foreign requests for designations. This mechanisretrasses
without delay whether reasonable grounds or a redde
basis exists to initiate in Azerbaijan a freezirgian (and
subsequent freezing of funds or other assets) spext of
persons designated by third countries.

All  designations under 1267 and 1373 should
communicated promptlio all parts of the financial sector.
All parts of the financial sector which may holdgeted funds
should be given clear guidance on the wide meaofrfgnds
or other assets in the context of SR.III, as defimecriterion
.4.

All of the financial sector needs to understand tvée the
system is administrative in the sense that theypasatively
required to take initial freezing actions themse)& whethe
they should simply notify an authority of a matctihaa view
to an application by the competent authorities ddireezing
order from the courts.

There needs to be publicly known procedures fofigtigg
and unfreezing and for those inadvertently affettgfreezing
mechanisms.

The Azerbaijan authorities may wish to consider rtreits of
a more administrative procedure for handling SRinllits
entirety, subject to proper safeguards (espeaidtly regard to
bona fidethird Parties).

All supervisors should be actively checking compdia with
SR.1ll and sanctions should be available (to bdiegy the
supervisors) for non-compliance.

Dedicated AML/CFT legislation is required that inses
duties on the regulated sector with sanctions @ dhent of]
non-compliance.

(72}

2.5 The Financial Intelligence Unit
and its functions (R.26)

An FIU should be created as a matter of urgencye FhJ
should be adequately structured, funded and staffeu
provided with sufficient technical and other resms to fully
perform its functions. The FIU should have accesselevant
registers, and it should be authorised to dissemifiaancial
information and other intelligence both to the oadl law
enforcement authorities and to foreign FIUs. Togethith the
creation of an FIU the evaluators also recommend
introduction of a legal obligation for financialtermediaries
to report suspicious transactions and activityh® EIU. The

FIU should keep adequate statistics on receive@icoss
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transaction reports as well as on requests fostassie.

Attention will need to be given to the number araining of
staff when the FIU is fully established, howevdre bverall
impression was that law enforcement is adequagsigurced.

2.6 Law enforcement, prosecution
and other competent authorities
(R.27 & 28)

One agency should be clearly tasked with the récaiol
investigation of STRs when the draft law is pasdédhe
present arrangements are retained, all STRs shsultbpied
to the General Prosecutor so that he can activelgrdinate
their investigation.

All investigation bodies responsible for detecticemd
investigation of proceeds-generating cases need beg
sensitised to the importance of the financial aispet these
cases.
A concerted effort should be made now to raise eaess of
the law enforcement community that money laundeisngot
just an adjunct to corruption cases, but that tihomoney
laundering investigations more success can be \ahien
confiscation of the real indirect profits made bsgamised
crime. To this end law enforcement and prosecuteesl more
training on evidential issues in money launderirgses,
perhaps looking at how prosecutors in other jucisolns
tackle some of the difficult evidential issuesliese cases.
An approach to autonomous money laundering urgerdds
to be developed — one which does not call for arq
conviction for the predicate offence in money lagnig
cases.

More should be done to train the major investigator
modern financial investigation techniques, whicli wincover
laundering cases.

In major cases, where the prosecutor is asked éydtice to

=.

obtain a court decision concerning coercive measure

the prosecutor should proactively consider thestfiaation of
the case — whether the case should be considetgdsias
one where the predicate offence only is investdjabeit it is
recommended that he should advise investigators
appropriate cases, to pursue the money laundesimects. The

in

mindset of law enforcement and prosecutors which

concentrates only on the predicate offence, whethes
corruption, drug or human trafficking, without cadering the
money laundering aspects needs to be changed ifresady
success in this area is to be achieved now thatntteey

laundering offence has been extended beyond thgsdru

predicate.

2.7 Cross Border Declaration &
Disclosure (SR IX)

There is a need for measures to strengthen thecitppd

Customs to detect funds possibly linked with money

laundering and financing of terrorism.

Customs should be provided with indicators to detecney
laundering and financing of terrorism and have rcfgaver to
detain persons such as cash couriers where mouagidang
or financing of terrorism is suspected, for suéiti time to
question persons on money laundering and finan@h
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terrorism, before handling them over to other arities, as
necessary.

The competence of Customs to investigate moneydiimg
and financing of terrorism, which is discoveredtie context
of their work, should be reviewed. It would assiet national
effort if they were empowered to conduct prelimin
enquiries in this area at least before handingscaser to the
General Prosecutor.

3. Preventive Measures —
Financial Institutions

3.1 Risk of money laundering or
terrorist financing

The Azerbaijani authorities should introduce pro
AML/CFT legislation with a “risk based” approach.

per

3.2 Customer due diligence,
including enhanced or reduced
measures (R.5 to 8)

Introduce comprehensive AML/CFT preventive legisiat
without further delay.

It is strongly advised that the asterisked critdriaR.5 be
placed into AML/CFT legislation.

CDD measures should be explicitly applied, not onlyen
establishing business relations, but also:

« when financial institutions carry out (domestic
international) transactions which appear to bedih
and are above the threshold of US$/Euro 15,000;

« when carrying out occasional transactions that
wire transfers;

« when there is the suspicion of ML and FT regard
of any exemptions or thresholds or,

* when the financial institution has doubts about
veracity or adequacy of previously obtained custo
identification data.

The concept of verification of identification shdube further
addressed. The Azerbaijani authorities should tsteps to
apply an enhanced verification process in apprapri@ases
Financial institutions should then determine anerinl
procedure for approval from senior managementdicegories
of clients, products, services and transactionssidened ag
higher risk of money laundering and of terrorismaficing.
Financial institutions should be advised to use oy the
documents as currently prescribed by law but alsase othe
reliable, independent source documents, data ornrEtion
for the verification of the customer’s identity.

Azerbaijani legislation should provide a definitioof
“beneficial owner”, on the basis of the glossarytlué FATF
Methodology.

Financial institutions should be required to takeasonable
measures to verify the identity of beneficial owmersing
relevant information or data obtained from reliakdeirces.
Financial institutions should be required to defaerfor all
clients whether the customer is acting on behalfadhird
party and, if this is the case, identify the beriafiowner and

or

are

ess

the
me

verify the latter's identity. As regards clients ian are lega
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persons, financial institutions should understante
controlling structure of the customer and determai® the
beneficial owner is.
Financial institutions should be required to obtaiformation
on the purpose and intended nature of the business
relationship.
The scrutiny of transactions and the updating efiiication
data acquired during the CDD process should bertaddm ag
an ongoing process of due diligence on the business
relationship and this requirement should be set utthe
AML Law, in order to ensure that the transactioreing
conducted are consistent with the financial insons’
knowledge of the client.
It should be made clear to financial institutiomattif they are
unable to satisfactorily complete CDD measuresy gteould
consider making an STR.
Financial institutions should be required by enéatale mean
to identify all existing clients (on the basis otariality and
risk) and to conduct due diligence on such exisfing
relationships at appropriate times, in order touaeq all
missing data and information.
With regard to PEPs, measures should be put ineplaat
require financial institutions:
« to determine if the client or the potential clidst-
according to the FATF definition — a PEP;
« to obtain senior management approval for estabigshi
a business relation with a PEP;
e to conduct higher CDD and enhanced ongoing |due
diligence on the source of the funds depositedéted
or transferred through the financial institutionsthe
PEP.
In relation to cross-border correspondent bankmyservices
financial institutions should be required to obtdurther
information on:
« the reputation of the respondent counterparts from
publicly available information;
» assessing the adequacy of the existing AML/CFT
controls in a respondent bank;
e document the respective AML/CFT responsibilities of
each institution;
« obtain guarantees that counterpart organisatioply ap
the normal CDD measures to all customers that have
client access to the accounts of the correspondent
institutions and that it is able to provide releivan
customer identification data on request.
Financial institutions should be required to hawdiges in
place to prevent the misuse of technological dgraknts for
AML/CFT purposes, and to have policies in placeaddress
specific risks associated with non face to facedaations.

U

3.3 Third parties and introduced | The Azerbaijan authorities should cover all theeasal
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business (R.9)

criteria under Recommendation 8enAML Law and ensur
that this contains rules for third party reliarmeintroduced
business.

3.4 Financial institution secrecy or
confidentiality (R.4)

Law on Providence of Heritage should be repealefdassage
of the AML Law.

A provision should be made for the sharing of infation
between financial institutions in relation to capendent
banking and in relation to identification of custens involved
in cross-border or international wire transfers.

3.5 Record keeping and wire
transfer rules (R.10 & SR.VII)

A clear obligation to keep records of account filesd
business correspondence should be introduced|fénahcial
institutions and a provision to ensure that the dasory
record-keeping period may be extended in spec#8es upor
request of an authority should be included in gggslation.
The information needed for domestic wire transfensuld
include also the originator's address and an otiigathat the
information included in wire transfers is meanidgfand
accurate should be included.

The requirements for each intermediary and beragfig
financial institution in the payment chain to eresdhat all
originator information that accompanies the wirangfer is
transmitted with the transfer must be added indbslation.
The sanctions regime concerning SR VII must be nradee
effective in order to be applied in practice

3.6 Monitoring of transactions and
relationships (R.11 & 21)

The essential criteria in FATF Recommendation 1dukhbe
implemented by law, regulation or other enforceabhéans.
Recommendation 21 should be implemented by
regulation or other enforceable means.

3.7 Suspicious transaction reports
and other reporting (R.13-14, 19, 1
& SR.IV)

Azerbaijan as a matter of the highest priority $tiaet up a
pesystem of mandatory reporting of suspicious tratisas and
activities in law or regulation. The reporting @ation should
relate both to suspicions concerning money laundegind to
suspicions concerning the financing of terrorisrii.fikancial
institutions and relevant non-financial instituttonovered by
the FATF recommendations (or the EU Directive) sticae
subject to the reporting duty.

The new legislation should also address the spegifestions
of disclosing the fact that an STR or related infation is
being reported to the FIU and provide for protettioom
criminal or civil liability for financial institutbns, their
directors, officers and employees where they repuspicious
transactions in good faith.

Once a statutorily based STR system is in placé#agbaijan
authorities should consider the provision of adéguand
appropriate feedback to reporting entities.

D

3.8 Internal controls, complianc
audit and foreign branches (R.15
22)

e The Azerbaijani authorities should consider inahgdin law,
gegulation or other enforceable means a requirenient
financial institutions to develop programmes agam®ney
laundering and financing of terrorism.

A requirement for financial institutions to desigmat least ai
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AML/CFT compliance officer at the management lerlst
be introduced in the legislation.

Provision concerning timely access of the AML/C
compliance officer and other appropriate staff tbDCand
other relevant information has to be introduced.

Financial institutions should be required to indudhe
necessity for internal audit to test compliancéhwtiite interna
procedures and policies for AML/CFT.

A requirement for financial institutions to put iplace
screening procedures to ensure high standards Wiy
staff needs to be addressed by the Azerbaijars!bgin.
Financial institutions should be required to put prace
screening procedures to ensure high standards Wwhigg
employees.

A requirement for financial institutions to ensufeat their
foreign branches and subsidiaries pay particulEanaion to
ensuring that AML/CFT measures applied are consistéth
the Azerbaijani legislation in countries that dot nor
insufficiently apply the FATF Recommendations anctases
where the AML/CFT minimum standard difs should be
included in local normative acts.

A requirement should be introduced for financiatitutions
to inform their Azerbaijani supervisor when a fgreibranch
or subsidiary is unable to observe appropriate AGHRY
measures in the host country.

3.9 Shell banks (R.18)

Azerbaijan should review its laws, regulations g@ndcedures
and implement specific requirements covering thehitition
of the establishment or the continued operatioshedl banks
Furthermore, financial institutions should be phiteid from
entering into or continuing correspondent bank
relationships with shell banks. In addition, thehmuld be ar
obligation placed on financial institutions to sitithemselves
that respondent financial institutions in a foreigguntry do
not permit their accounts to be used by shell baliksould
be helpful if the NBA then considered periodicaigeking
assurances in writing from all their banks thatytihe@ve no
direct or indirect correspondent relationships gitiell banks.

3.10 The supervisory and oversigh
system - competent authorities an
SROs. Role, functions, duties and
powers (including sanctions) (R.23
29, 17 & 25)

tAzerbaijan should implement effective, proporti@naand
jdissuasive sanctions available to deal with natorallegal

requirements.

Sanctions should be available in relation not dolythe legal
persons that are financial institutions or busiesdsut also td
their directors and senior management.

The range of sanctions available should be broad
proportionate to the severity of a situation. Tisguld include
the power to impose not only disciplinary, but afs@ncial
sanctions and the power to withdraw, restrict agpsuad the
financial institution’s license for not observingMA/CFT
requirements.

The authorities should provide supervisors withgadée powers

D
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persons that fail to comply with national AML/CKT
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of enforcement and sanction against the directorsemior
management of financial institutions for failuredomply with
or properly implement requirements to combat mo
laundering and terrorist financing.

Staff of all supervisory bodies should be requiteanaintain
high professional standards and to keep profedsseaets
confidential and clear ethical rules should be tmed.

ney

3.11 Money value transfer service
(SR.VI)

s The authorities should implement requirements lation to
Recommendations 4-11, 13-15 and 21-23 specifietheoMVT
service providers.

The sanctioning system for infringements of thesgxg
legislative acts requiring court decisions via &gtlon of the
supervisory authorities does not work in practice ro
sanctions apart from NBA corrective measures fokkbdhave
been imposed so far. It should be amended to pedfdd an
effective sanctioning regime.

The legislation should be amended in order to pre
criminals or their associates from holding or beitige
beneficial owner of a significant or controllingténest or
holding a management function in a bank.

4. Preventive Measures — Non-
Financial Businesses and
Professions

4.1 Customer due diligence and
record-keeping (R.12)

It is strongly recommended that the Azerbaijan auties
make all DNFBP, as defined by FATF, subject to AKET
obligations. It is also advised that tax advisolsttery
organisers and auditors are covered.

Azerbaijan should fully implement Recommendation$,58,
10 and 11 and make these measures applicable tBBNF

4.2 Suspicious transaction reportir d?

(R.16)

ecommendations 13 — 15 and 21 are not address#ie
Azerbaijani legislation and should be implemented DNFBP
as soon as possible

4.3 Regulation, supervision and
monitoring (R.24-25)

All the relevant categories of DNFBP should be udeld as
obliged entities under the AML/CFT regime. At treare time
the relevant supervisory authorities should begieded and
their powers should be defined in accordance wilTH
recommendations, including powers to monitor anuctan
DNFBP for deficiencies connected with AML/CFT.
Guidance for DNFBP should be provided including :
measures that these institutions could take torerthiat their,
AML/CFT measures are effective.

Any

4.4 Other non-financial businesses
and professions (R.20)

s In the domestic context of Azerbaijan, the Azerdnai]
authorities should consider which other non-finah
businesses or professions may be considered ta tigkeaof
being misused for money laundering or terrorisarficing.

5. Legal Persons and
Arrangements & Non-Profit
Organisations

5.1 Legal Persons — Access to
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beneficial ownership and control
information (R.33)

5.2 Legal Arrangements — Access
beneficial ownership and control
information (R.34)

5.3 Non-profit organisations
(SR.VII)

Powers should be set out in the law and regulatiorensure
that known terrorist organisations would be prdisithi from
establishing a legitimate NPO or to becoming périt an a
later stage.

The Azerbaijani authorities should periodically issv
NPOs/NGOs with the object of assessing terrorisarfcing
vulnerabilities.

A permanent independent audit should be carriedroatder
to ensure that funds are used for the stated pespts check
if the funds have reached the intended beneficarg to
detect misdirection of the funds.

The NPOs/NGOs should be required to take preventive

verification measures to ensure that their entitess well ag
their partner organisations are not being penetrate
manipulated by terrorists or terrorist organisatiorsuch
preventive measures should also include speciahirica
programs for the designated authorities which areharge of
supervising the NPOs/NGOs sector.
experts should work with NPOs/NGOs supervisory aities
to raise awareness on the problems faced and tbthése
authorities to the specific characteristics ofdast financing.
A further review of the laws on NPOs/NGOs basedaon
assessment of the vulnerabilities and needs of séwor
should be undertaken.

6. National and International
Co-operation

6.1 National co-operation and
coordination (R.31)

When the AML Law is passed, a working group at plécy
level to monitor the effectiveness of its applioatiand the
effectiveness of the system overall would assist.

At the working level it is advised that the newlypainted
FIU creates a working group or groups which reaghto the
financial sector and relevant parts of he DNFBRigsist the
process of embedding the new provisions into Azjbia
practice. Similarly, the FIU will need to co-operah a bette
way than the NBA is able to do at present with
enforcement to ensure that the FIU receives feédbacthe
cases it sends to law enforcement and is thus tablgive
feedback to the reporting entities.

6.2 The Conventions and UN
Special Resolutions (R.35 & SR.I)

Criminal legislation ratifying the Vienna and Paler
Conventions and the Terrorist Financing Convensioould be
further amended to fully ensure that the money daung
offence fully reflects the terms of the Conventi@asfar as ig
consistent with fundamental principles of domes$w, and

Terrorist finagc

aw

that the terrorist financing offence is fully costsint with the
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1999 Convention.

It is recommended that Azerbaijan authorities @icé its
system for implementing UN SC Resolutions relatitay
prevention and suppression of financing terror
(S/REC/1267 (1999) and S/REC/1373 (2001) by dewvetp
and implementing the necessary procedures and misohs
The following issues still need to be addressed:

« liability of legal persons is not covered;

e awareness of some reporting entities with respe
their role in CTF mechanism;

» a specific procedure for unfreezing the funds dep
assets of persons or entities inadvertently affebtea
freezing mechanism upon verification that the per
or entity is not a designated person.

sm

©
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6.3 Mutual Legal Assistance (R.36
38 & SR.V)

criminality problems.
*» The Azerbaijan authorities are recommended
consider a review of existing law and practicehis

area to identify any features which may act asidxaf

to the development of practical co-operation of
type (R.38).

« Broaden the ML and TF offences to avoid dual

to

hi

6.4 Extradition (R.39, 37 & SR.V)

* Broaden ML and TF offences to avoid potential d
criminality problems

ual

6.5 Other Forms of Co-operation
(R.40 & SR.V)

e Establish a FIU and apply to Egmont.

e Establish a firm legal basis for supervisory exajes)

of information in TF (and ML) and establish mg
practice.

7. Other Issues

7.1 Resources and statistics (R.
& 32)

3oReconsider resources for AML/CFT issues in all @escand
review and establish clear integrity standards Faw
enforcement and supervisors in the context of AMETC

e More relevant AML/CFT financing required for Iq
enforcement, prosecutors and judges.

* More statistics need to be available to review qgrenfince
of AML/CFT systems on a regular basis.

« Keep comprehensive statistics on ML investigatid
prosecutions and convictions and on provisional Suess
and confiscations in ML cases and in other majoiceeds
generating cases.

» Keep statistics on MLA and FIU to FIU cooperatiohem
the FIU is established and keep statistics showhegange
of international cooperation by the supervisoryhatities

W

ns,

with their counterparts.
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APPENDIX II

Excerpt from Directive 2005/60/EC of the EuropeamliBment and of the Council, formally adopted 20
September 2005, on the prevention of the use dirthacial system for the purpose of money laundgri
and terrorist financing

Article 3 (6) of EU AML/CFT Directive 2005/60/EC @ Directive):

(6) "beneficial owner" means the natural persom{sd ultimately owns or controls the customer and/or
the natural person on whose behalf a transactiactorsity is being conducted. The beneficial owsleall
at least include:

(a) in the case of corporate entities:

() the natural person(s) who ultimately owns omtcols a legal entity through direct or indirect
ownership or control over a sufficient percentagehe shares or voting rights in that legal entity,
including through bearer share holdings, other thaompany listed on a regulated market that igestib
to disclosure requirements consistent with Commuleigjislation or subject to equivalent internationa
standards; a percentage of 25 % plus one shaiebehd¢emed sufficient to meet this criterion;

(i) the natural person(s) who otherwise exercizedrol over the management of a legal entity:

(b) in the case of legal entities, such as fouwdati and legal arrangements, such as trusts, which
administer and distribute funds:

() where the future beneficiaries have alreadynbédetermined, the natural person(s) who is the
beneficiary of 25 % or more of the property of gdkearrangement or entity;

(i) where the individuals that benefit from theyéd arrangement or entity have yet to be determitied
class of persons in whose main interest the lagahgement or entity is set up or operates;

(iif) the natural person(s) who exercises contr@rd?5 % or more of the property of a legal arranget

or entity;

Article 3 (8) of the EU AML/CFT Directive 2005/60EC(3 Directive):

(8) "politically exposed persons" means nhaturakpes who are or have been entrusted with prominent
public functions and immediate family members, erspns known to be close associates, of such
persons;

Excerpt from Commission directive 2006/70/EC of dg@st 2006 laying down implementing measures
for Directive 2005/60/EC of the European Parliamantl of the Council as regards the definition of
‘politically exposed person’ and the technical eniéh for simplified customer due diligence procesur
and for exemption on grounds of a financial acfigibnducted on an occasional or very limited basis.
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Article 2 of Commission Directive 2006/70/EC (Implmentation Directive):

Article 2
Politically exposed persons

1. For the purposes of Article 3(8) of DirectiveOB060/EC, "natural persons who are or have been
entrusted with prominent public functions" shatilirde the following:

(a) heads of State, heads of government, miniatetsieputy or assistant ministers;

(b) members of parliaments;

(c) members of supreme courts, of constitutionalrisoor of other high-level judicial bodies whose
decisions are not subject to further appeal, exicegtceptional circumstances;

(d) members of courts of auditors or of the boafdsentral banks;

(e) ambassadors, chargés d'affaires and high-rquoficers in the armed forces;

(f) members of the administrative, management pestisory bodies of State-owned enterprises.

None of the categories set out in points (a) t@{fthe first subparagraph shall be understoocasring
middle ranking or more junior officials.

The categories set out in points (a) to (e) of find subparagraph shall, where applicable, include
positions at Community and international level.

2. For the purposes of Article 3(8) of DirectiveOBI60/EC, "immediate family members" shall include
the following:

(a) the spouse;

(b) any partner considered by national law as edent to the spouse;

(c) the children and their spouses or partners;

(d) the parents.

3. For the purposes of Article 3(8) of Directive0BI60/EC, "persons known to be close associatesl' sh
include the following:

(a) any natural person who is known to have joiahdjicial ownership of legal entities or legal
arrangements, or any other close business relatiotisa person referred to in paragraph 1;

(b) any natural person who has sole beneficial osimig of a legal entity or legal arrangement whikh
known to have been set up for the benefit de fattbe person referred to in paragraph 1.

4. Without prejudice to the application, on a rigasitive basis, of enhanced customer due diligence
measures, where a person has ceased to be entuistedprominent public function within the meagin

of paragraph 1 of this Article for a period of aast one year, institutions and persons referred to
Article 2(1) of Directive 2005/60/EC shall not bbliged to consider such a person as politicallyomsegl.
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APPENDIX IIl — List of additonal legislation and data submitted with the progress report.
Laws of the Republic of Azerbaijan:

1. “On the Prevention of the Legalization of CrimiyalDbtained Funds or Other Property and the
Financing of Terrorism”;
“On State Registration and Registry of Legal Pes5on
3. “On Non-governmental Organizations (public assdaiest and funds)”;
4. “On Currency Regulation”;
5. “On Banks»;
6. “On Insurance Activity”
7. “On Auditing Services”;
8. “On Notaries”;
9. “On Investment Funds”;
10. “On Advocates and Advocate Activities”;
11. “On Lottery”;
12.“On Post”;
13. “On Central Bank of the Republic of Azerbaijan”;
14. “On Precious Metals and Precious Stones”..
Codes of the Republic of Azerbaijan:

1. Criminal Code
2. Code of Administrative Infringements;
3. Criminal Procedure Code;
4. Civil Code.
Regulations of the Central Bank of the Republic oAzerbaijan:

1. “On opening, maintenance and closing of accountmirks”
2. “On the Regime of Foreign Currency Transactiondslegidents and Non-Residents in the Republic of
Azerbaijan”.

Regulations of the State Committee for Securitiesféhe Republic of Azerbaijan:

1. “On carrying out broker activity in securities matk
2. “On carrying out professional management of seiesrin securities market”;
3. “On measures against the ML/TF in the securitieskata

Draft Law of the Republic of Azerbaijan:

1. “On changes and amendments to some legislativeohthe Republic of Azerbaijan in connection with
the improvement of the legislation on AML/CFT spdier
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