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This is the second 34 Round written progress report submitted to MONEYVAL by the
country. This document includes a written analysis by the MONEYVAL Secretariat of
the information provided by Israel on the Core Recommendations (R. 1, R. 5, R. 10, R.
13, SR.II and SR.IV), in accordance with the decision taken at MONEYVAL’s 32nd
plenary in respect of progress reports.
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Israel

Second 374 Round Written Progress Report
Submitted to MONEYVAL

Written analysis of progress made in respect of the FATF Core
Recommendations

1.1. Introduction

The purpose of this paper is to introduce Israsésond progress report back to the Plenary
concerning the progress that it has made to rentleelydeficiencies identified in the 3rd round
mutual evaluation report (MER) on selected Recondagons.

Israel was visited under the third evaluation rofmoan 4 to 12 November 2007 and the mutual
evaluation report (MER) was examined and adopteMBNEYVAL at its 27" Plenary meeting
(07 - 11 July 2008). According to the proceduresadl submitted its first year progress report to
the 3¢" Plenary in September 2009.

This paper is based on the Rules of Procedurevaedein March 2010 which require a Secretariat
written analysis of progress against the core Raetendations The full progress report is subject
to peer review by the Plenary, assisted by the Bapmwr Country and the Secretariat (Rules 38-
40). The procedure requires the Plenary to befigatisvith the information provided and the
progress undertaken in order to proceed with thoptamh of the progress report, as submitted by
the country, and the Secretariat written analysit) both documents being subject to subsequent
publication.

Israel has provided the Secretariat and Plenarj witfull report on its progress, including
supporting material, according to the establishembqess report template. The Secretariat has
drafted the present report to describe and analyseprogress made for each of the core
Recommendations.

Israel received the following ratings on the coec&nmendations:

R.1 — Money laundering offence (LC)

SR.Il — Criminalisation of terrorist financing (C)

R.5 — Customer due diligence (PC)

R.10 — Record Keeping (PC)

R.13 — Suspicious transaction reporting (LC)

SR.IV — Suspicious transaction reporting relatetétoorism (LC)

This paper provides a review and analysis of theasuees taken by Israel to address the
deficiencies in relation to the core Recommendati@ection Il) together with a summary of the
main conclusions of this review (Section Il). Thiaper should be read in conjunction with the
progress report and annexes submitted by Israel.

! The core Recommendations as defined in the FA®Equiures are R.1, R.5, R.10, R.13, SR.Il and SR.IV.
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It is important to be noted that the present amalfgeuses only on the core Recommendations and
thus only a part of the Anti-Money Laundering/Cortifigrthe Financing of Terrorism (AML/CFT)
system is assessed. Furthermore, when assessiggeggomade, effectiveness was taken into
account, to the extent possible in a paper basskl dwiew, on the basis of the information and
statistics provided by Israel, and as such thesagsent made does not confirm full effectiveness.

1.2. Detailed review of measures taken by Israel in te@a to the Core

Recommendations

Main changes since the adoption of the MER

Since the adoption of the MER and the First Pragieeport, Israel has taken the following
measures with a view to addressing the deficiendoemntified in respect of the core
Recommendations, including:

 Amendments were brought to the Prohibition of Mphaundering Law in order to include
piracy and environmental crimes as predicate offenc

* The overall customer due diligence system was ingmtoand obligations to take CDD
measures have been imposed by regulation to aldial entities. Also, the orders for Stock
Exchange Members, for Portfolio Managers and ferRiostal Bank include an obligation to
pursue due diligence where the financial institutltas doubts regarding the veracity or
adequacy of previously obtained customer identificedata.

« Serious measures have been taken in order to serigee effectiveness of the reporting
system, especially with regards to the non-bankingncial institutions. According to the
statistics provided, the number of unusual tramsaceports has significantly increased since
the last MER. In addition, the quality of the reigosubmitted by the non banking financial
institutions has increased.

« An explicit obligation to report all attempted unastransactions were included in the Orders
for Stock Exchange Members, for Portfolio Managerd for the Postal Bank. For the rest of
the financial entities the same obligation is pded in draft regulation that is expected to be
adopted in the near future.

Israel has also taken additional measures to asldeficiencies identified in respect of the key and
other Recommendations, as indicated in the progmgssrt. However these fall outside of the
scope of the present report. It is non-the-lessttwooting that steps are being taken in the
Parliamentary process to bring lawyers and accotsitander the PMLL.

Review of measures taken in relation to the CorBecommendations

Recommendation 1 - Money laundering offence (ratedC in the MER)

10. Deficiency 1 identified in the MERPiracy and environmental crimes are not predicatiences)

At the time of the " round evaluation report Israel had adopted adjgtroach to predicate
offences. This list was specified in the First Stte of the PMLL. The list of offences under
Israeli Law which corresponds to the FATF's desigdacategories of offences was provided to the
evaluators. The list was an extensive one whicker@V all major proceeds-generating crimes in
the Israeli context, including prevention of teisar offences and other serious crimes. However,
two matters listed in the Glossary to the 2003 FARgEommendationgfvironmental crimes and
piracy) were not included.
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Since 14 Januar3010 piracy was included as predicate offences. AgHferenvironmental crimes,
it is not clear from the AML/CFT Law what rangeeasfvironmental crimes is comprised.

It appears that the above mentioned deficiencyobas addressed.

Deficiency 2 identified in the MERThreshold approach mentioned in section 4 needbeto
removed).In the 3rd round MER it was stated that under ®aci of the Prevention of Money
Laundering Law, entitled “Prohibition of performirgprohibited transaction with property” it was
prohibited the acquisition, possession and useriafimal proceeds, without the need to show
concealment. Apparently due of its scope, the datiwas taken to introduce a value threshold in
this context i.e. monies in excess of 400,000 Nigd@x. 71.400 EURO) or real estate, securities,
objects of art, and other specified items if theifue is 120,000 NIS (aprox. 21.400 EURO) or
more. This provision is not in line with the withiterion 1.2 of the methodology which requires
that money laundering should extend to any typaroperty, regardless of its value, that directly or
indirectly represents the proceeds of crime.

At the time of the present desk analysis of theosécprogress report, Article 4 of the PMLL
applies criminal liability so a person performingygroperty transaction knowing that it represents
prohibited property, and that such property is:

* “Monies in excess of the amount of 500.000 NIS T98BJRO) whether within a single
property transaction or a several property transans, together totaling the aforesaid amount,
within a period of three months. or —

» Categories of property (objects d'art; ritual objecand Judaica; means of transportation,
including vessels and aircraft; precious stones a@mecious metals; securities; real estate;
antiquities; carpets) provided that the value of froperty is 150.000 NIS (29.600 EURO) or
more, whether in a single property transaction @veral property transactions, together
totaling the aforesaid amount, within a period lofee month$

On this particular aspect, it appears that sinecldlst evaluation report, the threshold has been
actually increased from 400.000 NIS and 120.000 t81500.000 NIS and 150.000 NIS which is
clearly not in line with the MONEYVAL recommendatioThe reason for this increase derives
from the fact that the thresholds are linked toltiteex and therefore being updated periodically.

According to Israeli authorities, following the NNEYVAL recommendations in the"3round
MER, in the Amendment 8 to the PMLL it is propogkdt the threshold under Article 4 shall be
reduced to approximately 10.000 USD (aprox 7.20(RBY At this stage, the Law is under
advanced legislative process and the draft is egddo be brought for the approval of the Knesset
at the near future.

It appears that this recommendation is not yetandtthe reviewers of this progress report have the
same view as the®3round evaluators and consider that this issueldhmi addressed in the way
the evaluators outlined. The thresholds shouldebsored.

Turning to effectiveness, from the responses todghestionnaire it results that the number of
prosecutions and convictions for money launderiag ¢onstantly increased since 2009, as well as
the proceeds seized and confiscated. In Israel $glfHaundering and third party laundering are
criminalized and result in prosecutions and comwist. According to the statistics provided by the
authorities, approximately one third of the coniaies are third party money laundering cases.



Recommendation 5 - Customer due diligence (rated Pi@é the MER)

19. Deficiency 1 identified in the MERRequirements in respect of numbered accounts wete n
provided by law or regulationAt the time of the 8 MER, the CDD requirements in respect of
bank accounts, including the provisions on nhumbasbunts, were provided by Directive 411 for
Proper Conduct of Banking Business, issued by trekB®f Israel.

20. The existing requirements in Directive 411 withpest to numbered accounts were considered by
the evaluators as sufficient and effectively impéeted. However, Directive 411 isother
enforceable meahand criterion 5.1 should be dealt with in lawregulation.

21. At the time of the present desk analysis, the ammemts to the Banking order awaits the approval
of the Knesset and include the following requiretnen

“A bank corporation will not open or manage an agtaunless the identity of the owner of the account

is known to the bank corporation; in numbered actpthe bank corporation will take increased know

your customer procedure; for this purpose, "numbeaecount" - an account that the identity of the

owner is known to the bank corporation, but in plaf the identifying details there are numbers or

code names in some of the documentation of the dmpkration”

22. The Orders issued by the different supervisorsikiyes of the power vested under the PMLL are
authorized by the Knesset Constitution, Law andide€£ommittee and thus, these obligations are
punishable, and constitute regulations within treaning of the FATF Methodology.

23. However, at the time of the second progress reffiatnew Banking order has not been approved
by the Knesset yet, but this deficiency is welloouirse to be remediated.

24. Deficiency 2 identified in the MERInvestment-related insurance activities not covebgdany
regulatior) At the time of the "8 round MER it was noted that no legislation waplice to include
investment-related insurance activities for CDDpuses.

25. In the first progress report, the Israeli authestexplained that according to the specific interna
legislation, insurance businesses are subjectliteerase from the Commissioner of Insurance and
the Capital Market. This license specifies the iiasae instruments that are permissible to engage
with, and investment related insurance is not idetlin this license list. In other words, such type
of insurance does not exist (and cannot be proyidedsrael, and this is the reason why CDD
provisions do not address this insurance product.

26. At the time of the present analysis the situatemains the same.

27. Deficiency 3 identified in the MERThe Postal Bank has no obligation to take CDD messu
below the applicable threshold that vary from NIBEO®O0 to NIS 1.000.000 depending on the type
of the transaction.At the time of the on site visit, in relationttee Postal Bank the following was
noted:

» ldentification of transactions of payments of taketow NIS 100.000 was not required.
For transactions above the threshold, identificatend recording was required, but
verification was not.

» ldentification of other transactions below NIS 3m0was not required. Between NIS
50.000 and NIS 200.000 identification and recordirege required. Above the threshold
of NIS 200.000 identification, recording and verifiion were required.




e The thresholds in the related section that oblige Postal Bank to report certain
transactions are NIS 200.000 compared with NIS@DfOr cash transactions.

28. It also appeared that if no report is requiredORD measures are to be taken by the Postal Bank
with regard to occasional costumers (CDD measyppBeal to all account owners). In the case of
an unusual activity report, the Postal Bank takB¥Gneasures regardless of the amount of the
transaction.

29. At present, according to the authorities, on 21 éoler 2010 the Postal Bank Order was approved
by the Knesset and came into force on 21 July 2011.

30. The Order includes the obligation for the PostahiBto performknow your customeiprocedures
for all account owners without threshold limits,daongoing due diligence with reference to the
process of know your customer, as conducted duhi@gstablishment of business relations:

"The Postal Bank shall not open an account, withdentifying the person who wants to be an account

owner and without carrying out a procedure of knawr customer ..."

"The Postal Bank shall carry out ongoing due difige with reference to the process of know your

customer as conducted during the establishmerieobtisiness relations, according to the degree of

risk of the account holder for money laundering &ndncing terrorism...".

31. In addition, the revised Order includes an obligatfor the Postal Bank to take CDD measures
with regard to occasional costumers below the agple thresholds in the following articles:

e The Postal Bank shall not carry out a transactidmich requires a CTR and which is not recorded
in an account in which the party performing thensaction is recorded as an account holder or
authorized signatory, without recording the idengfion particulars of the party performing the
transaction.

« The Postal Bank shall not carry out a transactidmiak does not require a CTR and which is not
recorded in an account in which the party perforgnthe transaction is recorded as an account
holder, authorized signatory, without identifyinget party performing the transaction and
recording his identification particulars. For thisubsection, "transaction" means a transaction in
cash involving 10,000 NIS or more, or another tai®n involving 75,000 NIS or more.

32. From a desk review it appears that steps havetiaken by the authorities in order to deal with this
deficiency identified in the'3round MER. Nonetheless, the CDD measures stitiatapply to all
types of transactions other than opening an acceash transactions under 10.000 NIS and other
transactions under 75.000 NIS.

33. Deficiency 4 identified in the MERThe threshold concerning Insurers and Insurancerg) for
identification, not in line with the Methodologl) the 3rd MER it was mentioned that since the
activities of Insurers and Insurance Agents seeatistom be occasional, there should not be a
threshold for CDD. With respect to the general tifieation obligation, one threshold existed in
the sense that the identification obligations &t time of the deposit applied only to policies in
which the annual deposit amounted to NIS 20.000are.

34. Since the evaluation report, the Israeli autharitimve taken steps to lower the threshold from
20.000 NIS to 5.000 NIS by drafting amendmentsh® hsurance order and Provident Funds.
However, at the time of the desk analysis, the gged amendment concerning the lower threshold,
met objections and therefore it was decided to wemit in order not to delay the legislation
process, and to reconsider the issue at a latge.sta

35. It appears therefore that this recommendationtismplemented yet.
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Deficiency 5 identified in the MERNo clear specification on the lower limit of USD0QO for
CDD measures in occasional wire transfefd)the time of the on-site visit it seemed thatréhe
was some confusion in relation to the thresholdafplying CDD measures for occasional wire
transfers. A number of legal acts were mentionedthis respect and it appeared that the
identification requirement applied differently iiffdrent circumstances.

At present time, the AML\CFT orders concerning fi® managers, stock exchange members,
and the postal bank, were approved during 201Genknesset Committee. The orders include a
limit of 5,000 NIS for CDD measures for occasiondle transfers (except in the Portfolio
Managers order, since they do not conduct wiresfean and they do not have occasional
customers).

A similar article was included in the AML/CFT dradtder concerning banking corporations, and
according to the lIsraeli authorities, the draftlviile brought soon for the approval of the
Constitution, Law and Justice Committee of the Kegsas the final step of the legislation process.

In addition, AML/CFT draft orders concerning instgr@nd insurance agents, provident funds and
companies managing a provident fund, and moneycgebusinesses, are fully drafted and will be
submitted also for consultation to the MinisterJofstice and the Minister of Public Security in
order to be approved by the Knesset Committee -dwestitution, Law and Justice Committee.

It therefore appears that steps have been takémelgraeli authorities in order to address thedss
which arose in the™8round MER. However, some of the legal documenrgsséifl drafts and the
adoption and implementation is to be assessedgithe4’ round evaluation.

Deficiency 6 identified in the MERNo provision in law or regulation in place thatogeres
financial institutions to pursue due diligenceliete are doubts about the veracity or adequacy of
previously obtained customer identification dataept for the portfolio managergit the time of

the 3rd round MER Banking Order obliged bankingoooations to report unusual transactions and
several transactions were described as being deentedunusual. One of those is declarations that
appear to be incorrect. The Israeli authoritiesntad@ed that clients in respect of which the
verification of data is in doubt, are consideredb&high-risk clients. However, the Postal Bank
Order, the Stock Exchange Member Order, the Insamdrinsurance Agents Order, the Provident
Fund Order and the Money Changer Orders had ndesiraiguirements.

According to the lIsraeli authorities, at presete brders for Stock Exchange Members, for
Portfolio Managers and for the Postal Bank incladeobligation to pursue due diligence where the
financial institution has doubts regarding the e#yaor adequacy of previously obtained customer
identification data.

A similar article was included in the AML/CFT draftrder concerning banking corporations,
insurers and insurance agents, provident fundscantbanies managing a provident fund, and
money service businesses.

In the light of the new texts provided by the Idraethorities it seems that the deficiency ideadf
in the MER is in the process of being addresseill, 8te adoption of the draft order and the
effectiveness of the new provisions are to be asseduring the2mutual evaluation exercise.
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Deficiency 7 identified in the MERThe Insurer and Insurance Agent Order and Providamd

Order provide thresholds above FATF limits for fiedtion). The situation is the same as for the
deficiency number 4 above.

Deficiency 8 identified in the MERThe obligatory verification of beneficial ownerstwlders of

controlling interests is not required by law or tegtion) In the 3" round MER the assessors noted
that under section 4 of the Bank Order, bankingpamations have the duty (before opening an
account) to receive from the customer a declardt@aring an original signature stating whether he
is acting for himself or on behalf of another.H&tapplicant declares that he is acting on behalf o
another, the declaration shall include the name idedtity number of the beneficiary of the
account. Under section 2 of the Order, banking @@fons should record the name and identity
number of the beneficiary of the account in accocdawith this declaration.

Though verification of beneficial owners or holdefsontrolling interests was not an obligation in
‘law or regulation’, a certain level of effectivanplementation in practice by the banking
corporations was ascertained by the evaluation .tééemertheless, concerns had been raised in
relation to different concepts of identificationdawerification in higher risk situations, which weer
not completely understood and fully reflected iaqtice.

At the time of the desk review, the orders for 8t&xchange Members, for Portfolio Managers

and for the Postal Bank include the obligationaketreasonable measures to verify the identity of
the beneficial owner using relevant informationdata obtained from a reliable source so the
financial institution shall be satisfied that itdus who the beneficial owner is.

A similar article was included in the AML/CFT drafirder concerning banking corporations,
insurers and insurance agents, provident fundscantbanies managing a provident fund, and
money service businesses.

In conclusion, it appears that steps have beemtakerder to comply with the MONEYVAL
recommendation, but the Order concerning bankirrgarations, insurers and insurance agents,
provident funds and companies managing a provifient, and money service businesses is still a
draft. The effective implementation of those prawmis is to be assessed under tHerdund
evaluation.

Deficiency 9 identified in the MERConcerns regarding the separate concepts of ifleation
and verification in high risk situation®y the amended Orders for Stock Exchange Memff@rs,
Portfolio Managers and for the Postal Bank, angalion to take CDD measures in higher
AML/CFT risk situations was included. The wordirrgrh the order to the Postal Bank states:

Postal Bank shall carry out an ongoing monitgrof the transactions of the account owner,

including the following:

52.

ensure that the transactions are consistent withaharacter of the account in accordance with
his acquaintance with the client;

monitoring the transactions and the connectionsttef account owner against the list of
countries and territories specified in the secopgendix;

monitoring the activity in the account of a poliily exposed persoh;

According to the Israeli authorities, the AML/CFTraft orders concerning money service

businesses, insurers and insurance agents, provigesls and companies managing a provident
fund, and banking corporations, provide for simiksguirements.

1C



53. For example, the order for MSB, includes the folloyvobligation:
"Money Service Business shall carry out an ongammnitoring of the transactions of the service
recipient, including the following:
* ensure that the transactions are consistent with ¢tharacter of the service recipient in
accordance with his acquaintance with him;
« monitoring the transactions and the connectionghef service recipient against the list of
countries and territories specified in the secopgendix;
* monitoring the activity of a politically exposedgan;"

54. From a desk review, and without analyzing all thlevant texts dedicated to different categories of
reporting entities, it appears that the definiticare similar and that the deficiency has been
addressed. However, the adoption of the draft Caiddrthe effective implementation in practice is
still to be assessed.

55. Deficiency 10 identified in the MERNo sufficiently explicit obligation for financiahstitutions to
obtain information on the purpose and the intendature of the business relationshigt the
present time, the orders for Stock Exchange Memisadfolio Managers and for the Postal Bank
include the obligation to take CDD measures cornngrithe intended nature of the business
relationshipjnter alia, and the obligation to obtain this information;

"A stock exchange member shall not open an accuithiput identifying the person who wants to be a
client and without carrying out a procedure of kngaur customer; for this purpose, ‘a procedure of
know our customer’ means ascertaining the sourdeefmoney that is supposed to be deposited in the
account, his occupation, his public status, theuwinstances of opening the account and the planned
activity therein and any other detail that is rega in order to understand the nature of the
transactions of the owner of the account throughdtock exchange member; with regard to a foreign
resident — also his connection to Israel, and wébard to someone who owns a business — also
becoming acquainted with his business, the natfirbiocustomers and suppliers and his financial
activity; the stock exchange member shall makerdsoof these details;"

56. A similar obligation is included in the AML/CFT dtaorders concerning insurers and insurance
agents, provident funds and companies managing\adent fund, and money service businesses,
but those modifications are still to be submitted donsultation to the Minister of Justice and the
Minister of Public Security in order to be approvwsdthe Knesset Committee.

57. Also, the AML/CFT draft order including a genemligation to carry out know your customer
procedures for banking corporations was sent o\d@ust 2011 to the Constitution, Law and
Justice Committee of the Knesset for its appraasthe final step of the legislative process.

58. From a desk review, it appears that the Israehaities have taken steps to address the deficiency
identified in the 3 round MER. However, not all the legal documentsitiomed are in force yet.

59. Deficiency 11 identified in the MERRequirements for on going due diligence not irceléor the
financial institutions other than banks, for whitttey are as “other enforceable means” but not in
“law or regulation”) The orders for Stock Exchange Members, Portfolianbyjers and for the
Postal Bank include the obligation to take ongaingtomer due diligence measures. Taking into
consideration that those Orders have been approyeatie Knesset Committee, they qualify as
“law or regulatiori.

11
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69.

The ongoing due diligence obligation for bankingparations is currently covered in Directive
411 (other enforceable means), and will be addifigrcovered in the banking corporation order,
once it is approved.

So it appears that the recommendation noted irBth®MIER has been addressed with regard to
some of the non-banking financial institutions, thé provisions related to banks are still in the
Directive 411 and the specific order awaits itsrappl.

Deficiency 12 identified in the MERExemption regarding registering an attorney, ratbal
pleader or accountant as a beneficiary of an actpin the time of the 8 round report, section 5
of the Banking Order 5761-2001 determined the eveiith partial exemption from registering a
beneficiary. One of those exemptions is an accadmth an attorney, a rabbinical pleader, or an
accountant wishes to open for his clients, provitted the balance in the account at the end of
every business day shall not exceed NIS 300,000,006%), and no transaction in the account
shall exceed NIS 100,000 (~23,000%). The openingswafh an account is conditional on a
declaration bearing an original signature of theliapnt who wishes to open an account that this is
his only account of this type.

The assessors noted that although the risk is rraathdue to the thresholds, this exemption raises
concerns, particularly as more than one of thesewats may be held with a number of currently
unregulated professionals.

According to the Israeli authorities, the issuer@ioving the above mentioned exemption was
discussed and examined by Bank of Israel and it dexided not to eliminate it unless the
AML/CFT obligations will be imposed to attorneysgcauntants and other independent legal
professionals.

At present the situation has not changed thougte dRelL/CFT obligations are imposed on
attorneys and accountants it is considered thaBém of Israel’s decision should be reviewed and
the MONEYVAL recommendations should be addressed.

Deficiency 13 identified in the MEREffectiveness concerns related to the implememtadif
Recommendation 5 by the Postal Bank, Insurancersdtovident funds and MSBjccording to
Israeli authorities, since the last evaluation repamumber of measures have been taken in order to
improve effectiveness.

The supervisory authorities of the above-mentioreggbrting entities have conducted AML/CFT
inspections in order to review the implementatioh AML\CFT obligations, including of
Recommendation 5, especially in respect of identfihigher risk situations. Sanctions have been
imposed to MSBs and to Insurance Companies, bubmahe other categories of obligors (Postal
Bank and Provident funds).

In addition, it was mentioned that the Ministrykihance, IMPA and the supervisor of the Postal
Bank are conducting trainings with regard to AMLICébligations, including Recommendation 5,
typologies and sanitized cases.

In addition, the supervisor of the Postal Bank utades regular meetings with the Postal Bank
management, compliance officer and with the empgeyahich are responsible for AMCFT
issues, in order to increase awareness with respe®ML/CFT. Furthermore, during 2008-2011
the supervisor of the Postal Bank issued to thetaPd3ank various directives concerning
AML/CFT issues.
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70. Since the last evaluation report, IMPA, in cooperatwith the Ministry of Finance, issued
guidelines and instruction booklets to MSBs andnsurers and insurance agencies, concerning
AML\CFT issues. The booklet for insurance agenci@s published on 26 August 2009. The
booklet for MSBs was published on September 2008,the booklet for stock exchange members
and Portfolio managers was published on May 2011.

71. Turning to effectiveness, it was stated in theiesplo the questionnaire that the supervisors ®f th
Postal Bank, Insurance sector, Provident funds M&®B have conducted regularly AML\CFT
inspections in order to review the implementatidnAML\CFT obligations, including CDD.
Sanctions have been imposed on MSB's and Insu@ooganies (decision yet to be published).
From the statistics provided, it resulted that shpervisor of Insurance Companies and Provident
Funds conducted only 2 inspections from 2009 tol2@Dbllowing the inspections carried out to
review the implementation of CDD obligations, thgervisor for the Postal Bank applied to the
head of the sanctions committee in a request tosmganctions on the Postal Bank for violation of
its obligations under the AML/CFT order.

72. In conclusion, from a desk review, it appears thatlsraeli authorities have taken significant step
to address the deficiency. The effectiveness ibetdully assessed during th& found mutual
evaluation exercise.

Recommendation 10 - Record Keeping (rated PC in thRIER)

73. Deficiency 1 identified in the MERThresholds for retaining of the documentation stobé
removedl According to the lIsraeli authorities, at preseny, the amended orders for Stock
Exchange, Portfolio Managers and for banking cafons, all thresholds for retaining of the
documentation were removed. Therefore, the abovgiomed financial institutions shall maintain
all necessary records on transactions for a perfieéven years.

74. However, the Post Bank is still applying threshdliiskeeping documentation to those in respect
of the reported transactions and for every traimachbove 10,000NIS. In the draft order for
money service businesses, the record keeping dibliges provided for all reported transactions
and for every transaction above 5,000 NIS. Alse, ttireshold is kept for insurers and insurance
agents, provident funds and companies managingdmot/funds.

75. From a desk review it appears that the authotiittae taken some further measures to improve the
record keeping system in Israel. However, at ptesemme thresholds remain for the Post Bank,
insurers, MSBs, provident funds and companies magagovident funds.

76. Deficiency 2 identified in the MERNo requirement to keep all the documents recording
details of all transactions carried out by the diiein the course of an established business
relationship. At the time of the second progress report, thdLACFT new orders for Stock
Exchange Members and for Portfolio Managers pralithe obligation to maintain the documents
containing the instruction to carry out any trarnise for a period of at least seven years from the
date of recording the transaction in the book$effinancial institution

77. A similar obligation is included in the draft ordier banking corporations.
78. In the Postal Bank Order, there is an obligatiometain documents containing the instruction to

carry out transactions above 10,000 NIS. A sinldligation is provided in the order for insurers
and insurance agents, provident funds and compardaesaging a provident fund. In the draft order
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79.

80.

81.

82.

83.

84.

85.

86.

for money service businesses there is an obligéioetain documents containing the instruction to
carry out transactions above 5,000 NIS.

Hence, it appears that the Israeli authorities Haken steps towards meeting the MONEYVAL
recommendation, firstly by adopting the obligattenmaintain documents on the instructions to
carry out any transactions for a period of sevearydor Stock Exchange Members and for
Portfolio Managers, and secondly, by drafting newvjsions on record keeping, applicable to
banking corporations, Postal Bank, insurers andraree agents, provident funds and companies
managing a provident fund and for money servicdnasses. However, the latest provisions are
not in force yet and thresholds are still applieabl

The deficiency has been only partially addressed.

Deficiency 3 identified in the MERNo general requirement to retain documentation mtan 5
years where requested by a competent authortiythe time of the first progress report it was
indicated by the Israeli authorities that the Minisf Justice objected to the implementation &f th
recommendation for protection of privacy reasons.

Currently, it was stated that the orders for stegkhange members and for portfolio managers
provide a requirement to retain documentation lontgan 7 years where requested by the
supervisor. A similar obligation is included in tdeaft orders for insurers and insurance agents,
provident funds and companies managing providemd$uand banking corporations.

It therefore appears that some initiatives had liaken in order to address the deficiency, but the
provisions for most of the financial obligors aril $n a draft form and not all the financial
institutions are targeted by those drafts.

The Israeli authorities need to address this recendation further.
Deficiency 4 identified in the MERThe Decree on Post Bank not in Law or regulation).

According to the information provided in the secqrdgress report, on 21 November 2010 The
Knesset Committee approved the Postal Bank Order.

From a desk review it seems that this deficiency/been addressed. The effective implementation
and the full provisions of the Order concerning ®emendation 10 is to be determined during the
4" round evaluation mission.

Recommendation 13 — Suspicious transaction reportin (rated LC in the MER)

87.

88.

89.

Deficiency 1 identified in the MERThresholds in some of the orders may send thegvs@nals
that only the transactions above should be repdrtédcording to the Israeli authorities all
thresholds for reporting the unusual activity hbeen removed.

However, there were concerns of the assessors i tround mutual evaluation report with regard
to the effectiveness of the reporting system givleat the different thresholds might create
confusion among reporting entities, even if theeshiolds did not apply to unusual transactions as
such.

It therefore appears that the recommendation isleimented by the Israeli authorities, the
effectiveness remaining to be determined at thevdnd evaluation.
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90.

91.

92.

93.

94.

95.

96.

97.

Deficiency 2 identified in the MERReview level of reporting from non bank finandredtitutions
and undertake outreach as necessai). analysis of the statistics put forward by theaddi
authorities shows that the number of unusual tia reports submitted by non banking
financial institutions has increased from more th80A0 in 2007 to over 5000 in 2011

In addition, a number of measures have been takerder to improve the level and the quality of
the reports submitted by the non banking finariastitutions:
Correspondence regarding the quality of the fir@naistitutions’ reports submitted to the FIU.
In some case§MPA chose to address the letter not only to tharfaial institution, but also to
the applicable supervisor, in order to inform itaglute or repeated flaws, severe violations of the
procedural regulations or violations of IMPA's repw guidance. In certain cases, the letters
include IMPA's recommendation to consider furtheticms, such as inspections and sanction
committees;
Training events and feedback meetings organizeu neftorting institutions;
Additional training activity conducted by IMPA camately with the supervisors, consisting in
editing and disseminating AML/CFT guidance and infation booklets;
Project for Improving the quality of the UAR;
Project targeted on providing a quality feedbackttite reporting institutions, regarding the
contribution of their UARs to IMPA with regard tmeoncealed cases. The feedback will refer to
cases, in which money laundering or terror finagaffences were investigated by Israeli law
enforcement authorities, and where the judiciatpss has ended or is in its final stages.

From a desk review it seems that the Israeli aittberhave addressed the deficiency identified in
the 3 round MER.

Deficiency 3 identified in the MERReview the overall effectiveness in relationhi® timeliness of
the reporting system generallyFollowing the MONEYVAL recommendation the Israel
authorities have taken significant measures to @vpthe timelines of the reporting system.

On 24 January 2010, the Bank of Israel amended:Diee411 to clarify that reporting on irregular
activity shall take place as promptly as possilnidan the circumstances of the case. In the event of
special circumstances, an unavoidable delay, oelaycdhat the banking corporation considers
justified, the banking corporation shall documénat teasons for said delay.

In addition, financial sanctions were imposed orficial institutions that submitted their repods t
IMPA with substantial delays.

According to the data provided in the second pregreeport, the delay in submitting UARs

diminished from eighteen days in January 2008 to tlays in July 2009 and the delay for

submitting CTRs decreased from eight days in Jan2@08 to less than one day in July 2009. The
delay for receiving and procession UARs varies betweight and six days in 2011.

Taking into consideration the analysis providedgappears that the Israeli authorities have taken

important steps in addressing the deficiency ifiedtiin the % round MER. The overall
effectiveness of the improved system is considasedemonstrated.
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Special Recommendation |V— Suspicious transactioreporting related to terrorism (rated LC in

the MER)

98. Deficiency 1 identified in the MERENsure all related information (in financial insittons other
than banking corporations) is covered by the tigpioff provisions) At the time of the first
progress report it was stated that the amendedsfdenon-banking financial institutions include
similar tipping off provision as in the banking erdSection 12 in the banking order states:

“Disclosure of the formulation, existence, nonexigte or contents of a report pursuant to
section 9, and of the existence of a complemem&pgrt pursuant to section 31 of the
Law, the existence of a request for the said reporthe contents on one of these, and
allowing the inspection of documents attesting teport as aforesaid is prohibited, except
to someone duly authorized to be privy to suchrimétion for purposes of fulfilling his
function in the banking corporation, the supervisor someone he authorized, the
competent authority or pursuant to a court order.”

99. Moreover, the orders for Stock Exchange MembersP@wtfolio Managers and for the Postal Bank
were amended to include tipping off provision tbaters all related information.

100. Similar article is included in the draft orders fooney service businesses, insurers and insurance
agents, provident funds and companies managingwdent fund.

101. It therefore appears that significant steps havenbken by the authorities to address the
deficiency related to tipping off provisions. Hoveey the orders dedicated to a series of non-
banking financial institutions concerning the tipgioff provision on all related information, are
still in a draft form. Effectiveness is to be assbon the #round evaluation exercise.

102. Deficiency 2 identified in the MERDelete s.10 (b) PTFL to avoid any confusion ash® t
mandatory nature of STR reporting on FT to the FAE provided for in s.48 PTFLAccording to
the information submitted in the second progregente on 22 March 2011 the draft bill for the
Prohibition of Money Laundering Law was approvedthy Ministerial Committee for Legislation
and Law Enforcement, as part of the legislativeepss. At the next stage of the legislative process,
the draft bill will be brought for the approval tife Knesset. According to the draft bill, section
10(b) to the PTFL will be removed and replaced withrovision which clarifies that the obligation
to report to the Israel Police is not a substifotethe obligation to report to IMPA, in accordance
with section 7 to the PMLL.

103. It therefore appears that some action has beem tak@ddress the deficiency. However, the
above mentioned Law is not in force yet.

104. Deficiency 3 identified in the MERENnsure attempted FT transactions are explicitlyered).As
indicated by the Israeli authorities, the ordersStock Exchange Members, for Portfolio Managers
and for the Postal Bank now include explicit obligas to report all attempted unusual transaction

105. A similar obligation is included in the draft ordefor banking corporations, money service
businesses, insurers and insurance agents, proviges and companies managing a provident
fund.

106. The deficiency has been addressed by the auttsfitie up to now, not all the provisions related
to attempted transaction reporting are in force.
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107. Deficiency 4 identified in the MEREnsure removal of thresholds from the (relevantjléds
covering SRIV reporting)According to Israeli authorities, all thresholdsr funusual activity
reporting were removed from all AML/CFT orders.

108. It therefore appears that the recommendation iy foiplemented by the Israeli authorities,
though the effectiveness remains to be determiméfusi 4' round evaluation.

1.3. Main conclusions

109. The report on the Core recommendations shows thaterous developments have occurred
which address major issues raised by the evaluatbes AML Law has been amended in order to
fully cover the offences listed in the Glossarytbe FATF Recommendations (environmental
crimes and piracy are now expressly mentioned edigates).

110. The Customer Due Diligence system was improved rbgosing stricter obligations on the
financial institutions CDD requirements. Currentiyl financial institutions have the legal
obligation to performknow your customer(KYC) procedures for all account owners without
threshold limits, and on-going due diligence witference to the KYC process. However, the
thresholds for the insurance sector remain in péaxcenot all provisions relating to CDD measures
are in force yet.

111. The effectiveness of the reporting system has begmoved and it appears that the FIU is
actively involved in awareness-raising and trairaiatjvities.

112. Regarding SRIV, progress had been made in relatidhe tipping off provisions and notle
orders for Stock Exchange Members, for Portfolionisigers and for the Postal Bank have been
amended to include a tipping off provision thatewvall related information. Orders dedicated to a
series of non-banking financial institutions inaud tipping off provision on all related
information, but are still in draft form.

113. There is a welcome progress on the obligation pontethe attempted transactions, which is now
explicitly mentioned in the orders for Stock ExcharMembers, for Portfolio Managers and for the
Postal Bank. Similar obligation is included in tHeft orders for banking corporations, money
service businesses, insurers and insurance ageotgdent funds and companies managing a
provident fund.

114. Overall there is a clear process in train to addresst of the recommendations in tferdund
report. The thresholds in the criminal legislat&irould still be removed in a timely fashion. The
inconsistent thresholds in the preventive measanedeing addressed.

115. As aresult of the discussions held in the coméxhe examination of the second progress report,
the Plenary was satisfied with the information filed and the progress being undertaken and thus
approved the progress report and the analysis efptiogress on the core Recommendations.
Pursuant to Rule 41 of the Rules of procedure,pttogress report will be subject of an update
every two years between evaluation visits, thodghRIlenary may decide to fix an earlier date at
which an update should be presented.

The MONEYVAL Secretariat
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2. General overview of the current situation and the developments

since the last evaluation relevant in the AML/CFT field

2.1. Position at date of first progress report (SeptemB809)

Since the adoption of the assessment report aBREYVAL 27" plenary meeting, on 9 July 2008,
significant developments have taken place in Israebnnection with the prevention of money lauriig
and the fight against terrorist financing (AML/CFET)

The regime in Israel for combating money laundegnd terrorist financing is constantly being exaai
reviewed and updated, in order to provide answersetv problems and to the growing sophistication of
criminals.
The implementation of MONEYVAL's recommendations &ML/CFT matters has also initiated
extensive legislative modifications.
During 2007-2009, additional measures were takecotobat money laundering and terrorist financing
and important accomplishments have been achiemgghrticular, the following should be noted:
A. Legal
On 12 July 2009 the draft bill for the ProhibitiohMoney Laundering Law (Amendment No.| 7
published on 11 July 2007 and has passed theréiesting in the Knesset) was brought again
before the Ministerial Committee for Legislationdahaw Enforcement for their approval
continuity of the legislation process. After theeat approval of that Committee, the Bill
brought again before the Knesset Plenary, whicb afgproved the continuity of the legislation
process. Once the continuity has been approvedhbyKinesset, the Bill was sent to the
Constitution, Law and Justice Committee of the lSegsin order to go through second and third
readings, as part of the formal legislation procdswe bill needed to undergo this additional
procedure due to the election of a new Knesset #fteelections (the 18th Knesset).During the
past year, the Ministry of Justice examined alotitlp wther relevant authorities, the Moneyval's
recommendations, and on 12 August 2009 the Mingdft@ustice submitted to the approval of the
Constitution, Law and Justice Committee of the Kseeésn amendment to the International Legal
Assistance Law 1998 that includes additional prgioffences to this law. This amendment will
enable the enforcement of foreign forfeiture orderksrael according to requests of another state
on one hand, and tlenforcement of forfeiture orders according to refisi®n behalf of th
state of Israel on the other hand. This amendmaéitit improve the international
cooperation in respect of effectiveness in progdmutual legal assistance by foreign
countries related to freezing, seizure and corfiscaof instruments and proceeds |of
crime, in accordance with Recommendation 38.
Furthermorepn 31 August 2009 the Minister of Justice signeddtder that includes piracy and
environmental crimes as predicate offences. Theeroaaits for approval in the Knesset
Committee - The Constitution, Law and Justice Cotta®i
In addition, on 24 September 2009 a draft bill foe Prohibition of Money Laundering La
(Amendment No. 8) was published. The draft billinies the following amendments:

(a) The threshold under Article 4 was reduced to apprately $10,000, th
differentiation of assets was removed and the fwlilblindness" exemption was
removed.

(b) Including all negotiable instruments for cross-terdeclaration.

(©) Removing section 10(b) to the Prohibition of FinagcTerror Law (hereinafter — the
PTFL) and replace it with a provision which clag#ithat the obligation to report to
the IP does not substitute the obligation to refmthe Israeli Money Laundering and
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A draft amendment concerning the application of ANMIET obligations on DNFBP's has be
formulated in the ministry of justice and will beolight soon before the attorney general
consideration.

A Governmental Bill on confiscation is being drafte The Ministry of Justice established
working group and appointed an outsourcing professi skilled lawyer (Adv. Dror Shtrum) to
formulate a governmental bill on confiscation (iined by the principles of the UK's Proceeds
Crime Act 2002 additionally to civil recovery preions). An initial draft bill was recently
published among relevant authorities for their yepihd extensive discussions in this matter
being held.

B. Financial

. Law enforcement

Financing Terror Prohibition Authority (hereinafter IMPA) in accordance with
section 7 to the PMLL.
en
for

of

During 2009 an AML/CFT Regulators Forum was essdigld. The Forum constitutes
representatives of the supervisors, IMPA, and asled, of the Israeli Police (hereinafter
— the IP) and of the prosecution authorities. Tirgt fneeting took place on 20 January
2009and the second meeting on 26 July 2009. Thenfroneetings intend to ensure that
AML\CFT issues are consistently implemented actiogsvhole financial sector.
The AML\CFT orders concerning banking corporatiopgrtfolio managers, stodk
exchange members, insurers and insurance agerusidgmt funds and companies
managing a provident fund, money service busineasesthe postal bank, are being
amended to cover Moneyval's recommendations (haftein— the amended ordets
During July 2009, the amended postal bank order sigeed by the Minister of
Communication and is scheduled to be approved é rtext month in the Knessget
Committee - The Constitution, Law and Justice Cotteai The amended portfoljo
managers' order and the stock exchange members arelefully drafted and will be
submitted soon for consultation to the MinisterJoistice and the Minister of Public
Security. The amended orders for banking corparatinsurers and insurance agents,
provident funds and companies managing a proviflert and money service businesses
are drafted and are currently being discussed amelagant authorities.
Supervisors continue conducting inspections andtgars committees to ensure full
compliance of financial institutions with the AMLKT regime.

The Israeli enforcement and prosecution authorfieege further enhanced their proactjve
approach, achieving outstanding progress in thesiigation and prosecution of money
laundering and terrorist financing offences.
Israeli law enforcement authorities seized and isoafed substantial amounts |in
suspected criminal assets and property connectdd money laundering and terrorist
financing offenses.
IMPA and the Israeli Tax Authority (the Customs)operated in law enforcement
operations concerning cross border transactions.
In 2008, Israel finished implementing all but onendate of Cabinet Decision 4618,
passed on 1 January 2006. Yet to be establisheuh iacademy for interdisciplinary
enforcement studies; however, an interagency “fusienter” and the interagency task
forces for pursuing financial crimes are now fulyerational, as specified herein force:
The task forces Each task force is an investigative unit, operatigainst a defined crime
organizations or a defined criminal phenomenowals determined, that 6 task forces will
be established, combining representatives of thaelis police, tax authority and the
prosecution aided by IMPA. So far, 5 Task forcegehheen established and are fuylly
operational.
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In order to determine the functions, work process establishing of the task force, the fax
authority, IP and IMPA set "work conduct- task ®tprocedures.
The task force functions include, inter alia, maygpand evidence collection regarding
criminal organizations' structure and membershipdenlying criminal activity, illicit
assets, as well as money laundering mechanismg&. H@se operations are directed|at
forfeiting the economic infrastructure of the cniral organization and prosecuting leading
members- utilizing predicate and fiscal statutlks,mhoney laundering prohibition law, the
anti-organized crime law. Where task forces fimthficial institutions to be in breach |of
their obligations under the PMLL and AML/CFT, thefdrmation is passed on to the
relevant regulators for administrative enforcenaation.
The “fusion center”: The fusion center is staffed by 4 police office8sTax Authority
agents and 2 researchers from IMPA; each workénarfusion center has on-site access
to his parent agencies databases. The Israel 8S8esuand Exchange Authority also
maintain databases in the fusion center and, adede@nd no less than once a wegk),
participates in fusion center activity.
The mission of the fusion center is to generaténtegrated analytical product regarding
criminal enterprises, by means of cross-referencamgl assimilating all pertinent
information maintained by the participant agenciesjploying the variant expertise
offered by each agency.
The fusion center operates in accordance with mlamoek-plan, and each product |is
reviewed and approved for dissemination.
. During the last year IMPA has revised its prioriggarding the financial institutions'
reports, channeling its resources into two mainsggamproving and ensuring the quality
of the Unusual Activity Reports (hereinafter — UARsported by the large scale sectprs
on one hand, and increasing the quantity of UAR®mted by the other sectors, on the
other hand. In these respects, IMPA has takenfgignt measures in order to improye
level of reporting, the quality of UARs, and thdeetiveness in relation to the timelingss
of the reporting system and awareness-raisingowolly are several of these measures
1. Correspondence regarding the quality of the fiancial institutions reports to IMPA: In
order to improve the quality of reports to IMPAttées were sent to inform financial institutions,
of flaws, shortage, and other elements reflectethftheir reports, which influence the quality |of
IMPA's database. In certain cases the letter imdUMPA's recommendation to the supervisof to
consider further action such as inspections andtissncommittees.
2. Training events and feedback meetings among thesporting institutions: Advanced
studies, conferences, training session and feedhaekings, are some of the tools used to educate
and increase the awareness in respect of AML/CRIgng the financial institutions and the
supervisors. The events are mostly initiated by Avidhd are corporately conducted with the
supervisor. IMPA's employees experience showsthigegte meetings, which are based on personal
work relationships, are efficient.
3. Additional training activity: Additional training activity conducted by IMPA carately with
the supervisors, consist of editing and dissenminatf AML/CFT guidance and informatign
booklets. During the year 2009, two booklets wessuéd in cooperation with the ministry |of
finance - for the Money Services Businesses (hafiein— MSBs) sector and for the Insurance
companies and Insurance agents (the booklet faranse agencies was published on 26 August
2009, and the booklet for MSBs will be published®eptember 2009). Moreover, according to
IMPA's 2009 annual work-plan, two additional bod&lare planned - The first, for the Members
of the stock exchange and Portfolio managers; ¢eersl for the Banking corporations and the
postal bank. Each booklet is adjusted to the ungemment of the reporting sector and its skills.
In addition, IMPA also publishes AML\CFT guidelinesews, legal information, typologies and
other relevant information on its website. In aiddit IMPA publishes on its website a triennjal
newsletter regarding AML\CFT issues. The newslafefistributed by email to law enforcement
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authorities, to the supervisors and to compliariieavs of financial institutions.

4. Improving the timeliness of reports received ahtheir input: IMPA instructed the financial
institutions regarding the timetable of the rep¢@3R — Once a week/month, UAR — Immediate).
In-house, IMPA operates an outsourcing Input-Centdrich is in charge of entering data and
incoming reports into IMPA's data base, accordingatstrict service level agreement (SLA).
Defining a strict, realistic and short timetablereporting obligations and entrance of the data fint
the FIU's data base ensure the effectiveness dritie operation. Within this framework, IMPA
observed an improvement in the timeliness of repaduting the past 18 month.
5. Improving the quality of the UAR project: This project comes to serve both the need that
derives from IMPA to measure the quality of the WsA&d defines ways of action to imprgve

their quality, and the need that derives from fitiahinstitutions, to receive a feedback on their

UARSs, subjected to the limitations by law.
We assume that preliminary products of this projatitbe available by the end of the year 2009.

6. Additional projects relating to the effectivenas of the timeliness, planned to be implement
according to IMPA's 2009 annual work-plan:

(a) Computerization of customs reports.

(b) Receiving on line reports using a governmesgabf encrypted vaults.
(c) Examination of an automatic solution replacimgnual actions regarding transferring files
between networks.

2.2. New developments since the adoption of the firsigrness report

Since the adoption of Israel's first progress repbthe MONEYVAL 3@' Plenary Meeting (Strasbour
23 September 2009), significant developments hakent place in Israel in connection with the preien
of money laundering and the combat against tetrfaniancing (AML/CFT).
During 2009-2011, additional measures were takeootabat money laundering and terrorist finanding
and important accomplishments have been achiemgghrticular, the following should be noted:
A. Leqal
» During the past year, the proposed bill for thehityiion of Money Laundering Law (Amendment
No. 7, published on 11 July 2007) was thoroughcdssed at the Constitution, Law and Justice
Committee of the Knesset, in order to prepare gaehrough second and third readings, as part of
the formal legislation process (in the period sitfee first discussion in the Knesset at 11/1/2010
until the last discussion at 22/2/2011, there wi&eliscussions concerning the proposed bill in|the
Knesset).
» On 18 October 2010 the Constitution, Law and Jasiommittee of the Knesset approved the
amendment to the International Legal Assistance b&W998 that includes additional predicate
offences to this law, beyond the requirement oérimational standards (all predicate offences
according to the PMLL were added, with emphasifraad and breach of trust offences). This
amendment enables the enforcement of foreign farteiorders in Israel according to requests of
another state on one hand, and the enforcemeatfeftire orders according to requests on behalf
of the state of Israel on the other hand. This atmemt improves the international cooperatio
respect of effectiveness in providing mutual legakistance by foreign countries relate
freezing, seizure and confiscation of instrumentd @roceeds of crime, in accordance

21



Recommendation 38. [L

Furthermore, ornl4 January, 2010 piracy and environmental crimes weckided as predica
offences, as specified hereinafter:

(1) a crime of piracy pursuant to section 169 of thedPeaw 5737-1977.

(2) crimes of using real estate without a permit dorigach of a permit, pursuant
section 204 of the Planning and Construction La®65] or a crime pursuant
section 14 to the Business License Law, 1968, ailcerning to locations fo
disposal of garbage, to the collection and transigrgarbage for adaptatio
utilization and recycling of garbage, or concerngas stations, gas to fuellin
of fuel, gas to handling of fuel, gas to the steraffuel, gas to parking tanke

of fuel, gas to the sale of fuel and gas to fuainteals, to the filling of gas

tankers and to gas distribution; in addition, aneripursuant to section 111
the Mines Ordinance, concerning mining of sand.
Consequently, the recommendation of Moneyval's nteponcerning recommendation 1 is fu
accomplished.
In addition, on 22 March 2011 the draft bill forethiProhibition of Money Laundering La
(Amendment No. 8) was approved by the Ministeriaminittee for Legislation and La
Enforcement as part of the legislation process.thatnext stage of the legislation process,

draft bill will be brought for the approval of thénesset. The draft bill includes the following

amendments:
1. As of today, Article 4 of the PMLL applies criminkbility on a person performing arn

transaction of property, knowing (for the purposéshis section, "knowing" does n

include 'willful blindness") that it is prohibitgatoperty, and that such property is:

(@) Monies in excess of the amount of 500,000 NIS, tetvithin a single propert
transaction or a several property transactionsethmy totaling the aforesa
amount, within a period of three months. or —

(b) Categories of property (objects dart; ritual objeand Judaica; means
transportation, including vessels and aircraftcimes stones and precious metg
securities; real estate; antiquities; carpets) igiexV that the value of the propel
is 150,000 NIS or more, whether in a single prgpéransaction or severs:
property transactions, together totaling the afmicesmount, within a period ¢
three months.

Following the recommendation of Moneyval's reporthe above mentioned Amendme

No. 8 to the PMLL it is proposed that the thresholdler Article 4 will be reduced to

approximately $10,000, the differentiation of assefll be removed and the "willfu
blindness" exemption will be removed.
2. Including all negotiable instruments for cross-terdeclaration.
3. Replacing Section 10(b) to the Prohibition of Ficiag Terror Law (hereinafter — th
PTFL) with a provision which clarifies that the igjaltion to report to the IP does n
substitute the obligation to report to the Isrddtiney Laundering and Financing Teri
Prohibition Authority (hereinafter — IMPA) in acaance with section 7 to the PMLL.
In addition, the Minister of Finance is applyingegle days for the approval of the Constituti
Law and Justice Committee of the Knesset, of arrai@lamend the forth annex to the PMLL,
that the threshold for cross border reporting ahlgn will be reduced to 50,000 N
(approximately 10,000 €).
A draft bill concerning the application of AML/CFHibligations on DNFBP's was approved on
November 2011 by the Ministerial Committee for l#tgfion and Law Enforcement. Current
there are two weeks in which one can appeal agtiagproposed bill, following the approval
the Knesset is needed, as part of the legislatioogss. As the last step before approving the
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the draft bill will be formally introduced to theo@stitution, Law and Justice Committee of 1
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Knesset for review and examination.
A Governmental draft bill on confiscation has beleafted (inspired by the principles of the UK's
Proceeds of Crime Act 2002 additionally to civicogery provisions). The draft bill will soon be
published to enable consultation and pre-legisgagisrutiny.
An amendment to the Dangerous Drugs Regulationsidgement of the confiscation fund) was
published on 14 July 2011. Until the issue of tmeeadment, the regulations applied only|to
property confiscated according to the dangerougsdarder, while property that was confiscated
according to the PMLL and administrative sanctimpésed by the sanctions committees were
regulated by means of procedure between the atifsoriThe amendment determines the
establishment of a committee that will guide theivity of the PMLL confiscation fund
separately from the dangerous drugs confiscatiod.fuikewise, the regulations determine, inter
alia, the ways of treatment in confiscated propéstythe management of the confiscation fund,
ways of treatment in property value that was depdsin the funds, and the functions of the
administrator general, with regard to the propeatye that was deposited in the fund.
Financial
The AML/CFT Regulators Forum that was establishedng) 2009 continues its activity in order
to ensure that AML\CFT issues are consistently é@mpnted across the whole financial sector.
During 2009-2011 there were 5 meetings, in whidfieint issues were discussed, as specified
herein:
Meeting of July 2009 Reviewing the procedure of inspections perforntgd outsourcing;
Reviewing additional measures required in viewhsd submission of Moneyval's first progress
report.
Meeting of March 2010The distribution of confidential information frotMPA to the sanctior
committee; The contribution of financial institut®to prevent illegal Internet gambling.
Meeting of July 2010 Reviewing AML/CFT relevant judgments; The pubtion of the sanction
committees' decisions.
Meeting of January 2011 Reviewing AML/CFT legislation amendments; An apa of the
struggle against illegal Internet gambling.
Meeting of September 2011 Reviewing the inspection procedure taken by esmabervisor;
Reviewing judgments in cases of appeals over teesidas of sanctions committees; An update
of the steps taken by the state of Israel in thflebagainst Iran's nuclear program and related
programs; Preparations to Moneyval's second pregegsort.
As a result of the discussions at the forum, althef sanctions committees' decisions are being
published and are available online.
In addition, as part of its activity, the forumdarrently examining the possibility of signing| a
memorandum of understanding between regulatorsderdo increase cooperation and improve
the enforcement. A preliminary draft of this doamh was distributed to the regulators for
comments.
On 24 January 2010, the Bank of Israel amendedcfdiee411 concerning different issues
accordance with the recommendations, herein:
o Applying the Directive on subsidiaries and branabielsanking corporation outside Isra¢
o Applying an obligation that a banking corporatiop@licy in regard to the prevention pf
money laundering and financing of terrorism shadke reference to the bank’s ability to
scan and detect transactions that may be assodidtederrorism financing and to the
way the lists of terror organizations and activiséshave been declared by other parties
(e.g., the UN and the United States GovernmentAQF
o Applying additional detailed Know Your Costumer gedures.
o Applying additional obligations with regard to tb#icer in charge of obligations under
the PMLL.
o Applying obligations concerning internal audit tedaship with the officer in charge of

n
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obligations under the PMLL.

o Applying additional obligations concerning PEPs.

o Decisions on the conduct of new correspondentiogistshall be made by a sen
executive.

o In training, special attention shall be devotedltgrovisions relating to the prevention

money laundering and financing of terrorism and, particular, to requirements

or

of

concerning the reportage of irregular transactidhg banking corporation shall take such

actions as are needed to assimilate the knowledge.

o0 A banking corporation shall establish proceduresuiisg the maintenance of high

standards for the hiring of new staff commensunatie the nature of the job.

0 Include additional obligation for banking corpocatito examine the background al
purpose of irregular activity in accounts and exammivhether said activity constitut
activity that entails reporting under Section 3haf banking order.

nd
g

o Clarifying that reporting on irregular activity usidSection 9 of the Order shall take place
as promptly as possible under the circumstancethefcase. In the event of spedqial
circumstances, an unavoidable delay, or a delalytiigabanking corporation considers

justified, the banking corporation shall documéret teasons for said delay.
In addition, on 12 January 2011, Directive 411 wasended to include obligation to perfo

'm

management of risk related to illegal transactibgsmeans of credit cards. For this purpase,

“Risk-intensive industries” refers to - gamblingyrpography, and the sale of a “curative dry
“toxin,” “medical toxin,” and “preparation” in theense of these terms in the Pharmacists O
and any other field that the board of directorsraef as risk-intensive.

The Knesset Committee - The Constitution, Law amtide Committee approved the AML\CF

orders concerning portfolio managers and stockaxgd members on 7 June 2010, and the p
bank order on 21 November 2010. The orders werendetk to cover all Moneyval
recommendations.

In addition, the AML/CFT draft order concerning karg corporations was sent on 18 Aug
2011 to the Constitution, Law and Justice Committethe Knesset for its approval, as the fi
step of the legislation process. The first disaussbok place on 6 November 2011.

The AML/CFT draft order concerning insurers andunamce agents, provident funds 3
companies managing a provident fund, and providérsurrency are fully drafted and will b
submitted soon for consultation to the MinisterJaktice and the Minister of Public Security
order to be approved by the Knesset Committee -Cdrestitution, Law and Justice Committee
Supervisors continue conducting inspections andlihgl sanctions committees to ensure

compliance of financial institutions with the AMLKT regime.

During 2009-2011, the ISA conducted 25 inspectiand held 4 sanction committees concern
stock exchange members and portfolio managers; Mimgstry of Finance conducted 7
inspections and held 30 sanction committees coimgermoney services businesses an
inspections concerning Insurance Companies anddemvFunds; the Bank of Israel conducte
inspections and held 3 sanction committees; anduktoms conducted 105 inspections and

104 sanction committees.

Administrative Sanctions Facilitation inter-miniggg@ Forum: The Israeli law provides tk
authority to various government departments to #&ministrative sanctions in respect

violations of criminal laws. Israeli Law Enforcemeand regulators have realized that in orde
make this measure effective both as a punitiveaadlmore than that as deterrence there is a
for streamlining the procedures and to review phcilly its effectiveness. Furthermore, as

offenders on whom such sanctions were imposed hapealed to competent courts — sd
judicial reviews and criticism needed to be studhed responded to in future procedures of
sanctions committees.
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During 2010 an inter-ministerial forum has beemfed, comprised by the regulators and
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enforcement agencies which are empowered to layimgstnative sanctions. The forum
discussing case studies and issues arising indhese of implementation of the sanctions to
The forum includes units such as Antitrust AuthoriMPA, The Bank of Israel, The Securiti

is
pls.
PS

Authority, The Customs, The Tax Authority, The Teaahd Industry Ministry, The Transport and

Road Safety Ministry, The Environmental Protectiimistry, The Israeli Law Information and

Technology Authority, The Communication Ministrycaifhe Ministry of Defense.

The forum has a business agenda planned annualdvance and convenes once a month

approximately. The topics discussed are of geneteest such as:

0] The relations between administrative sanction aimdical charge.

o] Offences of non-compliance with due diligence lipiand financial sanctions imposed
in their respect.

o] The need for equality in laying sanctions in enéonent policy and the appeals on the
basis of inequality of penalization.

o] Appeal of a decision to lay sanctions or petitigaiast the sanction.

0] Case studies of processes in Customs, Money Langdé¥on-Compliance with legal
liabilities.

During 2010 and early 2011 the forum has contridbiaad improved the procedural and le
work of the sanctions committees.

Law enforcement
The Israeli enforcement and prosecution authoritiese further enhanced their proact

gal

ve

approach, achieving progress in the investigatinod prosecution of money laundering and

terrorist financing offences.
Israeli law enforcement authorities seized and isoafed substantial amounts in suspe
criminal assets and property connected with moaegdering and terrorist financing offenses.

cted

The state attorney's office has set the goal ofecihg the effectiveness of financial enforcement

as one of its main strategic goals for the yea@92Z011 and beyond.

More specifically detailed work plans were put ilage specifying the steps to be taken| i
combating money laundering of organized crime amthaacing the effectiveness of law

enforcement agencies with regard to confiscatiahfarfeiture.

Among these steps included in the state attormeyisial work plan are the following notewort
steps:

1. The establishment (November 2009) of a new senasitipn — Deputy state attorney

(financial enforcement) who is in charge of leadarmgl coordinating the steps taken in this

regard. One of his main tasks is to increase thmbeun of indictments and convictions of
organized crime offences and of related financidnzes such as money laundering, and

significantly increase the amount of money and erbpthat are being confiscated and

forfeited.

2. The designation of cases in each district attosnegrk plan targeted as potentially including
money laundering indictment, confiscation and fitufe component. These prosecutor lead
investigations have defined goals with measurabteames, are under special scrutiny and

over sited by the state attorney who is persomnallglved in the monitoring and follow up of
these work plans.
3. Task forces - Israel is implementing all mandat€abinet Decision 4618, passed on 1 Jan

lary

2006. The interagency “fusion center” and theradency task forces for pursuing finangial

crimes are now fully operational. During 2009 12Qhe fusion center distributed 8 reports

investigation by the IP, containing integrated mfation from IMPA, the IP and the Isragli

Tax Authority. Furthermore, 6 task forces are fulperational and engaged in different top

for example: professional money launderers, gamgbbnminal organizations etc. In additign,

on July 2010 the academy for interdisciplinary eoément studies was established,

for

Cs,

and
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representatives from all authorities that engagth viML/CFT issues participated in th

seminars (which include practical practice, intka,awith regard to confiscation). Additional

training concerning financial enforcement and cepdtion issues are provided continuously
the 'In-Service Training Faculty for Lawyers' amdtiie frame of confiscation seminars be
held for attorneys from each district attorneyatidition, the Basel institute held in Israel
international confiscation seminar in November 2@drirepresentatives from all authoriti
that engage with confiscation issues.

4. Forfeiture and confiscation Forum: A permanent foron the subject of Forfeiture af
confiscation has been established with the follgwimain goals:
(a) Gathering data on temporary and final confiscations
(b) Creating a mechanism for assisting and guiding gmaters with questions arisin

regarding the confiscation procedure.
(c) Identifying confiscation cases and drawing lessaom best practices.
(d) Developing a model for financial investigation inding in respect of the role of th
prosecutor who accompanies and supports this igatisin.
(e) Establishment of a portal in which there will beformation concerning financig
enforcement and confiscation (case law, directigesisions).
(f) Taking part in the enactment process of the neviiszation law.
(g) Giving assistance in dealing with issues of properanagement.
The forum is lead by the Deputy State Attorney @Ricial Enforcement) and is composed @
professional team of prosecutors (a representdtora each district in the state attorne
office) the National Confiscation Officer of theragli police, representatives from t
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Administrator General (the Director of Property Mgement Unit), a representative from the

legislation department at the Ministry of Justice, representative from IMPA and

representative from the Tax Authority.

The forum is operative since May 2010 and meetslagy on a bi monthly basis. The foru

also functions as a vital virtual forum for onliwensultation, exchange of information V

emails and publishes professional opinions on arggoases and news in the field.
Pursuant to the long lasting struggle of illegain@ing on the internet, on September 2011,
head of the intelligence and investigation depantna¢ the Israeli Police, turned to the Chairmar
the Israel Securities Authority, the CommissioneCapital Markets, Insurance, and Savings at
Ministry of Finance, the Supervisor of Banks at Benk of Israel, the Supervisor of the Pos
Bank and IMPA, with request to take part in thegrated struggle to prevent crime and the mis
of financial institutions under their supervisianfacilitate illegal activity. The mentioned reqti
comprised a list of bank accounts that are appgréeing used in illegal gambling websites,
order to facilitate each of the regulators to gutue entities under their supervision, to prevéet
transfer of money to/from these bank accounts arstiop the "money trail".
As part of the fight against terror financing, thecurity Cabinet approved during 2009 declarat
of 50 foreign designated terrorist organizatiorasdal on the 1267 list. On 22 November 2011
Security Cabinet approved the declarations of amdit 255 foreign designated terrorist activi
and of 15 foreign designated terrorist organizatibased on the 1267 list. Following the mentio
declarations, most of the terrorist activists anghaizations appears on the 1267 list are declz
The declarations have been approved accordinget®tbhibiting on terrorist financing law, 20
which allows the designation in Israel of foreigrorist organizations that were designated
terrorist organizations either by a foreign countnryby the UN Security Council. As a res
financial institutions in Israel must monitor theiients and transactions and report to IMPA
suspicious or unusual transactions in this respBue declarations are a significant step in
international combat against the financing of tésm in accordance with the internatior
standards as set by the relevant United Nationgrie€ouncil resolutions (1373, 1267 etc.) and
the FATF.
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These declarations are additional to existing degigns of Middle East terrorist organizations (¢

l.g
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1.

were declared according to the Defense Regulaflemergency), 1945.

Hamas, Hezbollah etc.) designated under the Defeagalations (Emergency), 1945 and under
Prevention of Terrorism Ordinance, 1948. During 2@011, additional 15 terrorist organizatiq

Following the FATF's public statements concernidgntified jurisdictions that have strateg

On-going Process" (of June™8010, February 252011, June 2%2011) on IMPA's web site.

These publications were disseminated to IMPA's inmilist which includes financial institution

the

ic

deficiencies that pose a risk to the internatidivelncial system the State of Israel has taken the
following measures with respect to the FATF statetsie
IMPA published the FATF Public Statements regardiren and the Democratic People’s
Republic of Korea as well as the Statement entitlegbroving Global AML/CFT Compliance}

the supervisors of financial institutions, lawyeragccountants and relevant governmental

institutions.
The Bank of Israel (BOI) published on March™2011 a directive notifying the bankir
corporations about the FATF's public statements iasttucted them to review with spec
attention any transaction by individuals and\oralegntities from the countries designated in
FATF statements.

The Israeli Securities Authorities (ISA) publishexd 22 September 2009, 14 April 2010, and
November 2010 directives notifying about the FATptblic statements and instructing to revi
with special attention any transaction with indivadl or legal entities from the countri
designated in the FATF statements.

On June 7 2010 the AML/CFT orders which apply to stock exuiy@a members and portfol
managers were approved by the Knesset, and on Nimre2d” 2010 the new order for the pos
bank was approved. The new orders define in thet Birhedule; inter alia, countries which do
cooperate according to the international standasisountries at high risk. This enables the Hh
of IMPA to add countries and territories to theestle according to the FATF's statements.
The head of IMPA used his authority to declareestaippearing on FATF's statements as inclu
in the First Schedule, after consultation with thkevant bodies. Please find those declaration
each financial institution on IMPA's web site:
http://www.justice.gov.il/NR/rdonlyres/0416B2A7-FDA4872-9CEF-
S5E44E181D4B5/29223/tik.pdf
http://www.justice.goV.il/NR/rdonlyres/0416B2A7-FDA4872-9CEF-
S5E44E181D4B5/29224/bursa.pdf
http://www.justice.goV.il/NR/rdonlyres/0416B2A7-FDA4872-9CEF-
S5E44E181D4B5/29222/pos.pdf

Consequently, there are obligations to perform oxgmonitoring of activities and connections
the account's owner for countries specified inRhst Schedule, to report CTR's (apply on St
Exchange Members and the Postal Bank) for tramgectconnected to countries or accou
specified in the Schedule in an amount equivalerdttleast 5,000 NIS (approximately 1,00
and to report UARSs in relevant cases.
Following UNSC Resolutions 1737, 1747, 1803, 19&% state of Israel issued Governm
Decision number 3160, dated 17 April, 2011, whielald with the enhancement of measures in
battle against Iran's nuclear program and relategrams. The Cabinet decided to take cer
measures in the framework of the struggle agdiasts nuclear program
% The Cabinet declared the State of Israel's full miment to the implementation of U
Security Council Resolutions 1737 (2008), 1747 @0a803 (2009) and 1929 (201
and to the international activity in the struggégimst Iran's nuclear program.
s The Cabinet declared that Israel is a party toefffigrts of countries in the internation
community to adopt legislation imposing broad siamst on Iran in the framework of th
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struggle against the latter's nuclear program.
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®,

on the necessary steps in the framework of thggiguagainst Iran's nuclear program.

Following the Government Decision, the Cabinet imawaisly decided on 26 June 2011, to exp

<+ The Cabinet decided to establish an inter-minst@ommittee to advise the Government

and

the economic sanctions against Iran. This is inticoation of the recommendations of the

Government Committee that was established for phigpose. These steps include a serie

5 of

administrative and regulatory measures that witpllsrael at the international forefront regarding

the imposition of sanctions on Iran. These stepsarrently being advanced by the various rele
ministries.

Among the sanctions is an amendment to the Ptadibbon Money Laundering Law that wil

enable the expansion of oversight and control vissaelements trading with Iran. It was al

determined that state contact with companies thadet with Iran will be restricted.

In order to advance the sanctions, the State aklsssued an order declaring Iran and ent
linked to it to be enemy elements. Activity on tissue will be coordinated by a new natio
directorate that will be established for this pwgo The directorate will be responsible
coordinating data, advancing legislation and retgaia and will enforce the sanctions.
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On June 27, 2011, the Knesset's Constitution, lzad, Justice Committee approved the enactment

of the Prohibition on Money Laundering Order (argp@to the first amendment to the Law), 57

651-

2011, in which the first amendment to the Prohilniton Money Laundering Law, 5760-2000 was

amended, by adding the conduction of businessavittnemy as a predicate offence.
On 7 July 2011, The Chairman of the Israel Seasithuthority, the Commissioner of Capi
Markets, Insurance, and Savings at the MinistryFiolance, and the Supervisor of Banks at

al
the

Bank of Israel (hereinafter - "the Regulators™yvéngublished, each for the entities under their

supervision, draft directives regarding the riskdaded in dealing with entities designated

on

international lists as aiding Iran's nuclear pragrand programs related to it. The directives,
coordinated between the regulators, are part ahge of steps being taken by the State of Isragl in

the context of its struggle against Iran's nucfragram, in line with the Government's decision
the matter on April 17, 2011.

The directives alert the regulated financial ingtitns - institutional entities, banks, and creditd
companies - to the recent change in legislationtien matter, and to the lists that have b

on

een

published by international entities. The lists i the names of entities that have been designated

as maintaining prohibited connections with Iran. dddition, the directives establish that e
regulated entity has to examine the level of exgséxposure to these risks.

ach

The goal of the directives is to increase the aness of the regulated entities to the consequences

of maintaining contact with entities that are lista the lists to which the regulators' draft diress

refer, due to their involvement with, or their aigito the advancement of, Iran's nuclear progtam,

and to ensure that they will adopt appropriategpedi to deal with the risks entailed in the list.
Each of the regulators shall discuss the directiviéls the entities under their supervision, andffi
directives will then be formulated.

On 10 October 2011 the Bank Of Israel publishedr@@sed amendment to Directive 411
include the above mentioned guidance.

On 27 July 2011 a proposed hill for combating tem@s published in the official legislatign

n

to

publication (after it was approved in first readibg the Knesset). The purpose of the bill ig to

provide authorities with improved criminal and adisirative measures in order to prevent

the

activities of terrorist organizations as well a® thrganizations that are financing them. The

proposed bill was submitted to the Constitutionylaand Justice Committee of the Knesset, in o
to prepare it to go through second and third reggjias part of the formal legislation process.
IMPA continues to invest its resources into impngvand ensuring the quality and quantity of

der

the

Unusual Activity Reports (hereinafter — UARS). hese respects, IMPA has taken several measures

in order to improve level of reporting, the qualidfyUARs, and the effectiveness in relation to

timeliness of the reporting system and awarendsBsiga Following are several of these measures:

the
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1. Correspondence regarding the guality of the finacial institutions reports to IMPA :

In order to improve the quality of the reports tdPA, letters were sent to inform financi
institutions, of flaws, shortages, and other eleihegflected from their reports, which influence
quality of IMPA's database. The letters are nodatomatically produced report, but rather focu
examination of the content of the report and intitbeaof main flaws, requesting their immedia
revision or completion. In addition, since Septemb011, IMPA is sending an automatic qua
reports to the reporting institution regarding th€TR's reports. This step caused a signific
decrease of the total number of manual letters serthe reporting institution and effecti
improvement in the quality of the reports received.

In some casedMPA chooses to address the letter not only to ithential institution, but also t
the applicable supervisor, mostly in order to infdt of acute or repeated flaws, severe violati
of the procedural regulations or violations of IMBAeporting guidance. In certain cases, the &
include IMPA's recommendation to consider furthetiams, such as inspections and sanc
committees.

2. Training events and feedback meetings among theporting institutions :

Advanced studies, conferences, training sessioremutiback meetings are some of the tools use
educate and increase the awareness of AML\CFT arfisagcial institutions and the superviso
The events are mostly initiated by IMPA and arepooately conducted with the supervisors. Th
events include lectures and presentations refetongeveral topics: background on internatio
combat in money laundering, IMPA's added value kwinterface, the reports regime, red flags
ML and TF reports, relevant typologies and sanitizases, international and local development
the field and review of frequently asked questibgsthe relevant sector. In addition, feedbq
meetings are conducted on a routine basis and ynastisist of small forums. IMPA's experien
shows that these meetings, which are based onnansork relationships, are efficient.

3. Additional training activity :

Additional training activity conducted by IMPA camately with the supervisors, consists of edit
and disseminating AML/CFT guidance and informatimoklets. During the years 2009-2011, th
booklets were prepared and disseminated (for MBB'September 2009; for Insurance compa
and Insurance agents on August 2009, for Stock &hgd Members and Portfolio managers
May 2011). In addition, on 14 June 2011, IMPA igsbue booklet for financial institution
concerning illegal gambling which includes releveymologies and sanitized cases. Please fing
booklet on IMPA's website:
http://www.justice.gov.il/NR/rdonlyres/9FEDC722-9¥2F8D-84F6-
56BEA443BF2B/28254/gambling. pdf

In addition, IMPA also publishes AML\CFT guidelinesews, legal information, typologies a
other relevant information on its website. In addif IMPA publishes on its website a trienn
newsletter regarding AML\CFT issues. The newslagedistributed by email to IMPA's mailin
list, which includes, among others, wide range dficials from the financial institutions
governmental agencies and law enforcement autbgritegulators, experts in the fields, lawye
accountants, academia and the general public.

4. Project for Improving the quality of the UAR:
The project is ongoing. IMPA added a statisticiarthte project's team, several queries have |
run on IMPA's data base and the discussions osubject were deepened

5. NEW PROJECT: Providing a quality feedback to thereporting institutions, regarding the
contribution of their UARs to IMPA with reqard to u nhconcealed cases
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The feedback will refer to cases, in which moneyntiering and terror financing offences wg
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investigated by Israelis Enforcement Authoritiead gheir judicial process has ended or in
ending stages (verdict, sentence. etc.).

Although, the project is in its early stages, thejgct's team has already selected several padte
cases to give feedback of, and received the relduafiorcement Authority fundamental approval
The project next milestones are, editing the feekibmamework and content, executing fé
feedbacks meeting with selected institutions asla pnd drawing conclusions towards the n
round to be continued in 2012.

6. Improving the timeliness of reports received andheir input :

One of IMPA's main goals is to improve the timetiseof reports received from the reporti
institutions and theirs input to IMPA's databadeerEfore, IMPA instructs the reporting institutio
regarding the timetable of the reports (CTR — Oaacgeek/month, UAR — Immediate). In-hou
IMPA operates an outsourcing Input-Center, whichinischarge of entering data and incom
reports into IMPA's data base, according to atstecvice level agreement (SI).AThe importance
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of this subject is that defining a strict, realisind short timetable of reporting obligations and

entrance of the data into the FIU's data base esshe effectiveness of the entire operation.

7. Additional projects relating to the effectivenes of the timeliness

(@) Computerization of customs reports.
(b) Receiving on line reports using a governmentabgencrypted vaults.
(©) Examination of an automatic solution replacing nanuactions regardin

transferring files between networks.
Those projects will improve effectiveness in ralatto the timeliness of the reporting system.
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2.3. Core recommendations

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

(Appendix 1).

Recommendation 1 (Money Laundering offence)
Rating: Largely compliant
ORfecommend?ﬂ(e)n Amend list of predicate oﬁgnces to include piraanyd environmental crimes and
MONEYVAL remove threshold approach in section 4.
Report
Measures On 31 August 2009 the Minister of Justice signexldider that includes piracy and
reported as of 2{ environmental crimes as predicate offences. Theroawvaits for approval in the
September 200! Knesset Committee - The Constitution, Law and dasfiommittee.
to implement the |n addition, on 24 September 2009 a draft bill foe Prohibition of Money
Recommendatior| |aundering Law (Amendment No. 8) was publishedhi:namendment the threshgld
of the report under Article 4 was reduced to approximately $10,@®d the differentiation df
assets was removed.
Measures takenOn 14 Januar2010 piracy and environmental crimes were included @slipate
to implement the offences, as specified hereinafter:
recommendations
since the (1) a crime of piracy pursuant to section 169 of thedPeaw 5737-1977.
e_ldoption of the (2) crimes of using real estate without a permit dorieach of a permit, pursuant
first progress to section 204 of the Planning and Construction ,LB965, or a crime pursuant
report to section 14 to the Business License Law, 198&acerning to locations far
disposal of garbage, to the collection and tranisigrgarbage for adaptation,
utilization and recycling of garbage, or concerngag stations, gas to fuelling pf
fuel, gas to handling of fuel, gas to the storaffuel, gas to parking tankers of
fuel, gas to the sale of fuel and gas to fuel teatsi to the filling of gas tankefs
and to gas distribution; in addition, a crime parguto section 111 to the Mings
Ordinance, concerning mining of sand.
In addition, on 22 March 2011 the draft bill foetRrohibition of Money Laundering
Law (Amendment No. 8) was approved by the Minisieiommittee for Legislation
and Law Enforcement as part of the legislation gssc At the next stage of the
legislation process, the draft bill will be broudbt the approval of the Knesset.
As of today, Article 4 of the PMLL applies criminibility on a person performing
any property transaction, knowing (for the purposkthis section, "knowing" does
not include ‘willful Blindness') that it is prohtbd property, and that such property |is:
1. Monies in excess of the amount of 500,000 NIS, tueetvithin a single
property transaction or a several property tramsiast together totaling the
aforesaid amount, within a period of three montins:
2. Categories of property (objects d'art; ritual olgeand Judaica; means [of
transportation, including vessels and aircraft;cjines stones and precious
metals; securities; real estate; antiquities; dajg@ovided that the value of the
property is 150,000 NIS or more, whether in a singloperty transaction or
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several property transactions, together totaliregaforesaid amount, within
period of three months.

Following the recommendation of Moneyval's repdrt, the above mentione
Amendment No. 8 to the PMLL it is proposed that tiimeshold under Article 4 wil

a

o

be reduced to approximately $10,000, the diffeedioth of assets will be removed

and the "willful blindness" exemption will be renexi,
Recommendation Review the need for the misapplication of the cphad# “willful blindness” within
of the | Section 4 PMLL and its impact on effectiveness.
MONEYVAL
Report
Measures On 24 September 2009 a draft bill for the Prohibitof Money Laundering Law
reported as of 2] (Amendment No. 8) was published. In the amendmaéet "Wwillful blindness"
September 200{ exemption under Article 4 was removed.
to implement the
Recommendatior
of the report
Measures takenOn 22 March 2011 the draft bill for the Prohibitiai Money Laundering Lav
to implement the (Amendment No. 8) was approved by the Ministeriahinittee for Legislation and
recommendationsLaw Enforcement as part of the legislation process.the next stage of the
since the legislation process, the draft bill will be brougbt the approval of the Knesset. (In
adoption of the the amendment the "willful blindness" exemption emnédrticle 4 was removed.
first progress
report
(Other) changes
since the first
progress  report
(e.g. draft laws
draft regulations
or draft “other
enforceable
means” and other
relevant
initiatives

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

Rating: Partially compliant
Recommendation Ensure requirements on numbered accounts are cblgidaw or regulation.
of the
MONEYVAL
Report
Measures The CDD requirement in respect of humbered accoimtgresently covered by
reported as of 2] Directive 411. The Bank of Israel (hereinafter —IB@cluded the above mentioned
September 200! requirement in the amended Banking Order.
to implement the
Recommendatiorl N\A in regard to other financial institutions.
of the report
Measures takenThe amendment to the Banking Order that awaitbeocapproval of the Knesset (by

to implement the

the Constitution, Law and Justice Committee), idekithe following requirement:
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recommendation
since the

adoption of the

5"A bank corporation will not open or manage an amgbunless the identity of the
owner of the account is known to the bank corporatin numbered account, the
bank corporation will take increased know your omsér procedure; for this

D

first progresg purpose, "numbered account” - an account that tlemtity of the owner is known to

report the bank corporation, but in place of the identifyidetails there are numbers pr
code names in some of the documentation of the dmplkration."

Recommendation Amend legislation to include investment relatedumasice activities for CDD

of the | purposes.

MONEYVAL

Report

Measures

reported as of 2
September 200

to implement the
Recommendatior

of the report

According to Israeli legislation insurance businesses are subject to a license|fro
the Commissioner of Insurance and the Capital Markkis license specifies th
insurance branches that are permissible to engatie and investment relatg

insurance is not included in this license accordinthe legislation.

Measures take

to implement the

recommendation
since the
adoption of the
first progress
report

NNo change since the first progress report.

5

Recommendatior
of the
MONEYVAL
Report

' Provide obligation for the Postal Bank to take CBiRasures below the applical
thresholds.

Measures

reported as of 2
September 200
to implement the
Recommendatior
of the report

The amended Postal Bank order includes similasstioigls as in articles 2(f)-(g) 1
the banking order, as follows:

The Postal Bank shall not carry out a transactibiciwrequires a CTR (th
threshold for CTR amended as in the banking ordeq which is nof
recorded in an account in which the party perfognthe transaction i
recorded as an account holder or authorized signatgthout recording the
identification particulars of the party performitige transaction.

The Postal Bank shall not carry out a transactitickv does not require
CTR and which is not recorded in an account in whie party performing
the transaction is recorded as an account hold#thodzed signatory
without identifying the party performing the tran8an and recording hi
identification particulars. For this subsection raftsaction® means
transaction in cash involving 10,000 NIS or more,another transactio
involving 75,000 NIS or more.

o

Measures take
to implement the

nOn 21 November 2010 the Postal Bank order was apgrby the Knesset (On 2
July 2011 The Postal Bank order came into force).
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recommendation
since the
adoption of the
first progress
report

5 The order includes obligation for the Postal Bamlpérform "know your customet
procedure for all account owners without threshiakits, and also ongoing du
diligence obligation with reference to the procexs know your costumer g
conducted during the establishment of the busireatons:

"The Postal Bank shall not open an account, withidentifying the person wh
wants to be an account owner and without carrying @ procedure of know yoy
costumer..."

"The Postal Bank shall carry out ongoing due difige with reference to the proce
of know your costumer as conducted during the éstabent of the busineg
relations, according to the degree of risk of tlee@unt holder for money launderir]
and financing terrorism...".

In addition, the order includes obligation for tRestal Bank to take CDD measul
below the applicable thresholds in articles 3(f)i(gthe order:

The Postal Bank shall not carry out a transactibicivrequires a CTR an
which is not recorded in an account in which thetypgerforming the
transaction is recorded as an account holder tvodmed signatory, withou
recording the identification particulars of the tyarperforming the
transaction.

The Postal Bank shall not carry out a transactitickv does not require
CTR and which is not recorded in an account in twhie party performing
the transaction is recorded as an account hold#thodzed signatory
without identifying the party performing the tranSan and recording hi
identification particulars. For this subsectionraftsaction” means
transaction in cash involving 10,000 NIS or more,aoother transactio
involving 75,000 NIS or more.

Furthermore, the Postal Bank order includes CDD swmes for opening
correspondent account and various CFT obligations.

[Z20¢))
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Recommendatior
of the
MONEYVAL
Report

' Amend Orders to bring the threshold concerning fasuand Insurance Agents f
identification in line with the Methodology.

Measures
reported as of 2]
September 200
to implement the
Recommendatior
of the report

The amended Insurance order and Provident Funds tdered the identificatio
threshold from 20,000 NIS to 5,000 NIS and themefés in line with the
Methodology.

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

NAt the time of the submission of the first progresport, the lower threshold wi
included in the AML/CFT draft order concerning insts and insurance agen

meanwhile, to remove this amendment in order noetay the legislation process
the order, and to reconsider this amendment dtdustage.

5 provident funds and companies managing a proviflend. However, the propose
amendment, as for the lower threshold, came aatasstions and therefore decide

s
S,
d

ld’

of

Recommendatior

1 Amend Orders to specify the lowaritliof USD 1,000 for CDD measures

in
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of the | occasional wire transfers.

MONEYVAL

Report

Measures A limit of 5,000 NIS (less than 1,000€) for CDD rseaees in occasional wire transfer

reported as of 2
September 200
to implement the
Recommendatior
of the report

was included in the amended orders for Stock Exghadember, Insurance ar
Provident Funds and MSBs.

In the amended order to banking corporations CDRsuees will be carried for a|
wire transfers (as for now, it is included in thizdotive 411).

In the amended order to the Postal Bank a higheit lvas included (for reporte
transaction — the CTR thresholds; for unreportadsactions - 10,000 NIS in ca
transactions or 75,000 NIS in other transactions).

Portfolio Managers do not conduct wire transferd #rey do not have occasior
costumers.

nd

o

al

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

nThe AML\CFT orders concerning portfolio manageteck exchange members, a
the postal bank, were approved during 2010 in theed€et Committee - Th
5 Constitution, Law and Justice Committee. The ordeekide a limit of 5,000 NIS fo
CDD measures in an occasional wire transfer (exoeibie Portfolio Managers ordg
since they do not conduct wire transfers and tlepat have occasional costumer
For example, the order for Stock Exchange Membrelsides the following article:

" (h) A Stock Exchange member shall not perform kttrenic transfer from Israg
to an overseas destination for an amount greatanth,000 new shekels withg
recording, in each of the transfer documents, tits of the recipient of the servi
initiating the transfer, including his name, accomumber and address; and also {
details of the transferee, including his name andoaint number; if the transfer
not made from the account of the service recipgnio the account of the servi
recipient, the Stock Exchange member shall redoeddentity number of the pers
initiating the transfer or the transferee, as applble.

() In transactions involving electronic transfetofn overseas to Israel, the Stg
Exchange member shall record the details as spekifi sub-section (h), as far ¢
they are known to him.
() In transactions as specified in sub-section} d¢hd (i) carried out through ¢
correspondent account, the Stock Exchange memkadl abcertain that all the
information about the initiator of the transferdent to the respondent institution.”

Similar article is included in the AML/CFT draft der concerning bankin
corporations that will be brought soon for the appt of the Constitution, Law an
Justice Committee of the Knesset, as the final stepe legislation process; and
the AML/CFT draft orders concerning insurers arglilance agents, provident fun
and companies managing a provident fund, and meeeyice businesses, that g
fully drafted and will be submitted soon for contatibn to the Minister of Justice ar

The Constitution, Law and Justice Committee.

the Minister of Public Security in order to be ammd by the Knesset Committeg
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Recommendatior
of the
MONEYVAL

1 Require by law or regulation financial institutiotes pursue due diligence where
has doubts regarding the veracity or adequacy efipusly obtained customg
identification data.

it
2r

Report
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Measures

reported as of 2] The amended orders include an obligation to puSD® measures where the

September 200{ financial institution has doubts regarding the eéyaor adequacy of previously

to implement thg obtained customer identification data.

Recommendatior

of the report

Measures takehThe orders for Stock Exchange Members, for PodfMianagers and for the Postal

to implement the Bank include an obligation to pursue due diligemtere the financial institution has

recommendations doubts regarding the veracity or adequacy of presho obtained customer

since the identification data. For example, the order for Bustal Bank includes the followirlg

adoption of thqg article:

first progress "The Postal Bank shall carry out ongoing due ditige with reference to the process

report of know your costumer as conducted during the é&stabent of the business
relations, according to the degree of risk of tlee@unt holder for money laundering
and financing terrorism, and shall update his ret®raccordingly; if any douht
arises regarding the identity of the account holder the authenticity of the
identification documents furnished to the PostahiBahe Postal Bank shall repeat
the process of know your costumer."
Similar article is included in the AML/CFT draft der concerning banking
corporations, insurers and insurance agents, pravidunds and companigs
managing a provident fund, and money service basese
" Insurers and insurance agents, provident funds aodhpanies managing |a
provident fund shall carry out ongoing due diligeneith reference to the process|of
know your costumer as conducted during the estabkmt of the business relations,
according to the degree of risk of the account &oltbr money laundering and
financing terrorism, and shall update his recordcardingly; if any doubt arises
regarding the identity of the account holder or #agthenticity of the identification
documents furnished to the Stock Exchange mentierStock Exchange member
shall repeat the process of know your costumer.”

RegEnE e Amend the Insurer and Insurance Agent Order andid®nt Fund Order to bring the

o H thresholds in line with the FATF limits for veriition

MONEYVAL '

Report

Measures The amended order for Insurance and Provident Flomsred the verification

reported as of 2{ threshold from 20,000 NIS to 5,000 NIS and themfds in line with the

September 200{ Methodology.

to implement the

Recommendatior

of the report

Measures takenAt the time of the submission of the first progresport, the lower threshold was

to implement the included in the AML/CFT draft order concerning insts and insurance agents,

recommendations provident funds and companies managing a provifient. However, the proposed

since the amendment, as for the lower threshold, came aacfgsstions and therefore decided,

adoption of the meanwhile, to remove this amendment in order noetay the legislation process of

first progress the order, and to reconsider this amendment didugtage.

report

Recommendation Require by law or regulation the obligatory veddtfiion of beneficial owners ar

of the | holders of controlling interests.
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MONEYVAL
Report

Measures
reported as of 2]
September 200
to implement the
Recommendatior
of the report

The amended orders include the obligation to teksanable measures to verify {
identity of the beneficial owner using relevantamhation or data obtained from
reliable source that the financial institution iatisfied that it knows who th
beneficial owner is. In addition, according to tmended Banking order a ba
corporation is authorized to verify the identity tife beneficial order with th
population registrar.

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

nThe orders for Stock Exchange Members, for PodfMianagers and for the Pos
Bank include the obligation to take reasonable nmeasto verify the identity of th
5beneficial owner using relevant information or datdained from a reliable sour
that the financial institution is satisfied thakitows who the beneficial owner is. H
example, the order for Stock Exchange Members dteduhe following article:

"A Stock Exchange member shall take reasonableuresiith respect to the risk
laundering money and financing terrorism to vetfie identification details of
beneficiary and controlling shareholder of an acobas stated in section 3(b)-(d
using relevant information or data received frometable source to his satisfactiof
for this purpose, the Stock Exchange member mafy wrch identification detail
with the Population Registry."

Similar article is included in the AML/CFT draft der concerning bankin
corporations, insurers and insurance agents, peavidunds and companig
managing a provident fund, and money service basese
Banking corporation order:

"Banking corporation shall take reasonable measungth respect to the risk ¢
laundering money and financing terrorism to vettfie identification details of
beneficiary and controlling shareholder as statadsection (a)-(b1), using releva

Population Registry."

Insurers and insurance agents, provident funds @mdpanies which manag
provident funds order:

"Insurers and insurance agents, provident funds aodhpanies managing a
provident fund shall take reasonable measures wépect to the risk of
laundering money and financing terrorism to vetifg identification details of
a beneficiary and controlling shareholder, as apgble, as stated in section
3(c) and (i), using relevant information or datacedved from a reliable source
to his satisfaction; for this purpose, the Insureand insurance agents,
provident funds and companies managing a provident may verify such
identification details with the Population Registry

Money service businesses order:

"Money Service Business shall take reasonable mesasuth respect to the risk
laundering money and financing terrorism to vetifie identification details of th
service recipient as stated in section (b), usielgvant information or data receive
from a reliable source to his satisfaction."

information or data received from a reliable sourt®e his satisfaction; for this
purpose, the Banking corporation may verify sucéntiication details with the
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Recommendatior
of the
MONEYVAL
Report

1 Fully reflect in practice both identification andrification in higher risk situations.

Measures
reported as of 2]
September 200
to implement the
Recommendatior
of the report

The orders include an obligation to take CDD measun higher AML/CFT risk
situations. For example, the amended order to tbekSEExchange Members add
the following article:

"The stock exchange member shall determine a patiols and risk manageme
with regard to the prohibition of money launderiagd terror financing, for the
application of the obligations according to the erdincluding with regard tg
following issues:

(&) Know your costumer procedure;

(b) Tracing money laundering and terror financing thiealeriving,
inter alia, from new technologies, particularly gethat enables no
face to face transactions;"

The amended Banking Order includes a specific reqmént to conduct Enhancs
Due Diligence when dealing with high risk customeXs for now it is included ir
Directive 411

4%

1Y

ad

In addition the amended postal bank order spedifiasthe postal bank should take

CDD measures, inter alia, if the clients' business denied by another ba
corporation for reasons relating to anti-money tiring and terror financing.

nk

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

N The orders for Stock Exchange Members, for Paotfslanagers and for the Post
Bank include an obligation to take CDD measureshigher AML/CFT risk
Ssituations. For example, the order to the PostahkBancludes the following
obligations:
Article 10:
"The Postal Bank shall carry out an ongoing morniitgrof the transactions of th
account owner, including the following:

(a) ensure that the transactions are consistent withaharacter of the account
accordance with his acquaintance with the client;

(b) monitoring the transactions and the connectionshef account owner again
the list of countries and territories specifiedtive second appendix;

(c) monitoring the activity in the account of a poliily exposed person;"

Article 17:

"The Postal Bank shall determine a policy, tools egkl management with regard
the prohibition of money laundering and terror fivtang, for the application of th
obligations according to the order, including wittgard to following issues:

(a) Know your costumer procedure;

(b) Tracing money laundering and terror financing thiealeriving,
inter alia, from new technologies, particularly gethat enables no
face to face transactions;"

al
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D
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Similar article is included in the AML/CFT draft ders concerning money servi
businesses, insurers and insurance agents, pro¥igets and companies managin

provident fund, and banking corporations (the déaftking Order includes a specific

requirement to conduct enhanced due diligence wtiealing with high risk
customers. As for now it is included in Directiveld

For example, the order for insurers and insurargents, provident funds and

companies managing a provident fund, includesdhevfing obligation:
Article 7:

"Money Service Business shall carry out an ongomugitoring of the transactions of

the service recipient, including the following:

(a) ensure that the transactions are consistent with ¢haracter of the servic
recipient in accordance with his acquaintance vtiim;

(b) monitoring the transactions and the connectionghefservice recipient again
the list of countries and territories specifiedtive second appendix;

(c) monitoring the activity of a politically exposedgen;"

Article 13:

"Money Service Business shall determine a polmylstand risk management wi
regard to the prohibition of money laundering anerrér financing, for the
application of the obligations according to the erdincluding with regard td
following issues:

(a) Know your costumer procedure;

(b) Tracing money laundering and terror financing thiealeriving,
inter alia, from new technologies, particularly gethat enables no
face to face transactions;"

In addition the postal bank order specifies that plostal bank should take COD

measures, inter alia —
"... if the clients' business was denied by anotlaeking corporation for reason
relating to anti-money laundering and terror finamg."

ce
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Recommendation Provide explicit obligation for financial institeths to obtain information on the
of the | purpose and intended nature of the business neiio.

MONEYVAL

Report

Measures The amended orders include the obligation to takd Gneasures concerning the
reported as of 2] intended nature of the business relationship, anatimgr things, and the obligation to

September 200
to implement the
Recommendatior
of the report

obtain this information. For example, the amendedenoto the Stock Exchang
Members states as follows:

"A stock exchange member shall not open an accuiithiput identifying the perso
who wants to be a client and without carrying outpebocedure of know you
costumer; for this purpose, ‘a procedure of know costumer’ means ascertainirj
the source of the money that is supposed to besitegoin the account, hi
occupation, his public status, the circumstancesoméning the account and t

n
r
g
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planned activity therein and any other detail timrequired in order to understand
the nature of the transactions of the owner ofgbeount through the stock exchange
member; with regard to a foreign resident — alse ¢wnnection to Israel, and with

3¢



regard to someone who owns a business — also begoatquainted with hi

stock exchange member shall make records of tretadsyl'

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

include the obligation to take CDD measures coringrthe intended nature of th
5 business relationship, inter alia, and the oblagyatd obtain this information:

"A stock exchange member shall not open an accuuithiput identifying the perso
who wants to be a client and without carrying outpebcedure of know you
costumer; for this purpose, ‘a procedure of know costumer’ means ascertainir
the source of the money that is supposed to besitedoin the account, hi
occupation, his public status, the circumstancesoméning the account and th
planned activity therein and any other detail timrequired in order to understan
the nature of the transactions of the owner ofabeount through the stock exchan
member; with regard to a foreign resident — alse ¢twnnection to Israel, and wit
regard to someone who owns a business — also begoatquainted with hi

stock exchange member shall make records of tretadsyl'

insurance agents, provident funds and companiesgiran a provident fund, an
money service businesses, that are fully drafted will be submitted soon fg
consultation to the Minister of Justice and the istier of Public Security in order {
be approved by the Knesset Committee - The Cotistitu Law and Justict

and companies managing a provident fund is asvistio

"Insurers companies, provident funds and companiesaging a provident fun
shall not commit to a life insurance contract oreopan account, without identifyin
the person who wants to be a client and withoutyiag out a procedure of kno
your costumer; for this purpose, ‘a procedure ofownour costumer’ mean
ascertaining the source of the money that is suggbos be deposited in the accou
his occupation, his public status, the circumstanogopening the account and t
planned activity therein and any other detail timrequired in order to understan
the nature of the transactions of the owner ofabeount through the stock exchan
member; with regard to a foreign resident — alse ¢twnnection to Israel, and wit
regard to someone who owns a business — also begoatquainted with hi

Insurers and insurance agents, provident funds@dpanies managing a provide
fund shall make records of these details;"

The AML/CFT draft order for banking corporationssssent on 18 August 2011
the Constitution, Law and Justice Committee of Kimesset for its approval, as t
final step of the legislation process.

The order includes a general obligation to carrgvkryour costumer procedure, a
Directive 411 that was amended on 24 January 28@écifies the obligation t
maintain:

"factors such as the purpose for opening the act;dba circumstances under whi
the account is opened and the activity intendethke place therein, the custome
area of business, whether the customer holds asenblic position, the source (
his wealth/income and the money that is to be deggbm the account, his links wit

business, the nature of his customers and suppéieds his financial activity; the

business, the nature of his customers and suppdieds his financial activity; the

D
Committee. For example, the order for insurersiaadrance agents, provident funds

business, the nature of his customers and suppdieds his financial activity; the

Uy

N The orders for Stock Exchange Members, Portfolimdgers and for the Postal Bank

e

P S ag oo - o

Similar obligation is included in the AML/CFT draftders concerning insurers and
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the location of the branch of the banking corparati whether the customer w
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refused service at a banking corporation for reasoglated to money laundering and
terrorism financing, an inquiry into accounts reddtto his account, and any other

detail that is needed in order to understand theemse of the account holder'
activities; in respect of a nonresident—also hitk$i with Israel and whether th

customer is a foreign politically exposed persond dor a business account—al

business due diligence, profiling of customers amgpliers, and an inquiry into the

extent of business activity intended to be perfdrria the account—shall be tak
into consideration."

In addition, the said amendment to Directive 41dudes the obligation for bankin
corporations to:
"...examine the background and purpose of irregulgtivity in accounts and shall
examine whether said activity constitutes actithigt entails reporting under Sectig
9 of the order. The findings of said examinatiomallsbe documented in writing an
shall be available to the supervisory authoritiesdathe auditors for a period n
shorter than seven years."

Recommendation Provide in law or regulation the requirements tsuga ongoing due diligence f

D

of the | financial institutions other than banking corpasat. For banking corporations this| i
MONEYVAL now covered in ‘other enforceable means’. It shdndatovered in law or regulation
Report

Measures Ongoing due diligence obligation was included ime tamended orders. See f

reported as of 2
September 200
to implement the
Recommendatior
of the report

relevant articles in the amended Stock Exchange idesnOrder:

Article 2(b):
"The stock exchange member shall carry out a diigedice procedure with regard {
the information obtained in the know your costumpercedure that was taken wi
the establishment of the business relationship, witdupdate his records; If thg
stock exchange member has doubts about the veracigdequacy of previous
obtained customer identification data, he will unidke a procedure of know yo
costumer again."

U

Article 11:
"The stock exchange member shall carry out an omgainonitoring of the
transactions of the account owner, including thofaing:

(a) ensure that the transactions are consistent withaharacter of the account
accordance with his acquaintance with the client;

(b) monitoring the transactions and the connectionshef account owner again
the list of countries and territoriespecified in the second appendix;

(c) monitoring the activity in the account of a poliily exposed person;"

In addition, see the amended Postal Bank order:

Article 2(b):
"the Postal Bank shall carry out an ongoing moriitgrof the transactions in th

account and ensure that the transactions are ctersiswith the character of the

account in accordance with his acquaintance withdkvner of the account.”

Measures take

N The orders for Stock Exchange Members, Portfolimdgers and for the Postal Ba

to implement the

include the obligation to take ongoing due diligemeeasures as follows:

41
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recommendations
since thel Article 2(c):
adoption of the "The Postal Bank shall carry out an ongoing dudgdihce procedure with regard to
first progress the information obtained in the know your costumexcedure that was taken with
report the establishment of the business relationshiporalicg to the degree of risk of the
client for money laundering and financing terrorisemd shall update his records
accordingly; If the Postal Bank has doubts abduwt tveracity or adequacy of
previously obtained customer identification date, Wwill undertake a procedure of
know your costumer again."

Article 10:

"The Postal Bank shall carry out an ongoing morniitgrof the transactions of the
account owner, including the following:

(a)ensure that the transactions are consistent withdharacter of the account
in accordance with his acquaintance with the client
(b) monitoring the transactions and the connectionstli account owner
against the list of countries and territories sgied in the second appendix;
(c) monitoring the activity in the account of a politily exposed person;"

Similar obligation is included in the AML/CFT drafirders concerning money
service businesses, insurers and insurance agmotgdent funds and companies
managing a provident fund, and banking corporattamentioned, those orders are
fully drafted and are in the final legislation pess. See, for example, the MSB's
order:

Article 2(c):

"Money Service Business shall carry out on goingnitoang with reference to th
procedure of know your costumer, according to tegrde of risk of the client fd
money laundering and financing terrorism, and shgitiate his records according|
if any doubt arises regarding the identity of tHeemt or the authenticity of th
identification documents furnished to the MonewiBerBusiness, the Money Servjce
Business shall repeat the process of recognizieglient."

D << < @

Article 7:
"Money Service Business shall carry out an ongomugitoring of the transactions of
the service recipient, including the following:

D

(a) ensure that the transactions are consistent with dharacter of the servig
recipient in accordance with his acquaintance viiifm;
(b) monitoring the transactions and the connectionstt@f service recipient
against the list of countries and territories sgied in the second appendix;
(c) monitoring the activity of a politically exposedgen;"

It should be emphasize that the ongoing due ditigenbligation for banking
corporations that is currently covered in DirectiMel, will be additionally covered i
the banking corporation order, once it is approved.

>
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Recommendatior
of the
MONEYVAL
Report

N

Remove the exemption regarding registering an ragigr rabbinical pleader ¢
accountant as a beneficiary of an accountant,tamisén the Banking Order.

Measures
reported as of 2]
September 200
to implement the
Recommendatior
of the report

The issue of removing the above mentioned exemptas discussed and examin
in the BOI that decided not to remove this exemptbthis time, but will reconsidg

1Y

other independent legal professionals.

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

NNo changes since the last evaluation.

5

Due to the position of the BOI in this matter, t@oges have been done.

Recommendatior
of the
MONEYVAL
Report

1 Ensure that Recommendation 5 is effectively impletee by the Postal Ban

Insurance sector, Provident Funds and Money SeBlsiesses.

Measures
reported as of 2]
September 200
to implement the
Recommendatior
of the report

The supervisors of MSBs, the Postal Bank, Insuraeor and Provident Fun
have conducted AML\CFT inspections in order to egwithe implementation d
AML\CFT obligations, including of recommendation Bspecially in respect ¢
identifying higher risk situations in order to repgAR's.

In addition, the Ministry of Finance and IMPA arisaconducting training to th
newly registered MSBs with regard to their AML\CFdbligations, and thg
supervisor of the Postal Bank provides the necedsamning regarding inter alig
recommendation 5, as preparation for the applinaifdhe amended order.

Furthermore, IMPA in cooperation with the ministfy/finance issued guidelines a
instructions booklets to MSBs and to insurers amliance agencies concerni
AML\CFT issues (the booklet for insurance ageneies published on 26 Augu
2009, and the booklet for MSBs will be published September 2009). Moreove
according to IMPA's 2009 annual work-plan, two diddial booklets are planned
The first, for the Members of the stock exchange Rartfolio managers; the seco
for the Banking corporations and the postal bardchEbooklet is adjusted to t
unique element of the reporting sector and itdsskil

IMPA's employees constantly meet and lecture tdittancial institutions about the
AML\CFT obligations. Moreover, IMPA publishes AMLKET guidelines, news, legq
information, typologies and other relevant inforimaton its website. In addition
IMPA publishes on its website a triennial newsletegarding AML\CFT issues. Th
newsletter is distributed by email to law enforceimauthorities, to the supervisg
and to compliance officers of financial institution

Measures take
to implement the
recommendation

NnThe supervisor of MSBs, supervisor of the PostatkBand the supervisor of th
Insurance sector and Provident Funds have contim@atucting AML\CFT
sinspections in order to review the implementatioh AML\CFT obligations,
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this issue after AML\CFT obligation will be imposed attorneys, accountants and
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including of recommendation 5, especially in respet identifying higher risk
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adoption of the
first progress
report

situations in order to report UAR's, as specifiecein:

The supervisor of MSBs conducted 75 inspections 3@dsanctions committee
during 2009-2011; The supervisor of Insurance Conigzaand Provident Fung
conducted 3 inspections; and the supervisor ofRbstal Bank conducted durin
2011 specific inspections to review the implemeatatof CDD obligationg
(especially concerning the beneficial owner) andhef obligation to report UTRs.
should be mentioned that the supervisor of thedP&stnk applied to the head of t
sanctions committee in a request to impose sargctiarthe Postal Bank for violatid
of its obligations under the AML/CFT order accoglino the final AML/CFT
inspection on July 2009.

In addition, the Ministry of Finance and IMPA arisaconducting training to th
newly registered MSBs with regard to their AML\CBBligations.

The supervisor of the Postal Bank provided the smsmy training regarding inte

alia, recommendation 5, as preparation for theiequbn of the order. On 17 Janugd
2011 IMPA and the supervisor of the Postal Bankdoated a seminar for the pos
bank. During the seminar lecturers from IMPA, tReahd the supervisor of the pos
bank provided clear guidelines concerning AML/CE3ues including typologies ar
sanitized cases. In addition, the supervisor of Rostal Bank performs constar
meetings with the Postal Bank management, commiaoificer and with the
employees which are responsible for AMIET issues, in order to increal
awareness with respect of AMLFT. Furthermore, during 2008-2011 the superv
of the Postal Bank issued to the Postal Bank varibirectives concerning AML/CF
issues.

IMPA in cooperation with the ministry of financesised guidelines and instructio

booklets to MSBs and to insurers and insurance agerconcerning AML\CFT

issues (the booklet for insurance agencies wasighdgal on 26 August 2009, th
booklet for MSBs was published on September 2009 the booklet for stoc
exchange members and Portfolio managers was peadlish May 2011.

IMPA's employees constantly meet and lecture tdittancial institutions about the
AML\CFT obligations. Moreover, IMPA publishes AMLKT guidelines, news, legq
information, typologies and other relevant inforimaton its website.

IMPA publishes on its website a triennial newsletegarding AML\CFT issues. Th
newsletter is distributed by email to IMPA's majitist, which includes, amon
others, wide range of officials from the finandiastitutions, governmental agenci
and law enforcement authorities, regulators, espdrt the fields, lawyerg
accountants, academia and the general public.
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(Other) change
since the first
progress  repor
(e.g. draft laws
draft regulations
or draft “other
enforceable
means” and othe
relevant
initiatives

Recommendation 5 (Customer due diligence)
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ll. Regarding DNFBP*

Recommendatior
of the
MONEYVAL
Report

1 Implement CDD obligation for real estate agentsal&ls in precious metals af
stones, trust and company service providers, lasyyeotaries, other independe
legal professionals and accountants.

nd
nt

Measures
reported as of 2]
September 200
to implement the
Recommendatior
of the report

On 12 July 2009 the draft bill for the Prohibitiamf Money Laundering Law
(Amendment No. 7 published on 11 July 2007 andpaased the first reading in ti
Knesset) was brought again before the Ministeriam@ittee for Legislation an
Law Enforcement for their approval of continuitytb legislation process. After th
recent approval of that Committee, the Bill wasugttt again before the Knesg
Plenary, which also approved the continuity of thgislation process. Once tk
continuity has been approved by the Knesset, tHenBs sent to the Constitutio
Law and Justice Committee of the Knesset, in otolego through second and thi
readings, as part of the formal legislation proc@$® bill needed to undergo th
additional procedure due to the election of a nawvedset after the elections (the 1
Knesset).

This bill was submitted by the Israeli Government at is intendedijnter alia, to
make the prohibition on money laundering regimeliagple to the precious stong
traders sector, according to international starslarttl to place the Israeli diamo
industry in line with diamond centers in other cwi@s around the world which ha
implemented similar steps.

Furthermore, during the last two years a draft yippgl AML\CFT obligations on
DNFBPs, has been formulated in the ministry ofigestand will be brought soo
before the attorney general for consideration.
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Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

n During the past year, the proposed bill for thehityition of Money Laundering Lay
(Amendment No. 7, published on 11 July 2007) wasdahghly discussed at th

5 Constitution, Law and Justice Committee of the Isegésin order to prepare it to ¢
through second and third readings, as part of oheadl legislation process (in th
period since the first discussion in the Knessétl&t/2010 until the last discussion
22/2/2011, there were 13 discussions concerningotbposed bill in the Knesset
This bill was submitted by the Israeli Governmenti at is intended, inter alia, t
make the prohibition on money laundering regimeliapgple to the precious stong
traders sector, according to international starglarttl to place the Israeli diamo
industry in line with diamond centers in other cwigs around the world which ha
implemented similar steps.

Furthermore, a draft bill concerning the applicatiof AML/CFT obligations on
DNFBP's was approved on 20 November 2011 by theiskdimal Committee fo
Legislation and Law Enforcement. Currently, there ®vo weeks in which one c4
appeal against the proposed bhill, following therapal of the Knesset is needed,
part of the legislation process. As the last steforte approving the bill, the draft b
will be formally introduced to the Constitution, Wwaand Justice Committee of tf
Knesset for review and examination.

In addition, the draft order applying AML/CFT okdiions on DNFBP's has be¢
disseminated to representatives of the relevantosedlawyers, trusts servig
providers, accountants, tax consultants and rdateeagents), in order to impro
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cooperation and to reach agreed understandingb/anae.

The legislation process of the DNFBP's amendmenéexisemely difficult and
complex, due to significant objections across gradli Bar Association that argues
against the application of AML/CFT obligations oawlers because of the
impingement of the lawyer-client privileged and fidentiality. The apprehension of
the Israeli Bar Association is not insubstantiadce the lawyer-client privileged i
Israel is very broad compared to the continent t@s

=}

(Other) change
since the first

progress  report

(e.g. draft laws
draft regulations
or draft “other
enforceable

means” and other

relevant
initiatives

Ur

Recommendation 6 (Politically Exposed Persons)

Rating: Partially compliant

Recommendation Extend by law, regulation or other enforceable rseae definition of a PEP beyond

of the | banking corporations

MONEYVAL

Report

Measures The amended orders include a definition of PEP.example, The definition in the

reported as of 2]
September 200
to implement the
Recommendatior
of the report

amended Postal bank order:
"Foreign residents that are senior public functioesr including their family
members, business associates or a corporation utheéar control”

The term "control" is defined by way of a refeti@isection 7(a)(1)(b) to the PMLL.
The term "public functionaries" in the amended Bidsank order includes:

"Head of state, president of the state, mayor, @idg member of the states
parliament, a member in the government and a semititary or police officer, or
any other aforesaid functionaries even if namefightly."

The term "family member" is defined in the amenBedtal bank order as:
"Spouse, sibling, parent, grandparents, offspring affspring of the spouse, and the
spouse of the aforementioned."

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

N The orders for Stock Exchange Members, Portfolimdgers and for the Postal Bank
include the following definition of PEP:
D
"Foreign Public Figure” — overseas resident withsanior public position overseas,
including a family member of such a person or gpooation under his control or a
business partner of any of the above; for these@ags, “senior public position” +
including head of state, president, city mayorgeidmember of parliament, member

of the government and senior officer in the armyalice, or anyone who performs
such a role even if the title is different. nr
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Exact definition is included in the AML/CFT draftders concerning money servi
businesses, insurers and insurance agents, pro¥igets and companies managin
provident fund.

For banking corporations, the definition of PEP watually extended in Directivg
411 that was amended on 24 January 2010, by wagredsing that the reputation
risk stemming from business relations with PER'st forder relative, is similar t
direct relations with PEP.

Recommendatior
of the
MONEYVAL
Report

1 Amend PEPs requirements to include family membedscéose associates of PEPS.

ce
J a

al

Measures
reported as of 2]
September 200
to implement the
Recommendatior
of the report

The amended orders include a definition of PEP iteltides family members ar
business associates.
The definition of "family member" will include: spese, sibling, parent, grandparen
offspring and offspring of the spouse, and the spaf the aforementioned.
In addition, an amendment to Directive 411 is dchfty the BOI to include a widé
definition of PEP that includes family members atute associates of PEPs.

ts,

8

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

N The orders for Stock Exchange Members, Portfolimdgers and for the Postal Ba
include a definition of PEP that includes familynm®ers and business associates.

5
Similar definition is included in the AML/CFT draftrders concerning money servi
businesses, insurers and insurance agents, pro¥igets and companies managin
provident fund.

For banking corporations, the definition of PEMirective 411 that was amended
24 January 2010, includes family members. The Direcis stressing that th
reputational risk stemming from business relatioith PEP's first order relative,

similar to direct relations with PEP.

Recommendatior
of the
MONEYVAL
Report

1 Provide by law or regulation or other enforceableans full senior manageme
approval for establishing business relationshigk WEPs for banking corporations

Measures

reported as of 2
September 200
to implement the
Recommendatior
of the report

Establishing business relationships with PEPs Imkibg corporations is covered
section 21(c) of Directive 411.

Measures take
to implement the

NThe AML/CFT orders for Stock Exchange Members, f8ba Managers and for th
Postal Bank include the obligation for full seniomanagement approval fq

recommendation

Dr

5 establishing business relationships with PEPs. |&inabligation is included in th

1]
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2Nt

S

since the draft orders for money service businesses, inswaedsinsurance agents, providg
adoption of thg funds and companies managing a provident fund.

first progress

report

Recommendation Ensure senior management approval for continuatidrusiness where a customet
of the | subsequently found to be PEP or becomes PEP.

MONEYVAL

Report

Measures The amended Stock exchange members order and thifoliBomanagers orde

reported as of 2]
September 200
to implement the
Recommendatior
of the report

include an obligation for senior management apgdrowhere a customer i
subsequently found to be PEP or becomes PEP.

In addition, the BOI intends to amend Directive 4blinclude an obligation fo
senior management approval where a customer igquestly found to be PEP
becomes PEP

=

=

DI

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

NThe AML/CFT orders for Stock Exchange Members, feba Managers and for th

e

Postal Bank include the obligation for senior maamagnt approval where a customer

5is subsequently found to be PEP or becomes PEP.

Similar obligation is included in the draft ordeiar money service businesse

insurers and insurance agents, provident fundscampanies managing a provide
fund.

In addition, on 24 January 2010 the BOIl amendecediive 411 to include a
obligation for senior executive approval when at@ouer is subsequently found to

PEP or becomes PEP

bS,
nt

n
be

Recommendatior
of the
MONEYVAL
Report

1 Ensure new correspondent relationships are appimyvsdnior management.

Measures
reported as of 2]
September 200
to implement the
Recommendatior
of the report

The amended Stock Exchange Members order inclhde®iiowing section:
"Stock exchange member shall not open a correspraeount, unless approved
a senior functionary in the stock exchange member."

The term "functionary" is defined: director, gerderaanager, chief busines
administrator, deputy general manager, secondargrgemanager, and every oth
functionary in the corporation as aforesaid, eVdreihas a different title, and eve
other manager that is directly subordinate to #gegal manager.

In the banking sector, the BOI intends to amende®ive 411 to include th
obligation to approve new correspondent relatigmsbiy senior management.

Portfolio managers, insurers and insurance agentsjdent funds and compani
managing provident funds do not carry out corredpanrelationships.

The Ministry of Communication intends to includésthecommendation in the ne
amendment to the Postal Bank Order.

5S
er
ry

Measures take

N The Stock Exchange Members order and the Postd &aler include the obligatio

to implement the

for the approval of new correspondent relationshipsenior management.
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recommendation

since the
adoption of the
first progress
report

D

In the banking sector, on 24 January 2010 the B@draded Directive 411 to inclug
the obligation to approve new correspondent retatigps by senior executive.

Portfolio managers, insurers and insurance agentsjdent funds and compani
managing provident funds do not carry out corredpanrelationships.

(Other) change
since the first
progress  repor
(e.g. draft laws
draft regulations
or draft “other
enforceable
means” and othe
relevant

Uy

initiatives

Recommendation 10 (Record keeping)
I. Regarding Financial Institutions

Rating: Partially compliant

Recommendatior
of the
MONEYVAL
Report

1 Remove thresholds for retention of documentation.

Measures
reported as of 2]
September 200
to implement the
Recommendatior
of the report

In the amended orders (except the Postal Bank Joadlethresholds for retaining d
documentation were removed. Therefore, financistititions will have to maintai
all necessary records on transactions, for sevarsye

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

nIn the AML/CFT orders for Stock Exchange Membergrtielio Managers and fo
banking corporation all thresholds for retaininglotumentation were removed:
5"The Stock Exchange member shall retain documemntadf the instructions t
perform transactions for a period of seven yeamrfrthe day the transaction
recorded in the Stock Exchange member's books;h& @absence of such &
instruction document, the Stock Exchange membél rstain the computer recor
containing the instruction for the transaction."

In the previous orders for the postal bank, moreyise businesses and for insur
and insurance agents, provident funds and compamigmging a provident fund
the documentation obligation applied only to tratisms that are reporte
transactions (that includes specific thresholdsjyréhtly, following the amendmen

as follows:
In the Postal Bank order, the record keeping obbigais for all reported
transactions and for every transaction above 10y(®0
In the draft order for money service businesses, thcord keeping
obligation is for all reported transactions and &sery transaction aboy

of the order, the obligation of retaining documéntawas broadened, and now iti
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5,000NIS.

In the draft order for insurers and insurance ageptovident funds an
companies managing provident funds, the recordikgegbligation is for all
reported transactions and for every transactioweli®,000NIS. In addition
there is an obligation to retain information of Bvénancial transaction tha
was performed by virtue of a life insurance cortt@dn an account.

Recommendatior
of the
MONEYVAL
Report

1 Establish requirements to retain all documentsraieg the details of all transactiol
carried out by the client in the course of an distiabd business relationship.

Measures

reported as of 2
September 200
to implement the
Recommendatior
of the report

The amended orders apply the obligation to maintiaégndocument containing th
instruction to carry out any transaction, for aigerof at least seven years from {
date of recording the transaction in the book$effinancial institution.

Furthermore, in the amended Stock exchange membdes and Portfolio manager
order there was added an obligation for the firgnmistitution, to maintain al
documents concerning the ongoing monitoring ofdaations of the account owner

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

nThe AML/CFT orders for Stock Exchange Members andPortfolio Managersappl
the obligation to maintain the document containiing instruction to carry out an
stransaction, for a period of at least seven yeass fthe date of recording th
transaction in the books of the financial instiati

Similar obligation is included in the draft order banking corporations.
In the Postal Bank order there is an obligationdimin documents containing tk
instruction to carry out transactions above 10,808. Similar obligation is in th¢
order for insurers and insurance agents, proviflemds and companies managing
provident fund. In the draft order for money seevimusinesses there is an obligat
to retain documents containing the instruction doryc out transactions above 5,0
NIS.

Recommendatior
of the
MONEYVAL
Report

1 Provide a general requirement also to retain doatstien longer than 5 years whe
requested by a competent authority.

Measures
reported as of 2]
September 200
to implement the
Recommendatior
of the report

The orders include the requirement to retain docusnfor 7 years. The Ministry @
Justice objects to implement the recommended amemiglifor reasons of protectia
of privacy.

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

nThe orders for stock exchange members and for gdiortinanagers provide
requirement to retain documentation longer thane@ry where requested by t
5 supervisor.

Similar obligation is included in the draft orddos insurers and insurance ager
provident funds and companies managing providemguand banking corporation

Recommendatior
of the
MONEYVAL

1 Ensure those parts of R.10 which are asterisketi@nMethodology are covered
respect of the Postal Bank in law or regulation.
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Measures
reported as of 2
September 200
to implement the
Recommendatior
of the report

The amended Postal Bank order includes the follgw&tord keeping obligations:

Article 9:

"The Postal Bank shall retain the identificationrtfficates for a period of at leas
seven years after the account is closed or afteamsaction has been carried out
in subsection 3(f); keeping the identification doents, with the exception of
declaration that was given with an original signetucan be done by means of

computerized scan according to the conditions st in regulation 3A of the

Evidence (Photocopies) Regulations, 5730-1969; his tmatter, “identification
certificates” means any document provided for puwem of identification an
authentication."

Article 16:

"(a) The Postal Bank shall maintain a computeriziedabase of account number

identification particulars of account holders, aatlzed signatories, beneficiarig
and holders of controlling interests.

(b) The Postal Bank shall retain the documdtessing to the instruction to th
postal bank to carry out a transaction which wapaeed to the competent author
and the instruction document, the value of whiemsaction is equivalent to at lea
NIS 10,000, for a period of at least seven yeamnfrthe date on which th
transaction was recorded in the postal bank’s boakshe absence of a documse
attesting to the instruction, the banking corpooatishall retain the computerize
record attesting to the instruction to perform trensaction."

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

N The Postal Bank order was amended to include tbeeaimentioned record keepir

S Article 9:

obligations:

"The Postal Bank shall retain the identificationrtdficates for a period of at leas
seven years after the account is closed or aftieamsaction has been carried out
in subsection 3(f); keeping the identification doents, with the exception of
declaration that was given with an original signetucan be done by means of

computerized scan according to the conditions st in regulation 3A of the

Evidence (Photocopies) Regulations, 5730-1969; His tmatter, “identification
certificates” means any document provided for puwem of identification an
authentication.”

Avrticle 18:

"(a) The Postal Bank shall maintain a computerizikadabase of account number

identification particulars of account holders, aatlzed signatories, beneficiarig
and holders of controlling interests.

(b) The Postal Bank shall retain the documentstttg to the instruction to th
postal bank to carry out a transaction which wapaeed to the competent author
and the instruction document, the value of whiemsaction is equivalent to at leg
NIS 10,000, for a period of at least seven yeamnfrthe date on which th
transaction was recorded in the postal bank’s boakghe absence of a documse
attesting to the instruction, the banking corpooatishall retain the computerize
record attesting to the instruction to perform trensaction.
(c) The Postal Bank shall retain documentation intten of the examination d
activity as aforesaid in section 10 and their fimgh for a period of seven years."

e
ty
St
e

nt
>d

9

e
ty
St
e
nt
>d

f

51



(Other) change
since the first
progress  repor
(e.g. draft laws
draft regulations
or draft “other
enforceable

means” and othe

U7

t

DUS

relevant
initiatives

Recommendation 10 (Record keeping)

Il. Regarding DNFBP®

Recommendation Implement CDD obligation (record keeping) for reatate agents, dealers in preci
of the | metals and stones, trust and company service m®idawyers, notaries, oth
MONEYVAL independent legal professionals and accountants.
Report
Measures See response in the "Key recommendations" tableremfentioned (In

reported as of 2]
September 200
to implement the
Recommendatior
of the report

Recommendation 5 - Regarding DNFBP).

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

NSee response in the "Key recommendations" tableremfentioned

Recommendation 5 - Regarding DNFBP).

(In

5

Recommendation 13 (Suspicious transaction reporting
I. Regarding Financial Institutions

Rating: Largely compliant

Recommendationlsrael needs to remove the thresholds in someeobitthers.

of

MONEYVAL
Report

the

Measures

In

the amended orders all thresholds for unusualigcreporting were removed.

reported as of 2
September 200
to implement the
Recommendatior
of the report

Measures take

to implement the

the recommendation of the Moneyval's report in théter is fully accomplished.

nAll thresholds for unusual activity reporting wesmoved from all AML/CFT orders. Thu
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recommendation

since the

adoption of the

first progress

report

RecommendationReview level of reporting from non bank financiaktitutions and undertake outreach|as

of the | necessary.

MONEYVAL

Report

Measures During the last year IMPA has revised its priorégarding the financial institutions' reports,

reported as of 2] channeling its resources into two main goals: impp and ensuring the quality of the

September 200{ UARs reported by the large scale sectors on ond,teard increasing the quantity of UARs

to implement the reported by the other sectors, on the other hahd. data specified in the statistics table

Recommendatior below (in the'Statistical Information on reports received by thJ' table) and the graph

of the report below demonstrate the effectiveness of IMPA's &fdo increase level of reporting, as
specified herein after. For example, the numbehefUARs filed by the Members of the

Stock Exchange and the Provident Funds sectormhbbiplied, between the year 2007 and

the first half of 2009.

Distribution of UAR's from non banking sectors
(2007- 2009)
3000

0O Trust companies UAR

@ Providers of currency
services UAR
O Provident funds UAR

2500

2000
@ Postal Bank UAR

O Portfolio managers UAR 1500

0O Members of the stock
exchange UAR
@ Credit cards companies UAR

~ 1000

th

500

O Insurance companies UAR

2009 Cl

(approximate)

2008 2007

Year

influence the quality of IMPA's database. The hsttare not an automatically produc
report, but rather focused examination of the auntd the report and indication of ma
flaws, asking their immediate revision or completidn some casedMPA chooses tq
address the letter not only to the financial ingtin, but also to the supervisor, mostly,
inform him of acute or repeated flaws, severe viofes of the procedural regulations

violations of IMPA's reporting guidance's. In cértecases the letter includes IMPA'

recommendation to consider further actions, sudhsggections and sanction committees.

2007 2008 2009*
Letters sent to the
reporting institution 69 59 76
Regulator addressed | 4 15 12

* Updated July 2009.
2. Training events and feedback meetings among theporting institutions:
Advanced studies, conferences, training sessionfeedback meetings, are some of

i¢

al
h

in

—

0]
or

the

172}

tools used to educate and increase the awaren@$dldCFT, among financial institution
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and the supervisors. The events are mostly initiatelMPA and are corporately conducted
with the supervisors. Those events include lectares$ presentations referring to several

topics: background on international combat, morandering, IMPA's added value, wark

interface, the reports regime, and red flags for &fid TF reports, relevant typologies and
sanitized cases. The feedback meetings are comdaote routine basis and mostly consist
of small forums. IMPA's experience shows that thesetings, which are based on persaonal

work relationships, are efficient.

2007 2008| 2009*

Advanced study, training
session among the reporting
institutions or the regulators
(25+ participateg 12 25 8
Feedback meeting, training
sessionamong the reporting
institutions. 32 44 20
* Updated July 2009.

3. Additional training activity:

Additional training activity conducted by IMPA camately with the supervisors, consist
editing and dissemination of AML\CTF guidance anfbimation booklet. During the yeq
2009, two booklets were issued in cooperation WithMinistry of Finance - for the MSB
sector and for the Insurance companies and Inseragents (the booklet for insuran
agencies was published on 26 August 2009, anddbkldt for MSBs will be published o
September 2009). Moreover, according to IMPA's 2808ual work-plan, two additions
booklets are planned - The first, for the Membefshe stock exchange and Portfo

managers; the second for the Banking corporationsthe postal bank. Each booklet| i

adjusted to the unique element of the reportingoseand its skills. In addition, IMPA
publishes AML\CFT guidelines, news, legal informati typologies and other relevg
information on its website. In addition, IMPA puthies on its website a triennial newsle
regarding AML\CFT issues. The newsletter is disti#al by email to law enforceme
authorities, to the supervisors and to compliarftieess of financial institutions.

4. Project for Improving the quality of the UAR:

From the recognition of the need for quantitativel @bjective measurement, as much
possible, of the quality of the receiving UARs frahe reporting institutions, IMPA hg

io

7]

A
nt
ter
nt
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S

defined a project in the annual work-plan, whiclnuled to be implemented during the

second half of the year of 2009 — to the begin@hg010. This project serves both the n¢
that derives from within IMPA, to measure the giyabf the UARs and define ways

action to improve their quality, and the need tatives from the reporting institutions,
receive feedback on their UARS, subjected to thesléimitations. So far, several workin
meetings took place in the frame of department marsa principles and guidelines we
outlined; and a working team has defined integgatelevant departments at IMPA.

Some of the principles that have been outlinedasarfe specified hereinafter:
e The pilot will apply on the sector which reporte thmajority of the UAR to IMPA
namely — the banking sector.

e The working team will have to choose measurablmeigs from the UAR, on the

one hand, which have relevant significance on therchand.
e Creating of preliminary basis which will be comhkine the future into anothe

bed
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IMPA's project focusing on mechanism and scorirgydbntribution of all entering

54



data to IMPA's data base.
e Some of the data will be used in order to give lfieett to the reporting institution
within the limitations by law.

IMPA assumes that preliminary products of this gcojwill be available by the end of the
year 2009. Byproduct of integral part of this pobjes conclusions regarding the
recommended ways to improve the quality of the UARd feedback to the reporting

institutions of their reported UAR. On the nextgea IMPA will apply the pilot on
additional sectors.

U7y

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

nIMPA continues to invest its resources into impngvand ensuring the quality and quan

of the Unusual Activity Reports (hereinafter — UARI this respect, IMPA has taken
sseveral measures in order to improve level of rapmr the quality of UARs, and the

effectiveness in relation to the timeliness of theorting system and awareness-rais
Following are several of these measures:

1. Correspondence regarding the quality of the finacial institutions reports to IMPA :
In order to improve the quality of the reports BPA, letters were sent to inform financi

institutions, of flaws, shortages, and other eleawrflected from their reports, whic

influence the quality of IMPA's database. The Isttare not an automatically produc
report, but rather focused examination of the auntd the report and indication of ma
flaws, asking their immediate revision or completicGince September 2011, IMPA
sending an automatic quality reports to the repgriinstitutions regarding their CTR
reports. This step caused a significant decreasieediotal number of manual letters sen
the reporting institutions and effective improvemierthe quality of the reports received.

In some casedMPA chooses to address the letter not only to im@ntial institution, but
also to the applicable supervisor, mostly in ortteinform it of acute or repeated flaw
severe violations of the procedural regulationsiolations of IMPA's reporting guidanc
In certain cases the letters include IMPA's recomaaéion to consider further actions, su
as inspections and sanction committees.

Please find herein updated data regarding theg&069-2011.:

2009 | 2010 |2011*
Letters sent to the reporting institution 124 135 43
Regulator addressed 29 16 20

* Updated October 2011

2. Training events and feedback meetings among theporting institutions :

Advanced studies, conferences, training sessiorfesttback meetings are some of the tq
used to educate and increase the awareness of AMLEInong financial institutions ar
the supervisors. The events are mostly initiatetMBA and are corporately conducted w
the supervisors. Those events include lecturespaeskbntations referring to several topi
background on international combat in money launderIMPA's added value, wor
interface, the reports regime, red flags for ML arid reports, relevant typologies a
sanitized cases, international and local developsnienthe field and review of frequent
asked questions by the relevant sector. In addifeedback meetings are conducted g
routine basis and mostly consist of small forumdPA's experience shows that the
meetings, which are based on personal work relships, are efficient.

Please find herein updated data regarding theg&069-2011.:
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19 21
Advanced study, training session,
among the reporting institutions or
the regulators (more than 25 13
participates)
Feedback meeting, training session
among the reporting institutions. 24 27 23

*

Updated

October 2011
3. Additional training activity :
Additional training activity conducted by IMPA carately with the supervisors, consists

editing and disseminating AML/CFT guidance and iinfation booklets. During the years

2009-2011, three booklets were prepared and dissged (for MSB's on September 20
for Insurance companies and Insurance agents orusAug009, for Stock Exchang
Members and Portfolio managers on May 2011). Iriteehg on 14 June 2011, IMPA issug
a booklet for financial institutions concerningetlal gambling which includes relevg
typologies and sanitized cases. Please find thkl&ioon IMPA's website:
http://www.justice.gov.il/NR/rdonlyres/9FEDC722-3¥2F8D-84F6-
56BEA443BF2B/28254/gambling.pdf

In addition, IMPA also publishes AML\CFT guidelines®ews, legal information, typologig
and other relevant information on its website. didition, IMPA publishes on its website
triennial newsletter regarding AML\CFT issues. Tiewsletter is distributed by email

IMPA's mailing list, which includes, among othensgde range of officials from the financi
institutions, governmental agencies and law enfoerg authorities, regulators, experts
the fields, lawyers, accountants, academia andeheral public.

4. Project for Improving the quality of the UAR:
The project is ongoindMPA added a statistician to the project's teamessd queries ha
been run on IMPA's data base and the discussitheosubject was deepened.

5. NEW PROJECT: Providing a quality feedback to the reporting institutions,
regarding the contribution of their UARs to IMPA wi th regard to unconcealed cases

The feedback will refer to cases, in which monayntdering or terror financing offencg
were investigated by Israelis Enforcement Authesitiand their judicial process has en
or in its ending stages (verdict, sentence. etc.).

Although, the project is in its early stages, thejgrt's team has already selected seyv
potential cases to be feedback of, and received réhevant Enforcement Authorit
fundamental approval.

The project next milestones are, editing the feeklfemmework and content, executing
few feedbacks meeting with selected institutiona @dot and drawing conclusions towar
the next round to be continued in 2012.

The data specified in the statistics table belawtfie 'Statistical Information on report
received by the FIUtable) and the graph below demonstrate the effamtiss of IMPA'S
efforts to increase level of reporting, as spedifibove.
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Distribution of UAR's from non-banking sectors (20®-2011)
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u Postal bank

Provident funds -

Portfolio Managers + 2,000
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0

Insurance companies & Agents 2011 2010 2009
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RecommendationReview the overall effectiveness in relation to timeliness of the reporting system
of the | generally.

MONEYVAL

Report

Measures Following are the measures taken by IMPA in orderimhprove the timeliness of the

reported as of 2]
September 200
to implement the
Recommendatior
of the report

reporting system generally:
1. Improving the timeliness of reports received aththeir input:
One of IMPA's main goals is improving the timeliaed reports received from the reporti

institutions regarding the timetable of the repd®IR — Once a week/month, UAR
Immediate). In-house, IMPA operates an outsourdimmyt-Center, which is in charge

agreement(SLA Within this framework, IMPA can observe an impeawent of at least tw
indexes, during the past 18 month.

The importance of this subject is that definingtdcs realistic and short timetable
reporting obligations and entrance of the data itite FIU's data base ensures
effectiveness of the entire operation.

Distribution of UAR/CTR inputs
20
18
16
" 14 2
I\ g
12 ©
/ N\ 10 ©
[ N / b3 /\ 8 8
o e
g
L 4 A
0/\./‘\.‘ -2
® *— 0
g8 38 38 8 8 383 8 g 8 8 8 8 3 8 8 8 3 g 3
5 8 2 & £ 532 5 §8 35 % 53 & B oFOGoOZ
Month & Year
—=e— Processing - Receiving differentials (UAR) Rceiving - Input differentials (UAR) —— Receiving - Input differentials (CTR)

institutions and theirs input to IMPA's databaskerEfore, IMPA instructs the reporting

ng
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entering data and incoming reports into IMPA's dsse, according to a strict service level

O

Of
the
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* The time that passes between the writing of afRUb the reporting institutions, till th
receipt at IMPA (red line).

** The time that passes between the receipt of AR Weports, till it is entered to IMPA
Data Base (yellow line).

*** As mentioned above, but for CTR's (blue line).

implement according to IMPA's 2009 annual work-plan
(a) _Computerization of customs reports:The current situation is that customs reports

procedure decreases the effectiveness of the sepime and a project of computerizi
the forms and statements was initiated.
Nowadays, a pilot is being conducted at the "Bendbli Airport border station. The form

(b) Receiving on line reports using a governmentalet of encrypted vaults:This project

three chosen banks ("strong" reporters). The pildtides receiving CTR's and UAR's fil
from the pilot participators (along with maintaigirthe previous report routine bei

pilot among the non banking sectors.

(c) Examination of an automatic solution replacing manual actions regarding
transferring files between networks: In this framework, IMPA examines two secur
systems 'Made in ISRAEL'. The first system, willnde the issues of transferring t
required files in a protected form, unidirectiorethd ensuring complete disconnect

in these files, according to their content andidatbn (in/out IMPA's network).

2. Additional projects relating to the effectivenes of the timeliness, planned to be

s
will be filled out by the person at a computerizethtion and will be sent on-line
(computerized form + XML file) to IMPA through theervers of the Ministry of Justice.
Depending on the success of the pilot, IMPA wilinputerize other border stations' forms.

between the receiver and the sender. The secotehsywill filter the information included

D

v

are

filled out manually by the person who enters oiteisrael through a crossing point. The
procedure includes handing statement to the custdficer, who forwards it to the customs
AML headquarters, which gathers several statemfnta different border stations and
forwards them periodically to IMPA. The relevantries realized that the complicated

is divided into three stages. The first stage & fnoject is being conducted - pilot amang

eS
g

delivered directly to IMPA), and examining the teirlal aspects. Following, is the secand
stage of applying the on-line reports procedurea asutine among the other banks and
banking corporations (approx. 30 users). The taird final stage, will include conducting a

ty
he
on

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

nOn 24 January 2010, the Bank of Israel amendeccfdire411 in respect of clarifying th
reporting on irregular activity under Section 9tbé order shall take place as promptly
spossible under the circumstances of the case. dnetlent of special circumstances,
unavoidable delay, or a delay that the banking @@atipn considers justified, the banki
corporation shall document the reasons for saiaydel

place as soon as possible, but no longer than yisl éa a result of the 14 days extenuati
the 14 days.
in timeliness of the reporting system.

were imposed on financial institutions that subadittheir reports to IMPA with substanti
delays.

Furthermore, following are the measures taken b AMn order to improve the timeline

58

Before the said amendment, the Directive determited reporting on UTR's shall take

banking corporations did not report promptly butagted the submission of the reports up to

Following the said amendment to Directive 411, we @ready observing an improvement

It should be mentioned, that as part of the sana@mnmittees decisions, financial sanctions

al
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of the reporting system generally:
1. Improving the timeliness of reports received and thir input:

One of IMPA's main goals is to improve the timediseof reports received from the
reporting institutions and theirs input to IMPA'atabase. Therefore, IMPA instructs the
reporting institutions regarding the timetable bé treports (CTR — Once a week/month,
UAR - Immediate). In-house, IMPA operates an outsag Input-Center, which is in

charge of entering data and incoming reports iIM®A's data base, according to a stfict
service level agreement (S)AThe importance of this subject is that definingtect,
realistic and short timetable of reporting obligag and entrance of the data into the F|U's
data base ensures the effectiveness of the eptmation.
Distribution of UAR/CTR inputs
12
10

g /\,h-'—/\"\_.—«,'———\/\_\/‘*/

5 6

5 : M

;E li] .\—"-'r ey -

. Month & Year
| —+—Processing - Receiving differentials (UAR) —v— Receiving - Input differentials (CTR) |
2. Additional projects relating to the effectiveness bthe timeliness

(d) Computerization of customs reports The Project is in development stages.

(e) Receiving on line reports using a governmental seff encrypted vaults The
project's pilot continues and progressing. In Aidditwe are in a process of
establishing a portal for real time interactiveadp submission.

() Examination of an automatic solution replacing manal actions regarding
transferring files between networks The abovementioned project - 'on line

reports using a governmental set of encrypted sawitl provide an automati
solution for transferring files between network&erefore, this project i
currently detained.

[72)

(Other) change
since the first
progress  repor
(e.g. draft laws
draft regulations
or draft “other
enforceable
means” and othe
relevant
initiatives
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Recommendation 13 (Suspicious transaction reporting

Il. Regarding DNFBP®

Recommendation of th

MONEYVAL Report

eProvide for reporting obligations upon real estaggents, dealers i
precious metals, trust and company service prosidamyers, notaries
other independent legal professionals and accotmtéRecommendatio
13).

Measures reported as of |
September 2009 t
implement the|
Recommendation th
report

of

See response in the "Key recommendations" tablesmentioned (In
Recommendation 5 - Regarding DNFBP).

=

Measures taken f
implement the
recommendations since tk
adoption of the first

progress report

DSee response in the "Key recommendations" tablesafentioned (In

Recommendation 5 - Regarding DNFBP).
ne

(Other) changes since tk
first progress report (e.g
draft laws, draft regulation
or draft “other enforceabl
means” and other releva

ne

m ==
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initiatives

Special Recommendation Il (Criminalisation of terraist financing)

Rating: Compliant

Recommendatior
of the
MONEYVAL
Report

1 No recommendation

Special Recommendation IV (Suspicious transactioreporting)

I. Regarding Financial Institutions

Rating: Largely Compliant

Recommendation | Ensure all related information (in financial instibns other than bankin
of the | corporations) is covered by the tipping off prowiss.

MONEYVAL

Report

Measures reporte
as of 23 Septembe
2009 to implemen
the
Recommendation
of the report

a

p
b

complementary report pursuant to section 31(c) lf taw, the
existence of a request for the said report or thetents on one of
these, and allowing the inspection of documents#tig to a report
as aforesaid is prohibited, except to someone duthorized to be

competent authority or pursuant to a court order."

The amended orders for non-banking financial iastihs include similar tipping
off provision as in the banking order. Section i 2hie banking order states:
"Disclosure of the formulation, existence, nonexise or contents of

report pursuant to section 9, and of the existermf a

rivy to such information for purposes of fulfihimnis function in the
anking corporation, the supervisor or someone batharized, the

J
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Measures taken tpbThe orders for Stock Exchange Members, for Podfivlanagers and for the Postal

implement thg Bank were amended to include tipping off provisitmt covers all related

recommendations | information. For example, the order to the Stocklange Members includes the

since the adoptionfollowing definition:

of the first| "Disclosure of the preparation, existence, nonexise or contents of any repart

progress report pursuant to section 13, and the existence of applementary report as defined jn
section 31(c) of the Act, the existence of a redfeesuch a report or the contents
of any of these, and also permitting the examimatibdocuments giving evidence
of any of them is forbidden, except to an authdriperson for the purpose of
performing his role in the Stock Exchange membee, $upervisor or anyone
authorized by him, the competent authority or paréuo a Court order."
Similar article is included in the draft orders fapbney service businesses, insuter
and insurance agents, provident funds and compardaesging a provident fund.

Recommendation | Delete s.10 (b) PTFL to avoid any confusion ash® mandatory nature of STR

of the | reporting on FT to the FIU, as provided for in sRI&-L.

MONEYVAL

Report

Measures reporte| According to the Israeli law, there is a clear gation for financial institutions

as of 23 Septembg which are subject to the AML/CFT regime to repary &ransaction they suspect jor

2009 to implemen| have reason to believe is related to TF, direalyIMPA the FIU as a UAR

the according to the relevant order set in accordarittesgction 7 of the PMLL.

Recommendation

of the report In addition, there is a coordinated work procedoeéveen IMPA, the IP and the
Ministry of Defense. According to the procedureemyv UAR concerning TH
received at the IP or the Ministry of Defense widl disseminated to IMPA, and
vice versa.
Nevertheless, the Ministry of Justice considerei tissue with the relevant
authorities and decided to remove section 10(ih¢oPTFL and replace it with |a
provision clarifies that the obligation to repoa the IP does not substitute the
obligation to report to IMPA in accordance with ts&c 7 to the PMLL.

Measures taken tpOn 22 March 2011 the draft bill for the Prohibitioh Money Laundering Law

implement the (Amendment No. 8) was approved by the Ministeriainthittee for Legislation ang

recommendations | Law Enforcement as part of the legislation process.the next stage of the

since the adoptionlegislation process, the draft bill will be brougbt the approval of the Knesset.

of the first| According to the draft bill, section 10(b) to th&€HF will be removed and replaced

progress report with a provision which clarifies that the obligatido report to the IP does npt
substitute the obligation to report to IMPA in amtance with section 7 to the
PMLL.
In addition, the draft order for banking corporasaalso includes a provision that
clarifies the mandatory nature of reporting UTR 6h to IMPA, in addition to
reporting the Israeli Police.

Recommendation | Ensure attempted FT transactions are explicitlyeoed.

of the
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MONEYVAL
Report

Measures reporte
as of 23 Septembe
2009 to implemen
the
Recommendation
of the report

The amended orders include explicit obligationsrdport all attempted unusu
transactions (except the amended Postal Bank order)

Measures taken t

oThe orders for Stock Exchange Members, for Podfivianagers and for the Pos

implement the Bank include explicit obligations to report alletipted unusual transaction.
recommendations | Similar obligation is included in the draft ordds banking corporations, mone
since the adoptionservice businesses, insurers and insurance agenotsdent funds and compani
of the first| managing a provident fund.

progress report

Recommendation | Ensure removal of thresholds from the (relevantjebs covering SRIV reporting.
of the

MONEYVAL

Report

Measures reporte
as of 23 Septembe
2009 to implemen
the
Recommendation
of the report

In the amended orders all thresholds for unusualigcreporting were removed.

Measures taken t
implement the
recommendations
since the adoptio
of the first
progress report

DAl thresholds for unusual activity reporting weremoved from all AML/CFT|
orders.

(Other)  change
since the first
progress repor
(e.g. draft laws

draft regulations or

draft
enforceable
means” and othe

“other

t

relevant initiatives

S

pecial Recommendation IV (Suspicious transactioreporting)
Il. Regarding DNFBP

Changes sinceSee response in the "Key recommendations" tableremfentioned (I
the last| Recommendation 5 - Regarding DNFBP).
evaluation
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2.4, Other Recommendations

In the last report the following FATF recommendasiovere 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 3 (Confiscation and provisional meases)

Rating: Partially Compliant

Recommendation

of the Amend legislation on confiscation and provisionaasures to include full range pf
MONEYVAL relevant predicate offences.

Report

Measures The Ministry of Justice established a working grauml appointed an outsourcing

reported as of 2{ professional skilled lawyer (Adv. Dror Shtrum) torfulate a governmental bill g
September 200{ confiscation (inspired by the principles of the BKProceeds of Crime Act 20(
to implement thg additionally to civil recovery provisions). An it draft bill has recently publishe
Recommendatiorl among relevant authorities for their reply, andeaestve discussions in this matter are
of the report being held.
In addition, following Moneyval's report, we revied/again the Israeli legislation on
confiscation and the effectiveness of the Israefifiscation regime. Hereinafter are
additional confiscation provisions, relating to predicateeoffes, that were not
included in Israel's evaluation report and thatisiitate the effectiveness of the
confiscation regime:

o NS

1. The Penal Law 5737-1977:

e Section 129 - forfeiture of instruments connectedffences relating
state security.

e Sections 234-235 — forfeiture of instruments of Qhng offences.

e Section 297 — forfeiture of bribery offences.

e Section 377D - forfeiture of property connecteddfti@nces against th
liberty of a person.

e Sections 469, 483 — forfeiture of property conngcte offences of
forgery of money and coins.

D

2. The Customs Ordinance:
e Section 39(b) — confiscation of goods imported ajilm
e Section 203 — confiscation of sea craft.
e Section 204 — confiscation of goods.

3. The Import and Export Ordinance [New Version], 57391979:
Section 9 relates to confiscation of goodstransportation instruments
connected to the  above mentioned law.

4. The Confiscation of profits gained from publicatiors concerning
offences, 2005:
Section 2 relates to confiscation of thefigogained from publication
concerning offences.

1°2)
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Measures taken A Governmental draft bill on confiscation has beeafted (inspired by the principles

to implement the of the UK's Proceeds of Crime Act 2002 additionadlycivil recovery provisions).

recommendations The draft bill will soon be published to enable sdltation and pre-legislative

since the scrutiny, as part of the legislative process.

adoption of the

first progress

report

Recommendation Improve effectiveness in respect of confiscation floee full range of predicate

of the | offences.

MONEYVAL

Report

Measures Following Moneyval's report, we reviewed the Israegime on confiscation and the

reported as of 2] effectiveness of the Israeli confiscation regimerdinafter are courts' decisions jon

September 200 confiscation that demonstrate the effectiveneshefsraeli regime:

to implement the 1. Case 3580/06(verdict on 04/12/2008) - the offender was coradctof

Recommendatior offences according to section 413 to the Penal [Hwve state confiscated|a

of the report vehicle (BMW) according to section 39 to the Crialiniaw Procedure
Ordinance.

2. Case 1071/08verdict on 31/03/2008) - the offender was conwvcté an
offence of fraud. The state confiscated 701,259%m@ting to section 39 tp
the Criminal Law Procedure Ordinance.

3. Case 5001/07(verdict on 25/03/2008) - the offender was coredctof
offences of bribery, fraud and theft. The statefisoated 400,000 NI$
according to section 39 to the Criminal Law Proceddrdinance.

4. Case 32/0qverdict on 12/07/2009) - the offender was coredcof offences
according to section 144 and 329 to the Penal dawe. state confiscated|a
motorbike according to section 39 to the CriminaiM Procedure Ordinance.

5. Case 8031/07qverdict on 28/01/2008) — the offender was comdcobf an
offence according to section 8 to the ProhibitionTerrorist Financing Law|.
The state confiscated 391,000 NIS according td@edf2 to the Prohibition
on Terrorist Financing Law.

6. Case 1068/05verdict on 16/09/2008) — the offenders were ccied of
offences of blackmail and of activity in a criminalganization. The state
confiscated 3 vehicles (BMW, Mercedes, and Peugmafyrding to section b
to the Combating Criminal Organizations Law.

7. Case 40282/0%verdict on 03/07/2008) — the offender was comdcbf an
offence of organizing gambling games. The statdistated 2,000,000 NI$
according to section 235 to the Penal Law.

8. Case 1061/05verdict on 07/01/2007) - offender was convictdddoug
offences. The state confiscated a vehicle (Isuzl) dxcording to section 36
to the Dangerous Drugs Ordinance.

9. Case 219/03verdict on 30/01/2007) - the offenders were cot@dcof an
offence of obtaining by fraud. The state confisddtg05,369 NIS according
to the Criminal Law Procedure Ordinance.

10. Case 4039/0Fverdict on 31/08/2008) - the offenders were cored of an
offence of bribery. The state confiscated two aparts and 3,000,000 NIS
according to section 297 to the Penal Law.

11. Case 3555/03verdict on 06/09/2006) - the offender was coredcbf an
offence of keeping or managing a gambling places $tate confiscated |a
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v

gambling instrument worth $90,000 according to isest 234-235 to the
Penal Law.

As demonstrated above, the claim about deficiemmrcerning the effectiveness |in
respect of confiscation for the full range of pradé offences is not accurate.
In addition, according to IP information, large suaf money and property originated
from predicate offences are being seized and azatés.

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

N The state attorney's office has set the goal ofecihg the effectiveness of financial
enforcement as one of its main strategic goalsh®years 2009-2011 and beyond.
5sMore specifically detailed work plans were put ilage specifying the steps to be
taken in combating money laundering of organizeiner and enhancing the
effectiveness of law enforcement agencies withniegiaconfiscation and forfeiture.
Among these steps included in the state attorraeyisial work plan are the following
noteworthy steps:

1. The establishment (November 2009) of a new semsitipn — Deputy state
attorney (financial enforcement) who is in chargé leading and
coordinating the steps taken in this regard. Ondisfmain tasks is to
increase the number of indictments and convictioh®rganized crime
offences and of related financial offences sucmasey laundering, and to
significantly increase the amount of money and prgpthat are being
confiscated and forfeited.

2. The designation of cases in each district attosnesgrk plan targeted as
potentially including money laundering indictmentpnfiscation and
forfeiture component. These prosecutor lead ingagtins have defined
goals with measurable outcomes, are under speuriairsy and over sited
by the state attorney who is personally involvedthie monitoring and
follow up of these work plans.

3. Task forces - Israel is implementing all mandateCabinet Decision 4618,
passed on 1 January 2006. The interagency “fusiemer’” and the
interagency task forces for pursuing financial @imare now fully
operational. During 2009 - 2011 the fusion cemlistributed 8 reports for
investigation by the IP, containing integrated infiation from IMPA, the IR
and the Israeli Tax Authority. Furthermore, 6 tésices are fully operational
and engaged in different topics, for example: msifanal money launderers,
gambling, criminal organizations etc. In additiam, July 2010 the academy
for interdisciplinary enforcement studies was dghbd, and representatives
from all authorities that engage with AML/CFT issuparticipated in the
seminars (which include practical practice, intdia,awith regard tg
confiscation). Additional training concerning fir@al enforcement and
confiscation issues are provided continuously bg tin-Service Training
Faculty for Lawyers' and in the frame of confissatseminars being held for
attorneys from each district attorney. In additithe Basel institute held in
Israel an international confiscation seminar in 8lober 2011 fo
representatives from all authorities that engadk wonfiscation issues.

=3

4. Forfeiture and confiscation Forum: A permanent fioron the subject g
Forfeiture and confiscation has been establisheti tie following main
goals:
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(a) Gathering data on temporary and final confiscations

(b) Creating a mechanism for assisting and guiding gma®rs with
guestions arising regarding the confiscation praced

(© Identifying confiscation cases and drawing lessmbest practices.

(d) Developing a model for financial investigation imding in respect of
the role of the prosecutor who accompanies and atgphis
investigation.

(e) Establishment of a portal in which there will befoimation
concerning financial enforcement and confiscatiotasé law,
directives, decisions).

)] Taking part in the enactment process of the neMiismation law.

(9) Giving assistance in dealing with issues of prgparanagement.

The forum is lead by the Deputy State Attorney éRitial Enforcement) and
is composed of a professional team of prosecutorsgresentative from each
district in the state attorney's office) the Natib@onfiscation Officer of the
Israeli police, representatives from the Administr&seneral (the Director of
Property Management Unit), a representative fromlélgislation departmen
at the Ministry of Justice, a representative fradPA and a representativ
from the Tax Authority.

The forum is operative since May 2010 and meetslagly on a bi monthly,
basis. The forum also functions as a vital virtfalum for online
consultation, exchange of information via emailsl aoblishes professiona
opinions on ongoing cases and news in the field.

D

(Other) change
since the first
progress report

U7

Recommendation 6 (Politically Exposed Persons)

Rating: Partially Compliant

Recommendatior
of the
MONEYVAL
Report

1 Extend by law, regulation or other enforceable rsetéie definition of a PEP beyond
banking corporations

Measures

reported as of 2]
September 200
to implement the
Recommendatior
of the report

Please see our reply in the "Key Recommendatidsié ta

Measures take
to implement the
recommendation
since the

5

adoption of the

N Please see our reply in the "Key Recommendatidsié ta
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first
report

progress

Recommendatior
of the
MONEYVAL
Report

Measures
reported as of 2
September 200
to implement the
Recommendatior
of the report

Please see our reply in the "Key Recommendatidsié ta

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

NPlease see our reply in the "Key Recommendatidsié ta

5

Recommendatior
of the
MONEYVAL
Report

1 Provide by law or regulation or other enforceableans full senior manageme
approval for establishing business relationshigk WEPs for banking corporations

Measures
reported as of 2]
September 200
to implement the
Recommendatior
of the report

Please see our reply in the "Key Recommendatidsié ta

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

N Please see our reply in the "Key Recommendatidsié ta

5

1 Amend PEPs requirements to include family membedscéose associates of PEPS.

Recommendatior
of the
MONEYVAL
Report

1 Ensure senior management approval for continuatidousiness where a customer
subsequently found to be a PEP or becomes a PEP.

Measures
reported as of 2]
September 200
to implement the
Recommendatior
of the report

Please see our reply in the "Key Recommendatidsié ta

Measures take
to implement the
recommendation
since the

NPlease see our reply in the "Key Recommendatidsié ta

5
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adoption of the
first progress
report

Recommendatior
of the
MONEYVAL
Report

1 Ensure new correspondent relationships are apptmysdnior management.

Measures
reported as of 2]
September 200
to implement the
Recommendatior
of the report

Please see our reply in the "Key Recommendatidsié ta

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

NPlease see our reply in the "Key Recommendatidsié ta

5

(Other) change
since the first
progress  repor
(e.g. draft laws
draft regulations
or draft “other
enforceable

means” and othe
relevant
initiatives

U7y

t

Recommendation 11 (Unusual transactions)

Rating: Partially Compliant

Recommendation Establish enforceable requirements for all finaniristitutions (portfolio managers,

of the | stock exchange members, insurance companies, prdvidinds, money servige

MONEYVAL businesses and the Post Bank) to conduct ongoirgddigence in respect of all

Report complex, unusual large transactions or patterrisanfactions that have no appargnt
or visible economic or lawful purpose.

Measures Ongoing due diligence obligation was included ia #mended orders in relation |to

reported as of 2{ the above mentioned financial institutions. See,ekample, the relevant article jin

September 200
to implement the
Recommendatior
of the report

the Stock Exchange Member Order:

Article 11:

"The stock exchange member shall carry out an awpanonitoring of the

transactions of the account owner, including thofaing:

(a) ensure that the transactions are consistent withdharacter of the account
accordance with his acquaintance with the client;

(b) monitoring the transactions and the connectionshef account owner again
the list of countries and territories specifiedtive second appendix;

(c) monitoring the activity in the account of a poldily exposed person;"
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Measures take

to implement the postal bank include the obligation to conduct ongadue diligence:

recommendation
since the

adoption of the transactions of the account owner for the purposeamplying with his obligation
first Progréss on matters of identification, reporting and recok&eping pursuant to the lay

report

NThe AML/CFT orders for portfolio managers, stockcleange members and the

B Article 11:
"The Stock Exchange member shall carry out an amgahonitoring of the

[72)

without affecting the generality of the foregoittge Stock Exchange member shall;
(a) Ensure that the transactions are consistent with rthture of the account
according to his knowledge of the account holder;
(b) Review activity in the account conducted with coestand territories
listed in the First Addendum;
(c) Perform more intensive review of transactions adrout in the account ¢
a Foreign Public Figure.

=h

The draft orders for insurance companies, providantds and currency servigce
providers also include the obligations to conducigaing due diligence. A
mentioned, the orders are fully drafted and arfnad legislation process:

2]

Article 7:
Insurers and insurance agents, provident funds@rdpanies managing a providgnt
fund shall carry out an ongoing monitoring of thertsactions of the servige
recipient in life insurance contract or in an acepufor the purpose of complying
with his obligations on matters of identificatioreporting and record keeping
without affecting the generality of the foregoirgsurers and insurance agents,
provident funds and companies managing a provitierd shall:
(&) Ensure that the transactions are consistent withrthture of the life insurande

contract or the account according to his knowledfehe costumer;
(b) Review activity in life insurance contract or inetlaccount conducted with

countries and territories listed in the First Addem;
(c) Perform more intensive review of transactions ariout in life insurance

contract or in the account of a Foreign Public FigJ

Recommendatior
of the
MONEYVAL
Report

1 Amend all Orders to include examination in writin§ the purpose and intent of
complex, unusual large transactions explicitly.

Measures
reported as of 2
September 200
to implement the
Recommendatior
of the report

The amended orders require ongoing monitoring eftthnsactions in the accoynt
with regard to the character of the account in etaace with his acquaintance with
the client and documentation of this procedure €pkdn banking corporations in
which this provision already exists in article D4¢€ Directive 411).

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

nThe AML/CFT orders for portfolio managers, stockcleange members and the
postal bank and the draft orders for insurance emm@s, provident funds and
5currency service providers require ongoing momigrof the transactions in the
account with regard to the character of the accdunntaccordance with his
acquaintance with the client and documentatiorhisf procedure (except in banking
corporations in which this provision already exist®irective 411).

6S



The orders include a specific obligation to retaidocumentation in writing of th

above mentioned examination and its findings:
Article 19:

"The Stock Exchange member shall retain documentath written of the
examination of activity as aforesaid in sectionalt their findings for a period g

seven years."

D

=n

Recommendatior
of the
MONEYVAL
Report

competent authorities for at least five years.

1 Amend all Orders to require the findings of therai@ations to be kept available f

Measures

reported as of 2
September 200
to implement the
Recommendatior
of the report

The amended orders cover the obligation to keeffitltings of the transaction

examination available for competent authoritiesdfoleast 7 years (except in banki

corporations in which this provision will be incled in the amendment to Directi
411 drafted by the BOI).

[72)

>
«Q

e

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

transactions' examination available for competettiarities for at least 7 years.
In banking corporations this provision is includedirective 411 (that was amend
on 24 January 20}0

nThe AML/CFT orders for portfolio managers, stockcleange members and t
postal bank and the draft orders for insurance emnes, provident funds arf
scurrency service providers include the obligatian Keep the findings of th

(Other) change
since the first
progress  repor
(e.g. draft laws
draft regulations
or draft “other
enforceable

means” and othe
relevant
initiatives

U7y

t

Recommendation 15 (Internal controls, compliance ahaudit)

Rating: Partially Compliant

Recommendation @
the MONEYVAL

Report

fProvide generally enforceable requirements to:

— establish and maintain internal procedures, pdaigad controls tg
prevent money laundering and to communicate thesmtployees in
non-banking sector;

— designate compliance officers at management levile non-banking
financial sector;

— ensure compliance officers have timely accessftorimation;

— maintain an adequately resourced and independaeilitt faunction to
test compliance with AML/CFT procedures, policieglacontrols in
the non-banking financial sector;

— Establish ongoing employee training outside bankimgporations;

D

)
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— Putin place screening procedures;
— Ensure high standards when hiring employees.

Measures reported & The following measures have been taken concereicgnnmendation 15:

of 23 September 200 1. The amended orders (except the Postal Bank oregujre financial
to implement the institutions to establish internal procedures, gyeti and controls tp
Recommendation 0 prevent money laundering and terror financing. &mmple, In the
the report Portfolio Managers Order:

"Portfolio Manager shall determine a policy, toolsnda risk
management with regard to the prohibition of molayndering and
terror financing, for the application of the oblifens according tq
the order, including with regard to following issue

o Know your costumer procedure;

o Tracing money laundering and terror financing thi®a
deriving, inter alia, from new technologies, paui@rly those
that enables non face to face transactions;"

2. Section 8 to the PMLL determines that financialtitnfons will
appoint a responsible person to fulfill the obligas. The person
responsible for fulfilling the obligations must atd fulfill the
AML/CTF obligations imposed upon the financial itgions, to
guide the employees regarding the fulfillment dtiszbligations and
shall supervise their fulfillment.
In the proposed amendment to the PMLL, it is sutggk® authorize
the authorities who issue the orders accordingitlaw, to prescribe
terms for the appointing of such a responsiblegrersor example, it
may be prescribed in an order that the person nsdpe for the
fulfilment of the corporation’s obligations willebat management
level. It is also suggested in the amendment nqtréscribe thes
terms in the main legislation, but to enable fldiip to every
regulator to prescribe terms on the matter accghyito the type of
corporations that are under his responsibility.

3. Even though not specified in the AML/CFT orders,piractice, the
inspections carried out by the authorities supamgisfinancial
institutions (Ministry of Finance, Ministry of Commication, BOlI,
ISA) include, inter alia, the examination of thdldwing issues:

e The appointment of compliance officer, what is duiglification,
what is his position in the organization structofehe financial
institution? What are his authorities? Does he hdigeretion
when he carries out his duties? Does he have atewesmtractg
with customers?

e AML/CFT policies and procedures.

e Are there AML/CFT internal procedures, concernihg tvay of
identification, record keeping, unusual transacti@porting,
updating amendments in legislation, etc.

e« Is there an ongoing employee training program diggr
responsibilities according the law, the orders #mel internal
procedures? Is there a specific training to empsydue to theif

11
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assigned work?

e How the internal AML/CFT measures are being impletad?

* Is there an internal inspection plan? Have sucheiction beer
taken? What are the findings?

Measures
implement

recommendations
since the adoption @
progress

the first
report

taken t
the

=

D

The AML/CFT orders for portfolio managers, stock cleange
members and the postal bank and the draft ordarsn&urance
companies, provident funds and currency servicevigeos require

financial institutions to establish internal proussk, policies and

controls to prevent money laundering and terraarfiring:

"The Stock Exchange member shall determine a patiols and risk
management with respect to the prohibition of mdaapdering and
financing terrorism for the purpose of complyinghnhis obligations

with regard to identification, reporting and recokadeping pursuant

to the Act, including on the following matters:

(1) The process of recognizing an account

holder;

(2) Tracking threats of money laundering and

financing terrorism, arising, inter alia, from

new technologies, particularly those th
enable transactions to be carried out oth
than face to face."

As mentioned in the first progress report, in theppsed bill for the
amendment to the PMLL, it is suggested to authdtizeauthorities
who issue the orders according to this law, to giles terms for the

appointing of such a responsible person. During ghst year, the

proposed bill for the PMLL (Amendment No. 7) wasribughly
discussed at the Constitution, Law and Justice Citesnof the
Knesset, in order to prepare it to go through sé@md third readings
as part of the formal legislation process.
On 24 January 2010 the BOI amended Directive 41éxtend the
guidance concerning Internal controls, compliancel audit, ag
follows:

« Expand the obligation to maintain internal procedurpolicies
and controls to prevent money laundering and tefirancing
also with reference to the bank’s ability to scamd adetect
transactions that may be associated with terrofisancing and
to the way the lists of terror organizations antivists as have
been declared by other parties (e.g., the UN aadJthited State
Government - OFAC) may be used.

» The officer in charge of obligations under the PMdéhall have a

senior formal status at the banking corporation ahdll have
qualifications, knowledge, and experience commextsuwrith his
duties and purviews.

e The officer in charge and his staff shall have mitéd access t
all records and information on customer identifimat and

at
er

D

1°2}

additional customer due diligence documents, tiEtima
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documents, and all other relevant information.

The officer in charge at a branch abroad shall teéepsionally
subordinate to the officer in charge in Israel (amat to the
manager of his branch abroad).

The officer in charge shall verify that the officer charge a
relevant subsidiaries of the banking corporationisreel and
abroad performs in proper professional level.

The adequacy and efficacy of the working framewofkthe
officer in charge of discharging the banking cogtion's
obligations under the Prevention of Money Laundgtiaw shall
be subject to periodic review by the Internal Additction.

The Internal Audit function shall set aside adeguasources fo
its review of compliance in this regard (includirmpmple
inspections), policies, procedures, and controls.

The internal auditor at the banking corporationlishdvise the
officer in charge of the relevant audit findings foe discharge o
his duties.

Training shall be performed on an ongoing basisider to
assure that the information in the hands of stafip to date an
includes information on the latest techniques, wesh and
trends. In the training, special attention shalldevoted to al
provisions relating to the prevention of money kerng and
financing of terrorism and, in particular, to reguments
concerning the reportage of irregular transactidrfee banking

corporation shall take such actions as are needadsimilate the

knowledge.

A banking corporation shall establish proceduresuisg the
maintenance of high standards for the hiring of nstaff
commensurate with the nature of the job.

—h

L
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Other) changes singe

the first progress
report (e.g. draft laws,
draft regulations or

draft “other
enforceable means”
and other relevant
initiatives

Recommendation 16 (DNFBP)

Rating: Non Compliant

Recommendation Extend the associated requirements in Recommenmndati$, 15 and 21 to DNFBP.

of the
MONEYVAL
Report

Measures See

response

reported as of 2] Recommendation 5 - Regarding DNFBP).

September 200
to implement the
Recommendatior

in the "Key recommendations" tableremfentioned (In
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of the report

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

nSee response in the "Key recommendations" tableremfentioned (In

Recommendation 5 - Regarding DNFBP).

(Other) change
since the first
progress  repor
(e.g. draft laws
draft regulations
or draft “other
enforceable

means” and othe|

UJ

relevant
initiatives
Recommendation 20 (Other DNFBP and secure transact techniques)
Rating: Partially Compliant
Recommendation Israel should consider extending coverage of DNHA®Rond those defined Qy
of the | FATF.
MONEYVAL
Report
Measures The draft that was formulated in the Ministry oktlce regarding DNFBPs defined
reported as of 2] by the FATF applies broadly cany personthat conducts specified activities pn
September 200{ behalf of another person.
to implement the
Recommendatiori
of the report
Measures takenlsrael is considering extending the coverage of BR& to legal gambling, as
to implement the follows:
recommendations | egal gambling in Israel takes place in the formotferies and sports betting, each
since thel of which is operated by a single public body- thea¢li State Lottery and the Councgil
adoption of the for Regulation of Sports Gambling, respectively.
first Progress |MPA is working to amend the Lottery permit to ragu
report (1) Reports to the Israeli Police of everyone wias won a prize over 50,000
NIS.
(2) Listing the ID number of the participant ovke tottery card.
Currently, under the Israeli State Lottery pernd&ntification of any party claiming
a prize exceeding 51,350 NIS must be done accotdiag original National ID, and
the identification document must photocopied by gbeson paying out the prize. |n
addition, any prize exceeding 51,350 NIS paid bgcghcan be paid only in the form
of a non-transferrable check issued to the persbo wesented the ticket for
payment.
(Other) changes
since the first
progress report
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(e.g. draft laws
draft regulationg
or draft “other
enforceable

means” and othe
relevant
initiatives

Recommendation 21 (Special attention for higher ris countries)

Rating: Partially Compliant

Recommendation
the MONEYVAL
Report

(o

f Extend the requirement in Criteria 21.1 beyond bankorporations.

Measures reported @
of 23 September 200
to implement the
Recommendation ¢
the report

Recommendation 21:
connection of costumers that are foreign residentsrael.

the transactions of the account owner, includingnitooing the
transactions and the connections of the accountpwagainst thdist

countries that the FATF published statements coimgrtheir failing
or insufficiently applying FATF Recommendationsgdamreference t
several specified jurisdictions specifically desited for AML/CFT
purposes.

(3) All transactions with the designated countries &®¥00 NIS have t
be reported as CTRs to the FIU.

names of parties to transaction appear on the list.

The relevant amended orders contain the followihgnges with regard t
(1) CDD measures taken by financial institutions muster to the

(2) Financial institution will need to carry out an aigg monitoring of

of countries and territories specified in the appendix to the ord
The appendix contains a reference to the FATF N@§Tand other

(4) When dealing with transactions with countries sfetiin the above
mentioned appendix, financial institutions will leato check againg
the list of designated terrorist individuals andyarizations if the

(@)

—

t
the

Measures taken
implement

recommendations
since the adoption @
the first  progress

report

O0The measures specified in the first progress reg@rtincluded in the orde
for Stock Exchange Members, Portfolio Managersfanthe Postal Bank, an
in the AML/CFT draft orders concerning money seevhusinesses, insure
fand insurance agents, provident funds and companégsging a provider
5 fund, as follows:

(1) CDD measures taken by financial institutions must efer to the
connection of costumers that are foreign resident® Israel:
"A stock exchange member shall not open an accowitihout
identifying the person who wants to be a client a#tiout carrying
out a procedure of know your costumer; for this gmge, ‘a
procedure of know our costumer’ means ascertaitifggsource o
the money that is supposed to be deposited in toeuat, his
occupation, his public status, the circumstancesopéning the
account and the planned activity therein and areotetail that is
required in order to understand the nature of trensactions of the
owner of the account through the stock exchange bmenwith
regard to a foreign resident — also his connectionisrael and

[oNN7)]
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—
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with regard to someone who owns a business — asonhing
acquainted with his business, the nature of histarners and
suppliers and his financial activity; the stock kange membe
shall make records of these details;"

(2) Financial institution will need to carry out an ongoing monitoring
of the transactions of the account owner, includingnonitoring the
transactions and the connections of the account ownagainst the
list of countries and territories specified in theappendix to the
order. The appendix contains a reference to the FAF NCCT list
and other countries that the FATF published statemats
concerning their failing or insufficiently applying FATF
Recommendations, and a reference to several speedi
jurisdictions specifically designated for AML/CFT purposes:

"The stock exchange member shall carry out an arggoionitoring
of the transactions of the account owner, includimgfollowing:

(a) ensure that the transactions are consistent with ¢haracter
of the account in accordance with his acquaintanita the client;
(b) monitoring the transactions and the connectionthefaccount
owner against the list of countries and territoriegecified in the
second appendix;

(c) monitoring the activity in the account of a poliily exposed
person;"

(3) All transactions with the designated countries aba¥ 5,000 NIS

have to be reported as CTRs to the FIU:
"A transfer from Israel overseas or from oversaatstael, through arn
account, of an amount equivalent to at least 1000 new shekels; in
the case of a transfer to or from one of the cdanstior territories
listed in the First Addendum, and also a transfer dr from a
correspondent account of a financial institutiorcdted in such a
country or territory, the Stock Exchange membeilsteport such a
transaction if it is in an amount equivalent to lest 5,000 ney
shekels

=

A cash transaction that is not performed in anyocart of the account
holder, including deposit of cash to be transferrederseas o
withdrawal of cash received from overseas, notubfothe account,
whether in Israeli currency or foreign currency, afn amount
equivalent to at least 50,000 new shekels, and silsd deposit of
withdrawal of cash, in an amount equivalent to B.Gew shekels,
carried out with a financial institution in a coumtor territory listed
in the First Addendurh
(4) When dealing with transactions with countries spefied in the
above mentioned appendix, financial institutions wi have to check
against the list of designated terrorist individuat and
organizations if the names of parties to transactio appear on the
list: For example, in the Stock Exchange member order -
"The Stock Exchange member will check againstishe |
(1) If it contains the name or identity number of arc@mt holder,
authorized signatory, beneficiary or controlling asbholder of
accounts held by him; such examination shall beied out

7€



whenever an organization or person is added to like or
whenever a holder, authorized signatory, beneficiaor
controlling shareholder is added to the account;

If the name of the person performing the transacparsuant tg
sections 3(f) and (g) is on the list;
If the names of parties to the transaction, exaelgdhose listed ir
paragraph (1), are on the list; in this contextrdnsaction” — any|
of the following:

(a) Electronic transfer from Israel overseas and fr
overseas to Israel, or where the origin and desioma
are not in Israel but the transaction takes pla
through Israel;

(b) Transfer from Israel to one of the countries
territories listed in the First Addendum, includi
payment by checks presented by a financial ingtitu
in such a country or territory; in this sub-sectitime
payee is whoever is registered as the account hg
in the electronic record attached by such finang
institution for presenting the checks.

(c) A transfer to Israel from one of the countries
territories on the list in the First Addendum, inding
payment by checks drawn by a financial instituiior
such a country or territory."

(2)
(3)

n
"

1

Recommendation
the MONEYVAL
Report

(o

fProvide clear requirements to examine as far asilpesthe background an
purpose of transactions with countries (which dg oo insufficiently, apply
the FATF Recommendations or where there are AML/@e&knesses) whic
have no economic or visible lawful purpose, and/ig® specific requirement
for financial institutions to set forth their fimdis in writing and to keep th
findings available to assist competent authorities.

Measures reported ¢
of 23 September 200

The amended orders, excluding the banking cormositorder (the BOI i
considering amending Directive 411 in this respexitain the obligation fo

to implement the financial institution to carry out a heightened ntoring of the transaction
Recommendation g and the connections of the account owner agairestligh of countries an
the report territoriesspecified in the appendix to the order.
According to the draft amended orders, the findriostitutions will have to
report UARs to the FIU about transactions with sor@mic or visible lawfu
purposes. Furthermore, financial institutions wilave to maintain all
necessary records on transactions including thdinigs of the transactions'
examination, for a period of at least seven years.
Measures taken tbThe measures specified in the first progress reg@rtincluded in the orders
implement the for Stock Exchange Members, for Portfolio Managerd for the Postal Bank,
recommendations and in the AML/CFT draft orders concerning moneyviee businesses,
since the adoption afinsurers and insurance agents, provident funds camgpanies managing |a
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th
his

the first  progress provident fund:
report "The stock exchange member shall carry out an enggoionitoring
of the transactions of the account owner, includimg following:

(a) ensure that the transactions are consistent witke
character of the account in accordance with
acquaintance with the client;

(b) monitoring the transactions and the connections thuf
account owner against the list of countries andit@ries
specified in the second appendix;

(c) monitoring the activity in the account of a polily
exposed person;"

In addition, according to the amended orders, fir@ninstitutions have ¢

report UARs to IMPA about transactions with no emoit or visible lawful

purposes. Furthermore, financial institutions hawemaintain all necessal

records on transactions including the findings &fe taforementione

transactions' examination, for a period of at Isasen years.
Recommendation  afEnsure that appropriate counter-measures can len talhere a countr
the MONEYVAL | continues not to apply or insufficiently applies FARecommendations.
Report

Measures reported @
of 23 September 200

to implement the
Recommendation ¢
the report

The following counter-measures have been taken:

1. On 6 August 2009 IMPA informed the supervisaiosut the FATF updat
from 26 June 2009 to the statements concerningdiations that do ng
apply or insufficiently apply FATF Recommendatiofmiblished on 28
February 2008), and of Moneyval statements aboutri¥gjan (dateg
12/12/2002 and 23/03/2009). IMPA informed the sujsers about the
FATF Statement and its updates. IMPA recommendedstipervisors tc
advise the financial institutions to pay speci&t@ion to the ML\FT risks
in transactions with financial institutions opengtiin those countries
including taking enhanced due diligence measurdsuansual transactio
reporting with regard to those countries.

On 14 December 2008 IMPA initiated a seminarcfampliance officers o
banking corporations concerning CFT issues. Dutliggseminar lecturer
from IMPA, the IP and the BOI provided clear guides concerning CF]
issues including warning them that transactionsh wiaitural or lega
persons within country that continues not to aglynsufficiently applies
FATF Recommendations, might run the risk of ML\TF.

Advanced studies, conferences, training sessid feedback meetings, 3
some of the tools used to educate and increasaieeness in respect
AML/CFT, among the financial institutions and theervisors.

During 2009 IMPA in cooperation with the Mimgtof Finance issue
guidelines and instructions booklets to MSBs anih$arers and insurang
agencies concerning AML\CFT issues such as red ffag ML and TF
reports, relevant typologies and sanitized cades lfboklet for insuranc

2.

—~ D

>

f

R

Ire
of

agencies was published on 26 August 2009, andabkidt for MSBs will
be published on September 2009). According to IMP2009 annu
work-plan, two additional booklets are planned -eTfirst, for the
Members of the stock exchange and Portfolio masadiee second for th

Banking corporations and the postal bank. Each lebdk adjusted to th
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unigue element of the reporting sector and itdsskil
IMPA publishes AML\CFT guidelines, news, leg#brmation, typologies
and other relevant information on its website. dditon, IMPA publishes
on its website a triennial newsletter regarding AMIET issues. The
newsletter is distributed by email to law enforcamauthorities, to the
supervisors and to compliance officers of finaniriatitutions.

D
C
D

t
the

Measures taken
implement

recommendations
since the adoption @
the first  progress

report

have strategic deficiencies that pose a risk tartteznational financial systen
the bank of Israel, the Israeli securities autlyoahd the supervisor of th
fPostal Bank published notifications to financialstitutions under thei
5 supervision, to pay special attention to the MLWiSKs in transactions wit
financial institutions operating in those countrigxluding taking enhance
due diligence measures and unusual transactiomtirsgpavith regard to thos
countries (the BOI published the natification on Rarch 2011; the ISA
published notifications on 22 September 2009, 144910, 15 Novembe
2010).

In addition, the head of IMPA is publishing not#dtions concerning th
FATF's public statements on IMPA'S website, evangetthe FATF update th
statements. As a consequence, all transacticihstiaé designated countrié
above 5,000 NIS have to be reported as CTRs to IMPaase find thos
declarations for each relevant financial institntan IMPA's web site:
http://www.justice.gov.il/NR/rdonlyres/0416B2A7-FDA4872-9CEF-
5E44E181D4B5/29223/tik.pdf
http://www.justice.gov.il/NR/rdonlyres/0416B2A7-FMDA4872-9CEF-
S5E44E181D4B5/29224/bursa.pdf
http://www.justice.gov.il/NR/rdonlyres/0416B2A7-FMDA4872-9CEF-
S5E44E181D4B5/29222/pos.pdf

pFollowing the FATF's public statements concernitgniified jurisdictions that

S

(Other) changes sing
the first
report (e.g. draft lawsg
draft

progress

regulations or

draft “other
enforceable = means”
and other relevant

initiatives

Recommendation 22 (Foreign branches and subsidiagg

Rating: Partially Compliant

Recommendation Israel needs to provide a general enforceable afiig for all financial
of the | institutions to ensure their foreign branches amosgliaries observe AML/CFT
MONEYVAL measures consistent with home requirements anBAR€& Recommendations to
Report the extent that host country laws and regulati@rsis

Measures Only banking corporations have foreign branchessartdidiaries.

reported as of 2] Regulation 411 applies on foreign branches andidialoies under the restrictions
September 200 pursuant to article 2 of the Directive.

to implement thg The BOI intends to extend article 2 to Directiveldih accordance with the
Recommendatior] recommendations.

of the report

Measures takenThe BOI amended Directive 411 on 24 January 20m0, extended article 2 of

7S



to implement the
recommendations
since the
adoption of the
first progress
report

the Directive to ensure that the banks' foreigmtihas and subsidiaries obse
5 AML/CFT measures consistent with home requirements:

"Applicability

2. (a) This Directive shall apply to banking corptions and corporations a
specified in Sections 11(a)(2) and 11(b) of the k#am (Licensing) Law, 5741
1981 (henceforth, the Licensing Law).

(b) Notwithstanding the aforesaid in Subsection {@)a corporation of the kin
set forth in Section 11(a)(2) of the Licensing Lawd at a branch of a bankin
corporation outside Israel, the provisions of Sewesi 11, 16(b), 26, and 31-33
the Directive shall not apply. In said corporatiand said branch, whenever ti
provisions relating to the prevention of money lderng and terrorism financin

stricter provisions among them shall apply inscdarthey do not contravene t
provisions of local law."

in the country where said corporation or branchfeliffrom this Directive, the

ve

n

Recommendatior
of the
MONEYVAL
Report

Provide enforceable obligations requiring finandradtitutions to pay particuld
attention in respect of their foreign branches anlsidiaries based in countri
that do not or insufficiently apply FATF Recommetidas;

=

Measures
reported as of 2!
September 200
to implement theg
Recommendatiorn
of the report

The BOI intends to amend Directive 411 to include trecommendation
concerning foreign branches and subsidiaries.

Measures take
to implement the
recommendations
since the
adoption of the
first progress
report

NThe BOI amended Directive 411 on 24 January 20dCerisure that bankin
corporations pay special attention in respect dirtforeign branches an
5 subsidiaries based in countries that do not or fiicsently apply FATF
Recommendations.

See article 29 to Directive 411:

"29. A banking corporation shall make sure that rimhes and corporation
under its control in countries that do not adeqlateapply FATF
recommendations honor the provisions of the Divectinsofar as said provisior
do not contravene local laws and regulations."

o Q

Recommendatior
of the
MONEYVAL
Report

Provide for enforceable obligations to ensure thhere minimum AML/CFT,|
requirements of the home and host countries difanches and subsidiaries
host countries should be required to apply the drigitandard to the extent th
local (i.e. host country) laws and regulations germ

in
at

Measures
reported as of 2!
September 200
to implement theg
Recommendatiorn
of the report

The BOI intends to amend Directive 411 to include trecommendation
concerning foreign branches and subsidiaries.

Measures take
to implement the
recommendations
since the
adoption of the

required to apply the higher standard. See ar@igh¢ to Directive 411

5" ... In said corporation and said branch, whenever ghovisions relating to th
prevention of money laundering and terrorism finagcin the country where
said corporation or branch differ from this Direesi, the stricter provision

N Directive 411 was amended to ensure that the bardsthes and subsidiaries are

(2 *AY’]
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first progres§ among them shall apply insofar as they do not @wane the provisions of loc

report law."

Recommendation Provide a general enforceable obligation to infahm home country supervis

of the | when a foreign branch or subsidiary is unable teeole appropriate AML/CFT
MONEYVAL measures.

Report

Measures The BOI intends to amend Directive 411 to include trecommendation
reported as of 2] concerning foreign branches and subsidiaries.

September 200

to implement theg

Recommendatior

of the report

Measures
to implement the

takenDirective 411 was amended to include the obligatmimform the supervisor d
banks when a foreign branch or subsidiary is unablebserve appropriat
recommendations AML/CFT measures. See article 25(d) of the Diregtiv

f
e

11

since thel "(d) A banking corporation shall report immediately the Supervisor of Ban}
adoption of the whenever a foreign corporation that the bank coisir@r in which it has a
first progress substantial interest, or a branch of a banking aragion outside Israel, does n
report act in accordance with this Directive because theeflive contravene th
provisions of local laws."
Other) changes
since the first
progress  report
(e.g. draft laws
draft regulations
or draft “other

enforceable
means” and other
relevant

initiatives

Recommendation 23 (Regulation, supervision and matoiring)

Rating: Partially Compliant

Recommendation
of the
MONEYVAL
Report

Israel should reconsider reliance upon outsourofrgupervision of AML/CFT]|
in the Ministry of Finance and Ministry of Commuatmon should be
reconsidered.

Measures reporte
as of 23 Septembg
2009 to implemen
the
Recommendation
of the report

Reliance upon outsourcing of supervision was readensd during the
AML/CFT Regulators Forum meeting which took place 26 July 2009
(Please find explanation in the next recommendatibaring the meeting th
supervisors were requested to take a more actigeagh in the inspection
including physical presence of the supervisor'saggntatives during the ons
inspection. The relevant supervisors mentioned, that practice, thei
outsourced inspections are accompanied by an eemlof the supervisor i
substantial part of inspections in order to ensymeropriate and sufficient leve

1%
o v

=
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of supervision. Furthermore, the outsourced ingwecteceive guidance ar
instructions by the supervisors.

nd

Measures taken t

DAs reported by the supervisors, reliance upon eautéog of supervision is

2d

implement the infrequently being done, and outsourced inspectamesalways accompanis
recommendations | by an employee of the supervisor.

since the adoption

of the first

progress report

Recommendation | Introduce a mechanism for ensuring that an apprtgpand sufficient level o
of the | supervision is consistently implemented acrossuihele financial sector.
MONEYVAL

Report

Measures reporte
as of 23 Septembe
2009 to implemen
the
Recommendation
of the report

During 2009 an AML\CFT Regulators Forum was esgiidd. The Forun
constitutes representatives from the supervisbtBA, and as needed, from t
IP and from the prosecution authorities. The firseting took place on 2
January 2009 and the second meeting on 26 July. 2089 Forum meeting
intend to ensure that AML\CFT issues are consiktémplemented across th
whole financial sector. In the last meeting, thpesuisors agreed to issue
memorandum of understanding between all supervisegarding AML\CFT
issues, inter alia, in order to increase coopandiEtween supervisors.

Measures taken t
implement the
recommendations
since the adoptio
of the first
progress report

oThe AML/CFT Regulators Forum that was establishednd) 2009 continue
its activity in order to ensure that AML\CFT issuese consistently
implemented across the whole financial sector. muA009-2011 there were

nmeetings, in which, different issues were discusasapecified herein:
Meeting of July 2009Reviewing the procedure of inspections perforrbgad
outsourcing; Reviewing additional measures requinedew of the submissio
of Moneyval's first progress report.
Meeting of March 2010The distribution of confidential information fro
IMPA to the sanction committee; The contributionfioiancial institutions ta
prevent illegal Internet gambling.

publication of the sanction committees' decisions.

Meeting of January 2011Reviewing AML/CFT legislation amendments; A
update of the struggle against illegal Internet lgiamg.

Meeting of September 201Reviewing the inspection procedure taken by €
supervisor; Reviewing judgments in cases of appeats the decisions d
sanctions committees; An update of the steps thiehe state of Israel in th
battle against Iran's nuclear program and relatedyrams; Preparations
Moneyval's second progress report.

As a result of the discussions at the forum, althef sanctions committee
decisions are being published and are availabieanl

possibility of signing a memorandum of understagdietween regulators i

of this document was distributed to the regulaforcomments.

Meeting of July 2010 Reviewing AML/CFT relevant judgments; The

In addition, as part of its activity, the forum @urrently examining the

order to increase cooperation and improve the eefoent. A preliminary draft

m

An
ach
e

(0]
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D

n

Recommendation
of the
MONEYVAL

Ensure effective supervision in MSBs and the Pdaalk.

82



Report

Measures reporte
as of 23 Septembg
2009 to implemen
the

During 2007-2009, the supervisors of MSBs conduatedr 30 sanction
committees, and there are more expected followéveral inspections taken.

On 23 July 2009 the supervisor of the Postal Banknstted his final

|72}

Recommendation | AML\CFT inspection report to the Postal Bank in@rdo subpoena them to| a

of the report sanction committee.

Measures taken toThe supervisors of MSBs and the Postal Bank coetireonducting AML\CFT

implement the inspections in order to review the implementatibABIL\CFT obligations.

recommendations | During 2009-2011, the supervisor of MSBs condudt&dnspections and held

since the adoption 30 sanctions committees.

of the first| The supervisor for the Postal Bank conducted dudl specific inspections

progress report to review the implementation of CDD obligations gesially concerning the
beneficial owner) and of the obligation to repofRs. It should be mentioned
that the supervisor of the Postal Bank appliedh® head of the sanctions
committee in a request to impose sanctions on tis¢éaPBank for violation o
its obligations under the AML/CFT order accordirg the final AML/CFT
inspection on July 2009.
In addition, during 2008-2011 the supervisor of Bmstal Bank issued to the
Postal Bank various directives concerning AML/CE3ues.

Other) changes

since the first

progress report

(e.g. draft laws

draft regulations or

draft “other

enforceable

means” and othefr

relevant initiatives

Recommendation 24 (DNFBP — Regulation, supervisicand monitoring)

Rating: Non Compliant

Recommendation Ensure that DNFBP are subject to effective systiemsonitoring and ensuring

of the | compliance with AML/CFT obligations.

MONEYVAL

Report

Measures See response in the "Key recommendations" tableremfentioned (In

reported as of 21
September 200
to implement the
Recommendatior
of the report

Recommendation 5 - Regarding DNFBP).

Measures take
to implement the
recommendation
since the
adoption of the
first progress

NS

D

ee response in the

"Key recommendations" tableremfentioned (In
Recommendation 5 - Regarding DNFBP).
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report

(Other) change
since the first
progress
(e.g. draft laws
draft regulations
or draft “other
enforceable
means” and othe
relevant
initiatives

\*2)

report

Recommendation 25 (Guidelines and feedback)

Rating: Partially Compliant

Recommendation

Provide sufficient guidelines to the financial sgaegarding CFT issues

of the

MONEYVAL

Report

Measures The following actions have been taken with regarduidelines concerning CHT

reported as of 2] issues:

September 200{ 1. During 2009 IMPA in cooperation with the Mimigtof Finance issued

to implement the guidelines and instructions booklets to MSBs anihsurers and insurange

Recommendatior agencies concerning AML\CFT issues such as reds ffag ML and TF

of the report reports, relevant typologies and sanitized cades Ifiboklet for insurance
agencies was published on 26 August 2009, anddbkldt for MSBs will be
published on 9 November 2009). According to IMP239 annual work:
plan, two additional booklets are planned - Thstfifor the Members of the

stock exchange and Portfolio managers; the secamdtHe Banking
corporations and the postal bank. Each bookletljgséed according to th
unique element of the reporting sector and itdsskil

On 14 December 2008 IMPA initiated a seminarcimmpliance officers o
banking corporations concerning CFT issues. Dutimg) seminar lecturer
from IMPA, the IP and the BOI provided clear guidek concerning CF]
issues.
Advanced studies, conferences, training sesaiml feedback meetings, 3
some of the tools used to educate and increasavtheeness in respect
AML/CFT, among the financial institutions and thepsrvisors

IMPA initiated a seminar that took place onep@mber 2009 concerning t
AML\CFT risks of NPO's.

On 6 August 2009 IMPA informed the supervisam®ut the FATF updat
from 26 June 2009 to the statements concerningdigtions that do no
apply or insufficiently apply FATF Recommendatiofpublished on 2§
February 2008), and of Moneyval statements abouérl#gijan (datec

12/12/2002 and 23/03/2009). IMPA informed the sujgers about the

FATF Statement and its updates. IMPA recommendedstipervisors t(
advise the financial institutions to pay speci&mtion to the ML\FT risks ir
transactions with financial institutions operatinghose countries, includin
taking enhanced due diligence measures and untrsueaction reportin
with regard to those countries. The above mentidnéormation was als

D

f

L

\re
of

published on IMPA's website.
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6. IMPA publishes AML\CFT guidelines, news, legafiarmation, typologies an
other relevant information on its website. In aitdit IMPA publishes on it:
website a triennial newsletter regarding AML\CF$uss. The newsletter
distributed by email to law enforcement authoritiesthe supervisors and
compliance officers of financial institutions.

7. On the 1 of April 2009, the ISA together with IMPA held allf day
conference attended by senior (CEO's and compliamicers)
representatives of all non banking stock exchangminers. The major aif
of the conference was to increase awareness axtlerguidelines regardin
unusual transaction reporting.

Measures taken The following actions have been taken with regarduidelines concerning CH

to implement the
recommendations
since the
adoption of the
first progress
report

issues:
1.

Following the FATF's public statements concernindentified
jurisdictions that have strategic deficiencies tpatse a risk to th
international financial system, the bank of Isrdbk Israeli securitie
authority and the supervisor of the Postal BanKiphied notifications tg
financial institutions under their supervision,gay special attention t
the ML\FT risks in transactions with financial iitstions operating in
those countries, including taking enhanced duegetice measures ar
unusual transaction reporting with regard to thosantries (the BO
published the notification on 22 March 2011; theA I$ublished
notifications on 22 September 2009, 14 April 2046d 15 Novembe
2010).

The head of IMPA is publishing notifications contieg the FATF's
public statements on IMPA'S website, every time RAGF update the
statements. As a consequence, financial institstalhtransactions witl
the designated countries above 5,000 NIS have tegmted as CTRs t
IMPA.

IMPA publishes AML\CFT guidelines, news, legal infmation,
typologies and other relevant information on itsbgite. In addition
IMPA publishes on its website a triennial newsletteegarding
AML\CFT issues. The newsletter is distributed by agmto law
enforcement authorities, to the supervisors antbtopliance officers o
financial institutions.

Advanced studies, conferences, training sessiorfemuback meetings

are some of the tools used to educate and incrb&sewareness i
respect of AML/CFT, among the financial institutitonand the
supervisors.

IMPA issued on May 2011 guidelines and instructibosklet to stock
exchange members and Portfolio managers in coopenaith the ISA;
On 14 June 2011 a booklet for financial institui@oncerning the issu
of gambling in the internet. The booklet includesd rflags for ML and
TF reports, relevant typologies and sanitized cafdsase find the
booklet on IMPA's website:
http://www.justice.goV.il/NR/rdonlyres/9FEDC722-3¥2F8D-84F6-
56BEA443BF2B/28254/gambling. pdf

On 20 July 2011 IMPA and the BOI initiated a semiftst compliance
officers of banking corporations concerning AML/CIS§ues.

O
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Q =

B

(@)

f

Py

D

On 17 January 2011 IMPA and the supervisor of tletd? Bank
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conducted a seminar for the postal bank, as a mépa to the
implementation of the amended order. During theisemecturers from
IMPA, the IP and the supervisor of the postal bamkvided clear
guidelines concerning AML/CFT issues including timies and
sanitized cases.

9. The supervisor of the Postal Bank performs constargetings with thg
Postal Bank management, compliance officer and thith employees
which are responsible for AMCFT issues, in order to increase
awareness with respect of AMLFT.

10.The supervisor for the Postal Bank conducted du0dl specific
inspections to review the implementation of CDDigdions and of the
obligation to report UTRs.

11.During 2008-2011 the supervisor of the Postal Bigsked to the Posta
Bank various directives concerning AML/CFT issues.

12. The ISA conducted seminars for Stock Exchange Mesnljen 21
November 2010) and for Portfolio Managers (on 2&éober 2010) a
a preparation to the implementation of the amerateldrs, concerning
AML/CFT issues.

13.The Ministry of Finance and IMPA are conductingrtiiag to the newly
registered MSBs with regard to their AML\CFT obligas.

OH—D

174

"2

Recommendatior

Also provide comprehensive guidance on PMLL isstieethe Postal Bank, the

of the | insurance and provident funds sector and the meemyjce businesses.
MONEYVAL

Report

Measures During the AMLCFT Regulators Forum meeting the supervisors wagaasted
reported as of 2] to provide financial institutions comprehensive acmbrdinated guidance ¢
September 200{ AML\CFT issues.

to implement the
Recommendatior|
of the report

d
Ce

In addition, as mentioned above, IMPA and the m@vsupervisors issue
guidelines and instructions booklets to the MSBd tminsurers and insuran
companies concerning AML\CFT issues. Two additidmabklets are planned
The first, for the Members of the stock exchangd Bortfolio managers; the
second for the Banking corporations and the pastak.

Measures take
to implement the

recommendations the Postal Bank provided the necessary trainingresaration for the applicatio

since the
adoption of the
first progress
report

n The Ministry of Finance and IMPA are also condugtinaining to the newly

registered MSBs with regard to their AML\CFT obligas, and the supervisor of
n
of the amended order - During 2011, 4 training sesrwere provided to the
postal bank with the participation of representgifrom the supervisor, IMPA
and the Israeli Police.
On July 2011 the supervisor of the Postal Bank ootetl a review and
examination in the Postal Bank concerning traneastiwhich are related to
illegal gambling according to the typologies whigére published by IMPA.

In addition, the supervisor of the Postal Bankxareining the performance
training concerning AMICFT issues to the Postal Bank's employees.

of

Furthermore, IMPA's employees constantly meet awute to the financial
institutions about their AML\CFT obligations. Monezr, IMPA publishes
AML\CFT guidelines, news, legal information, typgles and other relevant
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information on its website. In addition, IMPA puties on its website a triennial
newsletter regarding AML\CFT issues. The newsldgetistributed by email to
law enforcement authorities, to the supervisors sm@¢ompliance officers of
financial institutions.
In addition, on14 June 2011 IMPA issued a booklet for the finaniratitutions
concerning the issue of gambling in the interndte Hooklet includes red flags
for ML and TF reports, relevant typologies and s8aed cases. Please find the
booklet on IMPA's website:
http://www.justice.gov.il/NR/rdonlyres/9FEDC722-9¥2F8D-84F6-
56BEA443BF2B/28254/gambling.pdf

Rfecommendatrl]on Coordinate this guidance across the financial secto

0 the

MONEYVAL

Report

Measures As mentioned above, during the AML\CFT Regulatorsrufmn meeting the

reported as of 2{ supervisors were requested to provide financiditiutons comprehensive and

September 200! coordinated guidance on AML\CFT issues.

to implement the
Recommendatior
of the report

Measures takenAs mentioned, IMPA's employees constantly meet lastlre to the financial

to implement the institutions about their AML\CFT obligations. Monesr, IMPA publisheg

recommendations AML\CFT guidelines, news, legal information, typgles and other relevant

since thel information on its website.

adoption of the

first Progress |n addition, IMPA publishes on its website a triennewsletter regarding

report AML\CFT issues. The newsletter is distributed byaédmo law enforcement

authorities, to the supervisors and to compliarffieass of financial institutions.

Rfecomme”ditljlon Make more case specific feedback available.

0 e

MONEYVAL

Report

Measures The following measures are being taken to providantial institutions casg

reported as of 2] specific feedback:

September 200y 1. During 2009 IMPA in cooperation with the Mimigtof Finance issued

to implement the guidelines and instructions booklets to MSBs anihsurers and insurange

Recommendatior agencies concerning AML\CFT issues such as reds ffag ML and TF

of the report reports, relevant typologies and sanitized cades Ifooklet for insurance
agencies was published on 26 August 2009, anddbkldt for MSBs will be
published on September 2009). According to IMPABRannual work-plan,
two additional booklets are planned - The first, tfte Members of the stogk
exchange and Portfolio managers; the second foB#rking corporations
and the postal bank. Each booklet is adjusted doapto the unique element
of the reporting sector and its skills.

2. On 14 December 2008 IMPA initiated a seminarcmmpliance officers of

banking corporations concerning CFT issues. Duthe seminar lecturers
from IMPA, the IP and the BOI provided clear guidek concerning CFT

issues including typologies and sanitized cases.
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3. Advanced studies, conferences, training sesaml feedback meetings, &

some of the tools used to educate and increasawheeness in respect

AML/CFT, among the financial institutions and theervisors

4. IMPA publishes AML\CFT guidelines, news, legafiarmation, typologies an
other relevant information on its website. In aitdit IMPA publishes on it:
website a triennial newsletter regarding AML\CF$uss. The newsletter
distributed by email to law enforcement authoritiesthe supervisors and

compliance officers of financial institutions.

\re
of

jon

Lo

Measures take
to implement the

recommendations

since the
adoption of the
first progress
report

n The following measures are being taken to providarfcial institutions cas
specific feedback:

1. IMPA publishes AML\CFT guidelines, news, legal infaation, typologies
and other relevant information on its website. dididon, IMPA publishes
on its website a triennial newsletter regarding ANIET issues. The
newsletter is distributed by email to law enforcamauthorities, to the
supervisors and to compliance officers of finaniiatitutions.

Advanced studies, conferences, training sessiorfegdback meetings, a
some of the tools used to educate and increasawhesness in respect
AML/CFT, among the financial institutions and theervisors.

IMPA issued on May 2011 guidelines and instructidmmoklet to stock
exchange members and Portfolio managers in coopenaith the ISA.

On 14 June 2011 IMPA issued a booklet for the finandradtitutions
concerning the issue of gambling in the interndte Dooklet includes re
flags for ML and TF reports, relevant typologiesl aanitized cases. Plea
find the booklet on IMPA's website:
http://www.justice.gov.il/NR/rdonlyres/9FEDC722-9¥2F8D-84F6-
56BEA443BF2B/28254/gambling.pdf

On 20 July 2011 IMPA and the BOI initiated a semif@ compliance
officers of banking corporations concerning AML/CIS8ues.

On 17 January 2011 IMPA and the supervisor of ihatd? Bank conducte
a seminar for the postal bank, as a preparatidthedmplementation of th
amended order. During the seminar lecturers fronrRAthe IP and thg
supervisor of the postal bank provided clear gigsl concerning
AML/CFT issues including typologies and sanitizeges.
The supervisor of the Postal Bank performs constaeetings with the
Postal Bank management, compliance officer and thithemployees whic
are responsible for AMICFT issues, in order to increase awareness
respect of AMLCFT.

The ISA conducted seminars for Stock Exchange Mesnkhen 21
November 2010) and for Portfolio Managers (on 2&dwober 2010) as
preparation to the implementation of the amendedersy concerning
AML/CFT issues including typologies and sanitizedes.
During 2008-2011 the supervisor of the Postal Bemskied to the Posti
Bank various directives concerning AML/CFT issues.
The Ministry of Finance and IMPA are conductingiriiag to the newly
registered MSBs with regard to their AML\CFT obligas, including
typologies and sanitized cases.

10.

O—D
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Recommendatior
of the
MONEYVAL

Publish guidelines for DNFBP
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Report

Measures
reported as of 2!
September 200
to implement the
Recommendatior
of the report

N/A

Measures taken
to implement the
recommendations
since the
adoption of the
first progress
report

N/A

(Other) change
since the
progress
(e.g. draft laws
draft
or draft “other
enforceable

relevant
initiatives

first
report

regulationg

means” and other

U7J

Recommendation 33 (Legal persons — beneficial owrgr

Rating: Partially Compliant

Recommendatior

1 Review commercial, corporate and other laws witheav to taking measures to

reported as of 2]
September 200
to implement the
Recommendatior
of the report

of the | provide adequate transparency with respect to maledwnership.
MONEYVAL

Report

Measures 1. The Ministry of Justice will review this issaad will consider amendments

in
order to provide transparency with respect to Leiakf ownership,
considering the current legal measures.

The companies' registrar initiated a projdctiata amelioration in order
update the companies' registration, among othergshi data concerning
beneficial ownership. This project is well budgeted! includes applicatio
to the registered companies and requiring regidtecenpanies to submit to
the registrar an annual report that includes reledetails about directors
and shares holders. This project will improve tbeuaacy of the registratio
and will make it more reliable and dependable.dditon, on 23 July 2009,
an amendment to the Companies Law was published, dsmtermine
sanctions to a company that do not submit an amepait to the companigs
registrar as required by the law (herein after e- tlolating company). A
mentioned, the companies' registrar is given th@aaity to sanction suc
company in various sanctions, for example, refisalegister a compan
that one of its shares holders is the violating gany, the beneficial owner
of the violation company or a director in the violg company. Thi
amendment will enable the companies' registrar tsuee that th

8¢



registration is updated.

Specifically with regard to NPOs, during thstlgear, the NPO's registrar

(‘Amutot' registrar) has taken the following mea&suio increase the scope
information available on NPOs and their transpayenc
a. Following the amendment to the Law of NPOs that eanto force in
June 2007, the NPO's registrar acted to implenfentréquirements g
the law, including the requirement to submit a aeneport which will
include comprehensive information regarding the NP@ctivities,
including the use the NPO made with donations dmedNPO's future
planed activity.
b. The Ministry of justice signed on March 2009 aneggnent for the
establishment of an on-line data-base on NPOs. ififismation will
enable the public and governmental authoritieset®ive in simple an
lenient manner extensive information on NPOs. Th&a-tbase is als
planned to include additional information from nsitnies regarding
NPOs, and will enable governmental authorities toss-reference
different types of information. The data-base ianpled to go on-ling
during 2010.
The Israeli approach to preventing the unlawée of legal persons and leg
arrangements for ML\FT relies on the investigativel other powers of la
enforcement, regulatory, supervisory, and other paient authorities t
obtain or get access to information. Such infororation beneficia
ownership may be available from four sources:
e ‘Open source’ data.

e Information retained by AML/CFT regulated businesss part of theiy

compliance obligations.

e Information held by public bodies such as the camg® registrar,
NPO's registrar, charities registrar or the taxarities.

* Information held by private companies or individal

Measures takenl.

to implement the
recommendation$
since the|
adoption of the

first progresg 2.

report

The Corporations Authority is planning to sitbrto the legislation
department in the Ministry of Justice a draft ammadt to the Corporatio
Law which will provide transparency with respect tbe reporting
requirements of private companies including, irgia, provisions regardin
to beneficial ownership, subject to the currentilegeasures.

The Corporations Authority has undertakernim past year serious measu

to ensure compliance of the annual reporting reguémts for private

companies that includes relevant details aboutcttire and shares holde
Some of these companies are also required to subiit balance sheg

annually. These measures included the implementaticsanctions agains

"violating companies" as well as public campaigosiricrease compliang

and public awareness of these reporting requiresnefhese measure

resulted in a significant increase in the submissid annual reports. Th
information reported is available to the public amdst of it is publicly,
accessible at the website of the Corporation Althor

In December 2010, the regulations regarding plblic viewing of
information held by the Companies Registrar witlgamels to private
companies were amended to include a significamitijuced cost for viewin
company details at the Corporation Authority websids well as thg
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possibility for the public to receive by post a @t includes the complef
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set of documents in a company file. These provisi@sulted in a significan

increase in the public access to information raggrgrivate companies.

. Specifically with regard to NPO's, the NPO's registin the Corporation
Authority has taken the following measures to iasee the scope ¢

information available on NPQO's and their transpayen

(& In August 2010 the "guide star" website tisadrn on-line data-base ¢n

NPOQO's was launched following the agreement that sigrsed by the
Ministry of justice on March 2009. This informatios available tg
the public free of charge and enables the publit governmental
authorities to receive in simple and lenient manmetensive
information on NPO's. This information includesten alia, the
annual financial and verbal reports submitted byYDNPThe data-bag
is also planned to include additional informatiaionfi ministries
regarding NPOQO's, and will enable governmental aitibe to cross
reference different types of information.

(b) In December 2010, the regulations regarding thdipuwiewing of
information held by the Corporations Authority witlgards to NPO'
were amended to include the possibility for theligutn receive by
post a CD that includes the complete set of doctsriara NPO's file
These provisions resulted in a significant incraas@e public acces
to information regarding NPO's.

(c) The Corporations Authority is in the process of liempenting the
digital submission of information by NPQO's so asittprove the
quality of the information available to the publad, inter alia, td

enhance substantially the possibility for intelligesearches by

different criteria. To supplement this process tBerporations
Authority is also considering further amendmentthe verbal annug
reporting requirements by NPO's so as to allow tamdil relevant
information to be available to the regulators aralpublic.
In addition to the extensive steps described altfe regard to enhancin
transparency of NPO's as well as public accessftomation regarding
NPQ's, the Ministry of Justice has recently puldgsifor public comments
draft amendment to NPO's legislation that, int&, gdrovides for additiong
regulatory and supervisory powers to the NPO's Régu

The Ministry of Justice and the Corporations Auityorare currently|
working on two additional complex and extensiveftdtagislations. The

first is intended to replace the Trust Law in thlegulation of Charities

(public trusts). It should be published for pultiimments at the next fe
weeks. The second legislation in progress is NP&)sslation that will
eventually replace the existing legislation ("Amtut@aw"). This draft is
complicated and at an early stage. The legislatdhinclude extensive
provisions with regards to corporate governanceN®fO's as well a
extensive administrative, regulatory and superyigmwers to the NPO'
regulator.

12}

(7]
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Recommendatior

of
MONEYVAL

the

I Assess the number of companies on bearer sharemlkeandpecific measures
ensure that legal persons which are able to issaeebshares are not misused

money laundering.

to
for
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Report

Measures

reported as of 2
September 200
to implement the
Recommendatior
of the report

No changes since last evaluation.

Measures take
to implement the
recommendation
since the
adoption of the
first progress
report

NNo change since the first progress report.

(Other) change
since the first
progress  repofr
(e.g. draft laws
draft regulations
or draft “other
enforceable

means” and othe
relevant
initiatives

U7

Recommendation 34 (Legal arrangements — beneficialvners)

Rating: Partially Compliant

Recommendation

Review information available on the beneficial ovaef private or foreign trusts.

of the

MONEYVAL

Report

Measures A draft amendment concerning the application of AMIET obligations on
reported as of 2] DNFPBs such as lawyers, that often provide trustices has been formulated
September 200! the ministry of justice and will be brought soorfdve the attorney general fi

to implement the
Recommendatior
of the report

consideration.

In addition, As mentioned above, the Israeli appho@ preventing the unlawf
use of legal persons and legal arrangements foFWk&lies on the investigativ
and other powers of law enforcement, regulatorypestisory, and othe
competent authorities to obtain or get accessftwrimation. Such information o
beneficial ownership may be available from thregrses:

Information retained by AML/CFT regulated businesss part of thei
compliance obligations.

Information held by public bodies such as the tatharities.

Information held by private companies or individual

in

=

I

= — D

Measures take
to implement the
recommendations
since the
adoption of the

h

The draft bill concerning the application of AML/CFobligations on DNFBP!

5

was approved on 20 November 2011 by the Minist&@hmittee for Legislatio

5 and Law Enforcement. Currently, there are twoksda which one can appegl

against the proposed bill, following the approvitie Knesset is needed, as part

of the legislation process. The draft bill will dappAML/CFT obligations, inter

92



to implement the
Recommendatior
of the report

first progresg alia, on trusts.

report

Recommendation Provide legal requirements on trust service pragide obtain verify and retaip
of the | records of the trusts they create, including bersfownership details.
MONEYVAL

Report

Measures As aforesaid, A draft amendment concerning the iegipbn of AML/CFT
reported as of 2] obligations on DNFBPs such as lawyers, who oftesvide trust services, has
September 200{ been formulated in the ministry of justice and vii# brought soon before the

attorney general for consideration.

Measures take
to implement the

recommendations Law Enforcement on 20 November 2011, will apply M@ET obligations, inte

since the alia, on trusts. Consequently, trusts service plerg will have to obtain verify
adoption of thg and retain records of the trusts they create, dictubeneficial ownership details.
first progress

report

nAs aforesaid, the draft bill concerning the applaaof AML/CFT obligations on
DNFBP's that was approved by the Ministerial Contemitfor Legislation and

Special Recommendation |l (Freeze and confiscatetrorist assets)

Rating: Partially Compliant

Recommendation

Fully implement S/C Res. 1267 (1999) and 1452 (2002

of the

MONEYVAL

Report

Measures reporte| As part of the fight against terror financing, aeflowing inter-organizationa
as of 23| work lead by the Israeli National Security Countlie Security Cabinet approved
September 2009 t{ on 24 December 2008 declarations of 35 foreign giesed terroris
implement theg organizations. All the organizations declared aetated to Al Qaida and the

Recommendation
of the report

Taliban. As a result financial institutions in Isfanust monitor their clients and

transactions and report to the IMPA any suspicmugnusual transactions in this

respect. The declarations are a significant steperinternational combat against
the financing of terrorism in accordance with theinational standards as set|by
the relevant United Nations Security Council reBohs (1373, 1267 etc.) and of

the FATF. The declarations have been approved dicxpto the Prohibiting o
terrorist financing law, 2005 which allows the dgsition in Israel of foreig
terrorist organizations that were designated awrist organizations either by|a
foreign country or by the UN Security Council. Teedeclarations are additional
to existing designations of Middle East terrorisgamizations (e.g. Hama
Hezbollah etc.) previously designated under the ebsf Regulation
(Emergency), 1945 and under the Prevention of TismoOrdinance, 1948.

The National Security Council, which is the respblesbody, intends to submit
during the summer of 2009 approximately 50-55 aolofitl declarations of foreig
designated terrorist organizations, based on th&¥ 1&t for Security Cabinet
approval.

implement the
recommendations

Measures taken tpAs part of the fight against terror financing, tBecurity Cabinet approved duri£g

2009 declarations of 50 foreign designated terraniganizations, based on the
1267 list. On 22 November 2011 the Security Cabapgiroved the declarations
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since the adoptio
of the first
progress report

n of additional 255 foreign designated terrorist\d@sts and of 15 foreign designated
terrorist organizations based on the 1267 list.lowehg the mentione
declarations, most of the terrorist activists anghaizations appears on the 1267
list are declared. The declarations have been apgraccording to the Prohibiting
on terrorist financing law, 2005 which allows thes@ynation in Israel of foreig
terrorist organizations that were designated a®rist organizations either by|a
foreign country or by the UN Security Council. Asegult financial institutions i
Israel must monitor their clients and transactiansl report to the IMPA an
suspicious or unusual transactions in this resp@&btie declarations are |a
significant step in the international combat agathe financing of terrorism i
accordance with the international standards abys#he relevant United Nations
Security Council resolutions (1373, 1267 etc.) ahthe FATF.
These declarations are additional to existing dedigns of Middle East terrorist
organizations (e.g. Hamas, Hezbollah etc.) desgghainder the Defense
Regulations (Emergency), 1945 and under the Priereaf Terrorism Ordinanc
1948.

During 2009-2011, additional 15 terrorist orgarias were declared accordi
to the Defense Regulations (Emergency), 1945.

Recommendation

Produce comprehensive and focused guidance tocfadainstitutions as to thei

of the | obligations under Security Council Resolutions.

MONEYVAL

Report

Measures reporte| As a result of the aforementioned declarations arwbrding to the AML\CFT
as of 23| orders, financial institutions in Israel must monittheir clients (including
September 2009 t| checking against the list if they appear on the 6§ designated terroris
implement the individuals and organizations) and their clientahsactions and report to IMP,

Recommendation
of the report

—

any unusual transactions in this respect.

In the AML\CFT Regulators Forum meeting, the sujsams were requested
provide guidance to financial institutions as teithobligations under Securit
Council Regulations.

y

In addition, the measures specified in our replgetmdmmendation 25 (concernil
making case specific feedback more available) lhaen taken, inter alia, in ord
to provide financial institutions comprehensive dguice with regard to the
obligations under Security Council Resolutions.

9
er

ir

Measures taken ft
implement the
recommendations
since the adoptio
of the first
progress report

=

pAccording to the AML\CFT orders, financial instilons in Israel must monitg
their clients (including checking against the listthey appear on the list ¢
designated terrorist individuals and organizatioas)l their clients' transactiof
nand report to IMPA any unusual transactions in thspect.

=

ns

In addition, the measures specified in our replgetmmmendation 25 (concernil
making case specific feedback more available) lhaen taken, inter alia, in ord
to provide financial institutions comprehensive dguice with regard to the
obligations under Security Council Resolutions.

9
er

ir

Recommendation

Review effectiveness after the recent promulgatiothe PTFL Regulations.
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of the

MONEYVAL

Report

Measures reporte| In December 2007, the Knesset Law Committee apprdve PTFL regulation
as of 23| enabling the declaration by a ministerial committek foreign designate
September 2009 t| terrorists, and legally requiring financial instians to comply with the foreig
implement the designations. The 35 aforementioned declaratione baen approved accordi

Recommendation
of the report

- WL UJ

g
to the PTFL regulations, have not been challengeltlzere was no submission |of

a petition for the cancellation of the declarations

Measures taken ft
implement the
recommendations
since the adoptio
of the first
progress report

ONo change since the first progress report.

Special Recommendation VI (AML requirements for morey/value transfer services)

Rating: Partially Compliant

Recommendatior

—

Review the compliance of MVT service operators V@bD standards in the ligh

to implement the
Recommendatior
of the report

of the | of the issues raised under R.5.

MONEYVAL

Report

Measures The amended MSBs order includes all CDD measurdseda under
reported as of 2] recommendation 5 (existing thresholds, enhanceddiigence, information of
September 200{ the purpose and intended nature of the busineasiomthip and ongoing du

diligence).

Measures take
to implement the
recommendations
since the
adoption of the
first progress
report

NThe MSBs draft order includes all CDD measuresedhisnder recommendation

5. The order is fully drafted and is in advancegidiation process.

> Article 2:
"(a) Money Service Business shall not perform mosefvice transaction
without identifying a regular service recipient, canvithout carrying out
every six months a procedure of know your costwaneording to the degre
of risk he represents for money laundering andriag terrorism; for this
purpose, ‘a procedure of know your costumer’ meassertaining the
source of the money that is supposed to be dedosit¢he account, hi
occupation, his public status, the circumstancespahing the account an
the planned activity therein and any other detadttis required in order tq
understand the nature of the transactions of thenewof the accoun
through the stock exchange member; with regard foraign resident —
also his connection to Isrgeand with regard to someone who owng
business — also becoming acquainted with his bssjnie nature of hi
customers and suppliers and his financial activithe Money Servic
Business shall make records of these details;
Money Service Business shall not perform moneyicgetiansaction for g
Foreign Public Figure unless approval to do so t&en received from

Office Holder in the Stock Exchange member, inalgidiomeone direc

D

QB2

(b)

>

tl
subordinate to the CEO. Giving such approval skalfail an examinatioark/
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of the degree of risk of the client for money lanmy and financing
terrorism; if in the course of the business relagat is found that the clien
is a Foreign Public Figure, the Money Service Basi shall not perforn
any transaction until approval is received to conot the relations.
Money Service Business shall carry out on goingitoaong with reference
to the procedure of know your costumer, accordmghe degree of risk @
the client for money laundering and financing teism, and shall updat
his records accordingly; if any doubt arises regagl the identity of the
client or the authenticity of the identification donents furnished to th
Money Service Business, the Money Service Busisleas repeat the
process of recognizing the client.
Article 5:
"Money Service Business shall take reasonable messuth respect to the rig
of laundering money and financing terrorism to fiethe identification details g
the service recipient as stated in section (b)ngiselevant information or dat
received from a reliable source to his satisfaction
Article 7:
"Money Service Business shall carry out an ongomgnitoring of the
transactions of the service recipient, including tbllowing:
(a) ensure that the transactions are consistent withdharacter of the servic
recipient in accordance with his acquaintance viiifm;
(b) monitoring the transactions and the connectionstha& service recipien
against the list of countries and territories sgied in the second appendix
(c) monitoring the activity of a politically exposedgen;"
Article 13:
"Money Service Business shall determine a pologlistand risk manageme
with regard to the prohibition of money launderiagd terror financing, for the
application of the obligations according to the erdincluding with regard tg
following issues:

—

()

D

(a) Know your costumer procedure;

(b) Tracing money laundering and terror financing thiederiving,
inter alia, from new technologies, particularly #ethat enable
non face to face transactions;"

|2

(Other) change
since the first
progress  report
(e.g. draft laws
draft regulations
or draft “other
enforceable
means” and othe
relevant
initiatives

1*2)

—
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Special Recommendation VII (Wire transfer rules)

Rating: Partially Compliant

Recommendation

of the

Establish enforceable obligations to require “fulftiginator information tg

accompany cross-border wire transfers for the PBstiak and other relevant no
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MONEYVAL
Report

banking institutions.

Measures reporte
as of 23 Septembg
2009 to implemen
the
Recommendation
of the report

“full" originator information to accompany crosstder wire transfers.

The amended orders include the obligation for fam@ninstitutions to require

Measures taken t
implement the
recommendations
since the adoptio
of the first progress
report

OAccording to the amended orders, a financial ingtih shall not performs a wir
transfer from Israel to an overseas destinationafoamount greater than 5,0
NIS or a wire transfer from overseas to Israelhwiit recording, in each of th

Ntransfer documents, the details of the recipientttef service initiating thg

5 transfer, including his name, account number amtbtesss; and also the details
the transferee, including his name and account eumib the transfer is not mad
from the account of the service recipient or toaheount of the service recipiel
the financial institution shall record the identiiymber of the person initiatin
the transfer or the transferee, as applicablehdf wire transfer is carried o
through a correspondent account, the financialtinigin shall ascertain that 4
the information about the initiator of the transfer sent to the responde
institution.

(=3¢
o

1%

of
e
nt,
g
Ut
I

Recommendation
of the
MONEYVAL
Report

Amend the Postal Bank Order to bring the lowerghodd of 50,000 NIS in ling
with the requirements of SR.VII.

17

Measures reporte
as of 23 Septembg
2009 to implemen
the
Recommendation
of the report

The amended Postal Bank order includes similarstfuiels as in the bankin
order, as follows:

The Postal Bank shall not carry out a transactidickvrequires a CTH
(in the case of wire transfer against designatachities and territorie
the threshold is 5,000 NIS) and which is not reedréh an account i
which the party performing the transaction is reeor as an accour
holder or authorized signatory, without recordintye tidentification
particulars of the party performing the transaction

The Postal Bank shall not carry out a transactibitkvdoes not require
CTR and which is not recorded in an account in tvhibe party|
performing the transaction is recorded as an adcbolder, authorize(
signatory, without identifying the party performirige transaction an

means a transaction in cash involving 10,000 NISnore, or anothe
transaction involving 75,000 NIS or more.

recording his identification particulars. For tlsigbsection, "transaction”

)

[oX

r

Measures taken t
implement the
recommendations
since the adoptio

of the first progress

report

0On 21 November 2010 the Postal Order was approved ifKtiesset. The orde
includes the following obligations with lower thhedds:

The Postal Bank shall not carry out a transactibicwrequires a CTR (i
the case of wire transfer against designated degnand territories th
threshold is 5,000 NIS) and which is not recordedn account in which th
party performing the transaction is recorded asaanount holder o
authorized signatory, without recording the ideadifion particulars of the
party performing the transaction.

The Postal Bank shall not carry out a transactibickvdoes not require
CTR and which is not recorded in an account in Wwiie party performing

—

=
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the transaction is recorded as an account holdghogzed signatory|
without identifying the party performing the traoSan and recording hi
identification particulars. For this subsectionraftsaction” means
transaction in cash involving 10,000 NIS or more,aaother transactio
involving 75,000 NIS or more.

The Postal Bank shall require in electronic tranffem overseas to Israg
and vice versa (for an amount greater than 5,008),Nhe details of th
recipient of the service initiating the transferdaalso the details of th
transferee:

"(j) The Postal Bank shall not perform an electmtmansfer from Israel tg
an overseas destination for an amount greater tha®d00 new sheke
without recording, in each of the transfer docurserthe details of th
recipient of the service initiating the transfenciuding his name, accou
number and address; and also the details of thaesfieree, including hi
name and account number;

(k) In transactions involving electronic transfeor overseas to Israel fg

details as specified in sub-section (j), as fathesy are known to him.
() In transactions as specified in sub-sectionsafjd (k) carried out through
correspondent account, the Postal Bank shall aagerthat all the information
about the initiator of the transfer is sent to tespondent institution."

Recommendation
of the
MONEYVAL
Report

Establish enforceable requirements for each intdimng and beneficiary
financial institution in the payment chain to eresthrat all originator informatio
that accompanies a wire transfer is transmitted thié transfer.

Measures reporte
as of 23 Septembe
2009 to implemen
the
Recommendation
of the report

The amended orders include the obligation for fam@nnstitutions to ensure th
all originator information that accompanies a whnansfer is transmitted with th
transfer through the payment chain.

Measures taken t
implement the
recommendations
since the adoptio
of the first progress
report

DAccording to the orders, if the wire transfer isrimal out through a corresponde
account, the financial institution must ascertéiat tall the information about th
initiator of the transfer is sent to the respondestitution:
N" (h) A Stock Exchange member shall not perform dectrenic transfer from
5 [srael to an overseas destination for an amounagrethan 5,000 new sheke
without recording, in each of the transfer docursetite details of the recipie
of the service initiating the transfer, includingsmame, account number ai
address; and also the details of the transfereelutting his name and accou
number; if the transfer is not made from the actmf the service recipient or
the account of the service recipient, the StockhBmge member shall record tk
identity number of the person initiating the trasfor the transferee, a
applicable.
(i) In transactions involving electronic transfepin overseas to Israel, the Sto
Exchange member shall record the details as sjekifi sub-section (h), as f
as they are known to him.

correspondent account, the Stock Exchange memldirasdtertain that all the
information about the initiator of the transfer isent to the responde

an amount greater than 5,000 new shekels, the PBarek shall record the

() In transactions as specified in sub-sectionsdhd (i) carried out through a

%)
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Recommendation
of the
MONEYVAL
Report

Establish an enforceable requirement to adopt iffecisk-based procedures f
identifying and handling wire transfers that ard aocompanied by comple
originator information.

Measures reporte
as of 23 Septembg
2009 to implemen
the
Recommendation
of the report

The amended orders (except the Postal bank ordel)de the obligation for
financial institutions to determine policy and pedares for higher risk situation
This provision is phrased broadly enough so firarnostitutions could determin
the procedures for a wide range of higher riskasitun, including procedures for
handling wire transfers that are not accompanied cboyplete originator
information.

o0

Measures taken toin accordance to the AML/CFT orders (including tRestal bank order),

[

implement the financial institution shall not perform a cross-ber wire transfer that is not

recommendations | accompanied by complete originator information.

since the adoption

of the first progress Fyrthermore, the AML/CFT orders for portfolio maeag stock exchange

report members and the postal bank, which are operath@ude the obligation to
determine policy and procedures for higher riskiaibns. As aforesaid, the
obligation is phrased broadly enough so financiatiiutions could determine the
procedures for a wide range of higher risk situetio
The draft orders for insurance companies, providientls and currency servige
providers also include the similar obligation. Agntioned, the orders are fully
drafted and are in final legislation process.

(Other) changes

since the first

progress report (e.g.

draft laws, draft
regulations or draf]
“other enforceable
means” and othe

=

relevant initiatives
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2.5 Specific Questions

Answers from the first progress report

Please explain the current legislative positionagling IMPA’s access to additional informatig
for the purposes of its analyses from non-reporeémgties? Does such access require judi

approval?

n
sial

IMPA has access to various data bases which inclim@ndal, administrative and Ia

enforcement information. Such access does notnefudicial approval.

Israeli Population
Registrar's database
Pledge Registration
Office

Association's
Registration Office
Israeli transportation
Registrar's database
Land registry bureau

Reporting institutions
Registration
database

CTR's database
UARs database

Information requests
database (Israeli
Police and , Israeli
security Authority
Customs reports
database

Israel Court's
Management

Israeli  Companies
Registrar's database
Haaretz daily
newspaper - archive
Globes business and
technology news -
archive

Maariv daily
newspaper - archive
The marker - Israeli
financial news -
archive

Takdin

Bank of Israel

Taxes and more
(Missim)

ID No., Passport No., identity verification, Family tree, Entrance and
departure from Israel

mortgages and the existence of assets

Associations information including - registration No., registration date,
goals, financial data

Information regarding ownership of valuable cars, yachts and private
airplanes (will be available soon).

Information regarding ownership of real estate (will be available soon).

Registration details (including license number, address, phones,
employees of MSB's efc.)

CTR's on involved entities
UARs on involved entities

Information regarding several thousand entities included in police and
Israel security Authority requests (including information from the Criminal
Registry)

Reports to customs according the PMLL

pending legal proceeding in Israel on involved entities

companies and the entities involved in it (shareowners, directors, etc.),
companies information

General information on involved entities

General information on involved entities

General information on involved entities

General information on involved entities

Israeli verdicts on involved entities/ specific subjects, detecting Israeli
legislation

limited accounts and limited customers under aggravating circumstances
Israeli verdicts regarding taxes, detecting Israeli legislation regarding taxes

10C



Nevo Israeli verdicts on involved entities/ specific subjects, detecting Israeli

legislation

Israel Postal  land registration extracts and the existence of real estate

Company

Lexis Legal and financial information on involved entities (information from
different countries, courts, newspapers, companies directories, etc.)

Maya (stock  General information on public companies

exchange)

Internet Web General information on involved entities

* Criminal registry  IMPA has indirect access to law enforcement information. Information
requests submitted to IMPA from the police and from the Security Authority
include information from their databases (including information from the
Criminal Registry). IMPA formed a database that includes information
regarding thousands entities included in police and Israel security Authority
requests.

Furthermore, according to the proposed amendment of the PMLL, IMPA
will be authorized to receive additional information from the Criminal
Registry, such as cases when there was a stay of proceedings.

* Communication As agreed between IMPA and the Ministry of justice, the Communication

data data law will be amended so IMPA will be authorized to have access to the
communication data.

Have there been any changes, whether legislativetlierwise, since the evaluation to IMP/
ability to obtain additional information for the puose of its analyses from the police, the
authorities, and administrative information fromcid Security?

\'S
tax

IMPA's ability to obtain additional information fmo other authorities improved due to seve
projects in which IMPA and the tax authority coaterand exchange information within t
restrictions of the law, in regard to suspiciousigeated entities.

In respect of tax information, it should be menédrthat the supplement of a tax fraud offe
(according to section 220 to the Income tax ordsra predicate offence is being considered.
meaning of such supplement will be enabling thealiexchange of information between IMHR
and the tax authority.
Furthermore, in accordance with Israeli governmeaticy guidelines for AML enforcemer
(Government decision no. 4618, dated 01.01.2008PA has a permanent membership in
Intelligence Fusion Center, together with membeosnfthe IP and the Tax Authority. All th
members in the Intelligence Fusion Center havectiaecess to their databases, and they actil
cross-reference information for the purpose of ekpp multi-domain criminality and enablin
inter-agency enforcement initiatives.
In addition, IMPA's personnel accompanying the slti-agency task forces that we
established in accordance with the above mentiguegrnment decision. Each one of the t
forces assigned a specified criminal organizatioplenomenon, and comprised of elements f
the Israel Police, the Tax Authority, and the SExtesecutor’s Office.

Concerning administrative information from Sociac8rity - IMPA submitted an applicatiq
requesting information from the Social Securityd @ currently waiting for a reply.

ral
he

nce
The
PA

t
the
e

ng to
g

re
ask
rom

Has consideration been given since the evaluatiogiting IMPA power to provisionally freez
reported suspicious transactions?

e

Following Moneyval's evaluation, consideration hasen given to giving IMPA power f
provisionally freeze reported suspicious transastitut it was rejected since it is not compat
to the fundamental principles of the Israeli regime

ble

Have there been changes to the cross-border tratefmn control regime explicitly to includ
all bearer negotiable instruments (para 309 of thport) and have any steps been considere

o O
—+
o

correct the thresholds for declarations under tharligration Rules (para 310 of the report)?
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The Ministry of justice decided to amend the défim of "monies" is section 9 of the PML
concerning cross-border reporting obligation, idesrto include all bearer negotiable instrume
specified in the methodology.

The Ministry of justice is considering correctinget thresholds for declarations under
immigration rules.

L
nts

the

Please provide (if possible) a summary of admiaiste sanctions taken by the regulatg
authorities specifically for AML/CFT infringemersisice the evaluation.

=S

y

Ministry of Finance — Money Service Businesses

Year No. of Sanction Sanctions (NIS)
Committees

2007 8 220,000

2008 11 610,000

2009 7 1,500,000

Updated to dat

08/2009 T

* These are the sanctions imposed in 3 sanctionsrittees. The decisions in other 4 sanction conest
are still pending.

Customs
Year No. of Sanction Sanctions (NIS)
Committees
2007 48 851,000
2008 41 1,752,000
2009 14 949,000
Updated to dat
06/2009 T
Bank of Israel
Year No. of Sanction Sanctions (NIS)
Committees
2007 3 5,925,000
2008 1 3,700,000
2009 2%

* Sanction Committees planed to take place durid@e2

t
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Israel Securities Authority

Year No. of Sanction Sanctions (NIS)
Committees

2007 11 94,000

2008 0 -

2009 2 Cases are still

Updated to dat pending

06/2009 T

Non-Profit Organisations in the context of SR.VIII?

increase the scope of information available on N&@ktheir transparency:
Following the amendment to the Law of NPOs thateamo force in June 2007, th
NPO's registrar acted to implement the requiremehtthe law, including the

donations and the NPQO's future planed activity.
The Ministry of justice signed on March 2009 aneggnent for the establishment

governmental authorities to receive in simple aadidnt manner extensiy
information on NPOs. The data-base is also planteednclude additiona
information from ministries regarding NPOs, and Iwéhable governmenta
authorities to cross-reference different types rdbrimation. The data-base |i
planned to go on-line during 2010.

AML\CFT risks of NPO's.

Additional questions since the first progress repdr

requirement to submit a verbal report which willclime comprehensive
information regarding the NPQ's activities, inchmlithe use the NPO made with

of
an on-line data-base on NPOs. This information wilable the public and
e

What further steps have been taken since the ei@mtuto review the adequacy of the Law |on

During the last year, the NPO's registrar (Amutegiistrar) has taken the following measures to

S

In addition, IMPA initiated a seminar that took @aon 6 September 2009 concerning [the

1. Which, if any, of the FATF designated categodésffence, required to be covered as predi
offences to ML, do not carry a power to confisctie direct and indirect proceeds (of thg
predicate offences)? Please indicate if possitleéah designated category of offence where
power to confiscate can be found.

cate
bse
the

All predicate offences under the PMLL carry the poto confiscate direct and indirect proceed
the offence.
The confiscation provisions can be found in thdofeing enactments (the confiscation for ed
offence may be done through more than one coniiscatovision):
1. Prohibition of Money Laundering Law, 5760-2000:
Section 21, 22 - forfeiture of property connectedibney laundering offences.

2. Combating Criminal Organizations Law, 5763-2003:
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10.

11.

Sections 5, 6, 7, 8 - forfeiture of property ofnaimal organizations and of person whq is

heading a criminal organization

Prohibition on Terrorist Financing Law, (2005):

Sections 12, 13, 14, 15 - forfeiture of propertpmected to terror financing offences.

Dangerous Drugs Ordinance [New Version] (1973):

Sections 35, 36, 36a, 36b — forfeiture of propedynected to dangerous drugs offences,

The Penal Law 5737-1977:

. Section 129 — forfeiture of instruments connectedffences relating state security.

. Sections 234-235 — forfeiture of instruments of bhng offences.

. Section 297 — forfeiture of property connectedribdry offences.

. Section 377D - forfeiture of property connecteaffences against the liberty ofja
person.

. Sections 469, 483 — forfeiture of property conngcte offences of forgery of
money and coins.

The Customs Ordinance:

. Section 39(b) — confiscation of goods imported &ajilm

. Section 203 — confiscation of sea craft.

. Section 204 — confiscation of goods.

The Import and Export Ordinance [New Version], 57391979:

Section 9 relates to confiscation of goodgransportation instruments connected to |the

above mentioned law.

The Confiscation of profits gained from publicatiors concerning offences, 2005:

Section 2 relates to cordfigion of the profits gained from publications ceming

offences.

Prevention of Terrorism Ordinance (1948:

Section 5 — forfeiture of any property of a tersbrganization.

Defence Regulations (State of Emergency) (1945):

Confiscation of property of an "unlawful asso@atiand any property of any person whjch

there is cause to believe that commits or atterfptommit an offence according to the

Regulations.

Criminal Procedure Ordinance (Search and Seizure)Nlew version] (1969):

Under section 32 of Criminal Procedure Ordinanke,dolice may seize an item there is a

reason to believe that the item was used or istaioobe used for the commission of gn
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offence, that it is likely to serve as evidencaitegal proceeding, or that it was given

payment for the commission of an offence or as mefigommitting it.

as

2. Has the exemption regarding an attorney, rabsimileader or accountant as a beneficiary o
account been removed?

fan

The BOI has considered the removal of the abovetioreed exemption, but as for now, t

exemption has not been removed.

3. The examiners considered the legislative arctite for CDD created a complex legal structy
They advised reconsideration of the legislativeragph to CDD, which requires different Orderg
be amended every time there is a need to bring dithencial activities within the scope of CD
measures. Has there been any reconsiderations@f thi

ire.
to
D

Currently, the legislative architecture for CDDlIstequires different orders for every financ
sector, with the exemption of the order of insuemspanies and insurance agents and the ord

provident funds and companies managing a proviflent, that were unified to a single order.

al

er of

4. Is investment related insurance activity covarg@DD and STR reporting requirements?

According to Israeli legislatidn insurance businesses are subject to a license fitee
Commissioner of Insurance and the Capital Markéts Ticense specifies the insurance brang
that are permissible to engage with, and investmedated insurance is not included in this lice
according to the legislation. Consequently, investirelated insurance is an activity that is

permissible in Israel.

hes
nse

not

5. Are lawyers, accountants and notaries now caovéne the AML Law? If not, what is th
timescale? If they are covered, please provigbke bf STRs received for these and other DNF

|99 Y]

A draft bill concerning the application of AML/CFdbligations on DNFBP's was approved on
November 2011 by the Ministerial Committee for lggiion and Law Enforcement. Current
there are two weeks in which one can appeal agdiegiroposed bill, following the approval of t
Knesset is needed, as part of the legislation goks the last step before approving the bill,

draft bill will be formally introduced to theConstitution, Law and Justice Committee of

Knesseffor review and examination.

20
\Z

the
the

6. Please indicate how many investigations, prdgstsiand convictions there have been since
evaluation for third party/autonomous ML?

the

Herein are statistics concerning third party ML.:

Investigations Prosecutions Convictions
2009 32 12 8
2010 22 27 9
2011 21 14 5
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2.6.

Directive (2006/70/EC)9

Questions related to the Third Directive (2005/6@E and the Implementation

Implementation / Application of the provisions in the Third Directive and the Implementation

Directive

Please indicat¢
whether the Third
Directive and the
Implementation

Directive  have
been fully
implemented / of
are fully applied
and since when.

There is high level of compliance with the thirdr&itive and the Implementatiqg
Directive.

However, there are some provisions in the Direstivet are in legislation proce
(for example, DNFBPs) and others that are stilhbesxamined and considered {
application in AML/CFT legislation (for example, ngplified customer dug
diligence, enhanced customer due diligence).

n

Please indicate
whether the Third
Directive and theg
Implementation

Directive have
been fully
implemented / of
are fully applied
and since when.

No change since the first progress report.

Beneficial Owner

Please indicatg
whether your lega
definition of
beneficial owner
corresponds to th

definition of
beneficial owner
in the 3

Directive'® (please
also provide theg
legal text with

your reply)

Section 7 of the PMLL prescribes what are the matteat will be dealt by orde

that will be issued by the Governor of the Banklsfael (concerning bankin

corporations) or by a minister (regarding a corpfighe corpuses of the thi
schedule that is within his responsibility).

In accordance with this section, the details whian be determined in an ord

refer to the recipient of a service, as definesdation 7 of PMLL.

It has been stated in the PMLL that the term “necipof a service” includes th

beneficiary of the transaction as well as the formé& a trusteeship or of
consecration.
The definition of "beneficiary" in section 7 to tRMLL is as follows:

" “beneficiary” — a person for whom or for whoserit the property is held or th

transaction in the property was carried out, or whas the ability to guide
transaction in property, all of this directly ordirectly;"

In the case the account is opened by a corporatidhe transaction is carried o
by a corporation, the beneficiary may include thee avho has control of th
corporation. The term “control” for this matter,shilaeen defined in section 7 of t

PMLL by way of a referral to the Securities Law,aning, the following definition
“Control” — the ability to direct the activity oftte corporation, excluding the abili
which derives only from serving as a director or asother position of th
corporation, and it is assumed that a man is a éplof controlling interest of th

corporation if he holds half or more of a certaiypé of control means of th

corporation”.

It should be mentioned, that the draft bill for fRmhibition of Money Launderin

Law (Amendment No. 7), proposed to erase the terformer of a trusteeship or

I

o Q

I

er

D

ty
e
e

Df

a consecration” in section 7 of the PMLL, and instef those terms, to prescribe a
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new term — “founder” that will be defined as follew
“founder” means a creator of a trust or creator ah endowment, within thejr
meaning in the Trust Law, 5729 - 1979, and alscees@n who has the power to
decide, in respect of an account not owned by hihm will be the account owner,
the beneficiary or person who is the holder of atgre rights, or has the power to
replace, in respect of the said account, and to addelete thereto, the owner
the account, the beneficiary, or the person holdiiggpature rights; for this purposge

“account owner” means a person who is registein the banking

corporation as the account owner;

“holder of signature rights” means a persoham the account owner

empowered to act in his account.

Furthermore, it is proposed in the draft bill a dafer definition for the ter

“"control" as follows —

““control” means the ability to orient the activitpf a corporate body, either alone

or with others or through them, whether directly iadirectly, including ability

resulting from the corporate body’'s by-laws, punmsud@o a contract made i

writing, verbally, or in another manner, or abilitgsulting from any other source,

except for ability resulting only from performiniget duties of an office holder in|a

corporate body; without derogating from the geniyabf the aforesaid, a persagn

shall be deemed to have control in a corporate kibdye of the following exist:

(1) the person holds the largest amount of thenmed control of som

kind, or holds at least ten percent of some kineheéns of control, an
no other person holds means of control of the skime in an amoun
greater than his holdings;

(2) the person holds at least twenty percent of somd ki means o
control;

3) the person is able to prevent a business transadtiothe corporat
body, except for decisions that deal with issuaote¢he means
control in the corporate body or decisions thatatel to the sale o
liquidation of most of the corporate body’s busies to a substantial
change in it;

(4) in respect of a corporate body that is not a conypawithout
derogating from the generality of the provisionghte$é subparagraph
the person serves as an office holder in the cateobody, and for th
purpose of a corporate body as aforesaid that i®a-profit society
the person is an office holder or committee mentbereof, and i
each of the above instances is authorized to adchénname of th
corporate body;”

“means of control” means each of the following:

Q) the right to appoint persons entitled to sign ire thame of th
corporate body;

(2) the right to vote in the General Meeting of the mpany, or
comparable body of another corporate body;

3) the right to appoint directors of the corporate jodr its managin
director;

(4) the right to share in the corporate body’s profits;

(5) the right to share in the assets of the corporatdybfollowing payment
of its debts at the time of its dissolution;

“possession”, for the purposes of control meansedily or indirectly, whethe




5t
an

alone or with others, or through another persorgluding a trustee or agent, tru
company, registration company, including a rightpossess as aforesaid and

option to possess that does not result from coiblersecurities, or in any othe
way; possession by a company also includes possebgiits subsidiary compar
or a company affiliated with it by implication, aqEbssession by an individu
person includes also possession by a person whis ieelative or a dependent

his; for this purpose, “relative” has the same dhtiion as in the Companies Law;
“possession with others” means possession of thensief control jointly by two o
more persons pursuant to agreement, whether writtererbal,

y
al

Df

-

Please indicate
whether your legal
definition of
beneficial owner
corresponds to th

definition of
beneficial owner
in the 3

Directive'* (please
also provide the
legal text with

your reply)

¢ During the past year, the proposed bill for thehibition of Money Laundering

e

Law (Amendment No. 7, published on 11 July 200igjuding the definition o
beneficial owner mentioned above in the first pesgr report, was thoroughly

discussed at the Constitution, Law and Justice Cittieerof the Knesset, in order to
prepare it to go through second and third readiagfart of the formal legislatig

process.

Risk-Based Approach

Please indicate th

extent to which
financial

institutions  have
been permitted tc
use a risk-base
approach to

discharging certair
of their AML/CFT

Financial institutions have not been permitted tgetuse risk-based approach
discharge certain AML/CFT obligations.

The BOI is considering the application of risk-kdeg@proach in certain cases.

obligations.

Please indicate theFinancial institutions have not been permitted tgetuse risk-based approach
extent to which . L

financial discharge certain AML/CFT obligations.

institutions  have

been permitted tc

use a risk-based

approach to

discharging certain
of their AML/CFT
obligations.

Politically Exposed Persons

Please indicatg
whether criteria for
identifying PEPS in
accordance  with
the provisions in
the Third Directive

The amended orders include a definition of PEP.gxample, The definition in th
amended Postal bank order:

"Foreign residents that are senior public functioear including their family
members, business associates or a corporation utheércontrol”
The term "control" is defined by way of a refert@lsection 7(a)(1)(b) to the PMLL.

[¢)

The term "public functionaries" in the amended Rldsank order includes:
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and the| "Head of state, president of the state, mayor, §idg member of the states
Implementation parliament, a member in the government and a semibitary or police officer, on
Direc_:tivel ? aré| any other aforesaid functionaries even if namefiihtly."
provided  for in| Thg term "family member" is defined in the amen@estal bank order as:
?fgui;anondo(r&izt'si "Spouse, sibling, parent, grandparents, offsprimgl @ffspring of the spouse, and
also provide the the spouse of the aforemer_ltioned."_ _ _
legal text with your As for the banking corporations, article 21 in Biree 411 relates to PEPs.
reply).
Please indicate The definition of PEP is in accordance with thevisimns in the Third Directive
whether criteria for
identifying PEPs in @nd the Implementation Directive. For example, thefinition in the Stock
accordance  With gy .hange Members Order:
the provisions In
th% Third Directti;]/e "Foreign Public Figure” — overseas resident wittsanior public position overseas,
an e
Implementation including a family member of such a person or gpooation under his control or a
T
E:g?/icé'ggl for ari?] business partner of any of the above; for thes@@sgs, “senior public position” +
your domestic including head of state, president, city mayor, geild member of parliament,
legislation (please i . . )
also provide the member of the government and senior officer inatfmey or police, or anyone who
Ir(:,-%?)ll)te)(t with your| nerforms such a role even if the title is different
“Tipping off”
Please indicat¢ Section 31A of the PMLL provides for a confidentialobligation. It states that @
whether the person who receives information pursuant to the PMh the course of fulfilling
prohibition IS| his duties or in the course of his work, shall ki#egmnfidential, shall not disclose |it
limited ~to  the| 45 another and shall not make any use of it exiceptcordance with the provisions
g?nsz?ggn C;)ev%ciz of the law or in accordance with a court order.
ongoing ML or TF‘ The tipping _off issm_Je is regulgted broadly in thidews that apply to the financial
investigations sector. Section 12 in the banking order states:
"Disclosure of the formulation, existence, nonexise or contents of
a report pursuant to section 9, and of the existermf a
complementary report pursuant to section 31(c) kd taw, the
existence of a request for the said report or tbhatents on one of
these, and allowing the inspection of documentstittg to a report
as aforesaid is prohibited, except to someone duthorized to be
privy to such information for purposes of fulfillifnis function in the
banking corporation, the supervisor or someone htharized, the
competent authority or pursuant to a court order."
The amended orders for non-banking financial intins include similar tipping
off provision as in the banking order.
With respect to thg The confidentiality obligation under section 31A thie PMLL, aforementioned,
prohibition of| may be lifted only in accordance with the provisiai the PMLL or in accordande
“tipping off” please| with a court order.
indicate  whethel gaction 12 of the banking order, as quoted abdstessthe circumstances in which
et a'® disclosure is permitted.
circumstances
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where the
prohibition is lifted
and, if so, the
details of such
circumstances.

Please indicate
whether the
prohibition is
limted to the
transaction repor,
or also covers
ongoing ML or TF
investigations.

> As mentioned above, section 31A of the PMLL prosider a confidentiality
obligation, so a person who receives informatiomspant to the PMLL, in thg
t course of fulfilling his duties or in the courseto$ work, must keep it confidentig
shall not disclose it to another and shall not meke use of it except in accordan
with the provisions of the law or in accordancetwdtcourt order.
In addition, the orders that apply to the finanaaktor include the tipping o
provision mentioned above.
Furthermore, section 25 of the PMLL provides thaeport received at IMPA wil
not be regarded as investigation material and slwalbe admissible as evidence

any legal proceedings.

1%

=

n

With respect to the
prohibition of
“tipping off” please
indicate  whethe
there are
circumstances

where the
prohibition is lifted
and, if so, the
details of such
circumstances.

n}

Besides the above mentioned in the first progregert, according to section 25
the PMLL, a report received at IMPA shall not bgarled as investigation mater
and shall not be admissible as evidence in any fggaeedings, except:

(1) in legal proceedings under the PMLL for breatthe obligation to

report under this section or for false or decepteorting under this

Law;

(2) as intelligence material presented only forittepection by the judge during tf

course of the application for a judicial order.

al

ne

“Corporate liability

Please indicatg
whether corporaté
liability can be

applied where ar
infringement is
committed for the
benefit of that lega
person by a perso
who occupies

(e

leading  position
within that legal
person.

Israeli law allows criminal liability of legal pess.

Section 1 of Commentary Order defines "person" eluinling corporation of

association or association of individuals, whethey are incorporated or not.
According to Section 23 of the Penal Law, 1977alesntities may be prosecuts
when the offences are committed by a person whordiry to his position in th
legal entity may be seen as acting on behalf autlin the legal entity. As a matt
of fact legal entities were prosecuted in Israel.

Section 23 of the Penal Law:

"23. (@) abody corporate shall bear crimitialbility-

(1) Under section 22 (enhanced liability), if thifemce was committed by a pers
in the course of performance of his function intibely corporate;

(2) for an offence that requires criminal intentroegligence to be proven, if- und
the circumstances of the case and in the lighthef position, authority an
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responsibility of the person in the managemenhefdffairs of the body corporat
the act by which he committed the offence, hisinahintent or his negligence ar
to be deemed the act, the criminal intent or thgligence of the body corporate.
(b) If the offence consists of an omissitie obligation to perform bein
directly that of the body corporate, then it shb# immaterial whether th
offence can or cannot be related also to a certaificer of the body
corporate.”

Can corporate
liability be applied
where the
infringement is
committed for the
benefit of that lega
person as a resu
of lack of
supervision of
control by persons
who occupy a
leading position
within that legal
person.

Pursuant to section 23 of the Penal Law (cited eposorporate liability can b
applied where the infringement is committed for ble@efit of that legal person ag
result of lack of supervision or control by persavso occupy a leading positiq
within that legal person.

3%

D

D Q@

[¢)

Please indicatg
whether
liability can be
applied where ar
infringement is
committed for the
benefit of that legal
person by a perso
who occupies @
leading position
within that legal
person.

corporate

2 Israeli law allows criminal liability of legal pesgss, as specified in the first progre

D

report.
N

>

SS

Can corporate
liability be applied
where the
infringement is
committed for the
benefit of that legal
person as a resu
of lack of
supervision o]

control by persons

who
leading
within
person.

occupy a
position
that legal

Corporate liability can be applied where the irdement is committed for th
benefit of that legal person as a result of lackugervision or control by perso
who occupy a leading position within that legal qoer, as specified in the fir

progress report.
It

D

DNFBPs

Please specify
whether the
obligations apply tg
all natural and lega

The draft bill for the Prohibition of Money Laundley Law (Amendment No. 7
intends to make the prohibition on money laundeniagime applicable to th
precious stones traders sector, according to iatiemal standards.

m..
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persons trading it
all goods where
payments are mad
in cash in an
amount of € 15 00(
or over.

The draft bill proposes to impose obligations oéntification, registration an
reporting on the sector of traders of precious edpmegarding the performance

transactions of precious stones in exchange of ynddefined as “cash, bar
checks and travelers’ checks”) and that is as qfaifie work battle against mong
laundering, by recognition of the fact that thebkgations were intended to preve

the performance of money laundering by means aftasing precious stones.

The definition of “trader of precious stones” irettraft bill is —a person who deg

with the transferring or receiving of the ownershifpprecious stones through
occupation, even if it is not his only occupati@noviding that during a calend

year he has performed transactions of preciousston the amount that excee

50,000 NIS (approximately 10,000 €) in money (afindel above).

d
of
k
3%
nt

s
an
ar
ds

Please specify
whether the
obligations apply tq
all natural and lega
persons trading i
all goods where
payments are mad
in cash in an
amount of € 15 00(
or over.

During the past year, the above mentioned propdsiédor the Prohibition of

Money Laundering Law (Amendment No. 7, published Xin July 2007) ways

Ithoroughly discussed at the Constitution, Law amdtide Committee of th

Knesset, in order to prepare it to go through seéeomd third readings, as part of

e
formal legislation process. As mentioned, the Wwill apply the PMLL on a perso

who deals with the transferring or receiving of thenership of precious stong

through an occupation, even if it is not his ontgwpation, providing that during

calendar year he has performed transactions ofguestones on the amount th
exceeds 50,000 NIS (approximately 10,000 €) in mofuefined as “cash, bar

checks and travelers’ checks”).

o
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2.7.

Statistics

Money laundering and financing of terrorism cases

Statistics provided in the first progress report

2007
Investigations Prosecutions Sl Proceeds frozen| Proceeds seized Pk
9 (final) confiscated®
amount amount amount
cases| persons | cases| persons | cases| persons | cases E(Ll,lrll? ; cases (in EUR) cases (in EUR)
ML 31 106 16 52 11 21 - - 10 5,018,382 3 862,684
FT 3 4 2 7 - - 1 5,515 1 71,875 - -
2008
Investigations Prosecutions Conylctlons Proceeds frozen| Proceeds seizef Pr(_)ceeds7
(final) confiscated
amount amount amount
cases| persons | cases| persons | cases| persons | cases E(llJnR) cases (in EUR) cases (in EUR)
ML | 48 126 | 8 35 10 22 i i o | o52853%| 4 | 198265
FT | 2 16 1 2 2 6 3 | 156,433| - - 2 163,787°
2009
Investigations Prosecutions Conylctlons Proceeds frozen| Proceeds seized Prpceedsz
(final) confiscated
amount amount amount
cases| persons | cases| persons | cases| persons | cases E(LIJr;Q ; cases (in EUR) cases (in EUR)
ML | 29 65 8 19 5 13 - - 6 | 1,546,930% 3 555,147
FT | 1 1 2 2 1 1 - - - - 1 1,838*

* The amount that was reported in the first progneport was incorrect due to a mistake of an engha
calculation; the correct amount seized was 6,940H0R.

11
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Please complete, to the fullest extent possible gthiollowing tables since the adoption of the

first progress report

2009
Investigations Prosecutions Cony|ct|ons Proceeds frozen Proceeds seized Pro.ceeds
(final) confiscated
cases | persons | cases| persons | cases| persons| 2°€ amount cases amount cases amount
P P P s | (inEUR) (in EUR) (in EUR)
ML 36 84 18 58 8 17 - - 7 13,155,665 5 9987476
FT 4 5 7 8 3 4 - - 3 298,152 1 1,838
2010
Investigations Prosecutions Co(r;;/r:t;tlgons Proceeds frozen Proceeds seized Proceeds confiscated
amount
cases| persons | cases| persons | cases| persons | cases (in cases amount cases amount
EUR) (in EUR) (in EUR)
ML | 70 156 21 82 13 27 - - 24| 23,408,833 ¢ 7,054,248
FT 2 6 5 8 1 5 - - 2 156,050 - -
2011~
Investigations Prosecutions Co(r:,;ﬂ(;')ons Proceeds frozen| Proceeds seized | Proceeds confiscated
amount
cases| persons | cases| persons | cases| persons | cases (in cases amount cases amount
EUR) (in EUR) (in EUR)
ML 66 104 15 54 7 13 - - 23 26,798,019 10 2,164,15
FT 1 2 3 4 2 2 - - 2 30,032 1 10,276

* Data updated 1/8/2011.
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STR/CTR

Statistics provided in the first progress report

2007

Statistical Information on reports received by theFIU

Judicial proceedings

notifications
reports about cases
. to law - -
suspicious opened indictments convictions
reports about . enforcement/
" . transactions by FIU
Monitoring transactions prosecutors
entities, e.g. above ML ET ML ET
threshold (1
@ ML FT ML |FT| ML | FT | g 2 ® 2 ® 2 ® 2
2 |2 |l2a 3|2 2|2 |@
o (] & (] o (O] & (O]
o o o o
commercial banks 675,086 | 12,678| 5
Credit cards company 0 12
insurance companies 6,445 774
Members of the stock exchan 3,494 22
portfolio managers 39,361 10
Postal Bank 2,069 318
Provident funds 3,304 6
money service businesses 119,278 20
Trust company 437 77
Total 849,474 113917\ 'S 4591 47| 205 | 29| 8 | 27| - | - | 5 | 13| - | -
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2008

Statistical Information on reports received by theFIU

Judicial proceedings

reports about cases not;gclz':,l\tl)ns
suspicious opened indictments Convictions
transactions by FIU S TEETTET
reports about y prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
()] ()] ()] ()]
threshold (W \ v [ erfme | Frr | v [T | 8 S8 S8 5|8 S
2 2138 2|8 2| &| 2
o [} o [} o [} (&) [}
o o o o
commercial banks 934,791 | 19,338| 6
Credit cards company 5,512 653
insurance companies 3,180 1,092
Members of the stock exchan 2,629 32
portfolio managers 38,933 11
Postal Bank 3464 317
Provident funds 886 36
money service businesses 129,566 19
Trust company 417 93
Total 1,115,914 | 21,591| 6 | 369|112 152 (38 |4 |14|1 |1 |5 |14|1 |1
2009
Statistical Information on reports received by theFIU Judicial proceedings
reports about cases nottlfcl)clztx)ns
suspicious opened enforcement/ indictments Convictions
reports about | Transactions* | by FIU ** tors*
Monitoring transactions RIOSECUIONS
entities, e.g. above ML FT ML FT
*
threshold (* | vy | pr ML | FT| ML | T 85,88, 85,1835,
Q O < S D < S D < S D <
o o D o D o D
commercial banks 440,760 | 13,217 | 4
Credit card company 7,020 273
insurance companies 1,834 587
Members of the stock exchan 1,243 111
Portfolio managers 22,692 14
Postal Bank 1,560 224
Provident funds 167 29
money service businesses 56,725 21
Trust company 136 26
532,137 14,502 | 4
Total 219| 28 | 131 22 2 | 2] - - 4 | 9| - -

* Data updated 29 July, 2009 **Data updated 2@ A2009
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Please complete, to the fullest extent possible gthiollowing tables since the adoption of the

first progress report

2009
Statistical Information on reports received by theFIU Judicial proceedings
reports about | cases notlgclg':x)ns
UAR opened enforcement/ indictments convictions
reports about | transactions | by FIU% (0SECULOrS
Monitoring transactions P
entities, e.g. above ML FT ML ET
(] (] ()] ()]
threshold vy I et M |Fr| M | FT |8 28 2|2 2] g &
(2] N 0 ) %] ) 7] )
S| a8 3| 8| 3] 8| &
o o o o
Banks 955,611 25,475 | 31
Credit cards companigs  7,020° 489 14
Insurance companies & Agents 4,863 1,481 -
Members of the Stock Exchange 2,509 284 -
Portfolio Managerg ~ 42.944 75 -
Postal bank 4,237 624 -
Provident funds 780 44 -
Providers of Currency Servicgs 161,524 49 -
Trust Companies 319 63 -
Total | 1,172,787 | 28584 | 45 | 509 |32 | 263 | 28 |10 21|2 |3 |4 [10] 1|2
2010
Statistical Information on reports received by theFIU Judicial proceedings
reports about | cases not;gcll:llvons
UAR opened enforcement/ indictments convictions
reports about | transactions | by FIU [0SEOUTOrS
Monitoring transactions P
entities, e.g. above ML FT ML ET
threshold vy I er ML |Fr| M | FT | g &2 &g 2| g &
o 21l a|l 3| al 3] a| 3
© = 1] = (4] s (4] peis
o [} o [} o [} o [}
o o o o
Banks 953,329 27,283 | 26
Credit cards companigs ~ N-A™ 694 4
Insurance companies & Agents 7,722 1,884 -
Members of the Stock Exchange 4417 812 -
Portfolio Managerg 33,342 170 -
Postal bank 4,396 958 4
Provident funds 1,250 54 -
Providers of Currency Servicgs 158,425 76 -




Trust Companies 639 76 -
Total | 1,183,540 | 32,007 | 34 | 606 | 40 | 203 | 16 |14 27| 2 |2 | 5| 8|11
2011
Statistical Information on reports received by theFIU Judicial proceedings
reports about | cases notlgclzs\i)ns
UAR opened enforcement/ indictments convictions
reports about | Transactions* | by FIU** prosecutors*
Monitoring transactions
entities, e.g. above ML FT ML FT
*
threshold ML [ FT|ML|FT| ML | FT | 2 S8 §]l8 S|4 &
a2 3l al @d|la| 3] 2| 3
(1] = (1] = [ = (1] 4
o [} o [} o [} o [}
o o o o
Banks 747,790 23,142 87
Credit cards companids 1,313 861 6
Insurance companies & Agents 9,766 1,801 -
Members of the Stock Exchange 4,214 768 1
Portfolio Manager§ 47,064 215 1
Postal bank 2,209 846 15
Provident funds 867 48 1
Providers of Currency Servicgs 113,020 41 -
Trust Companies 340 89 -
Total 922,583 27,811 | 111 | 403 | 46 215 9 8§ |12] 0 0 4 4 0 0

* Updated to 12/10/2011.
** Updated to 30/9/2011.
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AML/CFT Sanctions imposed by supervisory authorities

Please complete a table (as beneath) for admiti&rsanctions imposed for AML/CFT infringements in
respect of each type of supervised entity in tharftial sector (eg, one table for banks, one fuiriznce,
etc). If possible, please also indicate the type&ML/CFT infringements for which sanctions were
imposed in text beneath the tables in your reply.

If similar information is available in respect ofipervised DNFBP, could you please provide an
additional table (or tables) covering administratsanctions on DNFBP, also with information ashi t
types of AML/CFT infringements for which sanctiongre imposed in text beneath the tables in your

reply.

Please adapt the tables, as necessary, also tat@ainy criminal sanctions imposed on the initeabf
supervisory authorities and for what types of imement.

Administrative Sanctions: Stock Exchange Members ahPortfolio Managers

2004 2005 2006 2007 | 2008 | 2009 | 2010 | 201F*
for_ for_
comparison | comparison

Number of AML/CFT 12 3 4 11 0 2 1 1
violations identified by
the supervisor
Type of
measure/sanction*
Written warnings 2
Fines 10 3 4 11 2 1 1
Removal of]
manager/compliance
officer
Withdrawal of license
Other**
Total amount of fines| 58,000 | 32,000 | 9,600| 18,800 125,000 52,800 30,000
(Euro)
Number of sanctions 0 0 0 0 0 0 0 0
taken to the court
(where applicable)
Number of final court
orders
Average time  foi
finalising a court order

* Please amend the types of sanction as necessdoy cover sanctions available within your

jurisdiction
** Please specify



Administrative Sanctions: Money service businesses

2004 2005 2006 2007 2008 2009 | 2010 | 201F°
comg)a:rison comg)a:rison
Number of 17 6 4 8 11 7 12 11
AML/CFT
violations
identified by the
supervisor
Type of
measure/sanction*
Written warnings 2 2
Fines 17 4 2 8 11 7 12 11
Removal of
manager/compliance
officer
Withdrawal of 2 1
license
Other**

Total amount of | 241,600| 103,000( 22,000| 44,000( 122,000{327,20(74,60(321,20
fines (Euro) %

Number of 5 1 1 1 3 1
sanctions taken to
the court (where
applicable)

Number of final 2 2 2 1 2 1
court orders

Average time for
finalising a court

order
* Please amend the types of sanction as necessdoy cover sanctions available within your
jurisdiction

** Please specify
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Administrative Sanctions: Custom

2004 2005 2006 2007 2008 2009 2010 2017
for for
compariso | compariso

n n
Number of 59 56 53 48 41 36 43 25
AML/CFT
violations
identified by the
supervisor

Type of
measure/sanction*

Written warnings

Fines 58 56 52 48 41 36 43 25

Removal of
manager/compliang
e officer

Withdrawal of
license

Other**- 1 1
indictment

Total amount of | 274,364 | 185,892 592,150| 170,200| 350,400 (285,900 211,600 140,800
fines (Euro)

Number of 9 8 4 3 4 5
sanctions taken to
the court (where

applicable)
Number of final 9 8 4 3 4 5
court orders
Average time for 8.66 4.75 3.2

finalising a court
order (Months)

* Please amend the types of sanction as necessdoy cover sanctions available within your
jurisdiction
** Please specify
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Administrative Sanctions: Bank of Israel

2004 2005 2006 2007 2008 2009] 2010 [201F]
for. for_
comparison | comparison

Number of 13 3 0 3 1 2 3 6
AML/CFT
violations identified
by the supervisor
Type of
measure/sanction*
Written warnings 8 1
Fines 5 1 3 1 3
Removal of]
manager/compliance
officer
Withdrawal of license
Other**
Total amount of | 530,000| 170,000 1,185,000 740.000 1,545,00
fines (Euro)
Number of sanctions 0 0 0 0 0 0 0 0
taken to the court
(where applicable)
Number of final court
orders
Average time fof
finalising a courf
order

* Please amend the types of sanction as necessdoy cover sanctions available within your

jurisdiction
** Please specify



Administrative Sanctions Insurance and Provident Fmds

2004 2005 2006 | 2007 | 2008 | 2009 2010 | 201%°
for_ for_
comparison | comparison
Number of AML/CFT 2 3 0 0 0 0 1 0
violations identified by
the supervisor
Type of
measure/sanction*
Written warnings 2
Fines 3 1
Removal of]
manager/compliance
officer
Withdrawal of license
Other**
Total amount of fines 36,000 Decision
(Euro) not
publishe(
yet

Number of sanctions 0 0 0 0 0 0 0 0
taken to the court
(where applicable)
Number of final court
orders
Average time fon

finalising a court order

* Please amend the types of sanction as necessdoy cover sanctions available within your

jurisdiction
** Please specify
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3.  Appendices

3.1.

APPENDIX | - Recommended Action Plan to Improve tlBéL / 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 Criminalization of Money

Amend list of predicate offences to include piraayd

Laundering (R.1 & 2) environmental crimes and remove threshold appraéach
section 4.
* Review the need for the disapplication of the cpha
“willful blindness” within Section 4 PMLL and itsripact
on effectiveness.
2.2 Criminalization of Terrorist
Financing (SR.I)
2.3 Confiscation, freezing anc Amend legislation on confiscation and provisiopal
seizing of proceeds of crime measures to include full range of relevant predicat
(R.3) offences.
» Improve effectiveness in respect of confiscatiantlfie full
range of predicate offences.
2.4 Freezing of funds used fpe Fully implement S/C Res. 1267 (1999) and 1452
terrorist financing (SR.11I) (2002)
. Produce comprehensive and focused guidance to
financial institutions as to their obligations und&ecurity
Council Resolutions.
. Review effectiveness after the recent promulgatibn
the PTFL Regulations.
2.5 The Financial Intelligences Grant direct access for IMPA to relevant law enéonent
Unit and its functions (R.26) and administrative information to enhance its efficy as
an analytical unit
» Improve timeliness of reports to and from IMPA..
2.6 Law enforcement,e More fully exploit FIU intelligence and acted up@s
prosecution and other competent appropriate to enhance effectiveness.
authorities (R.27 & 28)
2.7 Cross Border Declaration & Include all bearer negotiable instruments in closser
Disclosure declarations.
 Lower the threshold declaration regime under |the

immigrant rules.

3. Preventive Measures
Financial Institutions

3.1 Risk of money laundering ¢
terrorist financing
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3.2 Customer due diligenc
including enhanced or reduct
measures (R.5 to 8)

Ensure requirements on numbered accounts are cbibgre

law or regulation.

Amend legislation to include investment relatecduiasice
activities for CDD purposes.

Provide obligation for the Postal Bank to take C
measures below the applicable thresholds.

Amend Orders to bring the threshold concerning rersy

and Insurance Agents for identification in line lwithe
Methodology.

Amend Orders to specify the lower limit of USD 100@r
CDD measures in occasional wire transfers.

Require by law or regulation financial institutiore
pursue due diligence where it has doubts regarthieg
veracity or adequacy of previously obtained custo
identification data.

Amend the Insurer and Insurance Agent Order
Provident Fund Order to bring the thresholds i mith
the FATF limits for verification.

Require by law or regulation the obligatory vefiion of
beneficial owners or holders of controlling intases

Fully reflect in practice both identification andrification
in higher risk situations.

Provide explicit obligation for financial obligatis to
obtain information on the purpose and intended reatdi
the business relationship.

Provide in law or regulation the requirements tcuea
ongoing due diligence for financial institutionshet than
banking corporations. For banking corporations ighisow
covered in ‘other enforceable means'. It shoulddeered
in law or regulation.

Remove the exemption regarding registering an regQr
rabbinical pleader or account as a beneficiary of
account, as set out in the Banking Order.

Ensure that Recommendation 5 is effectively impleiae
by the Postal Bank, Insurance sector, Providentd&amd
Money Service Businesses.

Extend by law, regulation or other enforceable rsetine
definition of a PEP beyond banking corporations
Amend PEPs requirements to include family membeads
close associates of PEPs.

Provide by law or regulation or other enforceableans
full senior management approval for establishingitess
relationships with PEPs for banking corporations.
Ensure senior management approval for continuatio
business where a customer is subsequently fourmt ta
PEP or becomes a PEP.

Ensure new correspondent relationships are apprbyed

senior management.
Ensure criteria 7.4 and 7.5 are required by lagulation

12¢
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or other enforceable means.
 Ensure effective implementation internal policies |o
banking corporations to prevent the misuse | of
technological developments in ML/CFT schemes.
» Ensure adequate enforceable measures which covEF FA
Recommendations and apply for the non-banking secto

3.3 Third parties and introduced
business (R.9)

3.4 Financial institution secregy
or confidentiality (R.4)

3.5 Record keeping and wire Remove thresholds for retention of documentation.

transfer rules (R.10 & SR.VI) |+ Establish requirements to retain all documents rokog
the details of all transactions carried out bydhent in the
course of an established business relationship.

» Provide a general requirement also to retain dootetien
longer than 5 years where requested by a compgtent
authority.

» Ensure those parts of R.10 which are asteriskethér
Methodology are covered in respect of the PostakBa
law or regulation.

» Establish enforceable obligations to require “full”
originator information to accompany cross-borderewi
transfers for the Postal Bank and other relevant- ho
banking institutions.

* Amend the Postal Bank Order to bring the lowershodd
of NIS 50,000 in line with the requirements of SR.V

» Establish enforceable requirements for each intdiang
and beneficiary financial institution in the payr&hain
to ensure that all originator information that aopanies g
wire transfer is transmitted with the transfer.

« Establish an enforceable requirement to adopt tfec
risk-based procedures for identifying and handlinige
transfers that are not accompanied by completénatigy

information.
3.6 Monitoring of transactionse Establish enforceable requirements for all finangia
and relationships (R.11 & 21) institutions (portfolio managers, stock exchangeniers,

insurance companies, provident funds, money setvice
businesses and the Post Bank) to conduct ongoireg du
diligence in respect of all complex, unusual large
transactions or patterns of transactions that hawos
apparent or visible economic or lawful purpose.

* Amend all Orders to include examination in writiofythe
purpose and intent of complex, unusual large tretitszs
explicitly.

e Amend all Orders to require the findings of the
examinations to be kept available for competerhiarities
for at least five years.

» Extend the requirement in Criteria 21.1 to beyoadKking
corporations.
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Provide clear requirements to examine as far asilges
the background and purpose of transactions witmtci@s
(which do not, or insufficiently, apply the FAT|
Recommendations or where there are AML/C

F
FT

weaknesses) which have no economic or visible lawfu

purpose, and provide specific requirements for rfiial
institutions to set forth their findings in writirand to kee
the findings available to assist competent autiestit

Ensure that appropriate counter-measures can len tak

where a country continues not to apply or insuéfitly
applies FATF Recommendations.

3.7 Suspicious transaction repo
and other reporting (R.13-14, 1
25 & SR.IV)

res

©

Israel needs to remove the thresholds in someeof th

orders.

Review level of reporting from non financial

institutions and undertake outreach as necessary.

Review the overall effectiveness in relation to the

timeliness of the reporting system generally.

Ensure all related information (in financial

institutions other than banking corporations) isered by
the tipping off provisions.

Delete s.10 (b) PTFL to avoid any confusion as to

the mandatory nature of STR reporting on FT tofthé as
provided for in .48 PTFL.

Ensure attempted FT transactions are explicitly

covered.

Ensure thresholds from the Orders covering SRIV

reporting.

3.8 Internal controls, complianc
audit and foreign branches (R.
& 22)

Provide generally enforceable requirements to:

— establish and maintain internal procedures, pdlicie

and controls to prevent money laundering and
communicate them to employees in non-bank
sector;

to
ng

12

- designate compliance officers at management level i

the non-banking financial sector;
— ensure compliance officers have timely access
information;
— maintain an adequately resourced and indepen
audit function to test compliance with AML/CH

to

dent
T

procedures, policies and controls in the non-bankin

financial sector;
— establish ongoing employee training outside ban
corporations;
— putin place screening procedures;
— ensure high standards when hiring employees.
Israel needs to provide a general enforceable atimig for
all financial institutions to ensure their foreigmancheg

ing

and subsidiaries observe AML/CFT measures consisten

with home requirements and the FATF Recommendat
to the extent that host country laws and regulatigermits

ions



Provide enforceable obligations requiring
institutions to pay particular attention in respetttheir
foreign branches and subsidiaries based in cosnthiat
do not or insufficiently apply FATF Recommendatipns
Provide for enforceable obligations to ensure thigre

finang

ial

minimum AML/CFT requirements of the home and host

countries differ, branches and subsidiaries
countries should be required to apply the highandard
to the extent that local (i.e. host country) lawsd
regulations permit;

Provide a general enforceable obligation to infatm
home country supervisor when a foreign branch

subsidiary is unable to observe appropriate AML/C

measures.

in host

0

or
FT

3.9 Shell banks (R.18)

Although the examiners were advised that shell baark
not part of Israeli practice, Israel should considemore
explicit prohibition on the establishment or thentioued
operation of shell banks.

Provide a specific enforceable obligation to
financial institutions to satisfy themselves thesponden
financial institutions in a foreign country do npéermit
their accounts to be used by shell banks.

reguir

3.10 The supervisory
oversight system -
authorites and SROs. Rol
functions, duties and powe
(including sanctions) (R.23, 2
17 & 25)

anck
competent

Israel should reconsider reliance upon outsouraifg

supervision of AML/CFT in the Ministry of Financen
Ministry of Communication should be reconsidered.

Introduce a mechanism for ensuring that an appxtri
is consistently

and sufficient level of supervision
implemented across the whole financial sector.
Ensure effective supervision in MSBs and the Pdaak.

Provide sufficient guidelines to the financial seqt

regarding CFT issues.
Comprehensive guidance must also be given on P

issues to the Postal Bank, the insurance and m@ov|

funds sector and the money service businesses.
Ensure guidance is coordinated across the finasetbr.
More case specific feedback must be available.
Publish guidelines for DNFBP.

MLL

3.11 Money value transfeg

services (SR.VI)

=

Review the compliance of MVT service operators W

CDD standards in the light of the issues raiseceuRd5.

ith

4. Preventive Measures -
Non-Financial Businesses an(
Professions

4.1 Customer due diligence a
record-keeping (R.12)

Implement CDD obligation for real estate agentglets
in precious metals and stones, trust and comparwces
providers, lawyers, notaries, other independentall
professionals and accountants.

1%
Q
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4.2 Suspicious  transactig

reporting (R.16)

n

Provide for reporting obligations upon real est@gents,
dealers in precious metals, trust and company @&
providers, lawyers, notaries, other independentall
professionals and accountants. (Recommendation 13).
Extend the associated requirements in Recommemndd
14, 15 and 21 to DNFBP.

4.3 Regulation, supervision ar
monitoring (R.24-25)

d

Ensure that DNFBP are subject to effective systémng

monitoring and ensuring compliance with AML/CET

obligations.
Provide sufficient guidelines to the financial
regarding CFT issues

SEC

Also provide comprehensive guidance on PMLL issioes

the Postal Bank, the insurance and provident figsdsor
and the money service businesses.

Coordinate this guidance across the financial secto
Make more case specific feedback available.

Publish guidelines for DNFBP

rvi
g

itio

4.4 Other non-financial Israel should consider extending coverage of DNFBP
businesses and professions (R.20) beyond those defined by FATF.
5. Legal Persons ang

Arrangements & Non-Profit
Organisations

5.1 Legal Persons — Access
beneficial ownership and contr
information (R.33)

t®
o]

Review commercial, corporate and other laws withesv
to taking measures to provide adequate transpangithy
respect to beneficial ownership.
Assess the number of companies on bearer shardala|
specific measures to ensure that legal personshwdrie
able to issue bhearer shares are not misused foeym
laundering.

5.2 Legal Arrangements — Acce
to beneficial ownership an
control information (R.34)

Review information available on the beneficial ovemef
private or foreign trusts.

Provide legal requirements on trust service pragide
obtain, verify and retain records of the trustsytbesate,
including beneficial ownership details.

5.3  Non-profit
(SR.VIN)

organisation

Perform formal review into the adequacy of the law
Non-Profit Organisations overall had been forma
reviewed.

Conduct an outreach programme to raise awareness.
Israel must ensure that detailed domestic andnatenal
transaction records are kept.

Review threshold for identification of significatdbnors.
Clarify gateways for international information sinay.

6. National and International
Co-operation

6.1 National co-operation an
coordination (R.31)

d

6.2 The Conventions and U
Special Resolutions (R.35

Ne

<0

SR.I)

Israel needs to make the implementation of soméhet
preventive standards in UN International Convention
the Suppression of the Financing of Terrorism nj

on

ally

ore



effective.

Implement preventive obligations on other professi
involved in financial transactions as required hg UN
International Convention for the Suppression of

Financing of Terrorism.

Ensure full formal compliance with Security Coun
Resolution 1267 (1999).

Address effectiveness concerns given recent praatiaty
of the PTFL Regulations.

6.3 Mutual Legal Assistanc

(R.36-38 & SR.V)

Ce

Amend law to extend the range of offences contaiing
Schedule 2 of the 1998 Law.

Review existing law and practices which may actag
barrier to international co-operation in confisoat
matters.

6.4 Extradition (R.39, 37 &
SR.V)

6.5 Other Forms of Co-operatig
(R.40 & SR.V)

R

Review restrictions to FIU access to law enforcemn
information.

7. Other Issues

7.1 Resources and statistics
30 & 32)

R.

Increase numbers of supervisory staff in both
Ministries of Finance and Communication as well
improve training provided.

Review for consistency of the presentation of IMBAd
Police statistics.

Make available fully comprehensive statistics odigial
mutual legal assistance as well as complete statish
administrative international co-operation.

7.2 Other
measures or issues

relevant AML/CFT

o

the

en

the
as

7.3 General framework
structural issues
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3.2. APPENDIX Il — Relevant EU texts

Excerpt from Directive 2005/60/EC of the EuropeamliBment and of the Council, formally adopted 20
September 2005, on the prevention of the use dihacial 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{sy ultimately owns or controls the customer and/or
the natural person on whose behalf a transacti@ctoity is being conducted. The beneficial owskeall
at least include:

(a) in the case of corporate entities:

(i) the natural person(s) who ultimately owns omtcols a legal entity through direct or indirect
ownership or control over a sufficient percentadeth® shares or voting rights in that legal entity,
including through bearer share holdings, other th@ompany 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 shalebshd¢éemed sufficient to meet this criterion;

(i) the natural person(s) who otherwise exercis@drol 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:

(i) where the future beneficiaries have alreadynbeéetermined, the natural person(s) who is the
beneficiary of 25 % or more of the property of gdearrangement or entity;

(i) where the individuals that benefit from the# arrangement or entity have yet to be determitied
class of persons in whose main interest the legahgement or entity is set up or operates;

(iii) the natural person(s) who exercises contr@ra25 % 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 naturakpes 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 aghist 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 emita for simplified customer due diligence procexur
and for exemption on grounds of a financial agfigibnducted 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" shattlide the following:

(a) heads of State, heads of government, miniatetsleputy or assistant ministers;

(b) members of parliaments;

(c) members of supreme courts, of constitutionalrtsoor of other high-level judicial bodies whose
decisions are not subject to further appeal, excegtceptional circumstances;

(d) members of courts of auditors or of the boafdsentral banks;

(e) ambassadors, chargés d'affaires and high-rguaiiicers in the armed forces;

() members of the administrative, management pestsory bodies of State-owned enterprises.

None of the categories set out in points (a) t@{fhe first subparagraph shall be understoodasring
middle ranking or more junior officials.

The categories set out in points (a) to (e) of fine subparagraph shall, where applicable, include
positions at Community and international level.

2. For the purposes of Article 3(8) of DirectiveOB060/EC, "immediate family members" shall include
the following:

(a) the spouse;

(b) any partner considered by national law as eteit to the spouse;

(c) the children and their spouses or partners;

(d) the parents.

3. For the purposes of Article 3(8) of DirectiveOBI60/EC, "persons known to be close associatedl' sh
include the following:

(a) any natural person who is known to have joiahdficial 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 oghip of a legal entity or legal arrangement which
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 r&gasitive basis, of enhanced customer due diligence
measures, where a person has ceased to be entnitstedprominent public function within the meagin

of paragraph 1 of this Article for a period of aa$t one year, institutions and persons referred to
Article 2(1) of Directive 2005/60/EC shall not bbliged to consider such a person as politicallyosegl.



3.3. APPENDIX Il — List of acronyms used

AF

AML
AML/CFT
BOI
CCOL
CDD
CETS
CFT

CID

CPO
CTR
DDO
DNFBP
EAE (team)
ESW
ETS

FATF
FIU
ILAL
IMPA

KNESSET
LEA

ML

MLA

MOF

MOJ

MOU

Asset Forfeiture
Law Anti-Money Laundering Law

Anti Money Laundering and Countering thimancing of Terrorism
Bank of Israel

Combating Criminal Organisations Law, 57 @82

Customer Due Diligence

Council of Europe Treaty Series

Combating the financing of terrorism

Criminal Investigations Division

Criminal Procedure Ordinance (Search andu@sifNew version] (1969)
Cash Transaction Reports

Dangerous Drugs Ordinance [New Version] (3973

Designated Non-Financial Businesses anceBsains

Economic Assault Enforcement team

Egmont Secure Web

European Treaty Series [since 1 January 2084SG= Council of Europe Treaty
Series]

Financial Action Task Force

Financial Intelligence Unit
International Legal Assistance Law (1998)

Israel Money laundering and Terror Financirghibition Authority
Interpretative Note

Israel Police

Israel Securities Authority

Information Technology

Israeli Parliament

Law Enforcement Agency

Money Laundering
Mutual Legal Assistance

Ministry of Finance

Ministry of Justice

Memorandum of Understanding
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MLPD Money Laundering Prevention Directorate

MSB Money services business

NCCT Non-cooperative countries and territories
NIS New Israeli Shekel

PEPs Politically Exposed Persons

PMLL Prohibition of Money Laundering Law
PTFL Prohibition on Terrorist Financing Law
SRO Self-Regulatory Organisation

STRs Suspicious transaction reports

SWIFT Society for Worldwide Interbank Financiall@@mmunication
TF Terrorist Financing

UAR Unusual Activity Report

134



