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This is the second 3 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 Montenegro on the Core
Recommendations (1, 5, 10, 13, SR.II and SR.IV), in accordance with the decision
taken at MONEYVAL'’s 32nd plenary in respect of progress reports.




Montenegro

Second %' Round Written Progress Report
Submitted to MONEYVAL

1. Written analysis of progress made in respect of #&TF Core Recommendations

1.1.Introduction

1. The purpose of this paper is to introduce Monteoisgsecond progress report back to the
Plenary concerning the progress that it has maden®dy the deficiencies identified in the 3rd
round mutual evaluation report (MER) on the Cored®emendations.

2. The on-site visit to Montenegro took place from tt520 September 2008. MONEYVAL
adopted the mutual evaluation report (MER) of Maetro under the third round of evaluation at
its 29" plenary meeting (16-20 March 2009). As a resuthefevaluation process, Montenegro was
rated Non-compliant (NC) on 8 recommendations araftid#ly Compliant (PC) on 14
recommendations, including Core and Key Recomméntat

3. According to MONEYVAL procedures, Montenegro suligdtits first year progress report to
the Plenary in March 2010. Thé' progress report was analysed and adopted by tHeP&hary
and as a result Montenegro was requested to rbacktin March 2012.

4. This paper is based on the Rules of Procedureasecein March 2010, which require a
Secretariat written analysis of progress agairsttbre Recommendatidnhe full progress report

is subject to peer review by the Plenary, assibtedhe Rapporteur Country and the Secretariat
(Rules 38-40). The procedure requires the Plemabgtsatisfied with the information provided and
the progress undertaken in order to proceed wétattoption of the progress report, as submitted by
the country, and the Secretariat written analysi#) both documents being subject to subsequent
publication.

5. Montenegro has provided the Secretariat and Plesisinya full report on its progress, including
supporting material, according to the establishembness report template. The Secretariat has
drafted the present report to describe and anallgseprogress made for each of the Core
Recommendations.

6. Montenegro received the following ratings on theégClRecommendations:

R.1 — Money laundering offence (PC)

SR.Il — Criminalisation of terrorist financing (PC)

R.5 — Customer due diligence (PC)

R.10 — Record Keeping (LC)

R.13 — Suspicious transaction reporting (PC)

SR.IV — Suspicious transaction reporting relatedetworism
(LC)

7. This paper provides a review and analysis of thasukes taken by Montenegro to address the
deficiencies in relation to the Core Recommendatig@ection 1) together with a summary of the

1 The Core Recommendations as defined in the FA®Eegpiures are R.1, R.5, R.10, R.13, SR.Il and SR.IV.



main conclusions of this review (Section Il). Tigiaper should be read in conjunction with the
progress report and annexes submitted by Montenegro

8. Itis important to be noted that the present amaligeuses only on the Core Recommendations
and thus only a part of the Anti-Money Launderingitbating the Financing of Terrorism
(AML/CFT) system is assessed. Furthermore, wheesassy progress made, effectiveness was
taken into account, to the extent possible in aepdmsed desk review, on the basis of the
information and statistics provided by the countipd, as such, the assessment made does not
confirm full effectiveness.

1.2. Detailed review of measures taken by Montenegro reglation to the Core
Recommendations

A. Main changes since the adoption of the MER

9. Since the adoption of thé’3ound MER and the First Progress Report, Montenbgs taken a
number of measures with a view to addressing tliieielecies identified in respect of the Core
Recommendations, including:

. amendments to the Criminal Code in 2011 in orddsring its ML and FT articles into line
with the Palermo and Vienna Conventions and the Ciivention for the Suppression of the
Financing of Terrorism;

. amendments aimed at ensuring Montenegro completatyinalised money laundering in
respect of all the FATF's designated categoriesfiehces;

. adoption of Guidelines on CDD procedures;

. establishment of record keeping requirements.

10. In particular the Criminal code has been furtheprioved in 2010 and 2011 by changes and
amendments that referred to criminal offences oh&jolaundering and Financing of terrorism.

Criminal offences related to terrorism are now mimrbader, defining 4 additional forms of

offence.

11. The new Criminal Procedure Code has also beenwedi@and the main changes are: concept of
prosecutor-led investigation, reversed burden abpof legality of property (on the offender),
agreement on the admission of guilt and others.ifipdementation of the new CPC is a part of the
overall judiciary reform which started a few yeago in Montenegro (as set out in the Strategy for
the reform of The Judiciary 2007-2012 and The Acidan for the implementation of the Strategy
2007-2012).

12. It also should be noted that the Insurance Superviégency has adopted the Guidelines for
analysis of AML / FT risk in life insurance compasi After the adoption of the Guidelines, they
were sent to all obligors, and a seminar was hietdhducing the new obligations brought by this
act, for the representatives of all life insuranompanies.

13. Furthermore, a Bill on Changes and Amendments ¢éoliiwv on the Prevention of Money
laundering and Terrorist Financing has been apprdwe the government and adopted by the
Parliament, which is designed to bring the law lime with both FATF and EU standards.



14. Montenegro has also taken additional measuresdmessl deficiencies identified in respect of
the Key and other Recommendations, as indicatéakiprogress report. However these fall outside
of the scope of the present report and are thueefletted in the text of the analysis beneath.

B. Review of measures taken in relation to the CorBecommendations

15. In the 3° round MER Montenegro was rated PC for R.1, in vidwhe fact that a number of

important deficiencies existed at that time. Intipaftar not all of the designated predicate offence
(insider trading and market manipulation) were cedeand the ML Article was not fully in line

with Vienna and Palermo Conventions, as the crihoffence of money laundering was limited by
“banking, financial or other business operatibaad not all physical elements were covered.

16. Deficiency No.1- The money laundering offence as defined by thei@ainCode is basically
sound, but it lacks further refinement; the currefarmulation of criminalized behaviour
(conversion/transfer and concealment/disguise)dgawer than the requirements in the Vienna
and Palermo Conventions and should be clarifiethanCriminal Code.

17.In the 3" round mutual evaluation report of Montenegro asmmsnoted that the criminal
offence of money laundering is limited blganking, financial and other business operatioasd
not all physical elements of ML were covered byMwntenegrin legislation.

18.1n order to address these deficiencies identifiedttie 3' round MER Montenegro has
introduced amendments to the Criminal Code and\tfie/CFT Law. In particular, the ML article
was revised as follows:

Article 268

(1) Anyone who performs conversion or transfer ohay or other property knowing that they have
been obtained by criminal activity, with the infientto conceal or falsely represent the origin of
money or other property, or whoever acquires, kempsses money or other property knowing at
the moment of receipt that they derive from a arahioffence, or whoever conceals or falsely
represents facts on the nature, origin, place gbaditing, movements, disposal of or ownership
over money or other property knowing that they wahtained through a criminal offence, shall be
punished by an imprisonment sentence for a tersibofnonths to five years.
(2) The sentence referred to in paragraph 1 of #riscle shall also be imposed on the perpetrator
of the offence referred to in paragraph 1 of thitidke if s/he is at the same time the perpetraior
an accomplice in a criminal offence used to acquine money or the assets referred to in
paragraph 1 of this Article.
(3) If the amount of money or value of propertenafd to in paras. 1 and 2 of this Article exceed
the amount of forty thousand euro, the offendetl sfmpunished by an imprisonment sentence of
one to ten years.
(4) Where an offence referred to in paras. 1 araf this Article was committed by several persons
who were associated to commit such offences, thadl/tse punished by an imprisonment sentence
of three to twelve years.
(5) Whoever commits an offence referred in paraand 2 of this Article and could have and was
obliged to be aware that the money or the propedystitute revenue acquired through criminal
activity, shall be punished by an imprisonment esece not exceeding three years.

(6) Money and property referred to in paras. Bzl 3 of this Article shall be seized.”



19. The revised article of the Criminal Code removegldbope of limitation of the ML offence and
broadly covered all physical and material elemehtthe offence required by Vienna and Palermo
Conventions. The wording used in Article 268 (Isddy represeritis a translation of “disguise”.
The Montenegrin authorities have assured the Smtattthat the article has been directly
transposed from the convention and that the woedl s the Montenegrin language is the most
appropriate word for "disguise”.

20. At the same time according to the amendments oAME/CFT Law the definition of ML was
introduced, which is now stipulated as follows:

“For the purposes of this Law, the following contiaball be regarded as money laundering:
(a) the conversion or transfer of money or othesggarty, knowing that they are derived from
criminal activity or from an act of participatiomisuch activity, for the purpose of concealing or
disguising the illicit origin of the property or sisting any person involved in the commission of
such activity to evade the legal consequencessddiion;
(b) the concealment or disguise of the true natsoeirce, location, movement, disposition or
ownership of money or other property, knowing thay are derived from criminal activity or from
an act of participation in such activity;
(c) the acquisition, possession or use of propéumpwing, at the time of receipt, that such propert
was derived from criminal activity or from an adtparticipation in such activity;

(d) participation in, association to commit, atfgisto commit and aiding, abetting, facilitating
and counselling the commission of any of the astioantioned in the points 1, 2 and 3".

21. The definition of money laundering, used in thisv.@overs all physical and material elements
required by the Vienna and Palermo Conventionsthmiscope of use of this definition is limited:
“For the purposes of this Law..anhd thus it appears clear that this definitiondsapplicable to the
Criminal Code. It is unfortunate that the definitiof money laundering in the Criminal Code and
the AML/CFT Law still diverge in material areas awndnsideration should be given to fully
harmonising the Criminal Code with the definitionthe AML/CFT Law.

22. Since these amendments to the Criminal Code andMIgCFT Law were adopted in 2011
there have been no cases of successful convidtomdL It is, therefore, not possible to assess the
practical application of the ML offence in crimirzdses.

23. Deficiency No.2— Montenegro should amend the Criminal Code to cleamtlude insider
trading and market manipulation offences as prewic#fences for money laundering.

24. Montenegro follows an “all crimes” approach to mgraundering and the 3rd round report
found 19 of the 20 designated categories of offemequired by the FATF to be covered for money
laundering purposes. Only offences dealing withdmistrading and market manipulation were not
covered.

25.In the progress report, the authorities stated ababrding to changes and amendments to the
Criminal Code in 2010 (“Official Gazette of Montegre, N0.25/2010), Montenegro has introduced
new relevant Articles (272, 422) and in 2011 (,Ofii Gazette of MNE", n0.32/2011) introduced
art 422a in order to criminalise insider tradingl amarket manipulation.

Article 272 (Abuse of Position in Business Operatg)

(1) The responsible person in a business orgamnatitherentity engaged in arconomic activity
or other legal person who abuses his/her positiotrust with regard to management of another’s



property, exceeds the limits of his/her authorimadi or fails to perform his/her duties and thus
obtains for him/herself or for another unlawful radél benefit or causes property damage, shall be
punished by an imprisonment sentence for a tertinreé months to five years.

(2) The sentence referred to in paragraph 1 of thiticle shall also be imposed on the one who,
intending to obtain for him/herself or another m@kbenefit, appropriates money, securities or
other movables entrusted to him/her at work in sitess organization, othentity engaged in an
economic activityor other legal entity.

(3) Where an offence referred to in paras. 1 andf 2his Article has caused the acquisition of
material benefit that exceeds the amount of fdrgusand euro, the offender shall be punished by
an imprisonment sentence for a term of two to &sarg,”

Article 422 (lllegal Influence)

(1) A person who directly or through third persaaguests or receives a gift or any other benefit, o
who accepts a promise of gift or any benefit fongelf/herself or another person for agreeing to use
his/her official or social position or his/her aetuor assumed influence for mediation in actingror
failure to act shall be punished by an imprisonnssttence of three months to three years.

(2) A person who uses his/her official or sociasifion or his/her actual or assumed influence for
agreeing to mediate or promising to mediate in @ering an official act that should not be
performed, or failing to perform an official actathshould otherwise be performed shall be punished
by an imprisonment sentence of six months to éaesy

(3) If a gift or any other benefit is received foediation referred to in paragraph 2 of this Arécl
the perpetrator shall be punished by an imprisoninsentence of one to eight years.

(4) Received gift or other benefit shall be seized.

Article 422a (Instigation to lllegal Influence)

(1) A person who directly or through third persaffers or promises a gift or any other benefit to a
person in official capacity or another person f@reeing to use his/her official or social position
his/her actual or assumed influence for mediatim@dting or in failure to act shall be punished by
an imprisonment sentence not exceeding two years.

(2) A person who directly or through third persaffers or promises a gift or any other benefit to a
person in official capacity or another person fagreeing to mediate or promising to mediate in
performing an official act that should not be penfied, or failing to perform an official act that
should otherwise be performed shall be punishedrbymprisonment sentence of three months to
three years.

(3) Perpetrator of the offence referred to in panrgghs 1 and 2 of this Article who reported the
criminal offence before s/he found out tat it watedted may be remitted of penalty.

(4) Received gift or other benefit shall be seized.

26. The above-mentioned amendments to the Criminal @gate supposed to create or cover an
offence of insider trading and market manipulatioonvever the wording of these articles are not in
line with international understanding of such offes. Particularly, three basic elements of insider
trading are not covered: insider, disseminationédrmation and the use of disseminated insider
information by a % party. Furthermore, the market manipulation aetidbes not correspond with
the internationally recognised understanding of tincept. According to the wording of the above-
mentioned articles, it seems that these are mtatdeto corruption issues.



27. There are, however, other articles (280-281) inGhieninal Code, which do appear to be more
relevant, which were not set out in the progrepsnte

Article 280 (Disclosing a Business Secret)

(1) Anyone who without authorization communicateartother, hands over or in any other manner
makes available data representing a business secreho obtains such data with the intention to
hand them over to an unauthorized person, shappurdshed by an imprisonment sentence of three
months to five years.

(2) If the offence referred to in paragraph 1 ofstirticle was committed out of greed or with
reference to strictly confidential data or in order make the data public or use them abroad, the
offender shall be punished by an imprisonment sestéom two to ten years.

(3) Anyone who commits an offence referred to nagra@ph 1 of this Article out of negligence, shall
be punished by an imprisonment sentence not exagttie years.

(4) Business secrets are deemed to be data andrdts which were proclaimed as such by means
of a law, other regulation or decision of a competauthority passed under law, and whose
disclosure would or could cause detrimental conseges for a business organisation or other
business entity.

Article 281 (Disclosing and Using Stock-exchangecBsts)

(1) Anyone who reveals stock-exchange or stockaggghbroker operations related data deemed to
be a stock-exchange secret to an unauthorized pessavho comes by such data and upon using
them makes material benefit, shall be punishedrbiyrgrisonment sentence of three months to five
years.
(2) Where through an offence referred to in pargdral of this Article material benefit was
obtained exceeding the amount of three thousand, etwe offender shall be punished by an
imprisonment sentence of one to eight years.

(3) Where through an offence referred to in paeggr 1 of this Article material benefit was
acquired exceeding the amount of thirty thousantb,ethe offender shall be punished by an
imprisonment sentence of two to ten years.

28. The above-mentioned articles of the Criminal Cantgether create an offence of insider trading
carrying up to 5 years imprisonment in its basrerfoand with higher penalties up to 10 years where
there are aggravating factors. The wording of thadieles of the CC is broadly in line with
international understanding of such an offence. &l@x, it seems that while the use and transfer of
such information to a'3party is covered, the provisions of Articles 28@ 281 do not cover the
criminal liability of a third party for the use dfsseminated information.

29. It appears that criminalisation of insider tradiisgnot fully addressed. This deficiency still
remains and the Montenegrin authorities should idensntroducing new Articles in the Criminal
Code in line with international understanding o€lswffences. As previously stated the offence of
market manipulation is still not covered.

30. Deficiency No.3— There is relatively strict regulation of extrategrfiality in the case of
offences committed by persons who are not citiagkMontenegro against a foreign state. This also
raises the question of inclusion of “all seriousewices” in the predicate offences. This is subject
incriminations in those countries and if offenca® aot punishable with at least 5 years
imprisonment, the offence would not be considerpdedicate offence in Montenegro. Abolition of
this limitation (5 years imprisonment) would pretssach situations.




31. In their response in respect of this deficiency,nkdmegro stated that, in accordance with Art.
135 of the Criminal Code, the Criminal legislatioiiMontenegro shall be applicable to perpetrators
of specific criminal offences referred to in Artsl 357 to 359 (criminal offences against the
Constitutional order and security of Montenegro)tidles 371 to 374 (violation of territorial
sovereignty) and Articles 447 to 449 (terrorismpwéver, it appears that there are no relevant
offences related to ML referenced in Article 135.

32. The more relevant article in this respect is atit37 on applicability of Criminal Legislation of
Montenegro to foreigners who commit a criminal offe abroad.

Article 137 (Applicability of Criminal Legislatiorof Montenegro to Foreigners who Commit a
Criminal Offence Abroad)

(1) Criminal legislation of Montenegro shall als@ kapplicable to a foreigner who commits a
criminal offence outside the territory of Monteneggainst Montenegro or its national for criminal
offences other than those referred to in Articles k& this Code or performs criminal offence
referred to in Articles 276a, 276b, 422, 422a, 4281 424 hereof, in commitment of which a
national of Montenegro is involved in any mannerpwd s/he be caught in the territory of
Montenegro or get extradited to it.

(2) Criminal legislation of Montenegro shall alse bpplicable to a foreigner who commits abroad,
against a foreign country or a foreigner, a crimirdfence punishable under the law of the country
it was committed in by an imprisonment sentendaefyears or more, should s/he be caught in the
territory of Montenegro but not surrendered to aefgn country. Unless otherwise provided by this
Code, a court of law may not in such a case imposentence more severe than the one provided
for under the law of the country in which the criali offence was committed.

33. According to para 2 of this Article the criminald=mof Montenegro is applicable to a foreigner
who commits abroad a criminal offence against aifpr country or a foreigner. However this only
applies to the offences punishable by minimum gk&rs of imprisonment by the law of a foreign
country.

34. It appears that Montenegro has not taken sufficiéeps to remedy this deficiency and it still
remains. In this respect Montenegro should congaléng steps to address this recommendation in
a timely fashion.

Effectiveness

35. According to the information and statistics prowddsy Montenegro, in 2009 and 2010 there

have been no cases related ML or TF. In 2011 ttases were initiated that are still in the process
of being prosecuted. However it is not clear ifsthe€ases are related to self-laundering or to third
party/autonomous laundering or what the predicdfences are in this respect, the information

provided is too limited. The statistics show tHa¢ amount of proceeds seized is quite high (€47
million), in this regard it seems that these casasld be related to major proceeds-generating
predicate offences.

36. There were no convictions for money launderingtfa reporting period (2009-2011). During

the previous reporting period Montenegro had cdioris of ML cases, however since 2009 the
number of ML or TF cases has reduced and it ileatr what has caused this trend.
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37. As a general conclusion in respect of R.1, sinae adoption of the *1 progress report,
Montenegro revised the ML article in order to bigacbver all physical and material elements of
ML according to Vienna and Palermo Conventions,civhis very welcome. However there remain
deficiencies that need to be addressed, partigullad criminalisation of market manipulation and
the extraterritoriality of predicate offences issliealso remains a concern that there have been no
convictions for money laundering in the period aegeby the report.

Special Recommendation Il - Criminalisation of terorist financing (rated PC in the MER)

38. At the time of adoption of the™3evaluation report, the financing of terrorism offe in
Montenegro had a number of substantial deficieniciegspect of Special Recommendation Il. In
particular, the definition of “funds” was not inttaced in law, terrorist organisation and individual
terrorist were not covered and the financing afoiésts should be linked to a specific criminal.act

39. Deficiency 1 identified in the MER- Montenegro should lay down in the Criminal Code a
definition of “funds”, which includes “assets ofey kind, whether tangible or intangible, movable
or immovable, however, acquired, and legal docusenmt instruments in any form, including
electronic or digital, evidencing title to, or imtst in, such assets, including, but not limitedoank
credits, travellers cheques, bank cheques, monggrer shares, securities, bonds, drafts, letters of
credit”.

40. In order to address this deficiency, Montenegroduspted amendments to the AML/CFT Law
to introduce the new definition of term “propertyfider Article 5 of the current Law.

"property" means assets of every kind, whether corporeahaosrporeal, movable or immovable,
tangible or intangible, and legal documents or instents in any form including electronic or
digital, evidencing title to or an interest in suabsets;

41. However the definition of “property” is not fullyniline with Article 1 of the International
Convention for the Suppression of the Financingerforism, since it does not include bank credits,
travellers’ cheques, bank cheques, money ordeaseshsecurities, bonds, drafts, letters of credit.

42. Montenegro has adopted amendments to the CrimiodeCparticularly amending the TF

Article. The current wording of this article inclesl other terms, “funds”, “securities”, “other

resources” and “property” and no definitions of shenew concepts were additionally provided.
Furthermore, it is not clear if the concept covallstypes of negotiable instruments and bank
accounts. Because of that, future clarificatioretpuired to cover all these concepts.

43. Taking into account the new definitions in the TRiédle, as well as the limited definition of
“property”, this deficiency has not been adequatalgressed by Montenegfdontenegro should
consider taking the necessary steps to introdupeoppate definitions of terms used in the TF
Article in a timely fashion.

44, Deficiency 2 identified in the MER- The reference to specific criminal offences (temor,
international terrorism and hostage taking) in At& 449 should be brought into line with the scope
of the Terrorist Financing Convention and the Iptetive Note to SR Il, as the scope which
constitutes the criminal offence becomes narrowgrder Articles 365 and 447, only the acts,
intended to cause harm (to the constitutional oraieMontenegro, or the foreign state/international
organisation) are criminalized, while the conventicequires the incrimination of any acts of
violence which purpose is to intimidate a populatior compel a government or international
institution (to do/to abstain from doing).

11



45. In order to bring the TF Article of the Criminal @® into line with the scope of the Terrorist
Financing Convention and the Interpretive Note R.IE Montenegro has amended the criminal
Code in 2010 and introduced two revised articlesr(drism” and “terrorism financing”) as follows:

Article 449 (Terrorism Financing)

(1) Whoever provides in any manner or raises furgdsiurities, other resources or property
intended for financing entirely or partially, ofiorinal offences referred to in Art. 447, 447a, 447b
447c, 447d and 448 of this Code, or for the fundihgrganizations which have the commission of
those offences as their aim or members of suchnizgtions, shall be punished by an imprisonment
sentence for a term of one to ten years.

(2) The resources referred to in paragraph 1 of thiticle shall be confiscated.

Article 447 (Terrorism)

(1) Anyone who, with the intention to seriouslyniidate the citizens or to coerce Montenegro, a
foreign state or international organization to dorwt to do something, or to seriously endanger or
violate the basic constitutional, political, ecorioror social structures of Montenegro, foreign stat
or international organization, commits one of théddwing offences:

1) attack the life, body or freedom of another,

2) abduction or hostage taking,

3) destruction of state or public facilities, thaffsystems, infrastructure, including information

systems, fixed platforms in the epicontinental fshmiblic good or private property that may

endanger the lives of people or cause considerddeage to the economy,

4) abduction of aircraft, vessel, means of publamsport or transport of goods that may endanger
the lives of people,

5) development, possession, procurement, transpodyision or use of weapons, explosives,
nuclear or radioactive material or devices, nucleghiological or chemical weapons,

6) research and development of nuclear, biologécad chemical weapons,

7) emission of dangerous substances or causing, fingplosions or floods or taking other generally
dangerous actions that might harm the lives of peop

8) obstruction or discontinuation of water supphtectric energy or another energy generating
product supply that might endanger the lives ofpbeashall be punished by an imprisonment
sentence for a minimum term of five years.

(2) Anyone who threatens to commit the criminad¢raf€ referred to in paragraph 1 of this Article
shall be punished by an imprisonment sentence ferm of six months to five years.

(3) Where an offence referred to in paragraph thig Article has caused death of one or a number
of persons or large-scale destruction, the offeratall be punished by imprisonment for a minimum
term of ten years.

(4) Where during the commission of the offencerredl to in paragraph 1 of this Article the
offender deprived one or several persons of lifthwguilty mind, s/he shall be punished by an
imprisonment sentence for a minimum term of twebags or by an imprisonment sentence of forty
years.

12



46. From the revised articles it can be seen that glevious limitation has been removed
(previously terrorist acts were linked by harm toe t Constitutional order or the foreign
state/international organisation). This article oalfollows the Convention requirement of
incrimination of any acts of violence, which purpos to intimidate a population or compel
government or international institution.

47. Deficiency 3 identified in the MER- Montenegro should amend the Criminal Code to
incorporate the incrimination of funding of terretiorganisations and individual terrorists.

48. According to the recommendation of tH&®und MER of Montenegro, it was recommended to
consider amending the Criminal Code in order toecdhe funding of terrorist organisations and
individual terrorists. As was noted above underageaph 42 Montenegro amended the Criminal
Code to introduce a revised TF article, which wagp®sed to cover terrorist organisations and
individual terrorists. The wording of the new agi@appears to cover terrorist organisations, howeve
it still does not cover an individual terrorist.

49. The wording that is used “members of organisatiaadimiting and does not include individual
terrorists, since the concept of “individual terstirmeans that he/she may not necessarily bedinke
or related to any terrorist organisation.

50. Deficiency 4 identified in the MER- The solution of relating the existence of the tasto
financing offence to specific criminal offencesynid under other Articles of the CC is also
appropriate (IN 6). Under current legislation, terst financing is only considered to be a criminal
offence if funds are intended for one of three i§igecriminal offences (Terrorism, Article 365,
International Terrorism, Article 447 and HostageKirey, Article 448). A more flexible definition
which would incriminate financing. Furthermore, teeeeds to be an offence introduced to cover
cases when funds are not linked with a specifiotist.

51. In the 3% round MER of Montenegro the assessment team rb&tdhe previous definition of
terrorist financing required the funds to be linkeda specific terrorist activity and in this respi
was recommended that Montenegro introduce an adfémacover cases when funds are not linked
with a specific terrorist activity.

52. In order to address this deficiency, as mentica®ove, Montenegro amended the TF offence.
The wording (see paragraph 42) of the new artglgdaar on the issue - that terrorist financinglsha
not require that the funds were actually used toycaut a terrorist act or be linked to a specific
terrorist act.

53. Deficiency 5 identified in the MER- Montenegro should bring Article 449 of the Criminal
Code into line with international standards.

54. In order to bring Article 449 of the Criminal Codeto line with international standards
Montenegro has taken several steps to addressddfisiency. However, according to the
information above in respect of SR. Il in could 4men that important deficiencies still remain. In
particular the definition of “property” is not imnke with international standards, and funding of an
individual terrorist is not covered. Montenegro wldoconsider amending its legislation to cover all
international requirements in respect of terrdits&ncing.
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Effectiveness

55. According to the statistics provided by Montenegitogre have been no cases of terrorist
financing offences.

56. As a general conclusion it should be noted that teloegro has taken steps to remedy some of
the deficiencies identified in thé"3/ER in respect of SR.II, however several impori@eficiencies
have still not been addressed. Montenegro shoufdider amending its legislation in a timely
fashion to bring its TF offences into line withemational standards.

Recommendation 5 - Customer due diligence (rated P the MER)

57. Montenegro has introduced a number of amendmertitetpreventive measures which were set
out in the Law on The Prevention of Money Laundgiand Terrorist Financing (LPMLTF) through
the Bill on Changes and Amendments to the Law oa Phevention of Money Laundering and
Terrorist Financing which has been approved bygtheernment and adopted by the Parliament.

58. Deficiency 1 identified in the MER The wording of the second point under Articles %00
precise and could be interpreted to read that dniynsactions of exactly €15,000 require CDD.
Montenegro should consider that "or morshould be added in Article 9, Paragraph 1 numbaér 2
the Law on Prevention of money laundering and tstdinancing (hereafter — LPMLTE)

59. Following the recommendation of the assessment téanrespect of this deficiency,
Montenegro amended Article 9 of the LPMLTF Law &ztify this deficiency and introduced the
revised article that removed the existed uncestailnt particular, “or more” has been added after
“€15,000".

60. Deficiency 2 identified in the MER Montenegro should amend the LPMLTF to require CDD
to be conducted on wire transactions of €1,000 orem

61. According to the information provided in the proggereport, in order to oblige reporting
entities to conduct CDD on wire transactions thaeed €1,000 or more, Montenegro has amended
the LPMLTF. In particular, the new article 12a omire transfers” was introduced. Pursuant to the
wording of this new article, the reporting entitezsgaged in payment operations services and money
transfer services are required to conduct CDD nreasmrespective of the amount of transfer. It
appears that Montenegro has addressed this issue.

62. Deficiency 3 identified in the MER- Montenegro should amend the LPMLTF to require
reporting entities to verify that persons purpogdito act on behalf of a customer have the authority
to act on behalf of the customer. Article 15 of tHeMLTF should be amended to require the
obtaining of copies of the document regulatinggberer to bind the legal person or arrangement.

63. At the time of the adoption of th&'3/ER the evaluators noted that there was no reagne to
verify that the person acting on behalf of a customad the authority to act on behalf of the
customer. It would appear that Montenegro has mtitl taken any steps to address this deficiency
which therefore still remains.

64. Deficiency 4 identified in the MER- The problem of reliance on certificates from the
commercial register for CDD purposes should be added by establishing procedures to address
the limitations of the commercial register.
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65. In order to address this deficiency, the CentrailBaf Montenegro enacted Guidelines on Bank
Risk Analysi$, which requires banks to establish and verifyitlentity of a client who is a legal
person by inspecting the original or a certifieoyc@mf a personal document from the Central
Register of the Commercial Court. It appears traatks are obliged to pay special attention to
documents certified by the commercial register.

66. Deficiency 5 identified in the MER Article 29.4 of the LPMLTF appears to go furthearnh
intended by Criteria 5.9 in that it permits simy@dd customer verification in respect of customers t
“whom an insignificant risk of money laundering tarrorist financing is related” which could
include a broader range of customers than thosdsaged in Criteria 5.9. Montenegro should
amend Article 29.4 to bring it into line with thesential criteria.

67. Montenegro has adopted amendments to the LPMLTEhMuallowed the recommendation of
the assessors and removed Article 29 84, whichaapte remedy this deficiency.

68. Deficiency 6 identified in the MER- Montenegro should incorporate into the LPMLTF the
FATF definition (“Beneficial owner refers to thetnaal person(s) who ultimately owns or controls
a customer and/or the person on whose behalf ss&etion is being conducted. It also incorporates
those persons who exercise ultimate effective abaotrer a legal person or arrangement.”) and a
requirement to identify and verify the “ultimate&beficial.

69. The definition of “beneficial owner” is set outfne revised article 19 of the AML/CFT Law on
the basis of the glossary of the FATF Methodologyalows: “beneficial owner — natural person(s)
who ultimately owns or controls a customer andferpgerson on whose behalf a transaction is being
conducted. Beneficial owner shall also include tiagural person(s) who ultimately who exercise
control over a legal person or arrangements”. [iteaps that the definition of “beneficial owner” is
fully in line with FATF Methodology.

70. Deficiency 7 identified in the MER- Article 25 of the LPMLTF is very specific and dows
cover a number of the specified categories as sgtiro Criteria 5.8, namely all non-resident
customers, private banking, legal persons or arengnts such as trusts that are personal assets
holding vehicles and companies that have nomineeebblders or shares in bearer form. The
evaluators consider that the LPMLTF should be areentb fully reflect all of the categories in
Criteria 5.8.

71. According to the progress report Montenegro, hasped amendments to the LPMLTF, in
particular Article 19 which amends Article 25 oethPMLTF. However, it appears that measures
taken in respect of amending Article 25 have ndy faddressed the identified deficiency; there is
no requirement to conduct enhanced due diligenca mmmber of the categories of customer as set
out in criteria 5.8 (e.g. all non-resident custosnetc.).

72. Deficiency 8 identified in the MER Montenegro should complete and publish Risk guidsli
in accordance with Criteria 5.12.

73. According to the information provided by Montenegtioere have been no changes since the
Bill on Changes and Amendments has not been addpteithe Parliament and due to that no
changes in bylaws can be performed. After the aodiopif the Bill all guidelines, rulebooks and

1.

% The guidelines are classed as bylaws and as se@néorceable in law.

15



bylaws (currently in force) will be amended and raed, and the new ones will be adopted in
accordance with the LPMLTF. In this respect thidilency still remains.

74. Deficiency 9 identified in the MER- A specific clause should be inserted into the LPMLT

requiring reporting entities to consider making @aspicious transaction report in circumstances
where they have been unable to conduct satisfa@®. Likewise there should also be a clause
requiring reporting entities to terminate a busisaglationship in circumstances where they have
been unable to conduct satisfactory CDD. This sigalarly relevant in circumstances where CDD

has not been possible for existing customers wihieeee are one or more linked transactions

amounting to €15,000, etc.

75. Pursuant to the amendments to article 11 of the LPMif the evidence on the client’s identity,
cannot be obtained the business relationship sbalbe established, and if the business relatipnshi
has already been established it can be terminktaedpears that Montenegro has taken several steps
to address this deficiency, however the wording ithased in this article only recommends, but does
not oblige reporting entities to terminate or nstablish a business relationship. Montenegro should
consider amending the Law by changing “can” to tgtbor “must”.

76. It is also noted that, according to essential G&t6.15 (b), if a financial institution is unabie
conduct CDD it should consider making a STR; thisreno such requirement in this article.
Montenegro should address these deficienciesiinedyt fashion.

77. Deficiency 10 identified in the MER There needs to be a specific requirement for repgrt
entities to assess and consider the risks of tdobieal developments as part of their risk analysis
This should also be introduced in the guidelinebegroduced by the supervisory bodies.

78. Montenegro followed the recommendation in tfie®ind MER and adopted amendments to the
LPMLTF, particularly introducing a new Article 28ehich defines the obligation, primary for the
banks, and then for other reporting entities, topadnternal procedures for prevention of new
technologies being use for the purpose of moneaydaxing and terrorist financing.

79. It appears that legal provisions are in place caigh it is not possible to assess the effectiveness
of implementation of these provisions on a deskexgy

80. Deficiency 11 identified in the MER It is the view of the evaluators that the requiretseof
Criteria 5.17 are essentially met although the wogdof the first point above is too precise and
could be interpreted to read that only transactimisxactly €15,000 require CDD. Furthermore,
the requirement is for CDD to be conducted whertréamsaction of significance takes place.” and
in the context of Criteria 5.17 it is consideredtthhis is more appropriate wording. Overall the
evaluators consider that a separate clause shoeléhberted into the LPMLTF to specifically deal
with the issue of CDD on existing customers.

81. As was previously noted under para 55 Montenegsaanaended Article 9 of the LPMLTF Law
to address this inconsistency.

Effectiveness
82. Overall it is clear that Montenegro has taken saviagislative and regulatory measures to
address the identified deficiencies on R.5 andriogbmore consistency to CDD procedures. The

effectiveness of implemented measures in respe@Ddd cannot be determined in a desk review.
Based on the provided statistics it is unclear Incany of the sanctions applied related to violation
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of CDD requirements. Notwithstanding, Montenegroowtl continue revising its AML/CFT
legislation and increase effectiveness of implematgont. This will need to be confirmed in the
follow up assessment.

Recommendation 10 - Record Keeping (rated LC in th&#1ER)

83. Deficiency 1 identified in the MER There is no requirement that transaction recordeusti

be sufficient to permit reconstruction of individlteansactions so as to provide, if necessary,
evidence for prosecution of criminal activity incacdance with the requirements of essential
criteria 10.1.1. Montenegro should amend the LPMItd fiake this requirement into account.

84. The only shortcoming identified by the assessmeamtin the "8 round MER in respect of
R.10 is a lack of requirement that transaction meshould be sufficient to permit reconstructién o
individual transactions so as to provide, if neaggsevidence for prosecution of criminal activity.
However, it does not appear that Montenegro haentaky steps to remedy this deficiency. In this
respect it still remains and Montenegro should s making the necessary legislative
amendments.

Effectiveness

85. Montenegro has not taken necessary steps to rentedyidentified deficiency in R.10.
Montenegro should consider amending the AML/CFT L&w remedy the above-mentioned
shortcoming. In respect of effectiveness, it coubd be assessed in a desk review. It was unclear
whether these had been sanctions for breaches@firkeeping requirements.

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

86. As set out under Recommendation 5 above, Montené@® introduced a number of

amendments to the preventive measures which wemasa the Law on The Prevention of Money
Laundering and Terrorist Financing (LPMLTF) throudle Bill on Changes and Amendments to the
Law on The Prevention of Money Laundering and Tréstd-inancing which has been approved by
the government and adopted by the Parliament.

87. Deficiency 1 identified in the MER The reporting obligation should be extended toidel
money laundering reporting obligations if the tran8on has already been performed.

88. The Montenegrin authorities have taken necessagslédive steps to comply with
Recommendation 13 in the AML/CFT Law. Article 27tb& Bill on Changes amends Article 33 of
the LPMLTF. In particular, a new article has baelded to after 82 of Article 33 which states:

A reporting entity shall provide to the competedtrénistration body data from Article 71 of this
Law after the executed transaction when there ispision of money laundering or terrorist
financing related to the transaction (regardlesshef amount or type) or client.

Where a transaction is considered to represent mdenendering or terrorist financing and when it
is not possible to suspend such transaction, orrwtieere is probability that the efforts of
monitoring a client engaged into activities suspdcto be related to money laundering or terrorist
financing could be frustrated, reporting entitiesall notify the competent administration body
immediately afterwards.
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89. It is noted that the amendments oblige reportingties to report to the FIU even if a
transaction has been extended. This amendment wappear to have rectified the identified
deficiency.

90. Deficiency 2 identified in the MER- The Book of Rules should be endorsed in law with
sanctions for breaches in order to become “othdpmeable means”.

91. As was stated in the®lprogress report of Montenegro, the LPMLTF pressilihat the
implementing regulations (rulebooks, decrees) dhaladopted six months after the date the Law
entered into force.

92. It is however unclear from the progress report asvhether the Book of Rules has been
specifically endorsed or what, if any, sanctions applicable. It is also unclear as to whether the
Book of Rules can be effective before the changeélse LPMLTF have been enacted.

Effectiveness

93. Pursuant to the statistics provided by Montenelgeoquantity of STRs has decreased since the
adoption of the *L progress report. In 2010 financial institutiondmitted 68 STRs, in 2011 -50
STRs. In general the level of STRs submitted toRhe during the reporting period appears to be
relatively low compared to a number of neighbourdegntries. Furthermore, it is unclear what the
objective indicators are according to which the SERe submitted.

94. Based on the statistics the Montenegrin FIU in 2049 disseminated 127 reports related to ML
to law enforcement, in 2011 — 125 reports, inclgdBl requests initiated by the FIU and 94

responses to requests received from law enforcerhkntever, it appears the there have been no
investigations or convictions for last two yearaséd on the information disseminated by the FIU.

95. In any event it should be noted that Montenegrothasecessary legal provisions in place. A
detailed assessment of the effectiveness of the ©gRne will be carried out in the follow up
round.

96. In regard to the above-mentioned Montenegro sheake necessary steps to increase the
number of STRs, in particular additional guidelimestrainings are needed for the Fls to raise the
awareness of these sectors to the importance iofothliegation to report to the FIU.

Special Recommendation 1V— Suspicious transactioreporting related to terrorism (rated LC

in the MER)

97. Deficiency 1 identified in the MER The reporting obligation should be extended todidel
money laundering reporting obligations if the tranton has already been performed.

98. As noted above under para 83, Montenegro has néigedlreporting entities to send a STR to
the competent authority after the executed trairsactgardless of the amount or type transaction.

Effectiveness
99. During the period covered by th& progress report there have been 1 STR and 1 refjoes
law enforcement related to the terrorist financamgt to the FIU. It is worth mentioning that the

STR had been provided by a commercial bank anidligitvas referred to a suspicious transaction
related to ML of non-resident natural person. Bukofving the analysis it was found out that the
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non-resident natural person is on the OFAC listeaforists. In this respect a notification had been
sent to the competent state authority to take sacgsneasures.

100With regard to the request, the initiator of it hbeen the Department for Suppression of
Organised Crime, Corruption, Terrorism and War @3mThe verification had been conducted by
the FIU in relation to non-resident natural persam#lved in conspiracy to commit acts of
terrorism in order to check whether these persassgss any funds in Montenegro. The result of
this verification had been sent as a reply to thectl prosecutor.

Main conclusions

101 Since the adoption of thé'progress report in respect of R.1, Montenegrorbeised the ML
offence in order to cover all physical and mategiainents of ML according to Vienna and Palermo
Conventions, which is very welcome. However theee «dill deficiencies that exist that need to be
addressed, particularly market manipulation andagetritoriality of predicate offences issue.
Furthermore, during the reporting period (2009-30b&re were no convictions for ML. This lack
of prosecution and conviction together with theklat confiscations and low level of STRs received
does raise a question concerning the effectiveofetse overall criminalisation regime.

102 Montenegro has taken steps to remedy some of theeteies identified in the 3 MER in
respect of SR.Il, however several important deficies have still not been addressed, in particular
the definition of “property” is no in line with ietnational standards, individual terrorist is not
covered. As for statistics there have been no aasesrorist financing offences.

103With regard to Recommendation 5, there have be#grak positive developments in the
regulatory measures to address the shortcomingtifidd in the report. Montenegro has introduced
amendments to the LPMLTF to remove existed uncsgstaind the definition of “beneficial owner”
is in line with the FATF Methodology; although s moted that the relevant legislation has stith¢o
enacted. However, a number of deficiencies stitham. The effectiveness of all legal provisions
will also be fully analysed in the forthcoming fmlv up onsite visit.

104 With regard to filing of STRs, Montenegro has teeessary legal provisions in place, although
the number of STRs is low. Montenegro should takeessary steps to increase the number of
STRs, in particular additional guidelines or trags are needed for the Fls to raise the awareiiess o
these sectors to the importance of their obligatoreport to the FIU.

105.In conclusion, subject to what has been said abdestenegro has responded to some of the
recommendations in the last report with respe¢héoCore Recommendations. Steady progress is
being made overall in the implementation of the AMET regime.

106.n conclusion, as a result of the discussions imete context of the examination of this second
progress report, the Plenary was partially satisfigth the information provided and the progress
being undertaken and thus adopted the progresst ngfilh necessary amendments and the analysis
of the progress on the core Recommendations. PtrdaaRule 42 of the Rules of procedure,
Montenegro was invited to provide an update in Damer 2012. The progress report will be subject
of an update in two years from the adoption of thfgort unless the 4th onsite visit has taken place
before then. The progress report is subject toraatic publication in accordance with the Rules of
Procedure.

MONEYVAL Secretariat
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2. Information submitted by Montenegro for the"2progress report

2.1. General overview of the current situation and theewklopments since the last

evaluation relevant in the AML/CFT field
Position at date of first progress report (16 March2010)

After the most important step that Montenegro haslenin approaching the EU, on™Becember 200§,

when it presented its official application for joig the EU, the European Council on28larch 2009

invited the European Commission to submit its apindn the application. The next step was presenting
Montenegro with the European Commission’s Questgrenon 22 July 2009, which formally represents
the beginning of the procedure of deciding on atiegpthe candidacy of Montenegro for the EU
membership. Montenegro officially sent the respsnsethe Questionnaire on 9 December 2009, and the

set of responses to the additional questions warets the EC at the end of January 2010.

By the Council of European Union decision the naie of Montenegro can as of 19th December 2009
travel without visas to the EU countries and to tifwee countries that are not EU members, but have

accessed the Schengen area (Switzerland, Norwayskmdl). The requirement needed for entering
mentioned countries is to own biometric passpdrég have been issued in Montenegro since 5th
2008. The decision on visa liberalization referemtrance and stay up to 90 days within six momntiit,
the purpose of tourist visit, business stay, ¥sitousins and friends, business meetings andasimil

the
May

The NATO Ministers of Foreign Affairs, in the mewiheld on 4th December 2009 in Brussels, took a
decision on Montenegro’s joining the MembershipidetPlan (MAP) — a NATO program of assistance

and practical support tailored to the individuadde of countries wishing to join the Alliance.

The activities for implementing the strategic cotmants of Montenegro for the EU membership, within

the accession process, are targeted at furtheringeef obligations undertaken by signing t
Stabilization and Association Agreement and therlmt Agreement on trade and trade-related ma
between the European Community and Montenegro,edisas by the tasks set in the National Prog
for Integration with the European Union for theipdr2008 — 2012, and the obligations that will de¥
depending on the forthcoming accession phases.

Considering the strategic documents, in the pefatidwing the last evaluation, in March 2009, f{
Government of Montenegro made a decision to deyé&wphe forthcoming three-year periodStaategy
for Fight against Corruption and Organised Crime and theAction plan for the implementation of th
Strategy, and the drafting of these documents dewmay. The working group formed by the Minister,
Interior Affairs and Public Administration is congeml of the representatives of the following institos:

Ministry of Interior Affairs and Public Administriain, Ministry of Justice, Ministry of Finance
Prosecutor’'s Office, judiciary, Police DirectorateDirectorate for Anti-Corruption Initiative,
Administration for the Prevention of Money Launderiand Terrorist Financing, State Audit Institution

Customs Administration, Department of Public Revenand two NGOs. This group has begun

he
tters
ram

the

activities related to the drafting of the mentiomedtuments. Namely, on 28th July 2005, the Govenmime

of Montenegro adopted tHerogram of Fight against Corruption and Organised Qime, as the first
national strategic document that has defined trasginat are to be reached in the area of fighinag
organised crime and corruption.

With a view to implementing the measures definethia Program, the Government of Montenegro
adopted on 24th August 2006 thetion Plan for the implementation of the Program & Fight against
Corruption and Organised Crime. The National Commission for monitoring the impkartation of the
Action Plan for the implementation of the Prograifright against Corruption and Organised Crime
established on 15th December 2007. On 29th May 20@8Innovated Action Plan for the
implementation of the Program of Fight against Coruption and Organised Crime for the period
2008 - 2009wvas adopted. The realisation of measures andt&sidefined in the Innovated Action Pl

2C

D

has

vas




for the implementation of the Program of Fight agaiCorruption and Organised Crime was planne
be completed till 31st December 2009. Thus the @waent of Montenegro passed a decision to dev
a Strategy for Fight against Corruption and Organised Crime and the Action plan for the
implementation of the Strategy for the forthcomingthree-year period, from 2010 to 2012

The activities related to drafting the natio&atategy for Fight against Terrorism, Money Laundering

and Terrorist financing and theAction Plan for the implementation of the Strategyfor the period

2009 — 2012An interagency Working Group for drafting the IBdr these documents was formed. T|
members of the Working Group are the representgii¥ehe following institutions: Ministry of Intesi

Affairs and Public Administration, Prosecutor’'s ©&, Central Bank of Montenegro, Insuran
Supervision Agency, the Ministry of Finance, thenliry of Justice, the Customs Administration, E®
Directorate, Directorate for Anti-Corruption Initive, Administration for Games on Chance, Seclgi
Commission, Administration for the Prevention of éy Laundering and Terrorist Financing, Natio
Security Agency, State Audit Institution and thpresentatives of the non-governmental sector.

The Working group, composed of the representatofesAdministration for the Prevention of Mone
Laundering and Terrorist Financing, Police Direater Department of Public Revenues, Cust
Administration, with the help of the OSCE MissianMontenegro Customs and Fiscal Assistance O

— CAFAO, United Nations Office on Drugs and CrimeUNODC, Swedish National Police Board,

International Criminal Investigative Training Adsisce Program — ICITAP, US Embassy and Bri
Embassy, harmonised the model of joint office foordination and intelligence data exchange- v
working title “ National coordination office for ¢hstate administration”. The establishing of thice
will enable data exchange between the Administnafr the Prevention of Money Laundering &
Terrorist Financing, the Police Directorate, thepBwment of Public Revenues and the Cust
Administration.

On 28" January 2009, the Central Bank of Montenegro &edBuropean Central Bank concluded

agreement of co-operation and exchange of infoomatthrough which CBM joined the effor
undertaken by the ECB in the field of preventiod detection of false euro banknotes.

On 7" May 2009, the Central Bank of Montenegro and th&dwal Bank of Serbia signed the Protocol
business co-operation in the field of professiomgrovement of employees.

On 16th October 2009, the Central Bank of Montemegnd the Croatian National Bank sign
Memorandum of Understanding establishing the coajmn in supervising banks operating in 1
territory of the Republic of Montenegro and the Bejr of Croatia.
In the period from the last evaluation in March 20@ontenegro has largely progressed in harmonisa
of criminal legislation with the European standardthrough adoption of the new Criminal Proced
Code, and drafting of the Law on Amendments of@hieninal Code.

In July 2009 the new Criminal Procedure Code waptadi (,Official Gazette of Montenegro* 57/200
In the newly adopted Code, special attention waticdéed to confiscation of revenues, property

material gain acquired through criminal act. Thed€oin Article 90, stipulates the procedure

temporary confiscation of property and financiavestigation for expanded confiscation of prope
Through adoption of this Code the procedure of p@ent confiscation of property whose legal ori
was not proven is introduced (Art. 486-489). Thecpdure stipulates that after the irrevocabilitythef
judgment by which the accused is pronounced gtiditya criminal act for which the Criminal Cog
stipulates the possibility of expanded confiscatibmproperty from the convicted, his legal successq
the person to whom the convicted transferred thpgaty, who can not prove the legality of its amigihe
state prosecutor, within the period of one yearldbest, submits a request for permanent confizcaif
the property of the convicted, his legal successothe person to whom the convicted transferred
property for which he can not prove the legalityitsf origin. The request is submitted to the con
without delay, to his legal successor or the petsamhom the convicted transferred the propertyh e
warning that he is obliged to prove the legalitytlué origin of the property, and that the propeviy be

confiscated if the legality of its origin is notgwed. If the convicted, his legal successor orpieson to
whom the convicted transferred the property, bydvdbcuments, or in the absence of valid documémnt
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permanent confiscation of the property. If the dored, his legal successor or the person to whaj
convicted transferred the property, by valid docatseor in the absence of valid documents, in ard
way proves the legality of the origin of the prayesr a part of the property, the court reaches@sibn
on complete or partial dismissal of the requespfimanent confiscation of the property.

Provisions of the Criminal Procedure Code relatmgemporary confiscation of property and finang

investigation for expanded confiscation of propdest. 90) and the procedure of permanent confimtat

of property whose legal origin was not proved (486-489) start to be applied from the day of beigig

th
th

ial

of the application of the provisions of the Law Amendments of the Criminal Code. The procedure of

adopting of this law is in progress. The new sohsi will, through adopting of the instrument

of

expanded confiscation of property gain and revergelen of proof and in material-legal sense, enable

their application stipulated by the procedural law.
According to the Article 158 of the new Criminaloeedure Code, it is prescribed the list of the orah

offences for which is possible to order measureseéret surveillance. Montenegro has accepted

recommendation of MONEYVAL- to have the possibility order those measures for types of

the

criminal offence — money laundering, which recomdsion was given in the Third round of mutyal

evaluation on Montenegro. In the previous CPC mreasof secret surveillance could be ordered only

fo

the criminal offences punishable by minimum of ¥ans of imprisonment as well as for the criminal
offences committed in the organised way, so measoiresecret surveillance, according to this previou

Code, could be ordered only if the money laundeviiag committed in the organised way. In orde
avoid this kind of limitation, new Criminal Proce@uCode prescribes in article 158:
Measures of secret surveillance may be orderethéofollowing criminal offence:

1. For which a prison sentence of ten years or maneggenalty may be imposed

2. Having elements of organised crime

3. Having elements of corruption, as follows: moneynidering, causing false bankruptcy, abusg

assessment, passive bribery, active bribery, disodoof an official secret, trading in influenc

abuse of authority in economy, abuse of an offipiadition and fraud in the conduct of offici
duty with prescribed imprisonment sentence of ejglar or more
4. Abduction, extortion, blackmail, mediation in prbstion, displaying pornographic materig
usury, tax and contributions evasion, smugglindawful processing, disposal and sorting
dangerous substances, attack on a person acteny afficial capacity during performance on
official duty, obstruction of evidences, criminasaciation, unlawful keeping of weapons 4
explosions, illegal crossing of the state border smuggling in human being
5. Against the security of computer data
A great step forward was taken also in view of admeents of incriminations of criminal offences
money laundering and terrorist financing, in aceok with the recommendations of FATF, reley

conventions of the Council of Europe, the Unitedidiess andacquis communautaird hese amendments

introduce criminal offences of abuse of authoritybusiness activities and unlawful influence — \ih
could be predicate for money laundering offence feeommended after the evaluation of MONEY VA
A significant novelty is also incorporation of thew criminal offence of forming a criminal orgartisa

(Article 401a) within the criminal acts against patpeace and order. It relates to incriminatioat thill

enable a more efficient and stricter criminal-legdérvention regarding the organised crime offen
The term and conditions of criminal organisatior given in accordance with the UN Convention
trans-national organised crime. With this Law, hie thapter of criminal offences against humanity
other goods protected by international law sevanandments were conducted, and the most signif
are the ones starting from the new concept of tistroffences.

The basic terrorism offence (regardless whetherttas directed against Montenegro, a foreigrestat
an international organisation) is stipulated iniélet 447 with many forms of committing an offendéuis
criminal offence, as well as new terrorist offensesh as public calling to commit acts of terrori
(Article 447a CC), incitement and training to corhmgcts of terrorism (Article 447b CC), use of ldt
device (Article 447c CC), destruction and damag&uwflear object (Article 447d CC), endangering
persons under international protection (Article Y148 well as terrorist financing (Article 449) we
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included and brought in line with a number of camti@ns aiming at prevention of terrorist acts,

nd

specially with the Convention of the Council of Bpe on the Prevention of Terrorism from 2005 that

was ratified by Montenegro in 2008.

In the framework of those changes, the definitibrthe criminal offence — money laundering is npw

completely in accordance with Vienna and Palermoveations.
In the field of international judiciary co-operatioit is important to point out that after the asien of

Montenegro to the Convention of the Council of Bpr@n Laundering, Search, Seizure and Confiscation
of Proceeds from Crime and on the Financing ofdresm (CETS 198), in December 2009 Montenegro
accessed to another important convention in thkl fid international legal assistance — European

Convention on Mutual Assistance in Criminal Mattetith additional protocols, European Convention

on

Extradition with additional protocols and Europgaanvention on Transfer of Convicted Persons with

additional protocols, by confirming this conventidiontenegro completed the set of internatio
instruments applied in the area of internationgalessistance in criminal matters.

nal

In accordance with the National Program for Intéigraof Montenegro into the EU, adoption of the law
that will define appliance and implementation o testrictive measures, competences of certair [stat

authorities and manner of record keeping on nataral legal person against whom internatig
restrictive measures are introduced, or the lawvhich the legal framework for introducing unilate
restrictive measures will be created, is plannedhe end of 2011.

Supreme State Prosecutor’s Office, according toLthe on Amendments and Changes of the Law
State Prosecutors, extended the competences obdpartment for suppression of organised cr
corruption, terrorism and war crime. The Departmisnhow competent for the criminal offences
corruption, terrorism, and war crime

On September 15th 2008, the number of deputiesasfegutors in the Department has been exter
Now in the Department for suppression of organis@uie corruption, terrorism and war crime there
Special Prosecutor and five Deputies, and the meat has the adequate premises and techniques.
During 2009, on the basis of the Law on the Presantf Money Laundering and Terrorist Financi
(Official Gazette of Montenegro No. 14/07 from 2L2007) in addition to:

i.),,The Rulebook on the Manner of Work of the Comfiance Officer, the Manner of Conducting the
Internal Control, Data Keeping and Protection, Manrer of Record Keeping and Employees
Professional Training" ( Official Gazette of Montenegro No. 80 of 26. 12. 2008) and
ii.) The Rulebook on the Manner of Reporting Cash Transetions in the Amount of 15,000 Euros
and more and Suspicious Transactions to the Adminisation for the Prevention of Money
Laundering and Terrorist Financing (Official Gazette of Montenegro No. 79 of 23.12.2008),

the following were passed as well:

e ,,The Rulebook on Developing Risk Analysis Guideles with a view to Preventing Money
Laundering and Terrorist Financing,, (Official Gazette of Montenegro No. 20/09 of
17.03.2009)

e ,,The Rulebook on Indicators for recognising Suspious Clients and Transactions,, (Official
Gazette of Montenegro No. 69/09 of 16.10.2008¢termines the List dhdicators. The List o
Indicators for recognising suspicious customers tagagsactions is included in the Rulebook,
follows:

- List of Indicators for banks,

- List of Indicators for capital market,

- List of Indicators for the Customs Administratjon

- List of Indicators for the Department of Publie\nues,
- List of Indicators for leasing companies,

- List of Indicators for auditors,

- List of Indicators for accountants,

- List of Indicators for lawyers and

- General indicators.
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On the basis of the Rulebook on Developing Risklygia Guidelines with a view to Preventing Mon
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Laundering and Terrorist Financing (Official Gaeettf Montenegro No. 79 20/09 of 17.03.2009), the
APMLTF has determined the Guidelines on developisl analysis with a view to preventing money
laundering and terrorist financing for the repagtentitiesthe APMLTF supervises (the reporting entitjes
from the Article 4 Paragraph 2 items 14 and 15efltPMLTF).
Guidelines were also determined by the followingeswising authorities: the Securities Commissiod an
the Administration for Games on Chance. The guigsliof the Central Bank of MNE are in the draft
form.
Regarding the bilateral co-operation with the cetperts from other countries, during 2009 the APMLT
signed several Memoranda of Understanding — firzumcielligence data exchange with: FIC EULEX —
Kosovo, the State Committee for Financial Monitgr{ifrlU) of Ukraine, as well as with the Anti-mongey
Laundering and Suspicious Cases Unit — United Amatirates FIU and the Financial Intelligence Agency
- FIA Bermuda.
Securities Commission has concluded several bilategreements with international supervisors| of

securities market in relation with co-operation axthanging data. On 17th February 2009 Securities
commission signed IOSCO Multilateral MemorandumWsfderstanding Concerning Consultation and

Co-operation and the Exchange of Information
Supreme State Prosecutor’s Office and Police Dirat¢ concluded the Memorandum of Understanding
and exchange of information related to preventt@tection and prosecution of offenders prosecuxed e
officio.
On 19th February 2010 APMLTF, Supreme State PrasesuOffice, Police Directorate Department |of
Public Revenues and Customs Administration sighedvtoU in prevention and prosecution of offenders
related to organised crime and corruption
The MoU defines obligations, general rules and seofnfforming and working of the joint team that Iwil
act in special cases of organised crime and caomupThe team, whose work will be coordinated bs th
Supreme State Prosecutor, is composed of repréisestaof APMLTF, Supreme State Prosecutgr's
Office, Police Directorate Department of Public Bewes and Customs Administration, who will |be
appointed for the period of three years.
On the national level, the APMLTF signed the Memmolam of Understanding with the State Audit
Institution of Montenegro in March 2009.
On the basis of analysing the assessment of needsticluding new bilateral Memoranda, the APMLTF
has, for the forthcoming period, planned signingmoeanda with those supervising authorities from
Article 86 of the LPMLTF with which it has not sigd memoranda yet, as well as innovating |the
previously sighed memoranda.
With a view to implementing the MONEYVAL expertseacommendations related to changes in|the
national legislation in the AML/CFT area, the Mimis of Finance has, upon the initiative of the

APMLTF, started the activities for preparing theanges of the LPMLTF. The working group, formed by
the Ministry of Finance (which proposes the lawpnsists of the representatives of the followjng

institutions: Ministry of Finance, Administratiorf the Prevention of Money Laundering and Terrqgrist
Financing, legislative authorities, Ministry of fige, Ministry of Interior Affairs and Public
Administration and the Administration for Games©@mance. The working group will, when drafting the

changes to the Law, be introduced to all the MONRBY\Vexperts’ recommendations referring to the

solutions in the LPMLTF, in order to meet all theteria from the FATF Recommendations. The
Government of Montenegro adopts the Proposal fangimg. Afterwards, the Proposal is subject to
parliamentary procedure, relevant parliamentaryrdsiaconsideration, parliamentary discussion and
adoption.

According to its competencies to participate inf@ssional training and improvement of the compleanc

officers at reporting entities, APMLTF organisetiv-day Workshop for reporting entities’ compliance

officers on the subject ,Preventing money laundgramd terrorist financing in the financial and non-
financial sector”. The participants were represévea of various categories of reporting entities:
commercial banks, brokers, car dealers, leasingaaias, casinos, real estate agencies...

With a view to effectively implementing the LPMLT&nd bylaws, in the forthcoming period, the
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APMLTF will:

e Strengthen institutional co-operation with otherstitutions involved in AML/CFT system;
(APMLTF has been planning to sign Memoranda of Ustading with other supervisirlg

authorities from Article 86 of the LPMLTF, as weals to innovate some previously signed
Memoranda of Understanding with Customs Adminigirgt Department of Public Revenugs,

Ministry of Interior Affairs, Central Bank of Montegro, Securities Commission and Basic C
in Podgorica).
* Improve international co-operation with the comméténstitutions of other countriessi@ining

burt

Memoranda of Understanding with several more c@esitras well as innovating some of the

already signed Memoranda are being planned).
e Improve the existing IT systerfin order to fully implement the new data delivéoyms which

make an integral part of the Rulebook on the MarofeReporting Cash Transactions in ﬂhe

Amount of 15,000 Euros and more and Suspicioussketions, APMLTF will initiate a comple
innovation of the existing IT system. Supplying #pecial analytical software 12 and the train
for designers and users of this software are ured@rw
* Proceed with continuous training of professiona(&PMLTF will proceed with organisin
trainings for reporting entities compliance offiseand the employees that directly contact
customers. The training will be focused on moredife implementation of the Law and bylay
with special reference to PEPs, proper identifargtirecognition and reporting of suspicid
transactions to the APMLTF on the basis of STRaattirs, ML typologies...).
As a regulatory authority of the insurance markied, Insurance Supervision Agency is involved in
implementation of measures from the innovated agbian for the implementation of programs aga
the corruption and organised crime, among whichnis of the tasks that the Agency undertook by
plan. The task is establishing guidelines on rigklgsis to prevent money laundering and terror,
financing, and defining other procedures aimeddaniifying suspicious transactions, and that wél
addressed to obligatotmder Article 4, paragraph 8 of the Law on Prevamtif money laundering an
terrorism financing, i.e. insurance companies arahthes of foreign insurance companies that con
life insurance business. The above mentioned go&kelwill be harmonised with the Regulation on
development of guidelines for risk analysis to preévmoney laundering and financing terrorism, a€ld
by the Ministry of Finance during the 20@Sar.
Activities on the development of these Guidelinkgency began at the beginning of the 2010 and
expected that the activities of their developmert publishing will be completed in the first haffthis
year. Also, those activities began within the IF#0 twinning project "Strengthening the regulatang
supervisory capacity of financial regulators”, waamal is aid to the financial regulators in Moregio
in building institutional capacity through the tedatal assistance and professional training of eygds,
establishing a modern operational procedures,gitnening co-operation between financial regulasors
ensuring greater stability of the entire finanagdtem. The start of the activities is expecteith@tend of]
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January 2010 under the fourth component withinnieationed project, which is related to the Insueanc

Supervision Agency. One of the activities will nefe the preparation / review of appropriate guits
for addressed reporting entities that are defingdhe existing Law on AML/CFT, and that proje
activity will be the best control done so far rediag this issue. The ultimate goal of this parttioé
project will be transposing the European legistatimom this area into National legislation as weedl

adaptation of the function of supervision of theeAgy in accordance with the best internationaltmac

from this area.

ct

In the previous period, co-operation with the atities involved in the system AML/CFT was succebsfu

and comprehensive. However, in accordance witlcgimelusions of the Government of Montenegro,
Insurance Supervision Agency is planning to foraslinentioned co-operation’s during 2010 through
special agreements on co-operation signed frorbdliesides.

Since its recent establishment, the priority of Agency in 2009 was the establishment of co-opamati

the
the

and signing formal agreements with the insuranceketaegulators and institutions from the Regios
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well as those on the global level. In 2009, the Wgyehas become a full member of the International

Association of the Insurance Supervisors - 1AISjolhwill significantly facilitate the establishment
closer level of co-operation and exchange of inftion of the Agency with the insurance regulators
the world, efficient monitoring and improving theesall financial stability in Montenegro. With tlsame

goal, but in the regional framework, during 20082 #hgency has achieved intensive co-operation |and

contacts with all the insurance regulators in thegiBn. Formal Memorandums of Understanding we
signed with the Austrian Financial Market AuthoritfFMA, Insurance Supervision Agency of Sloveni
and the Croatian Agency for Supervision of Finan8ervices - HANFA.

In order to strengthen its institutional capacthg Agency has recently started with the activitrethis
field. Within the IPA 2007 twinning project "Figligainst organised crime and corruption”, employdes

re
a

the Agency have participated in training in theigebfrom 30.08 to 04.09.2009, which was provided by

the representatives of the administration of théddnKingdom and Northern Ireland, and dedicated
representatives of the supervisory authority uidelaw of AML/CFT.

to

Throughout the already mentioned fourth componéihe IPA 2008 twinning project, during 2010 and

the beginning of the 2011, it will be implementedaage of activities with the goal to improve exigt

legislation in the field of AML/CFT, building proésional capacity of the Agency regarding AML/CKT,
raising the legal awareness of Law reporting estitand public opinion, as well as improving ¢o-

operation between supervisory authorities in tleédfi Quoted will include the analysis of the cutren

regulatory framework, preparing the draft guidedinghich will be used in this area by the Agency,

developing programs and techniques of inspectionshie Agency, as well as providing training to th
addressed reporting entities defined by the LawAML/CFT. It also includes preparation of

e

informational materials, raising awareness aboet ithportance of AML/CFT among the competent

bodies which are connected by the Law of AML/CFTosecution and judiciary, and, at the end,
eventually establishing formal co-operation betweapervisory authorities, or more precisely, sigrin

the Memorandums of Understanding.

New developments since the adoption of the' progress report

THE PROJECT AS SET OUT ABOVE HAS BEEN SUCCESSFULLY COMPLETED

Bill on Amendments and changes of the Law on the Bwention of Money Laundering and
Terrorist Financing

During 2011, the new revised Bill on Amendments ehdnges of the Law on the Prevention of Mone

y

Laundering and Terrorist Financing has been subdith the Government for adoption. Afterwards that

it was submitted to the Parliament for consideratamd adoptionin February 2012 director of
APMLTF presented the Bill on Changes and Amendmentso the LPMLTF to Members of
Parliament of Montenegro and we expect that the vaig procedure and adoption of the law should
be completed at the beginning of March 2012.

The mentioned Bill was changed in accordance wttommendation of given by MONEYVAL after

3 Round Mutual evaluation of Montenegro, the legaests of the European Commission and CoE,

suggestions of the APMLTF, the Insurance Supemiskpency, Ministry of Finance and it |s
harmonized, to the highest possible extent, wighftitiowing EU_DirectivesDIRECTIVE 2005/60/EC
OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 26ctober 2005 on the prevention
of the use of the financial system for the purpa$emoney laundering and terrorist financing;
COMMISSION DIRECTIVE 2006/70/EC of 1 August 2006 laying down implementing measdoes

Directive 2005/60/EC of the European Parliament afidhe Council as regards the definition |of

‘politically exposed person’ and the technical enith for simplified customer due diligence procedur

and for exemption on grounds of a financial acgtivibnducted on an occasional or very limited bgsis;
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DIRECTIVE 2002/92/EC OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 9

December 2002 on insurance mediation Birdctive 2000/46/ECof the European Parliament and
the Council of 18 September 2000 on the takingoupsuit of and prudential supervision of the bus#
of electronic money institutions

Bill on Amendments and Changes of the Rulebook lmdicators for recognizing suspicious
customers and transactions in the area of redeestade and construction businesses has bee
submitted to the Ministry of Finance for considenatand adoption.

The most important provisions in the Bill on Chasng&d Amendments to the Law on Prevention of
Money Laundering and Terrorism Financing are as\:

of

The amendments to the existing Law regarding therting entity’s obligation on reporting suspicious

transactions, indicating that the obligor shall dnée submit to the relevant institution data ommior

transaction_after the transactjomhen there is reason to suspect that the trdneagio matter to the

amount or type) or client is involved in money ldaring and terrorism financing. Also the list
reporting entities is extended in relation to legatl natural persons conducting business activitie
investing, trading and mediation in real-estatelérand sports organizatior$ports organizationsare
for the first time introduced as reporting entitteat are obliged to carry out measures for detgaind
preventing money laundering and terrorist financiiBports clubs, associations and other sp

organizations shall be directly supervised by APMLih accordance with Article 86 of the LPMLTF jin

which supervision is defined. This solution is ddesed as good one since the majority payment

sports clubs are carried out in cash and therepissaibility for numerous misuse in relation to regn
laundering and terrorist financing. (Article 3 4&tBill on Changes and Amendments to the LPMLTF).

Also, financial institutions are obliged to take asares and actions to eliminate money laundering

risks that may arise from new developing techn@sghat might allow anonymity (internet banking,
cash dispenser use, phone banking etc.). Due tofitencial institutions shall adopt internal
procedures for prevention of the new technologies for the purpose of money laundering and
terrorist financing. (The mentioned is defined leywnArticle 28a (Article 23 of the Bill on Changes
and Amendments to the LPMLTF) — harmonization VA&TF Recommendation 8.

Through changes of Article 12 it is defined thath& evidence on the client’s identity cannot be
obtained the business relationship shall not bebéished and transactions shall not be executéd. T
New Article 12a regulates wire transfers in the nanthat a reporting entity engaged in payment
operations services or money transfer services shtdin accurate and complete information on the
originator and enter them into the form or mesgatpted to wire transfers of funds sent or received
in any currency that is the subject of the wiresfar. (Articles 10 and 11 of the Bill on Changesl
Amendments to the LPMLTF) - harmonization with SpeRecommendation VII 7 FATF.

Additionally, the obligation that the competenttstauthority shall publish on its website the 6t
countries that apply international standards(FAT&€cdtnmendations) in the area of preventing
money laundering and terrorist financing that dréha same level as the EU standards or higher i
introduced through the Bill on Changes and Amendmnthe LPMLTF . The distinction between
countries that apply AML/CFT standards and the tdemthat do not apply these standards has bee
made. (Article 37 of the Bill on Changes and Amegdts to the LPMLTF).

The organizers of special games of chances argenb(ishall) in carrying out the transaction in the
amount of at least € 2.000 verify the identity afli@nt and obtain the data from the Article 7t

of this Law and this was not the defined in prawisof the current Law on PMLTF. (Article 7 of the
Bill on Changes and Amendments to the LPMLTF).

The APMLTF suggested that in Article 48 (of the f@mt LPMLTF) a new paragraph 7 shall be
added and it defines that Upon the competent adtraion body's request for delivering data,

information and documents from paragraphs 1 torBparting entity shall, in cases when the request
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is designated as urgent, deliver the requested wdteout delay, not later than 24 hours after
receiving the request. (Article 34 of the Bill oh@hges and Amendments to the LPMLTF).

Article 28 of the Bill on Changes and Amendmentshie LPMLTF a new Article 33a is introduced
and it defines, for the first time, the necessitypaying significant attention on all unusuallyder
transactions which have no apparent economic a@bleisawful purpose. This means that besides
suspicious transactions all unusual transactiorsl dbe analyzed- harmonization with FATF
Recommendation 11.

Article 54 of the current Law that defines datalexiion upon the initiative of the competent state
authority is completely changed. Namely, the curdemicle 54 of the Law is not clear enough and
leaves possibility of being interpreted incorrecthue to that the Article 54 is fully changed armin

it precisely defines cases when the competent ataterity (APMLTF) shall initiate the procedure

for obtaining and analyzing data, information armtuinentation for the purpose of detecting and
preventing money laundering and terrorist financiogon the request of other competent state
authorities and also the type of that which thisidtive shall include. (Article 36 of the Bill on
Changes and Amendments to the LPMLTF).

The recommendations of the European Commissiorrdiegpthe definition of the beneficial owner,
a politically exposed person and its close asspeisg accepted and introduced in the Bill on Change
and Amendments to the LPMLTF. The definition of &fécial owner given in the current Law is not
fully harmonized with the definition from Directiva005/60/EC - Article 3 item 6 of the Directive.
The change refers to the words ,more than 25%‘d@hatow changed and in the new item 8 stated as
,Of at least”. Thus, a beneficial owner of a busm@rganization includes those natural persons tha
own 25% of shares as well, and not only the natpeskons that own more than 25% shares as
provided for by the current Law. (Article 14 of th&ll on Changes and Amendments to the
LPMLTF) Provision regarding PEPs are changed sottite PEPs is considered, not only a person
that is acting or has been acting in the last geaa distinguished public position in a state, dsb a
person that is acting or has been acting in the yyaar on a distinguished public position in
Montenegro or in another country or on the intéomat level. In addition to that the list of potiélly
exposed persons shall be published on the welfsitee @ompetent administration body (APMLTF).
(Article 21 of the Bill on Changes and Amendmentsie LPMLTF).

In Article 42 of the Bill on Changes and Amendnsetd the LPMLTF (Article 86 of the current
Law), the Bar Association of Montenegro and Not@hamber are designated as new supervisors fg
implementation of the Law by lawyers and notarisiso, In Article 43 of the Bill on Changes and
Amendments to the LPMLTF (Article 89 of the currdraw) amendments defines that If the
supervisory authorities from the Article 86 of thisw, during the inspection, assess that in releio
any transaction or person there is suspicion ofewdaundering or terrorist financing, or establish
facts that can be related to money laundering mworist financing, shall immediately and without
delay inform the competent administration body.

Article 33 of the Bill on Changes and Amendmentshi® LPMLTF defines that in Article 43 of the

current Law after paragraph 4 a new paragraph bbadded and it defines that a notary shall, ance
week, provide certified copies of the sales comgraeferring to real estate trade, with the value
exceeding €15 000, to the competent administrddanty (APMLTF).

The penalty area of the Law is amended with magig riines and the amount of fines is given in
Euros. The range of the amount of fines is from, &@ to €20, 000. Article 50 of the Bill on

Changes and Amendments to the LPMLTF definesAftat Article 96(of the current Law) a new

Article is added and it stipulates that in the déveh particularly serious violation or repeated
violations from the Articles 92 - 96 of this Lawpaohibition on performing business activities may
be imposed to the legal person up to two yearsaaptbhibition on performing business activities
may be imposed to the responsible person and hateirson up to two years. (Articles 45-50 of the

—
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Bill on Changes and Amendments to the LPMLTF refershanges and amendments to the Articles
92-96 of the current Law)

Administration for the Prevention of Money Laundering and Terrorist Financing

In the first half of 2010 analysts from tR@ministration for the Prevention of Money Laundering
and Terrorist Financing - Analytics Department completed the training fae tlew analytical softwar
“12”, “ANALYST NOTEBOOK”

On 2 June 2010 Montenegro was granted observer statuEAG group — he Eurasian group on
combating money laundering and financing of tesrori

During 2010 APMLTF signed MoUs with the financiakelligence units of Moldova, San Marino and
Israel. Additionally, APLTF innovated MoU with thfenancial intelligence unit of Russian Federatjon
regarding prevention of terrorist financing.

On 19" February 2010, in the aim of establishing new neasand methods of cooperation in the area of
suppression of organised crime and the most setypas of criminal offence of corruption the Supssm
State Prosecution, Police Directorate, Directorfie Public Revenues, APMLTF and Customs

Administration signed Memorandum on establishirgy $ipecial Investigative Team. The team is headed
by the Special Prosecutor for organized crime amcuption.

On 10" December 2010, during the opening the Projecnitel; the representatives of the Ministry|of
Interior, Ministry of Justice, APMLTF, Police Dirrate, Customs Administration and Directorate |for
Public Revenues signed Memorandum on improving the codperat the area of suppression of crin
The main goal of signing this Memorandum is improeat of cooperation in the area of suppression of
crime for the purpose of exchanging operative dzdih refer to the suppression of crime in accordanc
with Montenegrin legislation.

During 2009 and 2010 the requests for initiatimgtfdegree misdemeanor procedure were submitted to
the person authorized for conducting first degrésdemeanor procedures (Department for conducting a
first degree misdemeanor procedure was within tR®MATF). In November 2010 the Authorized person
moved to another state authority. In February 201l new Rulebook on internal organization and
systematization of APMLTF dissolved the Departmémt conducting a first degree misdemeanor
procedure. According to the new Law on misdemeatiaas entered into force ori' Beptember 2011,
the requests for initiating first degree misdemeanocedure are submitted to the District misderoean
authorities.

on 20" January the new APMLTF Systematization Act is aeddp In accordance with the new
Systematization there are systematized workingtiposi for 38employees. Currently there are|29
employees and one trainee. The main novelty intreduwith this act is the new Department for
prevention reporting in area of PMLTF. This Depatmwill continue to carry out activities relate |t
European and Euro Atlantic integrations as well ugslating National Action plans referring [to
implementation of the national strategies.

During 2010 APMLTF representatives participatethatfollowing trainings:

» Workshop on “Cooperation between Financial Intelfige Units and Law Enforcement Agencies in
fighting against money laundering and recoverihgitilassets”, held in Syracuse, Italy, October 4
8, 2010, organized by IMF Legal Department in dwdi@tion with The Basel Institute of
Governance and the Istituto Superiore InternazedaBcienze Criminali

* IPA 2008- DET ILECUSs 2

* POLICE COOPERATION:FIGHT AGAINST ORGANIZED CRIMINAL PARTICULARY
ILLICT DRUG TRAFICKING AND PREVENTION OF TERRORISM
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Police officers professional ethics and corrupfioevention, held in Becici, Montenegro from 1st
-5th November 2010.

* Human resources management in performing policesjuteld in Danilovgrad, Montenegro, fram

15th to 17th November 2010.
 Designing economical end financial strategy , elBecici, 09-10.Decembar 2010,

» The Egmont Group/World Bank tactical Analysis Ceurkeld in Paris, France, December 6 -
2010.

 Training programme for the holders of judicial ftino on fight against corruption — Personal and

institutional integrity, held in KolaSin, Novemb#0, held in Budva, November 12, organized

by

the Centre for training the holders of judicial étion, UNDP and OSCE offices to Montenegro ,

State Department, US Department of Justice.

» Values —gender relations and corruption, held idv&i Montenegro, December 2 - 3, organized
Centre for training the holders of judicial funetiand UNDP.

by

» IPA 2008, Twinning Programme MN 08 IB FI 01, Strérmening the regulatory and supervisory

capacity of the financial regulators referring @ tprevention of money laundering and terror

sm

financing, performed through the Central banks ethérlands and the Bulgarian National Bank

and Montenegrin beneficiary institutions Centralnka Securities Commission, Insuran
Supervision Agency and APMLTF .

* In 2010 FIU Montenegro created new web site and régcement of web server. IT Department is
improving its capacities continuously.

ce

In the period December 2010 — April 2011, APMLTEentral Bank of Montenegro, Securities
Commission, Insurance Supervision Agency contirtoestrengthen its roles in the area of prevention o

money laundering and terrorism financing through tlalization of activities in the Twinning proje
MN 08 IB FI 01 —“Strengthening the regulatory angearvisory capacity of the financial regulators

Montenegro" financed by the European Commission padormed in cooperation with the De
Nederlandsche Bank and the Bulgarian National B&ihk.following project activities were as follows|:

« 18" - 19" January 2011within Activity 4.3.3. was organizedoMshop on preparing
AML/CFT information material for public, financigand non-financial institutions. The
slogan and the text for the brochure and the flybich will be distributed to financial
institutions and citizens, aimed at raising puldiwareness on the prevention of money
laundering and terrorism financing.

« 25" - 26" January 2011 within Activity 4.4.1 was organizeMIACFT supervision workshop
for financial institutions,

« 27" - 28" January 2011 within Activity 4.4.1. was organizedML/CFT supervision
workshop for non-financial institutions,

« 1%-2" March 2011.godine, training for law enforcemerthatities related to AML/CFT

« On 7" to 8" March Second Conference of the Parties to the Cegantion on Laundering,
Search, Seizure and Confiscation of the Proceedsofn Crime and on the Financing of
Terrorism (CETS 198) held in Strasbourg.

« On 2Ff'and 28 March 2011 Tax and Crime Conference: A whole@fegnment approach in
fighting financial crime was held in Oslo

« On 17" and 18 March 2011 a Workshop on Criminal Money Flowstha Internet was
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organized in Belgrade

« On 28" to 29" March 2011 Human Resources Management Authdritgooperation with
Judical Training Center of Montenegro and UNDRceffin Podgorica organised training on
Personal and institutional integrity and Corrupti®elated Crimes” in B&c¢i.

* In the period April — September 2011, the CentraniB of Montenegro continued to
strengthen its role in the area of prevention oheywlaundering and terrorism financing
through the realization of new activities in the ifiming project MN 08 IB FI 01 —
“Strengthening the regulatory and supervisory ciypaof the financial regulators in
Montenegro" financed by the European Commission @erfbrmed in cooperation with the
De Nederlandsche Bank and the Bulgarian NationakBa

« In the period from 19to 22" April 2011, within ILECUS project, a workshop oRrevention
of money laundering” was held in Becici, MNE.

« In the period from 28 to 29" April 2011, Human Resources Management Authority
cooperation with the Regional School of Public Adistration(RESPA) organised workshop
on “Prevention of Corruption in State Administration’n Danilovgrad, MNE

« On 2T April 2011.godine Human Resources Management Aiithoin cooperation with
Directorate for Anti —corruption Initiative orgaeis training on “Preparation and conducting
Integrity Plans, in Podgorica, MNE

« On 18" April 2011 Within the Twinning project MN 08 IB FD1 —“Strengthening the
regulatory and supervisory capacity of the finahcégulators in Montenegro" workshop for
representatives of the competent state authoritiekided in the PML/CFT system in
Montenegro, was held in Podgorica, MNE

« On 6" May 2011 Human Resources Management Authority doperation with the
Government of Norway organised the conference ambliP Administration Reforms in the
process of accessing EU”, in Podgorica,MNE

« On 9" and 16' May the Meeting of the South East European Coaijmr Process Directors
of National Institutions and Agencies for Combati@grruption and Organized Crime took
place in Becici, MNE

« In the period from 9to 13" May 2011 within the Twinning project IPA 2009 “Stigthening
capacities of the Police Directorate Montenegro’rksbhop on “Conducting financial
investigations with the view of combating moneyridering and terrorist financing” was held
in Danilovgrad, MNE

* In the period from 22 to 26" May 2011 within ILECUS 2 project, a workshop on *
Investigations of the criminal offences relatechtwcotics and organized crime” was held in
Budva,MNE

« In the period from 8 to 10" June 2011 Rule of Law Assessment mission: Figainst
Organised Crime and Corruption (Reference codé IND/EXP 45684) was carried out in
Podgorica,MNE

« In the period from 14to 17" EAG was held in Moscow, Russia,

« On 14" June 2011 within ILECUS 2 project, a workshop dnvestigations of the corruptive
criminal offences” was held in Kolasin, MNE

* In the period from % to 7" July 2011 The Third The International AssociatimhAnti-
Corruption Authorities seminar was held in Shang@aina,
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« In the period from 1" to 158" July 2011 the 19tEgmont Group Plenary Meeting was held
in Armenia,

« In the period from 8 to 9" September within the Twinning project IPA 2009r&igthening
capacities of the Police Directorate Montenegrotksbop on “Money Laundering, Seizure
And Confiscation of the Proceeds From Crime” wasd e Danilovgrad, MNE

In the period September — December 2011, the GeB@ak of Montenegro continued to

strengthen its role in the area of prevention ofeylaundering and terrorism financing through

the realization of new activities in the Twinningoject MN 08 IB FI 01 —“Strengthening th

e
regulatory and supervisory capacity of the finahoégulators in Montenegro" financed by the

European Commission and performed in cooperatidh thie De Nederlandsche Bank and the

Bulgarian National Bank. In this regard, APMLTF, rdml Bank of Montenegro, Securities
Commission, and Insurance Supervision Agency hdhinvthe Component 4 Prevention jof
Money Laundering and Terrorism Financing, Subconeport.3 Information material, prepared

brochures which were distributed to financial ingions and citizens aimed at raising the public
awareness on all activities performed in the afgaevention of money laundering and terrorism
financing. These brochures were also publishedhemebsites of the mentioned state authorities

included it the Twinning program.

Additionally, APMLTF, Central Bank of Montenegroe&irities Commission, and Insurarice

Supervision Agency has, within the Component 4 &mden of Money Laundering and

Terrorism Financing, Subcomponent 4.4 Cooperatieiwden authorities included into t
system for PML/TF, prepared the Draft of MemorandMi@U on cooperation and exchange
information regarding prevention of money laundgramd terrorist financing.

» a working meeting of Heads of FIU Montenegro, Serlind Albania on preparation of the
Cross border cooperation project (that should beiech out and financed through IPA
Programs) was held in MNE.

 within ILECUS 2 project, a workshop on “Financial/estigations and seizure of assets ” wag
held in MNE.

* In the period from 8 to 9" September within the Twinning project IPA 2009r&igthening
capacities of the Police Directorate Montenegrotksbop on “Money Laundering, Seizure
And Confiscation of the Proceeds From Crime” wad heDanilovgrad, MNE

Except of events that are organized in Montenegragpresentatives of various institutions in
Montenegro also attended a number of internationatonferences and meetings, such as:

* Investigating and prosecuting the financing of désm - expert meeting on preventing 4

countering terrorist financing organized by OS@EChisinau, Moldova on 37 September

2011

» The Fifth Regional Headsof FIUs Conference held in Otoéec Slovenia from 120 -14"
October 2011

» Within IPA Project 2009 “ Strengthening capacitashe Police Directorate” - study visit to
the Statecriminal police agencyBadenWuerttemberg, Germany, from 10" -14" October
2011

« 10th MONEYVAL Typologies meeting was held in Teli# Israel from 38 October — ¥
November 2011

» The 15th Plenary meeting of the Eurasian groupaonbating money laundering and financing
of terrorism (EAG) was held in Xiamen, China on Mmber 23-24, 2011
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Criminal legislation of Montenegro

Criminal legislation of Montenegro was further improved since the last Progress teptamely, the
new Criminal Procedure Code started to be applifIC establishes the normative basis for a n
efficient and less expensive criminal procedurescAil is aiming at providing a complete protectih
human rights and fundamental freedoms, guarantg#uebConstitution and international documents,
to make a balance between two requirements in gueedure — the efficiency of a criminal procedt
on the one hand and a protection of human rightsfandamental freedoms, on the other hand. N
Code introduced major changes in the criminal pedoe. The main novelties are: concept
prosecutor-led investigation, reversed burden afoprof legality of property (on the offende
Agreement on the admission of guilt and others. inlf@ementation of the new CPC takes part of
overall judiciary reform which started few yearsoag Montenegro (Strategy for the reform of T
Judiciary 2007-2012 and The Action plan for the lengentation of the Strategy 2007-2012).

Criminal code is also further improved by changed amendments in 2010 and 2011. Changes
amendments encompassed the articles referringniinet offences of Money laundering and Financ
of terrorism. Also, criminal offences related torégism are much more widened, defining 4 additig
forms of offence. Also, changes and amendmentsedeering to criminal offences Abuse of Position
Business Operations, lllegal influence and Inskigeof illegal influence.

Besides, changes and amendments of the Law inteddabanges in terms of articles referring
confiscation of proceeds of crime, in a way thatatordance with the art. 113 of The Criminal cq
from the perpetrator of the criminal offence ipisssible to confiscate material gain when thesedsubt
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that it was gained by criminal offence, unless tifiender makes it probable that its origin is lepal

(expanded confiscation)). Expanded confiscation lmarapplied if the perpetrator is by final decis
sentenced to: 1) some of the criminal offencesqieaped in the framework of the criminal organiaat
(Art 401a); 2) some of the following criminal offess:

- against humanity and welfares protected by irtional law perpetrated for self-interest;
- money laundering;
- unauthorized production, keeping and releasingifoulation of narcotics;

- against payment operations and economic tramsectind against official duty, perpetrated for-s
interest for which prescribed punishment is 8-yediisnprisonment ore more severe punishment.

on

elf

Within the project, —IPA 2008 “Strengthening thgukatory and supervisory capacity of the financial

regulators in Montenegro” théentral Bank of Montenegro has, within the activity in the @nponent
1.C.4. Assistance in implementation of best practic money transfers pursuant to Directi
2005/60/EC and Regulation 1781/2006/Egassed the Decision on Mandatory Elements of P
Transfer Order (OGM, 15/11), which implementedriguirements of the Regulation 1781/2006/EC.

Securities and Exchange Commission

Securities_and Exchange Commissiorconcluded the Memorandum of Understanding on Mu

Cooperation and the Exchange of Information withv8hian Securities Market agency on 12/04/2010

The Commission concluded the Memorandum of Unded@tg on exchange of information on

international aid in the capital market regulatieith Republic of Srpska Securities Commission
15/03/2011.

The Commission concluded Memorandum of Understandm mutual assistance and the exchang
information concerning matters of securities andsp@En companies’ supervision with the Bulgar
Financial Control Agency on 12/05/2011.
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Montenegro Securities and Exchange Commission adad| Declaration on cooperation on 30/11/2011
with regulators from the following regions: Slovani Securities Market agency, Republic of Srpska
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Securities Commission, Securities Commission offtederation of Bosnia and Herzegovina, Securjties
Commission of Btko District, Securities and Exchange CommissiothefRepublic of Macedonia, the
Croatian Agency for Supervision of Financial Seegi@and Republic of Serbia Securities Commission.

The Declaration of Cooperation has a common gaatablishing and maintaining fair, efficient and
orderly capital markets and investors protectioegi®ators intend to provide mutual assistance demr

to ensure consistency of business operations ¢ongliand improvement of market, especially in the
field of faster international integration.

In order to achieve the above mentioned goals aindiples the work groups will be established whjch
will deal with relevant issues regarding capitalrkes such as the following: corporate governance
development, regulations improvement, legal issusdication of regulators and capital market
participants, information technology, etc. Their riweshall be coordinated by Permanent Natignal
Regulators Conference within the region.

Supervision Agency in December 2011.

In cooperation with the Twinning project team, Memtgro Securities and Exchange Commission
Prevention of Money Laundering and Terrorist Finagdnspection Guide, which was adopted by the
Commission in April 2011.

On 28 September 2011 the Commission adopted a GoHéhics, as a general rule of conduct which
contributes to elimination of the conditions forrg@Epation of the Commission's staff in mongy
laundering and terrorist financing. The same wadized in Montenegrin and English languages and
delivered to each employee, exposed in a visitdeeplin the Commission's premises and put on the
website of the Commission.

On 29 of December 2011, the Commission adoptedvihgter control plan for 2012 which directs the
examiners to the principles, methods, methodoléggms and quality required in the performance of
control by providing conditions for coverage, sys&ic and timely risk assessment, and primarily|the
application of uniform legislation, and thereforeoyiding information on authorized participants'
measures taken regarding anti-money launderindgeanafist financing.

Given the link between corruption and money lauimgeand terrorism financing, on December 23, 2011
in the premises of the Securities and Exchange Ussion the representative of the Administration [for
Anti-Corruption Initiative held a lecture on theethe "What is corruption,” where he got acquainked t

employees of the Commission with the term, formbstance and the negative effects of corruptioe.|Th
issue of integrity was also discussed, that isjritegyrity plan as a way of eliminating corrupti@md the
Commission, on 29 of December 2011, adopted thegtity plan based on which procedures for all
work will be done, within which the procedures tethto anti-money laundering and terrorist finaggin

will be included.

Securities and Exchange Commission opened a sgegjalon its web site dedicated to the preventign o
money laundering and terrorist financing.

On May 5, 2010 the Securities and Exchange Comamsadopted the Decision by which it obliged
authorized participants on the capital market tongt) in the forms of periodic report, under them 5
and annual report on operations under the itern the Securities and Exchange Commission the data o
performance of obligation of reporting the Adminésion for Prevention of Money Laundering and

Terrorist Financing stipulated in Article 33, pamghs 1, 2 and 3 of the Law on Prevention of Money
Laundering and Terrorist Financing and that forheatthe authorized capital market participantsrfou

guarterly and one annual control has been condudibd reports have not been accepted by|the
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Commission if unless they contained also the Repothe prevention of money laundering.

Rules for capital market participants containsvimions that prescribe that the internal contral
responsible, among other things, for implementatibthe Law on Prevention of Money Laundering and
Terrorist Financing and for taking measures agahmste who act contrary to this legal obligatiom an
business principle. These provisions were entergd the Rules by authorized capital market
participants; that the Executive Director of thenpany is responsible for consistent compliance thi
provisions of these rules and other laws of the gaimy in the internal control system, respect far|th

established standards in performing all operatafrthe company and full involvement of all employee

of the company in their implementation: that emplbywithin the company, among other things, |are
obliged to, when working with clients, adhere téemal procedures which are aimed at preventing
money laundering and terrorist financing activitetopted by the competent authority of the company,
and that, with no obligation to inform the cliemgport to internal control manager and Executive
Director any suspicious transaction.

Provisions of Article 19 of the Law on Investrhdfunds ("Official Gazette of Montenegro”, No.
54/11) prescribe that:

* "When the home Member State of the management apmigsanot at the same time the home
Member State of the mutual fund, the depositarytrooaclude an agreement in writing, on how to
exchange information required in order to perfohm tlepositary duties in accordance with the Law
(paragraph 3);

» The agreement referred to in paragraph 3 of thilarshall specifically govern:

1) Name and registered office of the managemenpeomalong with names of open-end funds|for
which the agreement is concluded;

2) the manner and procedure for exchanging infaonatnd data;
3) the manner of storage of confidential data aedsures to be taken to prevent money laundering;

4) authorizations in relation to the appointmenttiifd parties and transfer of authorities to third
parties;

5) the manner of changing and amending the agreernanluded;
6) the manner of dispute resolution (paragraph4).

Within the Twinning Project representatives of Séms and Exchange Commission " Strengthening
regulatory and supervisory capacities of the fimgnegulators in Montenegro " which was realized
between Bulgarian National Bank, Dutch Central h@igarian Commission for financial control apd
Ministry of Finance, Central bank of Montenegroec@rities and Exchange Commission and Insurance
Supervision Agency:

* participated in activities of Diagnostic analysfscarrent regulatory framework (January 2010);

* participated in activities of Drafting amendmerdaghe current AML/CFT guidelines for the obliged
entities (April 2010);

* participated in activities Developing inspectiomegrams (June 2010);

* participated in activities of Training supervisatgff in inspection techniques, during their studbjt
to Bulgarian National Bank and Financial Supervis@ommission under the name Prevention of
money laundering and measures against terrorish€ing for the purpose of getting acquainted
local AMLTF system, procedures and supervisory fizac(September 2010) and participated|on
seminar held in Podgorica (October 2010);

» participated in the workshop named Developing @itng program for obliged institutions within
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which a Commission’s representative had a presentdor capital market participants regarding
Instruction on risk analysis of money launderingknow your client” procedures and other
procedures for recognizing suspicious transactidasuary 2011);

stayed in study visit in the Bank of Italy, in orde get acquainted with the practice of that in&thn
regarding preparation of material intended for thublic, aimed at promoting activities related|to
money laundering and terrorist financing (Janu&ial;

participated in the workshop regarding preparatibrPrevention of Money Laundering and Terrofist
Financing Inspection Guide for the Commission’sdse€1-22 February 2011) - (The Guide is, ds it
was mentioned above, completed in April 2011);

I'T

participated in activities under the name Meeting domestic cooperation between AML/SFT
authorities (April 2011) whose aim was a conclusioih Memorandum among Supervisors |in
Montenegro (Memorandum is, as it has been mentiabegle, concluded in December 2011);

participated in activities under the name CommuimoaSeminar Increasing public awareness| on
AML/CTF where brochures on prevention of money @enmg and terrorist financing "Money from
crime? No, thank you" were presented and distributélay 2011). Regarding this issue The
Commission adopted the Decision on distributiobraichures with notification of the purpose of the
campaign and instructed them to handle the samecapdt the brochures in a visible place. In this
connection the Commission has distributed brochtorelsl3 addresses. Brochures were delivered to
the following capital market participants: MonteregStock Exchange Jsc. Podgorica (1650
brochures), Central Depository Agency Jsc. Podgorfgé650 brochures), Investment funds’
management companies and Pension funds’ manageroemanies (6570 brochures), authorized
capital market participants (broker-dealers) — (rbbchures) and custodian banks (4200 brochures).
Furthermore, for the purpose of education the Cawimn delivered remaining brochures to |all
elementary (435 brochures) and secondary schod!® (@rochures) within the territory of

Montenegro. Likewise, the Commission has made tbehures available on the visible place in
Commission’s premises and put the same on its veelisiorder to be obtained by all interes
parties.

Securities and Exchange Commission conducted §@ations of capital market authorized participd

and 30 inspections of custodian banks, in 2010.

Securities and Exchange Commission conducted @@dations of capital market authorized participd

and 36 inspections of custodian banks in 2011.

In 2011 Securities and Exchange Commission forwhfide charges to Administration for Prevention
Money Laundering and Terrorist Financing.

Insurance Supervision Agency

During the previous period the most important afgtivelated to AML / FT, carried out bijwsurance
Supervision Agency,was adoption of Guidelines for analysis of AML T Fisk in life insurance
companies, which oblige only life insurance companiaccording to article 8 para. 2 point 4) of
AML/CFT Law. After the adoption of the Guidelinethe document was sent to all obligors, an
seminar was held, introducing the new obligatiormubht by this act, for the representatives ofifdl
insurance companies, where all relevant informationGuidelines and obligations arising there fr
were shared.

As regards general regulatory activities of the ,|84ring the previous period proposals for amendm
to the Law on Insurance and Law on Compulsory kusce in Transport were finalized. These f
proposals were sent to the Ministry of Financéhatend of IIl quarter 2011, which shall conductHer
legal procedure.
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In the part of supervisory activities during thisripd, Agency performed 8 inspections in 2010, 28
inspections during 2011. Out of these, two of thepéections of insurance companies were aimed splely
at checking achieved level of compliance with amgille regulation, and assessing procedures for
minimizing risk of money laundering and terroristancing.

Beside this, from 2010 till this year, internatibm&tivities of Agency also comprised signing ofot
more Memoranda of Understanding — with InsurancpeBusion Agency of Macedonia and Central
Bank of Kosovo.

Customs Administration

During the reporting period Customs Administration has continuously undertaken measures |and
actions from its jurisdiction, aimed at preventioh money laundering and terrorism financing, | i
accordance with valid regulations. New developnianthe field of legislation, compared to previgus
period, is the adoption of the Decision on the am@fi cash that can be brought in or out of Mongea
without declaring (Official Gazette of Montenegrd/B0), by which the Decision on the amount of cash
that can brought in or out of the Republic of Magro without declaring (Official Gazette
Montenegro 58/05) ceased to be valid. Consequerbjdent or non-resident can, physically entry or
exit infout of Montenegro without declaring mearigpayment in the value up to 10.000 Euro or in that
value converted from the currency other than eiitee new development is also the adoption of
Rulebook on detailed evidence on performed conwblghysical entry and exit of means of payment
across state border (Official Gazette of Monten&§ifi1). This Rulebook closely defines the recanal
conducted controls of physical entry or exit of meaf payment at the locations of entry or exibur/of
Montenegro. The records on conducted controls @6iphl entry or exit of means of payment in the
value exceeding 10.000 Euro or in that value cdedefrom the currency other than euro, during |the
entry or exit in Montenegro, on the reporting fommich makes the integral part of this Rulebook.

In accordance with the referred Rulebook, the Gustéddministration of Montenegro has posted [the
Notification on method of declaring physical enényd exit of means of payment at visible location at
border crossings.

During 2010 and 2011 the Customs Administration Moegro detected 11 cases of non-declaring
currency at the border crossings. Against all afées were filed misdemeanor charges. In all cdse
persons who failed to declare currency to the costauthority are sentenced with adequate pecuniary
fines, in accordance with the Article 15, Parageaptand 3 of the Law on Foreign Current and Capital
Operations. Customs administration is keepingrdcof all reports made by all customs officerston
territory of Montenegro, which is later forwarded the Administration for the prevention of anti-

laundering. In 2010 Customs Administration subrditie the APML 386 reports on cross border transfer
of currency, payment instruments etc. In 2011 Qust@®dministration submitted to the APML 358

reports on cross border transfer of currency, payritestruments etc. In 2010 Customs Administration
submitted to the APML 15 suspicious transactiororegpandl4 suspicious transaction reports in 2011

The Customs Administration has also continued wimprehensive training of customs offices in the
field of money laundering and terrorism financing.

Ministry of Foreign Affairs and European Integrati ons

Ministry of Foreign Affairs and European Integraiso Apart from already implemented national
regulations, Law on the implementation of interoadil restrictive measures will be adopted in 20tz
working group for the drafting of the above menédriaw has already prepared the text, which iset t
moment sent to the relevant institution for consitlen. This law will be the legal ground for the
implementation and enactment of restrictive measyugisdictions of specific state institutions, vasl|
as keeping records on natural and legal persongsstigahich international restrictive measures have
been introduced.
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Training and awareness raising

On 2nd February 2010, within IPA Twining project) Brganized a seminar: “EU Coordination, tables

for legal complying with a view to complying the fepean law with the national law of Monteneg
The seminar was held in the Ministry of Financedghparticipants from the FIU).

10-11th June 2010, within TAIEX instruments, the Bectorate General for Enlargement organi
the seminar on combating terrorism, money laundeaimd terrorist financing. The seminar was helg
Vienna (one participant from the FIU).

5-7th July 2010, The Human Resources Managemettohitit in cooperation with the Judicial Trainir
Center, UNDP, OSCD and USA Embassy in Podgoricarozgd the seminar: “Improving trainings
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investigating corruption and related issues — fa@ninvestigation.” The seminar was held in Budva

(one participant from the FIU).

20-22nd September 2010, UNDP, OSCE, USA Embassy igdtad, the Government of Monteneg|
the Human Resources Management Authority and tdecidl Training Center organized the semil
“Investigations on corruption and related issuefinancial investigation.” (two participants fronne
FIU).

4- 8th October 2010, the IMF, together with the @dsstitute on Governance and International o
of Higher Studies in Criminal Sciences, organizefiva-day workshop: Cooperation between FIU &
Law Enforcement Authorities in fighting money laenithg and recovering illicit assets. The workskh
was held in Syracuse (one participant from the FIU)

Police officers professional ethics and corruptioevention, held in Becici, Montenegro from 1stth
November 2010.

10th November 2010 Training programme for the haldé judicial function on fight against corruptid

— Personal and institutional integrity, held in &&h, , held in Budva, November 12, organizedHhsy| t
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Centre for training the holders of judicial funetio)UNDP and OSCE offices to Montenegro , State

Department, US Department of Justice.

Human resources management in performing policesiuteld in Danilovgrad, Montenegro, from 1%

to 17th November 2010.

2 — 3rd December Values —gender relations andiption, held in Budva, Montenegro, , organized
Centre for training the holders of judicial funetiand UNDP
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6-9th December 2010, the World Bank and Egmont srorganized the Egmont Group Training —

Tactical Analysis and Training for trainers. Thaiting was held in Paris (two participants from
FIU).

- 9.-10th December 2010, within the ILECUs Il piija two-day workshop: Development of econon
financial strategy”, was held in B¢i (one participant from the FIU).

In the period December 2010 — April 2011, APMLTFen@tal Bank of Montenegro, Securiti
Commission, Insurance Supervision Agency contirtoestrengthen its roles in the area of preventio

money laundering and terrorism financing through thalization of activities in the Twinning projgct

MN 08 IB FI 01 —“Strengthening the regulatory angearvisory capacity of the financial regulators
Montenegro" financed by the European Commission padormed in cooperation with the [

Nederlandsche Bank and the Bulgarian National B&ihk.following project activities were as follows|:
11th -14th October 2010 Montenegro Twinning projeactivity 4.2.3AML/CFT supervision workshap

for MN supervisors

18th - 19th January 2011within Activity 4.3.3. Wasganized Workshop on preparing AML/CET

information material for public, financial and néinancial institutions. The slogan and the text thee

the
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brochure and the flyer which will be distributed fioancial institutions and citizens, aimed at iras|
public awareness on the prevention of money launglemnd terrorism financing.

25th - 26th January 2011 within Activity 4.4.1 wasganized AML/CFT supervision workshop f
financial institutions.

27th - 28th January 2011 within Activity 4.4.1. warganized AML/CFT supervision workshop for ng
financial institutions

1st -2nd March 2011.godine, AMLCFT workshop foripeland judicial institutions,

5-9th September 2011, the Police Academy in Momemewithin the Twining project IPA 200
~Strengthening the capacities of the Police Direatif’, organized a seminar: ,Money Laundering
recovering illicit assets”. The representativemfrthe APMLTF attended the seminar.

27-29th September 2011, in Moldova, the Governmémoldova, in cooperation with OSCE and U
Office, organized the Workshop on Prevention arght-against Terrorist Financing (one representd
of the FIU attended the workshop).

10 — 14th October 2011 within the Twining projel 2009 ,Strengthening the capacities of the Po
Directorate one representative of the FIU partigiganto study visit to the Criminal Police of tregion
Baden-Wurttemberg — in Germany.

1-3rd November 2011, MONEYVAL 10th Expert's Meetiran Money Laundering and Terrori
Financing Typologies was held in Tel Aviv, Isra€lvo representatives of the FIU participated in
workshops.
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22-24th November 2011, within the ILECUs Il projeet workshop:” Financial investigations and

recovering illicit assets” was organized in¢B& Two participants of the FIU attended the worksho

13-14th December 2011 UNODC and OSCE organized akshop in Bucharest. The FI
representatives participated into this workshopthier purpose of training the employees and exchan
experience with other participants.
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2.2. Core recommendations

Please indicate improvements which have been nmradespect of the FATF Core Recommendations
(Recommendations 1, 5, 10, 13; Special Recommemdali and IV) and the Recommended Action Plan
(Appendix 1).

Recommendation 1 (Money Laundering offence)

Rating: PC

Recommendation ofThe money laundering offence as defined by thei@ainCode is basically sound
the  MONEYVAL |put it lacks further refinement; the current formtibn of criminalized behaviour
Report (conversion/transfer and concealment/disguisepisawer than the requirements |n
the Vienna and Palermo Conventions and should dxéfield in the Criminal Code.

Measures reported g At the moment of completing the Progress Report Mamtenegro, the Law op
of 16 March 2010 td Amendments of the Criminal Code of Montenegro isttia adoption procedure.
implement  thel Review of the criminal legislation is conducted hirit a comprehensive reform of
Recommendation 0 e judicial system in Montenegro, in accordancewie Judicial Reform Strategy
A2 et 2007-2012 and the Action Plan for Implementatiorthef Judicial Reform Stratedy

2007-2012 which stipulates it as a measure of aments to the Criminal Code in

view of harmonisation with the international stamt$a primarily the European
Union, the United Nations and the Council of Eurofilso, the National Progra
for Integration of Montenegro into the European dsnstipulates as a short-tefm
priority the harmonisation of the Criminal Code lwihternational standards in the
part of “Judiciary and Fundamental Rights*.
In reviewing of the Criminal Code, special accems placed at harmonisation with
the standards in the field of fight against orgedisrime, corruption and terrorism,
and specially through complex changes of the defmiof these criminal offences
and adoption of the instrument of expanded coriiseaof material gain acquire
through criminal offence and the reverse burdemprobf of legality of propert
acquisition, which is stipulated also with the ngweldopted Criminal Procedure
Code.
With the new solutions in the Criminal Code, in @clance with th
recommendations of the MONEYVAL Committee, the diion “Money
laundering” offence from Article 268 was amended.
With the aim of complete harmonisation with theusioins stipulated by the Vienna
and Palermo Convention, the new definition in thémihal Code abolishes the
limitation of money laundering offence as businassvity that included “banking
financial and other business operation“. Also, irccaadance with th
recommendations, every form of replacement (comweysand transfer, as well
acquiring, keeping and use of money or other ptgpacquired through criminal
offence was incorporated in the definition of theomay laundering offenc
Concealment and false presentation of facts on rthrire, origin, place
depositing, movement, disposal or possession ofesnon other property acquired
through criminal offence was also incriminated.
In accordance with the Vienna and Palermo Conventioth the amendments of
the Criminal Code, this offence was incriminatedha following way:

.Money laundering
Article 268

(1) Anyone who conducts conversion or transfer oihey or other propert
knowing it was obtained through a criminal act,wiihe intent to conceal or falsely
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present the origin of money or other property, oy@ane who acquires, keeps

uses money or other property knowing at the momoéneception that it was
obtained through a criminal act, or anyone who aals or falsely presents facts pn

the nature, origin, place of depositing, movemdigposal or possession of mon
or other property knowing it was obtained througbraminal act,
shall be punished by an imprisonment sentencexansiths to five years

(2) If the offender committing an act as of Pamggr 1 of this Article is at the same

time a perpetrator or an accomplice in a criminaitahrough which money g
property gain as of Paragraph 1 of this Articleoistained, s/he shall be punished
a sentence from paragraph 1 of this article.

(3) If the amount of money or the value of propeeferred to in Paragraphs 1 an

2 of this Article exceeds forty thousand Euros,dfiender shall be punished by an

imprisonment sentence for a term of one to tensyear
(4) If an act referred to in Paragraphs 1 and 2t Article is committed by moi

persons who joined together to commit such acey thall be punished by an

imprisonment sentence of three to twelve years.

(5) Anyone who commits the act referred to in Peapgs 1 and 2 of this Article
and he could have known or ought to have knownrtitatey or property represent
income gained by criminal activity, shall be pudhby imprisonment for a term pf

up to three years.
(6) Money and property as of Paragraphs 1, 2 andf3this Article shall be
confiscated.”
This definition of the criminal offence—money lawnithg has completely eliminatg
limitations that this criminal offence can only bemmitted by bank, financial g

other type of business operation, and any typeonf/ersion or money transfer was

not incriminated.

(Other) change;s
reported as of 1€
March 2010

Through amendments of the Criminal Code, in acamrédawith the tendency

complete harmonisation with the international stadd and in the corpus of
criminal offences against humanity and other ggudéected by international law,
several amendments were conducted, and the mao#icigt are the ones that come
from the new concept of terrorist offences. Theidasrrorist criminal offence

(regardless of whether the offence was directednagaontenegro, a foreig
country or an international organisation) is stgpetl in Article 447 with numerou
forms of acts of commission. This criminal offenees, well as the new terrori
criminal offences such as public calling to comagts of terrorism (Article 447
CC), incitement and training to commit acts of aesm (Article 447b CC), use (¢
lethal device (Article 447c CC), destruction andgndge of nuclear object (Articl
447d CC), endangering of persons under interndtipratection (Article 448), a
well as financing of terrorism (Article 449) wercluded and brought in line with
number of conventions aiming at prevention of adteerrorism, and specially wit
the Convention of the Council of Europe on the Bn¢éion of Terrorism from 200
that was ratified by Montenegro in 2008.

These amendments also expanded Article 447 of thmi@l Code ,international

terrorism*“. In the old definition of this articldaé criminal offence of international

terrorism would be performed by a person who wité intent to harm a foreig

D

country or an international organisation, abduceeon or commits some other

violence, causes explosion or fire or commits othenerally dangerous acts
threatens to use nuclear, chemical, bacteriallf@raimilar means.

With the new definition in this article, with thémaof broader incrimination, from

or

the title of this article the prefix “internatioriavas removed and terrorism against
the interest of the citizens, Montenegro, othetestand international organisations
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(thus both domestic and international) was includBde criminal offence upo
adoption of the Law on amendments of the Crimirad€will be as follows:

“Terrorism

Article 447
(1) Anyone who with the intent to seriously intiatéd the citizens or to compgl
Montenegro, a foreign country or an internationaganisation to do/to abstai
from doing, or to seriously endanger or harm thesibaconstitutional, political
economic or social structures of Montenegro, aifprecountry or an internationa|
organisation, commits one of these acts:
1) attack to life, body or freedom of another,
2) abduction or hostage taking,
3) destruction of state and public objects, transggstems, infrastructure including
information systems, immovable platforms in the@ptinental area, general goods
or private properties that can endanger lives obgde or cause significant damage
for economy,
4) abduction of aircraft, ship, means of publicrtsport or transport of goods that
can endanger the life of people,
5) production, possession, obtaining, transportpmy or use of weapon
explosives, nuclear or radioactive material or a®&, nuclear, biological o
chemical weapons,
6) research and development of nuclear, biologizathemical weapons,
7) release of dangerous materials and causing firesplosions or floods
committing other generally dangerous act that cadamger the life of people,
8) obstruction or cessation of supplying waterceleity or other energy that ca
endanger the life of people,
shall be punished by an imprisonment sentencerafrraim five years.
(2) Anyone who threatens to commit a criminal afemred to in Paragraph 1 aof
this Article,
shall be punished by an imprisonment sentencexohsiths to five years.
(3) If an offence referred to in Paragraph 1 ofstiirticle resulted in death of one
more persons or caused great destructions, thendéfieshall be punished by an
imprisonment sentence for a term of minimum temnsyea
(4) If in the commission of crime referred to inr@graph 1 of this Article th
offender has committed a premeditated murder ofasrmaore persons, the offender
shall be punished by an imprisonment for a mininteirm of twelve years or by gn
imprisonment of forty years.”
Also, after Article 447 with the new Law four newtieles are added Article 447
447 b, 447 c i 447 d as follows:

“Public calling to commit acts of terrorism

Article 447a
Anyone who publically calls or in other way incites commit a criminal ac
referred to in Article 447
shall be punished by an imprisonment sentence ferma from one to ten years.

Incitement and training to commit acts of terrorism

Article 447b
(1) Anyone who with the intent of committing anraéérred to in article 447 of thi
code, incites another person to commit or partitgi@a commission of that act or to
join a group of people or a criminal association order to participate in
commission of that criminal act,
shall be punished by an imprisonment sentence ferma of one to ten years.
(2) Anyone who with the intent of committing ahraéerred to in article 447 of thi
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code, gives instructions on creation and use ofosiye devices, fire or other arms
or harmful or dangerous materials or trains anotheerson to commit of
participate in commission of that criminal act dhbke punished by a sentence
referred to in paragraph 1 of this article.
Use of lethal device

Article 447c
(1) Anyone who with the intent of murdering anotberson, inflicts a heavy bodi
injury or destroys or significantly damages statepablic facility, system of publi
transport or another facility that has greater sifigance for security or supplyin
of citizens or for economy or for functioning ofopa services, makes, transfe
keeps, gives to another person, puts up or actvatdethal device (explosiv
chemical means, biological means or poisons oraadiive means) in a publi
place or in an facility or next to that facility,
shall be punished by an imprisonment sentenca@fmeight years.
(2) If in the commission of crime referred to in Paragraptof this Article, the
offender has committed a premeditated severe bddjlyry or destroyed o
significantly damaged a facility,
he/she shall be punished by an imprisonment seateffive to fifteen years.
(3) If in the commission of crime referred to in Paragraptof this Article, the
offender has committed a premeditated murder ofoomaore persons,
he/she shall be punished by an imprisonment semtehminimum ten years or an
imprisonment sentence of fourteen years.

Destruction and damage of nuclear facility

Article 447d
(1) Anyone who with the intent to murder anotherspa, inflicts severe bodil
injury, endangers environment or inflicts signifitgproperty damage, destroys
damages a nuclear facility in the manner that rek=aor there is a possibility 1o
release radioactive material,
shall be punished by an imprisonment sentencemfdwen years.
(2) If in commission of an act referred to in pgraph 1 of this article, offende
inflicts a premeditated severe bodily injury or tiegs or significantly damages |a
nuclear facility,
he/she shall be punished by an imprisonment seatefifive to fifteen years.
(3) If in commission of an act referred to in pgraph 1 of this article, offende
committed a premeditated murder of one or moreqress
he/she shall be punished by an imprisonment semtehminimum ten years or an
imprisonment sentence of fourteen years.”
And Article 448 ,Hostage taking"“ is changed andssfollows:

" Endangering persons under international protection

Article 448
(1) Anyone who conducts abduction or some othem#efiolence upon a persgn
under international legal protection,
shall be punished by an imprisonment sentencemfawwelve years.
(2) Anyone who violates official premises, a prvatpartment or a means pf
transport of a person under international legal f@ction, in the manner that
endangers his/her security and personal freedom,
shall be punished by an imprisonment sentenceefmeight years.
(3) If an act referred to in Paragraphs 1 and 2tlois Article resulted in death of
one or more persons, the offender shall be punislyegh imprisonment sentence| of
five to fifteen years.
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offender committed a premeditated murder of a perso

imprisonment sentence of fourteen years

of six months to five years.”

answer relating to implementation of the SpeciaidRemendation II.

(4) If in commission of an act referred to in Paraghs 1 and 2 of this article, the
he/she shall be punished by an imprisonment semtehminimum ten years or an
(5) Anyone who endangers security of persons nedeto in Paragraph 1 of this
Article by a serious threat to attack him/her, h&/ official premises, private
apartment or a means of transport, shall be purdshy an imprisonment sentence

Amendments of Article 449 — "Financing of terrorismwvill be described in the

Measures taken t

implement the

recommendations

bAmended definition of criminal offence of money falering is provided in Article

since the adoption df)-oyided in Article 1 of the Directive 2005/60/E€the European Parliament and

the first progresy

report

Changes and Amendments to the LPMLTF stipulatdsliasvs:

L
(it refers to amendments of Article 2 of the LPMUT&f the Bill on Changes and
Amendments to the LPMLTF. The definition is fullaimonized with definition

the Council of 26 October 2005 on the preventiothefuse of the financial system
for the purpose of money laundering and terroiisrfcing. Article 1 of the Bill on

of

"For the purposes of this Law, the following comtighall be regarded as money
laundering:

(a) the conversion or transfer of money or othepprty, knowing that they are
derived from criminal activity or from an act ofrigipation in such activity, for the
purpose of concealing or disguising the illicitgin of the property or assisting any
person involved in the commission of such actitatgvade the legal consequences
of his action;

(b) the concealment or disguise of the true natoerce, location, movement,
disposition or ownership of money or other propekhowing that they are derived
from criminal activity or from an act of particigan in such activity;

(c) the acquisition, possession or use of prop&rigwing, at the time of receipt,
that such property was derived from criminal atyiar from an act of participation
in such activity;
(d) Participation in, association to commit, attésme commit and aiding, abettingj,
facilitating and counselling the commission of arfiyhe actions mentioned in the
points 1, 2 and 3.

Money laundering shall be regarded as such eveases when the activities from
paragraph 1 of this Article were carried out in teeitory of another country.”
Since February 2010, when answers for Progressriréiii0 were prepared
Criminal Code of Montenegro had been changed arehéded two times. About th
first changes and amendments there were explasationeplies to the previoy
Progress report, when planned changes and amerslmerd explained in detailg
manner. These changes and amendments were adoptdtheb Parliament o
Montenegro, Law on changes and amendments of Thmir@t Code was
published in ,The Official Gazette of MNE"“, no. 2810. Changes and
amendments encompassed the articles referring imainad offences of Money
laundering and Financing of terrorism. Besidess thaw introduced changes jn
terms of articles referring to confiscation of pgeds of crime, in a way that |n
accordance with the art. 113 of The Criminal cddem the perpetrator of the
criminal offence it is possible to confiscate metlegain when there is a doubt that
it was gained by criminal offence, unless the alfemmakes it probable that its
origin is legal (expanded confiscation)). Expandedfiscation can be applied if the
perpetrator is by final decision sentenced to:
1) some of the criminal offences perpetrated in filzenework of the criminal

/o n o
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organization (Art 401a

2) some of the following criminal offences:
- against humanity and welfares protected by imtonal law perpetrated for self-
interest;

- money laundering;

- unauthorized production, keeping and releasingifoulation of narcotics
- against payment operations and economic tramsecaind against official duty,
perpetrated for self-interest for which prescribpdnishment is 8-years of
imprisonment ore more severe punishment.

Also, with aim of further refining and improving tdgislation, Criminal code hgs
been changed and amended also in 2011. (Law orgebamd amendments of The
Criminal Code was published in ,The Official Gaeettf MNE", no. 32/2011)
Among the changes 32/2011 in the context of thigdRdt is important to mention
that it defines two new criminal offences: Instigatto Illegal Influence (art. 422a)
and Terrorist Conspiracy (art. 449a).
By the new solutions in The Criminal Code, in adeaorce with the MONEYVAL
recommendations, definition of criminal offence Mgnlaundering from art. 26
had been changed. With aim to completely harmonitte the Vienna and Palermo
convention, the new definition on the Criminal ramd the limitation of the
criminal offence of money laundering which in oldrsion encompassed ,bank
financial and other business operation“. Also, ircaadance with the
recommendations, the new definition of criminaleoife of Money laundering

d

5

[09)

introduced every type of conversion or transferwa#l as acquiring, keeping ar
using of money or other property acquired throughmioal offence. It incriminate
also concealing and false representing of factsthen nature, origin, place of
depositing, movements, disposal of or ownershipr aueney or other property
gained by criminal offence.
In accordance with Vienna and Palermo conventicappted changes and
amendments of The Criminal Code, definition of dniah offence Money
laundering is improved. Below there is a text @& thlevant article:

» Money Laundering
Article 268

(1) Anyone who performs conversion or transfer ohay or other property
knowing that they have been obtained by crimindiviig, with the intention tg
conceal or falsely represénthe origin of money or other property, or whoevyer
acquires, keeps or uses money or other propertyviagpat the moment of receipt
that they derive from a criminal offence, or whaes@nceals or falsely represents
facts on the nature, origin, place of depositingvements, disposal of or ownership
over money or other property knowing that they was&ined through a criminal
offence, shall be punished by an imprisonment seatéor a term of six months o
five years.

(2) The sentence referred to in paragrdplof this Article shall also b
imposed on the perpetrator of the offence refetoeith paragraph 1 of this Article i
s/he is at the same time the perpetrator or an axgize in a criminal offence used

3 In Montenegrin language it is “False representdfiot fraudulent representation. Term “false” iger than
fraud, because it encompasses disguise and allereohbehaviour with aim to represent in untruséavay.
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to acquire the money or the assets referred tairmgraph 1 of this Article.
(3) If the amount of money or value ofgandy referred to in paras. 1 and 2

by an imprisonment sentence of one to ten years.

committed by several persons who were associatemrumit such offences, th
shall be punished by an imprisonment sentencaeé tio twelve years.

sentence not exceeding three years.

seized.”

Act of perpetration of Money laundering offence t@nperpetrated in 3 ways.
Those three ways are fully in line and correspogdiinactions encompassed by
term Money laundering as stated in “Strasbourg”v@ation (art.6) and in the
AML/FT Law. First form of perpetration of action é®nversion or transfer of
possessions, second is acquiring, holding or ysisgessions, and the third is
concealment or false representation of facts osgussons. It is necessary that su
possessions are originating from criminal actigitik is irrelevant by which
criminal offence — it can be any criminal offengevithich perpetration possession
was gained which is subject of money launderingiicral offence (predicate
offence). Object of the action of perpetration sy or other possessions which
originates from criminal activity. Such term inghiriminal offence should be

here this term is individually mentioned becaussighificance that it has for this
criminal offence. Beside money, “possession” alscoenpasses movable and
immovable assets, property rights and other. Cdraféjpossession” in sense of
this criminal offence, as it is done by the StrashdConvention, should be
understood in widest possible sense, including maneong other forms. It is also
important to emphasize that money does not nedlyssaed to be materialised, it
can be on bank accounts and other forms.

this Article exceed the amount of forty thousan etne offender shall be punished
(4) Where an offence referred to in pardsand 2 of this Article was
(5) Whoever commits an offence referregaras. 1 and 2 of this Article and
could have and was obliged to be aware that theeywanr the property constitute

revenue acquired through criminal activity, sha#f punished by an imprisonmegnt

(6) Money and property referred to in pards2 and 3 of this Article shall he

understood in widest possible sense. Although psgse encompasses also money,

of
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Recommendation o
the MONEYVAL
Report

manipulation offences as predicate offences forapdaundering.

fThe Criminal Code should be amended to clearlyithelinsider trading and market

Measures reported g In accordance with the recommendations, the Crim@aede was amended &
of 16 March 2010 tq stipulating the insider trading and market manipafaas criminal offences, whic

implement the
Recommendation o
the report

money laundering offence.
The criminal act of “Negligent performance of besin activities “ from Article
272, in accordance with the recommendations, imdetand shall be as follows:
“ Abuse of authority in business activities
Article 272

person who by abuse of his/her authority or trustview of disposing of anothg
persons property, exceeding the limits of his/hgharisation or non-performanc

or causes property damage,
shall be punished by an imprisonment sentence@é timonths to five years.

in accordance with the ,all crimes approach* camvrme predicate offences for

(1) A responsible person in a company, some otben@mic entity or other legal

of his/her duty obtains for him/herself or for anet person unlawful property gai
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(2) Anyone who obtains for him/herself or for drest person unlawful property
gain, appropriates money, securities or other mdésstentrusted to him/her for
work in the company, other economic entity or aaptlegal person shall be
punished by a sentence referred to in Paragraphthie Article.

(3) If through an act referred to in Paragraphs ida2 of this Article material gain
exceeding the amount of forty thousand Euros iginétl, the perpetrator shall be
punished by an imprisonment of two to ten years.”

Criminal offence of ,lllegal mediation“ from Artiel 422, in accordance with the
recommendations, was amended and shall be as #ollow
“Unlawful influence
Article 422

(1) Anyone who demands or accepts a reward or ahgr material benefit of
accepts promise of reward or other benefit for lEther another person by taking
advantage of his official or social position or lirkgdnce for interceding that an
official act be or not be performed, shall be ptied by imprisonment for a term [of
three months to three years.
(2) Anyone who, by taking advantage of his officiasocial position or influence,
intercedes that an official act that should notdeeformed be performed or that an
official act that should be performed not be perfed, shall be punished by
imprisonment for a term of six months to five years
(3) If a reward or any other benefit has been reee for intercession referred to in
Paragraph 2 of this Article,
the offender shall be punished by imprisonmenaftarm of one to eight years.
(4) The reward and material gain shall be confiscated.”

The amendments stipulate adding of a new articld® 42 where soliciting to

unlawful influence, by giving, offering or promigjrreward is also stipulated ag a
criminal offence. This article is as follows:

“Incitement to unlawful influence

Article 422a
(1) Anyone who offers or promises to a person actingrinofficial capacity on
another person a reward or any other benefit fdeineding that an official act be
or not be performed by taking advantage of hisciafifi or social position of
influence,
shall be punished by imprisonment for a term ofaupwo years.
(2) Anyone who offers or promises to a person gctiman official capacity of
another person a reward or any other benefit faeineding that an official act that
should not be performed be performed or that anciaff act that should be
performed not be performed by taking advantagesobfiicial or social position of
influence,
shall be punished by imprisonment for a term aé¢hmonths to three years.
(3) Perpetrator of an act referred to in Paragraph and 2 of this Article who
reported the act before he found out that it waseded can be acquitted.
(4) The reward and material gain shall be confiscated.”
In both articles relating to the insider trade +awiul influence from Art. 422 and
incitement to unlawful influence from Art. 4223 measure of mandatony
confiscation of the reward and material gain ipgtited.
Through entering into force of this Law, these twiffences stated in th
recommendations of the committee will also be @i for money launderin
offence, in accordance with the Convention on La&uwimgdj, Search, Seizure and
Confiscation of Proceeds from Crime and Financii§esrorism.

D
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Measures taken t
implement the
recommendations
since the adoption @
the first progresy
report

O When it comes to predicate criminal offences tomaral offence Money
laundering, in Montenegrin legal system ,all crimapproach” is applied. |
accordance with the recommendations, since théPlagfress report Criminal Code
was amended by introducing of criminal offencesidies trading and market
manipulation, which in accordance with the ,allnegéis approach* can now be
predicate offences to criminal offence Money laumdg
Additionally, through changes and amendments of Thininal code in 2011
(,Official Gazette of MNE", n0.32/2011) new crimihaffence ,Instigation to
lllegal Influence was introduced (art 422a).
Criminal offence ,Negligent performance of businassivities” from the art. 272,
in accordance with the recommendations, was chaaggédmended and now is:
“Abuse of Position in Business Operations
Article 272

(1) The responsible person in a business orgamiaattherentity engaged in ar
economic activityor other legal person who abuses his/her positiorirust with
regard to management of another's property, excettds limits of his/he
authorizations or fails to perform his/her dutiesdathus obtains for him/herself or
for another unlawful material benefit or causes mety damage, shall be punished
by an imprisonment sentence for a term of threethsato five years.
(2) The sentence referred to in paragraph 1 of Hicle shall also be imposed an
the one who, intending to obtain for him/herself awother material benefit,
appropriates money, securities or other movabldsusted to him/her at work in
business organization, othentity engaged in arconomic activityor other legal
entity.
(3) Where an offence referred to in paras. 1 andf 2his Article has caused the
acquisition of material benefit that exceeds thevamt of forty thousand euro, the
offender shall be punished by an imprisonment seetdor a term of two to te
years.”
Criminal offence ,lllegal mediation“ from the art422, in accordance with
recommendations, is now changed into:

“lllegal Influence

Article 422

(1) A person who directly or through third persamguests or receives [a
gift or any other benefit, or who accepts a promafegift or any benefit for
himself/herself or another person for agreeing te this/her official or social
position or his/her actual or assumed influencerf@diation in acting or in failure
to act shall be punished by an imprisonment seetefthree months to three yeatrs.

(2) A person who uses his/her official or sociasigion or his/her actual o
assumed influence for agreeing to mediate or primgig mediate in performing an
official act that should not be performed, or fagito perform an official act that
should otherwise be performed shall be punisheabiynprisonment sentence of i
months to five years.

(3) If a gift or any other benefit is received fimediation referred to in
paragraph 2 of this Article, the perpetrator shakt punished by an imprisonment
sentence of one to eight years.

(4) Received gift or other Dbenefit Ishabe seized.”
New criminal offence Instigation to lllegal Influea (art 442a) is:
“Instigation to lllegal Influence
Article 422a

(1) A person who directly or through third persaffers or promises a git

or any other benefit to a person in official caggadr another person for agreeing

—
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to use his/her official or social position or hiefhactual or assumed influence for
mediation in acting or in failure to act shall beurgshed by an imprisonment
sentence not exceeding two years.

(2) A person who directly or through third persaffers or promises a gift
or any other benefit to a person in official caggadr another person for agreeing
to mediate or promising to mediate in performingadficial act that should not b
performed, or failing to perform an official actahshould otherwise be performed
shall be punished by an imprisonment sentencereé ttnonths to three years.

(3) Perpetrator of the offence referred to in pamgghs 1 and 2 of thi
Article who reported the criminal offence beforhesfound out tat it was detected
may be remitted of penalty.

(4) Received gift or other benefitlsha seized.”
Both articles are referring to insider trading 4edhl influence art.422 and
Instigation to illegal influence art.422a have aas@e of obligatory seizure of gifts
and other benefit.

In line with international understanding of offenoé insider trading, o
subject matter, it is important to emphasise thami@al Code define
Disclosing a Business secreadnd Disclosing and Using Stock-exchang
Secretsas criminal offences that also contain elementb@dge offence.

“Disclosing a Business Secret
Article 280

(1) Anyone who without authorization communicatesanother,
hands over or in any other manner makes availaldta depresenting 4
business secret or who obtains such data withrttemtion to hand them oveér
to an unauthorized person, shall be punished byrgrisonment sentence pf
three months to five years.

1S =4

(2) If the offence referred to in paragraph 1 dist Article was
committed out of greed or with reference to styiabnfidential data or in
order to make the data public or use them abroae, offender shall b
punished by an imprisonment sentence from twatgears.

112

(3) Anyone who commits an offence referred taaragraph 1 of thig
Article out of negligence, shall be punished byiraprisonment sentence not
exceeding three years.

(4) Business secrets are deemed to be data andnuods which
were proclaimed as such by means of a law, othgulagion or decision of &
competent authority passed under law, and whossodisre would or could
cause detrimental consequences for a business agan or other
business entity.

1S4

Disclosing and Using Stock-exchange Secrets
Article 281

(1) Anyone who reveals stock-exchange or stockasge brokerf
operations related data deemed to be a stock-exgghasecret to am
unauthorized person or who comes by such data aond using them makes
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material benefit, shall be punished by an imprisentsentence of three
months to five years.

(2) Where through an offence referred to in paegdr 1 of thig
Article material benefit was obtained exceedingah®unt of three thousand
euro, the offender shall be punished by an imprnsemt sentence of one [to
eight years.

(3) Where through an offence referred to in paeggdr 1 of this
Article material benefit was acquired exceeding thmount of thirty
thousand euro, the offender shall be punished bymgmisonment sentence
of two to ten years.”

Also, in the scope of criminal offences againstrpagt transactions and business
operations,Criminal Code contains criminal offenc®solation of Equality
in the Conduct of Business ActivitiesandAbuse of Monopolistic Position
(art. 269and 270), as follows:

“Violation of Equality in the Conduct of Business &ivities
Article 269

(1) Anyone who through abuse of his/her officiasipon or
authorizations limits free or independent connegtirof business
organisations or other business entities in conihgct business activities
deprives it of the right or limits its right to cdact business activities in|a
particular territory, puts it into an unequal posit in relation to other
business entities with reference to conditionsahgl business or limits free
performance of business activities, shall be pwrdsby an imprisonmen
sentence of three months to five years.

—t

(2) Anyone who abuses his/her social positiomfluénce in view OJf
committing a criminal offence referred to in paragh 1 of this Article shall
be punished by a sentence referred to in paragaphthis Article.

Abuse of Monopolistic Position
Article 270

A responsible person in a business organisatiorothier busines
entity who through abuse of monopolistic or domtriaosition in the marke
or by entering into monopolistic contracts causearkat disruptions of
brings that entity into a favoured position in riéten to others, so as to make
material benefit for that entity or for another gptor inflicts damage to
other business entities, consumers or users ofcgs,vshall be punished by
an imprisonment sentence of three months to fiaesye

\

—

Comparing to Progress report 2010., having in mthdt the changes and
amendments of the law entered into force, thesectimoinal offences stated in the
recommendations of The Committee are predicate hto dffence of Money
laundering, in line with the Convention on Laundgri Search, Seizure and
Confiscation of the Proceeds of Crime and on tinamging of Terrorism. T
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Recommendation o
the MONEYVAL
Report

f There is relatively strict regulation of extratetoiiality in the case of offence
committed by persons who are not citizens of M@genagainst a foreign state
This also raises the question of inclusion of “sdlrious offences” in the predica
offences. This is subject to incriminations in #hasuntries and if offences are n
punishable with at least 5 years imprisonment,dfience would not be consider
a predicate offence in Montenegro. Abolition of sthiimitation (5 years
imprisonment) would prevent such situations.

3%
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Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

We are in the process of the reform of the crimin@terial law, and thi
recommendation of MONEYVAL was presented to the kivay group in order tg
have complete compliance of our law with the indtional standards.

With the Law on amendments to the Criminal CodecWlis in adoption procedur
provisions relating to the validity of the criminkgislation of Montenegro wer
also amended.

In Article 135 relating to validity of the crimindegislation of Montenegro fo
perpetrators of certain criminal offences commitabtoad, the validity of criming

offences from the corpus of offences against ctutsthal order and safety ¢
Montenegro and money forgery offences from Art. )258d the persons wh
conduct criminal offences 447,448, and 449 abredich are in accordance wit
the amendments stipulated as terrorism, endangefipgrsons under internation
protection and financing of terrorism.

legislation of Montenegro was expanded (apart frdma committed criminal

U7J
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Measures taken t
implement the
recommendations

since the adoption @
the first progress
report

0In accordance with the art. 135 of The Criminal €okferring to applicability o
Criminal legislation of Montenegro to perpetratafs specific criminal offence
committed abroad, applicability of Montenegrin driad legislation for perpetrator
of certain criminal offences committed abroad hesrbexpanded — beside crimir
offences against Constitutional order and secofifylontenegro and of the crimin
offence of Counterfeiting money (art.258), legislatis applied also to persons th
committed criminal offences 447-449 (Terrorism, &mgering persons und
international protection and Terrorism financinbjaad.

Also, Criminal Code defines applicability of natadrcriminal legislation or
foreigners who commit criminal offence abroad,@kfvs:

“Applicability of Criminal Legislation of Montenego to Foreigners who
Commit a Criminal Offence Abroad

Article 137

(1) Criminal legislation of Montenegro shall alsoe bapplicable to
foreigner who commits a criminal offence outsidetirritory of Montenegrg
against Montenegro or its national for criminal efices other than thog
referred to in Article 135 of this Code or perforeréminal offence referrec
to in Articles 276a, 276b, 422, 422a, 423 and 42#hbf, in commitment ¢
which a national of Montenegro is involved in angrmmer, should s/he b
caught in the territory of Montenegro or get exiitad to it.

~

g

(2) Criminal legislation of Montenegro shall alsce bapplicable to 3
foreigner who commits abroad, against a foreignrtop or a foreigner, g
criminal offence punishable under the law of thartoy it was committed i
by an imprisonment sentence of five years or ngireuld s/he be caught

5e
)
f
e

[92)

the territory of Montenegro but not surrenderedatéoreign country. Unles
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otherwise provided by this Code, a court of law nmay in such a cas
impose a sentence more severe than the one prolddedder the law of th
country in which the criminal offence was committed

D

D

(Other)

since the first]

progress report (e.d.

draft laws, draft
regulations or draff
“other enforceabld
means” and othe

changes

relevant initiatives

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

Rating: PC

Recommendation oflt is the view of the evaluators that the wordirigt® second point under Article 9
the  MONEYVAL |too precise and could be interpreted to read thdy dransactions of exactly €15,0
Report require CDD. The evaluators consider that "or morsfiould be added in Article

is
DO

SO

Paragraph 1 number 2 in the LPMLTF.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

Upon the APMLTF initiative, the Ministry of Finandeas started the activities on
preparing the Bill on Changes and Amendments td.BMLTF in accordance with
this and other recommendations from the MONEYVARgcommended actio
plan, in order to make the changes and amendmeéttie @PMLTF fully complied
with the international standards, so that the Lasuld completely satisfy all th
needed criteria from FATF Recommendations. The a8témiof Finance has forme
a working group responsible for preparing the Bill Changes and Amendments
the LPMLTF. Members of the working group are theresentatives of the relev,
state authorities: Ministry of Finance, APMLTF, iiglgtive authorities, Ministry o
Justice, Ministry of Interior Affairs and Administiion for Games on Chance.
The Securities and Exchange Commission, for thpqa& of implementation of its
obligations under LPMLTF considers that the wordafgthe second point of the
article 9 implies that the 15.000€ requirementhis towest amount required for
notification, and that each transaction that overes the 15.000€ threshold should
be reported. In that aim, the Securities and Exgaa@@ommission in Article 4 of th
Instruction on risk analysis of money launderingngw your client” procedure
and other procedures for recognising suspicioussetionsprescribed:
“Capital market participant is obliged to verifyetidentity of the client, gather d
about customer and transaction (hereinafter: ifleation) according to the
regulation on combating money laundering, espgcialfollowing cases:

a) opening owners securities account securities abbshing of some
other kind of business relations with the client;
of one or more linked transactions amounting t&€0D0or the higher
amount
with every transaction, irrespective of value o€lsdransaction whe
there are reasonable grounds for suspicion of mdaegdering in
regard to transaction or a client”.
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b)

c)

(Other) change;s
reported as of 1€
March 2010

This Recommendation was implemented by the Instmiodf the Securities an
Exchange Commission even prior the last evaluation.
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Measures taken t
implement the
recommendations

since the adoption @
the first progresy
report

b The mentioned recommendations are adopted andadtleat implemented i

fIn the Article 7 ( Article 9 of the current Law on PMLTF) of thgill on

=}

Article 7 of the Bill on Amendments (it refers tthanges of Article 9 of th
current Law).

amendments and changes of the Law on PM[ddepted by the Government
Montenegro and The Board for Econgrifynance and Budget of the Parliament
Montenegro, finance and budget ), prescribes thaximg:

Article 9 shall be changed as follows:

“Cases in which CDD measures shall be conducted”

A reporting entity shall conduct the appropriatasuees from Article 10 of this
Law and particularly in the following cases:

1. when establishing a business relationship vdtieat;
2. of one or more linked transactions amountirgi®000 or more;
3. when there is a suspicion about the accuragsracity of the obtained

client identification data, and

4, when there are reasonable grounds for suspitionney laundering or
terrorist financing related to the transactionlient

If the transactions from paragraph 1 items 2 aofdids Article are based on an
already established business relationship, a iegerttity shall:

1. verify the identity of the client that carriag the transaction and gather
additional data in pursuant to this Law;

2. obtain evidence on the source of funds and ¢heaonsistence of the
sources of funds with the business activity ottiest, if the client is a legal person,
or with the profession of the client if the cliéna natural person.

An organizer of special games of chances shadrigiog out the transaction in the
amount of at least € 2.000 verify the identity ofient and obtain the data from the
Article 71 item 6 of this Law.

In the context of this Law, the following shall@lse considered as establishing a
business relationship:

1. client registration for participating in thetsya of organizing games of
chances at the organizers that organize gamearafetion the Internet or by other
telecommunication means, and

2. client's access to the rules of managing a rhiutoid at managing
companies. “

In the Article 27 ( changes of Article 33 of the current Law) tb#dwing is
prescribed:

In Article 33 paragraph 1 the words: "“in the ambwi €15.000 or more” ar
replaced by the words:in the amount of at least €15,000"

1%

Recommendation o
the MONEYVAL
Report

fThe LPMLTF should be amended to require CDD to bedacted on wirg
transactions of €1,000 or more.

of

[1°]

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

The members of the Working Group will be presentétth all the MONEYVAL
expert’s recommendations for changing and amentiegPMLTF.

money is transferred from client’'s account withhre tbank to brokers accou
specified for keeping client’'s money. However, seeurities brokers are required
perform CDD even though they are not receiving ngdoe performing transaction
in cash from the clients. The specific obligatiafighe securities brokers regardi
CDD are imposed by the Securities and Exchange Gssion Instruction.

Securities brokers do not conduct cash transagtioas only transactions wher

583



(Other) changey This Recommendation was implemented by the Instmabdf the Securities an
reported as of 16 Exchange Commission even prior the last evaluation

March 2010

Measures taken tpArticle 11 of theBill on Amendments and Changes to the Law on PML
implement ~ thel prescribes that aew Article 12a shall be inserted after Article 12 of the curr
recommendations | | PMLTF.A new articlel2ais added, as follows:

since the adoption gf

the first progress Wire transfers

report

“Wire transfers

Article 12a

A reporting entity engaged in payment operationsvsises or money transfe
services shall obtain accurate and complete infdoman the originator and ent
them into the form or message related to wire feaaf funds sent or received
any currency that is the subject of the wire transf

The data from paragraph 1 of this Article shall aamwith the funds transfe
through the payment chain.

or beneficiary person of the funds, shall refuserémsfer the funds unless t
originator data are complete or shall require thgimator data to be complete
within the shortest time possible.

In the process of gathering the data from paragdaph this Article, providers o
payment operations or money transfer services dtaftify the originator by
checking a personal identification document issued competent authority.

The content and type of the data from paragraphf this Article, and othe
obligations of the providers of payment operationgnoney transfer services,
well as the exceptions from data gathering requér@mwhen transferring funds th
present insignificant risk of money laundering @edorist financing, shall be mo
specifically requlated by a regulation of the Minjs'

Pursuant to Article 16 of the Law on National Papm®perations, (OGM 61/08
The performing institution shall be obliged to avehand keep the electronic da
on executed transfers for ten years from the dateecexecution of the transfer.

TF
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A provider of payment operations or money transévwices, that is an intermediary

ne
d
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Recommendation o
the MONEYVAL
Report

f The LPMLTF should be amended to require reportintties to verify that person
purporting to act on behalf of a customer have dhbéhority to act on behalf of th
customer. Article 15 of the LPMLTF should be amedrntderequire the obtaining @
copies of the document regulating the power to bthd legal person o
arrangement.

S
e
f
I

Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

The response is the same as the one given toeki®ps question.

The Securities and Exchange Commission adoptedskRuléonduct of Business
Licensed Market Participants that are publishedthe Official Gazette o
Montenegro ("Official Gazette of Montenegro”, N&/J9 and 87/09) that precise
prescribe the obligation of the licensed markettigipants to verify identity of
persons acting of behalf of clients and to obtaigiwals or certified copies of th
documents authorising them to act on their behalf.

The article 4 paragraph 3 of the Rules explicithtes:

“Licensee may conclude the contract on providingusées services and/or acce
an order for buying or selling of securities on tiesis of power of attorney, if
power of attorney was issued and verified in acaocé with the Law.”
Furthermore, the article 5, paragraphs 2,3, andploitly state:

“Identity verification of a legal entity presuppaseerification of the identity of
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person authorised for its representation.
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If a client is represented by a proxy, his/her poafeattorney must be certified by
competent authority.

Original power of attorney or documentation provistgtus of a legal proxy @
guardian shall remain in a file at licensee’s @fic

Also, the abovementioned is included in the articleparagraph 2 dhstruction on
risk analysis of money laundering, ,know your ctieprocedures and othe
procedures for recognising suspicious transactiomkich is adopted by th
Securities and Exchange Commission and prescribdgn establishing busine
relationship or executing transaction by proxy otharised person (agent) ¢
client's behalf, capital market participants ardigda to identify authorised perso
(agent, attorney) and a client on whose behalfabeount has been opened
transaction executed, solely on the basis of pefsamd another public certifica
such as:

Certificate properly issued by state body withieitrown competence, ¢@
institution or other legal entity within legally gnsted public authority and
Written authorisation- power of attorney, certifibg notary, consulate
court or state administration body.

(Other) changey Rules on Conduct of Business of Licensed Marketi¢aants that are published
reported as of 1¢ the Official Gazette of Montenegro ("Official Gatgebf Montenegro”, No. 78/0
March 2010 and 87/09).

Measures taken toThe mentioned recommendations are adopted @il on Amendments ang
implement ~ the Changes of the Law on PMLTF is amended with thégakibn for all reporting
recommendations | entities to keep, in its documentation, the origina verified copy of the
since the adoption of 4ocyment based on which they will identify and fyericlient’s identity. Thel
:zgortf'rSt PrOgress article 13 (Article 15 of the current Law) prescribes thédwing:

»A reporting entity shall keep the original or verified copy of the document
in his/her documentation®.

Recommendation o
the MONEYVAL
Report

f The problem of reliance on certificates from themowercial register for CDD
purposes should be addressed by establishing puoesdo address the limitation
of the commercial register.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

participants to rely on the electronic version afn@nercial Register for CDI
purposes due to fact that such verification isupatated on real time basis.

The Securities and Exchange Commission prescribdsei article 6 paragraph 4
the Rules on Conduct of Business of Licensed Mdpleticipants that are publishg
in the Official Gazette of Montenegro ("Official @&tte of Montenegro", No. 78/Q
and 87/09) that legal entity should be identifiedthe basis of original stateme
from the registry of Commercial court.
The Securities and Exchange Commission Rules pbesobligation of the license
market participant to make a suspicious transactmort in circumstances whe
they have been unable to conduct satisfactory CDD.

Also, the Rules authorise securities participamtwithdraw from the contract and
reject acceptance of the client's order if they enhany suspicion about mong
laundering (Article 19par.6 item 4).
Furthermore, the Instruction in the article 6 gaand 6 prescribe: " If an reportir
entity, when establishing and verifying the idgntdf a customer, doubts th
accuracy of obtained data or veracity of documemis other business files fro
which the data have been obtained, he shall requegitten statement from th
agent or authorised person before establishinghbssirelationship or executing
transaction.

The Securities and Exchange Commission does ndtorsg licensed marke
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client or executing of such transaction, if regasdl of taking measures from t
article, there are still serious doubts about iigof the beneficial customer."
Separate clause is inserted into the InstructionSeturities and Exchang
Commission requiring capital market participantspeecifically deal with the issu
of CDD on existing customers.

The Article 7 of the abovementioned Instruction lexjy states obligation of the
licensed market participants to take following @dares:

a) before establishing business relationship ocwitgg transaction determin
and verify the identity of a client and identity bé&neficial owner on the basis
documents, data and information enabling deternoinaif the identity in doubtles
and assertive way;

b) taking measures enabling checking and detergiownership structure @
the client and real control over the client in orde determine identity of th
beneficial owner client;

c) obtain and keep data and documents in ordestibksh identity and ris
factor of a customer;

d) constantly monitor business relationship withe tkelient, including
transaction during that relationship (are they sigid to the kind of business a
risks regarding client and information about thastomer) keeping records (¢
monitoring business relationship;

e) If possible, before establishing business wahatiip with the client
establish reasons for terminating contracts witheotparticipant on the capit
market;

f) During executions transactions of customer whiméntified with technology hel
that not include direct contact, enforce procedtinas enable previous authentic
checks verity of instruction transaction and autioél of their applicators.

Capital market participant may refuse to estabhsisiness relationship with the
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(Other) changey Rules on Conduct of Business of Licensed Marketidaants that are published
reported as of 16 the Official Gazette of Montenegro ("Official Gaebf Montenegro”, No. 78/0
March 2010 and 87/09).

Measures taken tpThe Central Bank of Montenegroenacted the Guidelines on Bank Risk Analy
implement  thel Aimed at Preventing Money Laundering and TerrorBmancing which, amon
recommendations | other issues, defines that, with the meaning oickertl5 of the Law, the bank sha
fr:réce ]firr‘; adofot'orgs‘if establish and verify the identity of a client wisoa legal person by inspecting t
e progress original or a certified copy of a personal docum@héat cannot be older than thr

months) from the Central Register of the CommelCialirt (hereinafter: CRCC) ¢
other suitable public register, which on behalftef legal person is submitted by t
legal representative.
Section 3.1.2 of the abovementioned Guidelinesridmscin details the establishir
and verifying the identity of a client — legal pamsand the establishing tk
beneficiary owner of the legal person.

cannot be determined by inspecting the originalcertified copies of person
documents, the missing data shall be gatheredtljifeam the representative or th
authorised person.

If the bank, during establishing and verifying tlidentity of a legal person,
suspicious about the validity of given data or di&i of documents and othé
business documentation used for obtaining datap#mk is obliged to receive
written statement from the representative or aigkdrperson before establishi
the business relationship or the transaction.

If the data required by the Law (Article 71 paragra 2, 7, 9, 10, 11, 12, 13 and 1

Sis
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If the client is a foreign legal person performigfivities in Montenegro through
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business office, the bank shall determine and ywehié identity of a foreign legal
person and its business office.

The information that the bank collects about antligho is a legal person, are given
in Article 71 of the Law on the Prevention of Monkegundering and Terrorist
Financing.

In 2010 and 2011, the CBCG performed on-site exaftinins of banks, thu
inspecting the implementation of the GuidelinesBamk Risk Analysis Aimed at
Preventing Money Laundering and Terrorism Financibgring these inspections,
special attention was paid to classification oémis according to risk level, as well
as the compliance to legal obligation of deterngntine beneficiary owner of legal
persons. In one case, it was determined that thie did not identify the beneficiar
owner of legal person, but this irregularity washowed during the inspection in t
bank.

e

Recommendation o
the MONEYVAL
Report

=]

f Article 29.4 of the LPMLTF appears to go furtheanhintended by Criteria 5.9 i
that it permits simplified customer verificationriespect of customers to “whom
insignificant risk of money laundering or terrorighancing is related” which coulg
include a broader range of customers than thosesaged in Criteria 5.9. Articlg
29.4 should be amended to bring it into line with essential criteria.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

The Securities and Exchange Commission adoptedeabentioned Instructio
prior to enactment of the Rulebook on making Guide for risk analysis with
the aim of combating money laundering and terrofisancing (“Official
Gazette of Montenegro”, No. 20/09). The Instructiohthe Securities an
Exchange Commission thus does not provide for amg@ions of the gener
rule that customers and clients are subject to ¢etepCDD procedures ng
provide for reduced or simplified CDD measureséabpplied.

Also, this Rulebook does not provide for any eximept and Securities an
Exchange Commission is not required to provideifdoy Instruction that is
adopts.

The Bill on Changes and Amendments to the LPMLTHI wiclude this
recommendation as well.

Measures taken t
implement the
recommendations
since the adoption @
the first progress
report

D The proposed changes of Article 29 of LPMLTF aremdd and included in the
Bill on Amendments and Changes to the Law on PMLNE&mely, provisions
of Article 24 of the Bill on Changes and Amendments to the LPMLARi¢le
29 of the current Law) paragraph 4 where is peedigimplified custome
verification in respect of customers to “whom arsigmificant risk of mone
laundering or terrorist financing is related“shable deleted.

In Article 29 paragraph 1 item 1 the word ,orgatia’ is replaced by the word:
Jnstitution”, and after the word “lists” the wals “countries applying the international
AML/CFT standards that are at the same level asEtdestandards or higher” a
added.

In ltem 3 of this Article after the words: , orgaad market‘the words: ,or stog
exchange market” are added, and the words “ElWdsatals” are replaced by the wor
“international standards that are at the same lef/dturopean Union standards
higher. “

ds
or

Recommendation o
the MONEYVAL
Report

f The FATF definition (“Beneficial owner refers toethnatural person(s) wh
ultimately owns or controls a customer and/or therspn on whose behalf |a
transaction is being conducted. It also incorposatthose persons who exercise
ultimate effective control over a legal person oramgement.”) should be
incorporated into the LPMLTF and a requirement wertify and verify the
“ultimate” beneficial owner should be included.

[®)
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Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

Article 19 of the LPMLTF defines a beneficial owner
“In the context of this Law the following shall lmensidered as a beneficial owner
of a business organisation or legal person:
1. a natural person who indirectly or directly @umore than 25% of the shares,
voting rights and other rights, on the basis of clthhe/she participates in the
management, or owns more than a 25% share of fhitalcar has a dominatin
influence in the assets management of the busorgasisation, and

2. a natural person that indirectly ensures oensuring funds to a business
organisation and on that basis has the right tmente significantly the decisian

making process of the managing body of the businggasnisation when decisions
concerning financing and business are made.
Also, a business organisation, legal person, asasehn institution or other foreign

legal person that is directly or indirectly a haldé at least €500,000 of shares,|or
capital share, shall be considered a foreign owner.
As a beneficial owner of an institution or othereiign legal person (trust, fund and
the like) that receives, manages or allocates sifeetcertain purposes, in the
context of this Law, shall be considered:
1. a natural person, that indirectly or directlytrols more than 25% of a legal
person’s asset or of a similar foreign legal entiyd
2. a natural person, determined or determinabke lasneficiary of more than
25% of the income from property that he/she manages

Article 10 of the LPMLTF defines that a reportingtiey, when establishing
business relationship with a customer shall:

1. identify a customer and beneficial owner if tostomer is a legal person:

2. obtain and verify data on a customer, or bei@fimwvner, if the customer is |a
legal person, on the purpose and nature of a kasimdationship or transaction and
other data pursuant to this Law, and
3. monitor regularly the business activities thatustomer undertakes with the
reporting entity and verify their compliance witlhet nature of a business
relationship and the usual scope and type of custeraffairs.
Under Article 20 of the LPMLTF a reporting entithadl establish the beneficial
owner of a legal person or foreign legal persorobiaining data from Article 7
item 15 of this Law (name, address of permanemtease or temporary residenge,
date and place of birth of the beneficiary ownegal person or in case from the
Article 19 paragraph 2 item 2 of this Law, datatbe category of the person,
whose behalf is establishing and operating of #uall person or similar foreign
legal person).

A reporting entity shall obtain these data by cligkhe original or certified cop
of the documentation from the CRCC or other appat@mublic register that may
not be older than three months of its issue datebtain them on the basis of the
CRCC or other public register in accordance wittiode 14 paragraphs 3 and 5 |of
this Law.
If the required data cannot be obtained in the reamietermined in paragraphs 1
and 2 of this Article, an reporting entity shalltain the missing data from a written
statement of an agent or authorised person.
Data on beneficial owners of a legal person orlainforeign legal entity shall b
verified to the extent that ensures complete amdrcinsight into the beneficial

ownership and managing authority of a customere@spy risk-degree assessment.
Moreover, under Art. 21 of the LPMLTHRyithin the customer due diligence,| a
reporting entity shall,

- when establishing business relationship, obfaéndata from Art. 71 items 1, 2,
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5, 7, 8 and 15 (hame, address of permanent regidertemporary residence and t
birth date and birth place of the beneficial owoka legal person,

person or similar foreign legal person) of this Law

- when one or several linked transactions in thewrh of €15.000 are executg
obtain data from Art. 71 items 1, 2, 3, 4, 5, 9, 10, 12 and 15 (name, address
permanent residence or temporary residence arigirthedate and birth place of th
beneficial owner of a legal person,

category of the person, on whose behalf is théoksiting and operating of the leg
person or similar foreign legal person) of this Law

about the accuracy or veracity of the obtainedarust identification data;
4) when there are reasonable grounds to suspdca tlnansaction or customer 3
related to ML and TF, obtain data from Art. 71 kistLaw (which includes item 1
referring to beneficial owner).

Art. 22 /Monitoring business activitieglefines the following:

“An reporting entity shall monitor customer’s busiseactivities, including th

more easily.
Monitoring business activities from paragraph thig Article at an reporting entit
shall particularly include the following:

contractual relationship;
of her/his affairs, and

includes conducting repeated annual control ofsdozner in the cases from Artic
24 of this Law.

An reporting entity shall ensure and adjust theaglyics of undertaking measur
from paragraph 1 of this Article to the risk of negnlaundering and terroris
financing, to which an reporting entity is exposeten performing certain work g
when dealing with a customer.”

Measures taken t
implement the
recommendations
since the adoption @
the first progresy
report

b The proposed changes of Article 19 of LPMLTF aremdd and incorporated
Article 14 of the Bill on Amendments and Changesh® Law on PMLTF dug
to that the new definition of the beneficial owimerompliant with the definitior
stated in Directive2006/60 and also with the FAHfmition.

Article 14 ( the Bill on Changes and Amendments tthe LPMLTF)

Article 19 is changed as follows:

"Beneficial owner is the natural person who ultielya owns or controls th
client and/or the natural person on whose behtHrgsaction or activity is bein
conducted. Beneficial owner shall also include tmgtural person(s) wh
ultimately who exercises control over a legal gntit legal arrangement.

A beneficial owner of a business organization,legal person, in the context
this Law, shall be:

1) a natural person who indirectly or directly owatsleast 25% of the share
voting rights and other rights, on the basis of ackhhe/she participates in tf
management, or owns at least 25% share of theatapithas a dominatin
influence in the assets management of the busorgssization;

-

or in the case from Art. 19 paragraph 3 item 2hef Law, obtain the data on the
category of the person, on whose behalf is théksltiing and operating of the legal

or in the case from Art. 19 paragraph 3 item 2hef Law, obtain the data on the

- from Art. 9 paragraph 1 items 3 and 4 of the L@&ivhen there is a suspicion

sources of funds the customer uses for businessidier to identify the custome

1. verifying the compliance of customer’'s businesth nature and purpose of

3. monitoring and regular updating of documents dath on a customer, whic
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2. monitoring and verifying the compliance of cust’s business with usual scope

h
e

5t

=

=5

1)

o Q@

2) a natural person that indirectly ensures ongsueng funds to a busine
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organization and on that basis has the right tduénfce significantly the
decision making process of the managing body of lthsiness organization
when decisions concerning financing and businessrade.
As a beneficial owner of an institution or otherdign legal person (trust, fun
and the like) that receives, manages or allocagssts for certain purposes,
the context of this Law, shall be considered

1) a natural person, that indirectly or directlyntrols at least 25% of a leg
person’s asset or of a similar foreign legal entity

2) a natural person, determined or determinable lasneficiary of at least 25%
of the income from property that is being manaded.’

Recommendation o
the MONEYVAL
Report

f Article 25 of the LPMLTF is very specific and doest cover a number of the

specified categories as set out in Criteria 5.8medy all non-resident customers,
private banking, legal persons or arrangements sashtrusts that are personal
assets holding vehicles and companies that havéneenshareholders or shares|in
bearer form. The evaluators consider that the LPHMIshould be amended to fully
reflect all of the categories in Criteria 5.8.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

In Montenegro trusts may not be formed. The legas@ns or practitioners may just
register companies, but may not as a way of busifoeesn companies or other legal
persons, act or arrange for another person to @@ director or secretary of|a
company; as a partner of a partnership; in a simpib&ition in relation to other legal
persons; provide a registered office, business emddr correspondence
administrative address or other related servicesafoompany, partnership or any
other legal person or arrangement, act or arramganother person to act as:
(i) atrustee of an express trust or similar legalrgeaent
(i) a nominee shareholder for another person other than
company listed on a regulated market which is siltje
disclosure requirements consistent with Commu
legislation or equivalent international standards;
The Working Group that will prepare the changes améndments to the LPMLT[F
will be presented with this MONEY VAL recommendatias well.

Measures taken t
implement the
recommendations
since the adoption @
the first progress
report

0In Montenegro, trusts may not be formed as a moflglerforming a busineg

activity but the changes are made and incorporatettticle 19 of the Bill on
Changes and Amendments to the LPMLWticle 25 of the current Law), as
follows:

“Enhanced customer due diligence

Article 25

A reporting entity shall conduct enhanced custoduer diligence in cases when a
reporting entity estimates that there is high dekmoney laundering or terrorist
financing.

Reporting entity shall conduct enhanced CDD measiaréhe following cases as
well:

1. on entering into open account relationship aithank or other similar credi
institution, with registered office outside the BUoutside the states from the list;
2. on entering into business relationship or exegutansaction from Article
9 paragraph 1 item 2 of this Law with a customat th a politically exposed persd
from Article 27 of this Law,

3. when a customer is not present during the eatifin process of
establishing and verifying the identity.

A reporting entity shall apply enhanced customer diligence measures in cases
when, in accordance with the Article 8 of this Lareporting entity estimates th
regarding the nature of a business relationshgfdim and manner of executing

—
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there is or there could be a high risk of moneytharing or terrorist financing.”

Recommendation o
the MONEYVAL
Report

fRisk guidelines in accordance with Criteria 5.12kl be completed and publishe

Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

Guidelines with a view to Preventing Money Laundgrand Terrorist Financing
(Official Gazette of Montenegro No. 20/09 of 17218)9).

APMLTF has determined the Guidelines on DevelogRigk Analysis with a view
to Preventing Money Laundering and Terrorist Fimagdor the reporting entitie
that are supervised by APMLTF.

of risk of customers, group of customers, businedationship, transaction g
product.

The Guidelines are applicable sincd'Zeptember 2009.

On the basis of the Guidelines, the reporting iestifrom Art. 4 paragraph 2 it. 1
and 15 of the LPMLTF, will, according to the prdeiss of Art. 8 paragraph 1 of th
LPMLTF, make risk analysis in order to determine tlsk assessment of groups

financing.

The APMLTF Guidelines are given in the ANEX of titeport.
The Securities and Exchange Commission has isswwru¢tion of the Securitie
and Exchange Commission of on risk analysis of midaandering, ,know you
client” procedures and other procedures for reiggisuspicious transactions
November 28, 2008. This Instruction has been adopéfore last evaluation. Th
Instruction implements the Rulebook on developiisg analysis guidelines with
view to preventing money laundering and terrofigtricing.

Guidelines on developing risk analysis with a vieapreventing money launderin
and terrorist financing and forwarded it to theaoigers of the games of chance t
are supervised by the Administration. The Guidaliaee given in the Annex of th
Report.

Pursuant to Article 86 of the LPMLTF (OGM 14/07 8)C0the Central Bank o
Montenegro supervises the enforcement of this lgwthe reporting entitie
specified under Article 4 paragraph 1 points 13,210 and 13, these being ban
and foreign bank branches, savings banks and sauneglit organisations, payme
system organisations, exchange offices, and el@ctrooney institutions.

preventing money laundering and terrorism finandi@gM 20/09) providing for
detailed criteria for drafting the guidelines by tauthorities specified under Artic
86 of the LPMLTF.

The Central Bank of Montenegro has prepared thdt Baidelines on bank ris
analysis aimed at preventing money laundering ardorism financing to bg
adopted by the Council of the Central Bank of Martgo.

The Draft Guidelines above are attached hereof.

We underline that the 5.12 criteria standards avered in the Draft Guidelines.
At the beginning of 2010, the ISA has started wille activities concernin
preparation of risk analysis Guidelines regardimgvention of money launderin

and terrorist financing, based on which reportimjties defined by the Law o

transaction, business profile of the client or ottiecumstances related to the client,

The Ministry of Finance adopted, “The Rulebook omvBloping Risk Analysis

g

customers or of an individual customer, businelgiomship, transaction or produlct
related to the possibility of misuse for the pugpa$ money laundering or terrorist

The Administration for the games on chance adopte@5" December 2009, the

In line with Article 8 paragraph 3 of the LPMLTHe Ministry of Finance passed
the Rulebook on the development of guidelines sk dnalysis with a view tp

d.

The Guidelines define specific risk factors usedbasis for establishing the degree
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PML/CFT and which are under the scope of ISA, Wil obliged to make the
internal procedures in this field. This work wik inished, at latest, by the end
the 6th month of 2010.

Measures taken t
implement the
recommendations
since the adoption @
the first progresy
report

D

f

There were no changes since the Bill on ChangesAamendments has not beg
adopted by the Parliament and due to that no clsangsy laws can be performed.
After the adoption of the Bill all guidelines, rbleoks and bylaws (currently

force) will be amended and changed , and the nees omill be adopted ir
accordance with the Law on PMLTF

Guidelines on Bank Risk Analysis Aimed at Preventing Money haering and
Terrorism Financing Were Enacted by the CentralkBahMontenegro Council o
09 March 2009, and they are published at the CBMisite. We would like to not
that they fully correspond to the draft guideline®sented in the correspondi
segments in the columns of this questionnairedtitieasures reported as of

March 2010 to implement the Recommendation of épent”.

ng

Recommendation o
the MONEYVAL
Report

f

A specific clause should be inserted into the LPMESquiring reporting entities t(
consider making a suspicious transaction reportilcumstances where they ha
been unable to conduct satisfactory CDD. Likewfsrea should also be a clau
requiring reporting entities to terminate a busise®lationship in circumstance
where they have been unable to conduct satisfad@ipyp. This is particularly
relevant in circumstances where CDD has not beesipte for existing custome
where there are one or more linked transactions amiag to €15,000, etc.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

The above clauses are inserted into SecuritiesEandange Commission Rules
Conduct of Business of Licensed Market Participathtst are published in th
Official Gazette of Montenegro ("Official Gazetté Montenegro”, No. 78/09 an
87/09)

The Securities and Exchange Commission Rules pbescbligation of the license
market participant to make a suspicious transaatimort in circumstances whe
they have been unable to conduct satisfactory CDD.

Also, the Rules authorise securities participamtsithdraw from the contract and
reject acceptance of the client's order if they enany suspicion about mon
laundering (Article 19 par.6 item 4).

Furthermore, the Instruction in the article 6 faand 6 prescribe: " If an reportir
entity, when establishing and verifying the identdf a customer, doubts th
accuracy of obtained data or veracity of documemid other business files fro
which the data have been obtained, he shall requegitten statement from th
agent or authorised person before establishinghbssirelationship or executing
transaction.
Capital market participant may refuse to estabhsisiness relationship with the
client or executing of such transaction, if regessl of taking measures from this
article, there are still serious doubts about iiigiof the beneficial customer."

The Bill on Changes and Amendments to the LPMLTHI wiclude this
recommendation as well.

o
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(Other) changey Rules on Conduct of Business of Licensed Marketi¢aants that are published
reported as of 16 the Official Gazette of Montenegro ("Official Gaeebf Montenegro”, No. 78/0
March 2010 and 87/09)

Measures taken toThe recommendations are accepted and due to thiateArll and 12 of the
implement ~ thel current Law are changed and introduced into thé @il Changes and
recommendations | Amendments to the LPMLTF. Namely, the Article 9thé Changes and

since the adoption of Amendments to the LPMLTF ( Article 11 of the cutréaw) defines that a
:zgortf'rSt Progress phusiness relationship shall not to establish wherewvidence on the client’s
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identity cannot be obtained, and in case that anbss relationship has
already been established it can be terminatemtraduced

Article 11 is changed as follows:

LA reporting entity shall apply the measures fromide 10 items 1 and 2 of th
Law prior to establishing a business relationship.

By way of exception from paragraph 1 of this Arich reporting entity can apply t
measures from Article 10 items 1 and 2 of this Ldwring the establishment of
business relationship with a client when a repgreéntity estimates it is necessg
and when there is insignificant risk of money laenidg or terrorist financing.
When concluding a life insurance contract the répgrentity from Article 4

even after concluding the insurance contract, lmtitlater than the time when tk
beneficiary according to the policy can exercisghar rights.

If the evidence on the client’s identity, from pgmaph 3 of this Article, cannot G
obtained the business relationship shall not babéshed, and if the busine
relationship has already been established it caarbenated. “

In the Article 10 of the Law on Changes and Amendnmds to the LPMLT
(Article 12 of the current Law) defines that that the business relationship shal
not be established and transactions shall not be esuted if the evidence orn
client’s identity cannot be obtained.

Article 10 (of the current Law)

In Article 12 paragraph 1 words “Article 7 and” ateleted.

After paragraph 1, a new paragraph is added, kvl

If the evidence on the client’s identity cannot bebtained the business
relationship shall not be established and transaatins shall not be executed.

paragraph 2 item 8 of this Law can exert contr@rdhie insurance policy beneficiary

S
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Recommendation o
the MONEYVAL
Report

f There needs to be a specific requirement for répgrentities to assess ar
consider the risks of technological developmentpaas of their risk analysis. Thi
should also be introduced in the guidelines to bedpced by the superviso
bodies.

nd

[2)

y

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

Banks are obliged to assess and consider the frigclonology development whig
should be an integral part of a comprehensive aiwlyf the risk that could aris
from money laundering and terrorism financing.

Therefore, in its Draft Guidelines on bank risk lgsis, chapter 3 paragraph the
Central Bank of Montenegro has defined the follayin

“With a view to ensuring a proper risk managemarthie area of preventing mon

from new technologies providing anonymity (electcoror internet banking
electronic money, etc.), i.e. the bank is obliged define in its policies an
procedures in particular, but not limited to thédwing:

« identification of the party using electronic barnkservices;

« authenticity of the signed electronic document;

* reliable measures against the forgery of docusnand signatures;

* systems ensuring and enabling safe electronikibgn

» other requirements in accordance with positivgilations governing the aforesa
business area. “

The Securities and Exchange Commission implemehisdecommendation by th

laundering and terrorism financing, a bank shalupe its exposure to risk arising

article 22 par. 6-9 of the Rules on Conduct of Bass of Licensed Marke

23

¥

id

D
—

Gazette of Montenegro”, No. 78/09 and 87/09).
These Rules specifically regulate the procedurebetdollowed by the licens

Participants that are published in the Official €&z of Montenegro ("Offici
d
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market participants if the client uses electroniams of communication to subn
an order or conclude a contract.
"Client, who gives orders by phone, fax or eledalty, may give the same wit
authorisation by identity code which licensee shallign to a client when signing
contract. A client is obliged to keep his/her idigntode as a secret, and may
make it available to third persons.
Licensee is obliged to check client’s identity tingh identity code, contained in a
contract prescribing possibility of submitting orsléy phone, fax or electronical
or in any other manner which does not imply cligfiice to face transaction.
When prescribing possibility of electronic submigfiof client's orders, licensee
obliged to provide:

- reliable manner of client identification;
that all necessary elements of an order are sitatbé electronic message;

entry in the order book;

sender is clearly visible;
When prescribing possibility of electronic submigfiof client’'s orders, license
shall retain the right to refuse order executidnthie order is unclear and/
ambiguous, and he/she shall inform a client on ithdélhe same way it accepted
order."
This condition will be an integral part of alreaghgntioned risk analysis Guideline

a record of exact time when the order arrived teeanail and time of its$

sending of reply to a received order, where thgimai message of orde

t
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(Other) changey Rules on Conduct of Business of Licensed Marketidaants that are published
reported as of 1¢ the Official Gazette of Montenegro ("Official Gatgebf Montenegro”, No. 78/0
March 2010 and 87/09)

Measures taken tbThe recommendations are accepted and due to thatticle 23 of the Bill on
implement ~ thel Changes and Amendments to the LPMLTF a new Ar28a defining obligation
recommendations | primary for the banks, and then for other reportiewgities to adopt interna
since the adoption ‘prrocedures for prevention of the new technologies for the purpose of mong
:ggortf'rSt PrOgreS$ Jaundering and terrorist financing, is added.

After Article 28, a new article is added as follow
“New technologies"

Article 28a

Banks and other financial institutions shall takeasures and actions to eliminate
money laundering risks that may arise from new hbpirg technologies that migh
allow anonymity (internet banking, cash dispenser, phone banking etc.).

of the new technologies use for the purpose of mtaendering and terrorist
financing.”

Banks and other financial institutions shall adojrnal procedures for prevention

1
3

t

Recommendation o
the MONEYVAL
Report

f 1t is the view of the evaluators that the requiretseof Criteria 5.17 are essential
met although the wording of the first point abogetdo precise and could &
interpreted to read that only transactions of ekac€15,000 require CDD
Furthermore, the requirement is for CDD to be coctdd when “a transaction @
significance takes place.” and in the context oftéra 5.17 it is considered tha
this is more appropriate wording. Overall the ewatlwrs consider that a separa
clause should be inserted into the LPMLTF to spmalfy deal with the issue @
CDD on existing customers.

11
e

=
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Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

The Bill on Changes and Amendments to the LPMLTHI wiclude this
recommendation as well.

Art. 23 of the applicable LPMLTF determines the repeatetuahcontrol:

“If a foreign legal person executes transactiomsnfrArticle 9 paragraph 1 of this
Law at an reporting entity, the reporting entityabhin addition to monitorin
business activities from Article 22 of this Law,ncluct repeated annual control of a
foreign legal person at least once a year, andatet than after the expiry of one
year period since the last control of a customer.

By the way of exception to paragraph 1 of this éeian reporting entity shall,
least once a year, and not later than after theyegpone year period since the last
control of a customer, also conduct repeated cbmthen the customer executing
transactions from Article 9 paragraph 1 of this L&va legal person with
registered office in Montenegro, if the foreign itapshare in that legal person is|at
least 25%.
Repeated annual control of a customer from paragrapand 2 of this Article shall
include:

1.obtaining or verifying data on the company, addi@nd registered office;
2.0obtaining data on personal name and permanenteangorary residence of an
agent;

3.0btaining data on a beneficial owner, and

4. obtaining a new power of authorisation from &lgil7 paragraph 2 of this Law.
If the business unit of a foreign legal person exes transactions from Article |9
paragraph 1 of this Law on behalf and for the antatf a foreign legal person,
reporting entity, when conducting repeated contola foreign legal person, i
addition to data from paragraph 3 of this Articdkall also obtain:
1.data on the address and registered office obtisness unit of a foreign leggal
person, and
2. data on personal name and permanent residertbe afyent of the foreign leggal
person business unit.
A reporting entity shall obtain the data from paegdp 3 items 1, 2 and 3 of this
Article by checking the original or certified comfj the documentation from the
CRCC or other appropriate public register that matybe older than three months
of its issue date, or by checking the CRCC or odipgropriate public register. If the
required data cannot be obtained by checking tleeirdentation, the missing d
shall be obtained from the original or certifie¢pg@f documents and other busine
files, forwarded by a legal person upon a reporéntity’s request, or directly fron
a written statement of the agent of a legal pefsom paragraphs 1 and 2 of th
Article.

By the way of exception to paragraphs 1, 2, 3, d arof this Article a reporting
entity shall conduct repeated control of a forgigmson from Article 29 item 1 @
this Law.”

= =2

Measures taken t

implement the

recommendations

since the adoption gf

the first progress

report

(Other) changes Article 7 of the Bill of the Law on Changes and Amendmeatthé Law on PMLTH
since  the first defines that the title above Article 9, as wellths article itself, is amended

progress report (e.g
draft laws, draft

-follows
“Cases in which CDD measures shall be conducted”

regulations or drafi

65



“other enforceabld
means” and othe
relevant initiatives

A reporting entity shall conduct the appropriateasges from Article 10 of this Law
I'and particularly in the following cases:

1. when establishing a business relationship witlieat;
2. of one or more linked transactions amountinglt® 000 or more;
3. when there is a suspicion about the accuraegracity of the obtained client

identification data, and

4, when there are reasonable grounds for susp€imoney laundering or
terrorist financing related to the transactionlignt.

If the transactions from paragraph 1 items 2 aafitdis Article are based on an alrea
established business relationship, a reportingyestiall:

1. verify the identity of the client that carriest the transaction and gather
additional data in pursuant to this Law;

2. obtain evidence on the source of funds and dheckonsistence of the sourc

of funds with the business activity of the clighthe client is a legal person or with the

profession of the client if the client is a natyratson.

An organizer of special games of chances shalliirying out the transaction in the
amount of at least € 2.000 verify the identity afiant and obtain the data from the
Article 71 item 6 of this Law.

In the context of this Law, the following shall@lse considered as establishing a

business relationship:

1. client registration for participating in the ®ra of organizing games of chang
at the organizers that organize games of chancgdnternet or by other
telecommunication means, and

eS

es

2. client’s access to the rules of managing a rhfund at managing companies
Recommendation 10 (Record keeping)
I. Regarding Financial Institutions
Rating: LC
Recommendation of There is no requirement that transaction recordsusth be sufficient to perm
the  MONEYVAL | reconstruction of individual transactions so asptovide, if necessary, evidence 1
Report prosecution of criminal activity in accordance withe requirements of essent

criteria 10.1.1. The LPMLTF should be amended tketahis requirement int
account.

Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

The Securities and Exchange Commission prescriftissréquirement explicitly
This requirement is imposed by the article 38 a&f Rules on Conduct of Busine
of Licensed Market Participants that are publishiedthe Official Gazette o
Montenegro ("Official Gazette of Montenegro", N&/G9 and 87/09).

The article states: "This information shall be estiein a manner that all transactigns
can be easily identified at any time, as well asamner to easily track transaction
from the time of initial order entry to final traaxtion;"

(Other) changey Rules on Conduct of Business of Licensed Marketi¢iaants that are published jn

reported as of 16 the Official Gazette of Montenegro ("Official Gaiebf Montenegro”, No. 78/09

March 2010 and 87/09).

Measures taken tp

implement the

recommendations

since the adoption gf

the first progresy

report

(Other) changes On the basis of performed on-site control in baitkeas determined that Banks [in

since the first |

Montenegro have up-to-date IT equipment enabliegrétonstruction of individua
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progress report (e.g
draft laws, draft
regulations or draff
“other enforceabld
means” and othe
relevant initiatives

.transactions (including the amount and currencg)waell as identification data g
clients which are, pursuant to authorization, adé to competent authorities. T
aforementioned is regulated by banks’ policies mmodedures.

r

Recommendation 13 (Suspicious transaction reporting
I. Regarding Financial Institutions

Rating: PC

Recommendation ofThe reporting obligation should be extended toudel money laundering reportin
the  MONEYVAL | obligations if the transaction has already beenfpened.

Report

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

The Central Bank of Montenegro, by applying goodcfices, demands from ban
to inform the Administration for the PreventionMbney Laundering and Terroris
Financing on any suspicious transaction (regardiéshe amount and type) als
after its execution.

The Bill on Changes and Amendments to the LPMLTHI wiclude this
recommendation as well.

Measures taken t
implement the
recommendations

since the adoption @
the first progress
report

b The recommendations are accepted and due téthele 27 of the Law on
Changes and Amendments to the LPMLTF (Article 33hef current Law)
defines that reporting entity is obliged to submisuspicious transaction

freport to APMLTF even after the execution of trengaction.

The manner and requirements of providing the defmed in this Article shall be
more specifically defined by the Ministry.
Article 27 of the Bill on Changes and Amendments téhe LPMLTF is defined
as follows:
In Article 33 paragraph 1 the words: “in the ambwoh €15.000 or more” aré
replaced by the words: "in the amount of at le&46,000".
After paragraph 2 two new paragraphs are added)laws:
“A reporting entity shall provide to the competemtiministration body dat
from Article 71 of this Lawafter the executed transactionwhen there ig
suspicion of money laundering or terrorist finamcielated to the transactia
(regardless of the amount or type) or client.
Where a transaction is considered to represent yntmendering or terroris

is probability that the efforts of monitoring a eslt engaged into activitie
suspected to be related to money laundering ooristrfinancing could be
frustrated, reporting entities shall notify the qmtent administration bod
immediately afterwards.

Paragraph 4 is changed as follows:

The manner and requirements of providing the datan fparagraphs 1 to 5 ¢
this Article shall be more specifically defined ttne Ministry.”
The existing paragraphs 3 and 4 now become patagf&pnd 6.

financing and when it is not possible to susperah dtansaction, or when ther

g
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Recommendation o
the MONEYVAL
Report

become “other enforceable means”.

fThe Book of Rules should be endorsed in law witistgans for breaches in order to

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o

The Law prescribes that the implementing regulatiomlebooks, decrees) shall
adopted six months after the date the Law entertedforce.

Drafting Regulations Rules (Official Gazette MNE, N.02/10 from 18.01.2010
define the legal and technical rules for draftiagg$ and other regulations, as well

be

as

the report

67



other enactments whose preparation, proposal araptiad are within the
competence of the Government of Montenegro ands¥iag, in order to ensure tf

ne

uniformity in drafting regulations, to avoid legahd technical omissions and to

accelerate the adoption procedure.

1.1. When drafting a law and determining its contents scope, and elaborating
the constitutional principles, it is important tistthguish between the issues
that can be regulated only by law and those thabearegulated by other
regulations and general enactments.

1.2. The contents of a law are classified by syatemation of provisions according

to what they are related to:

a. General Provisions

b. Main provisions

c. Penalty provisions

d. Transitional provisions
e. Final provisions

If the law prescribes that certain questions shallregulated by several different

bylaws and other laws (ex. Decrees and rulebookspgcial attention has to be

paid to defining the issues that should be regdlbtea single enactment, in order|to
ensure the harmonisation of these enactments acgota their hierarchy and to
avoid repetitions.

B. Drafting bylaws

A bylaw cannot contain the same provisions as law.

A bylaw is composed of:

a. Preamble

b. Title

c. Contents of the enactment

d. Signature of the responsible person

e. The number under which the enactment isrdecbat the authority that adopted
it and the date of adoption.

Consequently, only law includes penalty provisions.

Measures taken toThere were no changes in relation to this response.

implement the

recommendations

since the adoption gf

the first progress

report

(Other) changes

since the first

progress report (e.g.

draft laws, draft

regulations or draff

“other enforceable

means” and other

relevant initiatives

Special Recommendation Il (Criminalisation of terraist financing)

Rating: PC

Recommendation of A definition of “funds”, which includes “assets efery kind, whether tangible or

the  MONEYVAL | intangible, movable or immovable, however, acquiradd legal documents or

Report instruments in any form, including electronic omitil, evidencing title to, of
interest in, such assets, including, but not lichiten, bank credits, travellers
cheques, bank cheques, money orders, shares, tg&egubionds, drafts, letters of
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credit.” should be laid down in the Criminal Code.

Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

In compliance with the Special Recommendation litkef Financial Action Task
Force (FATF), “financing of terrorism“ is defined a separate criminal offence|in
the current Criminal Code of Montenegro (“Officiahzette of the RMNE" 70/03,
13/04, 47/06 and “Official Gazette of Montenegr@/@8). The criminal offence aof
“Financing of Terrorism“ (Article 449) is done byp&rson who provides or collects
funds intended for financing execution of criminaffences of terrorism,
international terrorism and taking of hostages. thk forms of criminal activity
mentioned above are defined as separate crimifahads (Articles 365, 447 and
448 of the Criminal Code). Imprisonment for the ipgrof one to ten years |s
prescribed for this offence. The Criminal Code priges mandatory confiscation pf
resources intended for financing of terrorism.
A draft law amending the Criminal Code is currentiyParliament and hence the
incrimination of the offence “Financing of terrani$ will be considerably extended.
The new definition of offence of financing of terisim, amended states as follows!:

"Financing of Terrorism

Article 449

(1) Anyone who in any way provides or raises mosegurities, other funds @
property intended entirely for financing the comsios of criminal offences
referred to in Articles 447, 447a, 447h, 447c, 44nd 448 of the present Code, |or
for financing organisations that have the aim ofmeoitting those offences, or
members of those organisations,
shall be punished to imprisonment for a term of fwnken years.
(2) Funds referred to in Paragraph 1 of this Aréicthall be confiscated.”
Such definition clearly states the funds intendedfinancing terrorist offences —
money, securities, other assets or property whaggoge is for complete or partial
use for financing terrorist offences, public cajénto commit acts of terrorism,
incitement and training to commit acts of terrorigrse of lethal device, damage and
destruction of nuclear facility and endangering spes under international
protection.
Incrimination of the offence of “Financing of Teriem“ will be considerably
extended by adoption of the Law on Amendments éoQtiminal Code, which is in
the parliamentary procedure. In pursuance withrige definition of the crimin
offence of financing of terrorism, this offencedsne by a person who in any way
provides or collects money, securities, other resesior assets intended to be fully
or partially used for financing of execution of ttréminal offences as under Article
447, 447a, 447b, 447c, 447d and 448 of the Crimatle (terrorism, publi
invitation to execution of terrorist activities,creiting and training for execution of
terrorist activities, use of a lethal device, dasmag and destruction of a nuclear
facility and endangering of persons under inteamati protection) or for financin
of organisations whose aim is to execute suchiiesyor for financing of members
of such organisations. Imprisonment for the penbadne to ten years remains the
prescribed punishment, along with mandatory coafisa of resources intended for
financing of terrorism.
In accordance with the recommendation made follgwihe evaluation o
Montenegro before the MONEYVAL Committee on 17 Mar2009, the ne
definition will clearly specify resources intendfmt financing of criminal offence
of terrorism - money, securities, other resourceassets intended to be fully
partially used for financing execution of crimiraffences. The legal definition will
be extended with the term “and other resourcessseta’, in compliance with the

=
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recommendation, the Convention on the Suppresdideworism and the Palermo
Convention. Thus, the innovated definition of th#ewce of “Financing of
Terrorism“ also includes such activities which cintte to financing of terrorism
and which are not strictly speaking collection admay and securities — therefo
provision of any resources or assets in the aifinahcing of terrorism. The terms
“resources” and "assets“ shall be construed in raecwe with the ratified
international conventions.
Furthermore, Montenegro has ratified the ConventiofPrevention of Financing of
Terrorism (“Official Gazette of the Federal Repuabiif Yugoslavia / International
agreements” 7/02), as well as Palermo, StrasbautdMarsaw convention. Having
in mind the hierarchy of normative acts stipulatgdthe Constitution, the terms
“funds”, “properties”, “confiscations”, “seizing“,,predicate part* and other
stipulated by this convention are a constituent parthe legal order — therefore
applicable in case law.

(Other) changes
reported as of 1€
March 2010

The innovated definition of terrorist financing efite includes activities th
contribute to financing of terrorism and that amt strictly raising money and
securities. This definition includes also providiiogds or property for the purposgs
of financing of terrorism. The terms “Funds” anddperty” are interpreted broadly,
in accordance with the ratified international cami@ns

Measures taken tpThe recommendations are accepted and due to thialed of the Law on Changes

implement the
recommendations

since the adoption @
the first progress
report

and Amendments to the LPMLTF (it refers to changesArticle 5 of the current
Law) provides the definition of property, as folls:
"property" means assets of every kind, whetbemporeal or incorporeal,
movable or immovable, tangible or intangible, aegal documents or instruments
in any form including electronic or digital, evidgng title to or an interest in sugh
assets;
In accordance with the tendency to fully harmoniegislation with relevan
international standards, changes and amendmer@sirofnal Code had impact on
group of criminal offences against humanity andeotlvelfares protected by
international law. The most significant innovatiome the ones introducing new
concept of criminal offences of terrorism. The basiiminal offence Terroris
(regardless of weather it is directed against Moedgeo, foreign state ar
international organization) is defined in the at¥.4vith many forms of perpetration.
» Terrorism
Article 447
(1) Anyone who, with the intention to seriouslyniidiate the citizens or to coerce
Montenegro, a foreign state or international orgeation to do or not to do
something, or to seriously endanger or violate basic constitutional, political
economic or social structures of Montenegro, fameigtate or international
organization, commits one of the following offences
1) attack the life, body or freedom of another,
2) abduction or hostage taking,
3) destruction of state or public facilities, thaffsystems, infrastructure, includin
information systems, fixed platforms in the epirmnttal shelf, public good ar
private property that may endanger the lives of pbeoor cause considerab
damage to the economy,
4) abduction of aircraft, vessel, means of pubtimsport or transport of goods th
may endanger the lives of people,
5) development, possession, procurement, transpootjision or use of weapons,
explosives, nuclear or radioactive material or am&, nuclear, biological or
chemical weapons,
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6) research and development of nuclear, biologécal chemical weapons,
7) emission of dangerous substances or causing, fireplosions or floods or taking
other generally dangerous actions that might hanmlives of people,
8) obstruction or discontinuation of water suppectric energy or another energy
generating product supply that might endanger thesl of people shall be punished
by an imprisonment sentence for a minimum terrivefyears.
(2) Anyone who threatens to commit the criminadrofé referred to in paragraph |1
of this Article shall be punished by an imprisonimsentence for a term of sjx
months to five years.
(3) Where an offence referred to in paragraph thid Article has caused death of
one or a number of persons or large-scale destouctithe offender shall be
punished by imprisonment for a minimum term ofytears.

(4) Where during the commission of the offenéermed to in paragraph 1 of thi
Article the offender deprived one or several pessof life with guilty mind, s/h
shall be punished by an imprisonment sentence foimimum term of twelve years
or by an imprisonment sentence of forty years.”

In the previous Progress report we informed abotutré changes and amendments
which introduce new criminal offences of terroridinis adopted in 2010. and n
Criminal Code beside criminal offence Terrorismies criminal offences: publi
invitation to execution of terrorist activities {a#47a), recruiting and training for
execution of terrorist activities (art. 447b), udea lethal device (art.447c), damage
to and destruction of a nuclear facility (art. 44@dd endangering of persons under
international protection (art. 448).

Changes and amendments in 2010 advanced incrionafithe criminal offenc
Terrorist financing (art.449) —in line with convenmts aiming to prevent acts of
terrorism, especially CoE Convention 2008., whicdswatified by Montenegro i
2008. New definition of criminal offence Terroristinancing, advanced
encompasses term ,funds" in accordance with th@metendation, and is as
follows:

[72)

1)

“Terrorism Financing
Article 449

(1) Whoever provides in any manner or raises fusdsurities, other resources or
property intended for financing entirely or partiglof criminal offences referred tp
in Art. 447, 447a, 447b, 447c, 447d and 448 of ®ikle, or for the funding of
organizations which have the commission of thofemoés as their aim or membefrs
of such organizations, shall be punished by an isgpment sentence for a term pf
one to ten years.
(2) The resources referred to in paragraph 1 of thiticle shall be confiscateéd
Such definition in The Criminal Code clearly statfes means intended to be finarnce
criminal offences of terrorism - funds, securitiesther resources or property
intended for financing entirely or partially be dder financing of criminal offences
Terrorism, Public invitation to execution of tersir activities, Recruiting and
training for execution of terrorist activities, Usé a lethal device, Damage to and
destruction of a nuclear facility and Endangerirfigpersons under internationgl
protection.
This definition, expanded by term ,other resouroegproperty” is comprehensive
and in line with the requests of Convention on seggion of Terrorism.
Montenegro ratified Convention on The SuppressidnTerrorism Financing
(»Official Gazette of FRY — International agreens»nho.7/02), as well as Palermo,
Strasbourg and Warsaw Convention.
It is important to stress out that The ConstitutiddiMontenegro defines that ratified
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and published international agreements and gepexatlepted rules of International
law are integral part of internal legal order, th@y have primacy over domestic
legislation and that they are applied directly wiiegy regulate relations differently
than internal legislation. Having that in mind, ner funds®, ,property”,
.confiscation, ,seizure”, ,Predicate offence” amther defined by conventions are
integral part of legal order — thus applicable iagtice.

Recommendation of The reference to specific criminal offences (temar, international terrorism and

the  MONEYVAL
Report

D

hostage taking) in Article 449 should be broughbitine with the scope of th
Terrorist Financing Convention and the Interpretidote to SR Il, as the scope
which constitutes the criminal offence becomesavaer. Under Articles 365 an
447, only the acts, intended to cause harm (to tbestitutional order of
Montenegro, or the foreign state/international onggation) are criminalized, whil
the convention requires the incrimination of anysaaf violence which purpose is [to
intimidate a population or compel a governmentrgeinational institution (to do/to
abstain from doing).

[®X

1%

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

With amendments to the Criminal Code that are ogypss, the concept of terrorigm
is amended and closer defined through introducifamew terrorist offences (publ
calling to commit acts of terrorism, incitement atrdining to commit acts @
terrorism, use of lethal device and destruction dachaging of a nuclear facility.
Terrorism offences from Article 365 and internatibterrorism are unified in a
unique act — terrorism. Through this the citizeths, state of Montenegro, a foreign
country and international organisations — and the@nstitutional, political
economic and social structures are protected mgua way.

Through amendments to this Article it is harmonigéth the recommendations to
incriminate any acts of violence whose purposeoisntimidate a population gr
compel a government or international institutiamqb/to abstain from doing). Apalrt
from these and incorporating new acts, any acttiickagainst these values shalllbe
considered financing of terrorism.
The innovated definition of terrorist financing efifce includes activities that
contribute to financing of terrorism and that amt strictly raising money angd
securities.

=0

Measures taken tpThe concept of terrorism has been advanced intinduthanges and amendments

implement the
recommendations

since the adoption of tarrqyist activities, Recruiting and training foregution of terrorist activities, Use of

the first progress
report

of the Criminal Code, concept of terrorism was adeehand defined in detailed
manner through introducing criminal offences Publigitation to execution of

a lethal device, Damage to and destruction of deandacility and Endangering of
persons under international protection. Crimintiérices Terrorism art. 365 and
International terrorism are encompassed by sinffenoe — terrorism. In this wal
there is a unified protection mechanism for citze8tate of Montenegro, foreig
state and internal organizations — and their canitnal, political, economical an
social structures.

These changes and amendments made the definitionlinen with the
recommendation that every act of violence aimingqtonidate population or forc
government to do/abstain from doing). With thesd arroducing new offences,
every action against these values is considerégtasist financing.

as<

1%

Recommendation ofThe Criminal Code should be amended to incorpattaencrimination of funding o

the  MONEYVAL
Report

=2

terrorist organisations and individual terrorists.

Measures reported g
of 16 March 2010 tg
implement the

&N

This recommendation was adopted through amendnoéritee Criminal Code an
incrimination of the act of financing of terrorisplanned and conducted both by
individual terrorists and by a terrorist organisatis clearly stated.
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Recommendation o

of terrorism:

The new definition is as follows:
"Financing of terrorism
Article 449
(1) Anyone who in any way provides or raises mosegurities, other funds ¢

in Articles 447, 447a, 447b, 447c, 447d and 448thaf present Code, or fg
financing organisations that have the aim to commitse offences, or members
those organisations,

shall be punished to imprisonment for a term of twnken years.

(2) Funds referred to in Paragraph 1 of this Altishall be confiscated.”

It is clear that this definition includes financiteyrorist organisations and individu
terrorists as separate categories.
Apart from that, terrorist association is also w@ped as a new criminal offence
when two or more persons associate for a longes friod in order to comm
terrorist offences, endangering persons underriatemal protection and financin

“Terrorist association

Article 450
(1) If two or more persons associate for a longerigeeto commit criminal acts
referred to in Articles 447 to 449 of this coderf@eism offences, endangerin
persons under international protection and finarmgcof terrorism),

=

property intended entirely for financing commissadrcriminal offences referred to

—

=

of

al

g

they shall be punished by a sentence stipulatethéoact for whose commission the

association was organised.

(2) A perpetrator of an offence referred to in Bgraph 1 of this Article wh
prevents commission of criminal acts referred tdParagraph 1 of this Article b
revealing association or in any other way, or wioniibutes to its revealing,
shall be punished by an imprisonment sentence tf three years, and may also
acquitted”.

Measures taken tp
implement the
recommendations
since the adoption @
the first progress

report

f

This recommendation was adopted since the lastr&sgreport, and throud
changes of The Criminal Code this recommendatiors Wwaplemented, an
incrimination of the criminal offence Terrorist incing planned or perpetrated
individual terrorist or by terrorist organizatioras/specified.
New definition is as follows:
" Terrorism Financing
Article 449

(1) Whoever provides in any manner or raises furgkgurities, othe
resources or property intended for financing enyirer partially, of criminal
offences referred to in Art. 447, 447a, 447b, 4447d and 448 of this Code, or f
the funding of organizations which have the comionssf those offences as the
aim or members of such organizations, shall be shed by an imprisonme
sentence for a term of one to ten years.

(2) The resources referred to in paragraph 1 ofthiticle shall be
confiscated.”
It is clear that new definition includes as separmdtegories financing of terrori
organizations and individual terrorists.
Additionally, Terrorist conspiracy is also definasl new criminal offence — if two ¢
more persons associate for longer time with theafioommitting criminal offence
of Terrorism, Endangering persons under internatiqerotection and Terrorig
financing:

nY

“Terrorist Conspiracy
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Article 449a

(1) If two or more persons conspire for a longeripe to commit criminal
offences referred to in Art. 447, 448 and 449 of @ode, they shall be punished
a sentence provided for the offence for the exerofswhich the association ha
been organized.

(2) The perpetrator of the offence referred to amggraph 1 of this Article
who prevents the commission of criminal offencésrmed to in paragraph 1 of thi
Article by revealing the association or otherwise,contributes to its revelatior
shall be punished by an imprisonment sentence xuategling three years, and m
be released from the penalty.”

by
nS

[2)

Recommendation o
the MONEYVAL
Report

f The solution of relating the existence of the testdfinancing offence to specif
criminal offences, found under other Articles of €C is also appropriate (IN 6
Under current legislation, terrorist financing isnly considered to be a crimin
offence if funds are intended for one of three igetriminal offences (Terrorism
Article 365, International Terrorism, Article 44 hd Hostage Taking, Article 448
A more flexible definition which would incriminati@ancing. Furthermore, ther
needs to be an offence introduced to cover cases finds are not linked with
specific terrorist.

Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

Amendments to the Criminal Code introduced a cotaplenew concept of terroris
criminal offences. Basic terrorist offence (regasdl whether the act is direct

Article 447 with many forms of act of commissiorhid criminal offence, as well &

447a CC), incitement and training to commit actsesforism (Article 447b CC)
use of lethal device (Article 447c CC), destructamd damage of nuclear facili
(Article 447d CC), endangering of persons undeerivdtional protection (Articlg
448), as well as financing of terrorism (Article®4were included and brought
line with a number of conventions aiming at prei@nof acts of terrorism.

eliminate the narrow framework within which the ggnce of this criminal offenc

offence) — namely, the framework within which theiseence of such criming
offence is established will be extended to all amah offences in the area
terrorism, whose scope will be widened by amendmeatthe law. Thus, th
framework for existence of this offence will notinde only criminal offences @
terrorism, international terrorism and taking ofstames; in addition to thes
offences, it will also include public invitation texecution of terrorist activities
recruiting and training for execution of terrorettivities, use of a lethal devic
damage to and destruction of a nuclear facility andangering of persons und
international protection. In this way the deficiexscof the definition which has beg
assessed as narrow are eliminated and a morel8exdilnl clearer definition of thi
offence is created.
Apart from adding new articles as afore mentiortked,criminal offence of hostag
taking was changed and is as follows:

" Endangering persons under international protection

Article 448

(1) Anyone who conducts abduction or some othem&etiolence upon a persa
under international legal protection,
shall be punished by an imprisonment sentencemfd twelve years.

against Montenegro, a foreign state or an inteonatiorganisation) is stipulated |

new terrorist offences such as public calling tonoot acts of terrorism (Article

In compliance with the recommendation made afteretvaluation, amendments wji

is established (the present solution defines fimanof three types of this criminal

e
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(2) Anyone who violates official premises, a pmvapartment or a means

Of
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transport of a person under international legal f@ction, in the manner that
endangers his/her security and personal freedom,

shall be punished by an imprisonment sentence®fmeright years.
(3) If an act referred to in Paragraphs 1 and 2t Article results in death of one
or more persons, the offender shall be punishedrbynprisonment sentence of five
to fifteen years.
(4) If in commission of an act referred to in Paraghs 1 and 2 of this article, the
offender committed a premeditated murder of a perso
he/she shall be punished by an imprisonment semtehminimum ten years or an
imprisonment sentence of fourteen years
(5) Anyone who endangers security of persons redeto in Paragraph 1 of this
Article by a serious threat to attack him/her, h&/ official premises, private
apartment or a means of transport, shall be purdshy an imprisonment sentence
of six months to five years.”

Measures taken tp As stated earlier, changes and amendments of Tingr@ai Code introduced new

implement the
recommendations

since the adoption @
the first progress
report

concept of criminal offences of terrorism. Basidninal offence Terrorisn
(regardless of weather it is against Montenegrogifm state or international
organization) is defined in the art. 447 with mafioyms of perpetration. This
criminal offence, as well as the new terrorist éniah offences such as public calling
to commit acts of terrorism (Article 447a CC), iiechent and training to com
acts of terrorism (Article 447b CC), use of letldgvice (Article 447¢ CC),
destruction and damage of nuclear object (Artidd@ddCC), endangering of persons
under international protection (Article 448), asliwas financing of terroris
(Article 449) were included and brought in line kvia number of conventions
aiming at prevention of acts of terrorism.
In accordance with the recommendation, criminatmée of hostage taking was
also amended by changes and amendments of then@ri@ade,, and is as follows;

" Endangering Persons under International Protection
Article 448

(1) Whoever commits abduction or another type olevice against
person under international legal protection shadl punished by an imprisonmgnt
sentence for a term of two to twelve years.

(2) Anyone who attacks the official premises, gevapartment or vehicle of
a person under international legal protection imme&nner that endangers his/her
safety and personal freedom, shall be punishedrbyrgrisonment sentence for|a
term of one to eight years.

(3) Where an offence referred to in paras. 1 araf this Article has cause
death of one person or more, the offender shalplieished by an imprisonment
sentence for a term of five to fifteen years.

(4) Where on the occasion of committing offencéssnexd to in paras. 1 an
2 of this Article the offender deprived a persotifefwith guilty mind s/he shall b
punished by an imprisonment sentence for a minirarm of ten years of by an
imprisonment sentence for a term of forty years.

(5) Whoever endangers the safety of a person edeo in paragraph 1 o
this Article by a serious threat to attack him/hbis/her official premises, priva
apartment or a vehicle, shall be punished by arrisopment sentence for a term|of
six months to five years.”
Criminal offence Terrorism financing is defined & way that it encompasses
financing of all forms — criminal offences with glents of terrorism an

endangering of persons under international pratectiCriminal code by it
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definition encompasses offence regardless of whetheis committed by
organization with aim of committing such offences a member of suc
organization.

Recommendation o
the MONEYVAL
Report

f Article 449 of the Criminal Code should be broughtb line with international
standards.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

In accordance with the recommendations, apart fiteenchanges of the Article |
relating to financing of terrorism, the Law on Andements of the Criminal Cod
introduces a new article — terrorist associatiohisTact stipulates as a crimin
offence the association of two or more personsaftonger time period in order t
commit acts of terrorism.

Article 449 of the Criminal Code, as it is statedhe proposal of the Amendmer
of Criminal Code, is in compliance with the intetipaal standards. Indeed,
accordance with the recommendation made afterthle@ion, the definition of thi
criminal offence, namely financing of terrorismshaeen improved also in terms
defining in a clearer manner financing of both vidiial terrorists and terroris
organisations. This has eliminated the perceivdigidacy in the current definition
namely it does not make clear difference betwessnfting of an individual terrorig
and financing of a terrorist organisation. Addiadlg, through adoption o
amendments, the Criminal Code will define anoth@minal offence — terroris
association — when two or more persons associata fonger period of time i
order to execute criminal offences in the areawbrism.

In accordance with the recommendation stating thét Article (449) of the
Criminal Code should be harmonised with internatlostandards, from th
viewpoint of everything mentioned above, we deenat thll the perceive
deficiencies have been defined, that all the recenttations have been accepted
and incorporated in the planned amendments, arndthikanew definition of thi
criminal offence, after the Law on Amendments te tBriminal Code has been
adopted, which is currently in the parliamentarpgedure, will be even more
efficient and provide better quality concerningifitgplementation in practice.

Measures taken t

O MONEYVAL recommendations and standards from int@omal conventions wer

implement  thel accepted by changes of law in 2010. - definitioncdminal offence Terroris

recommendations | financing was improved. The law states that any mearof providing or raisin

fr:réce ]firr‘:t adof’;'?gs‘iffuno!s, securities, other resources or propertyniitel for financing entirely or

e progress partlally, of crlmlna_l oﬁgnces of terrorism or emg_er_lng of persons under
international protection will undergo a sanctiomeTdefinition contains the ter
“funds”. Additionally, recommendation to distinghigerrorist organisation fro
individual terrorist was also implemented by changtlaw. In accordance with the
recommendations, beside changes of the offenceradrism financing, Law o
changes and amendments of The Criminal Code intedtlnew offence — terrorist
conspiracy. This offence defines as criminal ofeeiidwo or more persons conspire
for a longer period to commit criminal offenceg@frorism.

(Other) changes Innovated definition of terrorist financing encomspas activities which are

since  the  first contributed to terrorism financing but which are swictly gathering of money and

progress report (e.g
draft laws, draft
regulations or draff
“other enforceabld
means” and othe
relevant initiatives

-securities. Definition also encompasses providingié or property for the purpose
of terrorism financing. Terms ,funds* and ,propértsre interpreted widely, i
accordance with ratified international conventions.
. Since last reporting, Criminal code contains newmural offence Terroris
conspiracy”, as follows:
»rerrorist Conspiracy

Article 449a
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(1) If two or more persons conspire for a longeripé to commit criminal
offences referred to in Art. 447, 448 and 449 o @ode, they shall be punished |by
a sentence provided for the offence for the exerofswhich the association has
been organized.
(2) The perpetrator of the offence referred to arggraph 1 of this Article who
prevents the commission of criminal offences refnto in paragraph 1 of this
Article by revealing the association or otherwise,contributes to its revelation,
shall be punished by an imprisonment sentence xustegling three years, and may
be released from the penalty.”
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2.3. Other Recommendations

In the last report the following FATF recommendatiovere rated as “partially compliant” (PC) or “non
compliant” (NC) (see also Appendix 1). Please, gpdar each one what measures, if any, have bakent
to improve the situation and implement the suggastfor improvements contained in the evaluatigore

Recommendation 6 (Politically exposed persons),

Rating: PC

Recommendation ofThe lack of awareness as regards PEPS and the goese lack of propef
the  MONEYVAL |procedures to address the risk should be addretis@digh proper training to be
Report followed by the establishment of adequate procesfir@ddress this risk.

Measures reported ¢ In its internal acts on risk analysis, a bank itigaal to assess and consider client
of 16 March 2010 tq risk, including clients who are politically exposgersons pursuant to the rules

implement ~ the defined in the Draft Guidelines on bank risk anislygimed at preventing money
Recommendation 0 |ayndering and terrorism financing, chapter 2 sectl.2.5.1.2, prescribing the
e bizfplt following:

“Procedure of persons to be listed as politicayased persons
Pursuant to the provisions of the LPMLTF, a patilig exposed person is "a natufal
person that is acting or has been acting in theylear on a distinguished public
position in a state, including his/her immediatanifg members and close
associates” (Article 27).
In order to determine the politically exposed passand his/her immediate family
members and close associates within the meanitigeof PMLTF, a bank may a¢
in one of the following manners:

» offer a client to fill in a form (enclosed to the§&uidelines and making an
integral part hereof, the Form PEP);

* obtain the information from public available sowgce

* obtain the information based on the review of dasals covering the lists of
politically exposed persons (World Check PEP lifggrnet inquiry, etc).

The procedure of identifying close associates tttigally exposed persons is
applied if a bank estimates that such a relatignskists based on the indisputable
facts.

A bank is obliged to perform client identificatiam line with the LPMLTF and the
procedure shall include one of the manners for radeteng politically exposed
persons as specified under paragraph 2 of thigogect

Upon determining that the client is a politicalkpesed person, the employee of the
bank shall perform the enhanced customer veriioatArticle 25 of the LPMLTF
that shall cover additional measures in the folfay\ases:

 entering into business relationship or executirgngaction from Article 9
paragraph 1 item 2 of this Law (one or more tratisas of or exceeding EUI
15,000),

» when it estimates, due to the nature of the busimekationship, the client’
business profile and/or other circumstances coedegith the client, that there
is or could exist the risk of money launderingerdrism financing.

In addition, as a part of the enhanced client igatiion — the politically expose
person — in line with the LPMLTF, the employee lod bank shall:

 obtain a written consent from the responsible persothe bank before the
establishing of a business relationship with suchest;

—~
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* acquire information on the source of funds and ertypwhich are the subject ¢
the business relationship and/or transaction, frg@rsonal and othe
identification documents submitted by the clieftthie specified information i
not possible to obtain from the submitted documetits required informatio
shall be acquired directly from the client’s wrttstatement;

« after the establishment of the business relatignstiosely monitor transactior
and other business activities of the politicalljpesed person with the ban
particularly considering the purpose of the tratisa¢ as well as comparing
with his/her standard business operations.

Additional measures to be taken by bank within theenhanced client
verification procedure
Case 1) Consent | 2) Acquiring 3) 4) Additional
prescribed from the additional Additional measures
in the Law responsible | documents ang examination
person in the| information and
! bank ! monitoring !
! of the
client's
business
operations
!
Politically Set of data
exposed defined under As estimated by
person vYes Art. 27 of ves the bank
LPMLTF

A bank is obliged to determine the list of politlgaexposed persons which shall pe

available to the employees of the bank in directact with clients.

Procedure of cancellation of obligation of treatimersons as politically exposed

persons

A bank shall, by way of internal act, prescribe fhrecedure of cancellation of
obligation of treating a client as politically exgeml person. This implies the

obligation on the bank to exclude a person from like of politically exposed

>0 =

—

persons, as well as members of his/her immediatdyfaand close associates, ohe

year following the termination of activity of theolitically exposed person at
prominent position in a country.

After the establishment of a business relationshifh the politically exposed

person, members of his/her family and close aswian accordance with th
LPMLTF, the bank shall keep separate records osetpersons and transactions.
The bank is obliged to regularly update its lispofitically exposed persons in ord

e
to conduct customer due diligence in line with tH&MLTF for those clients who

were not politically exposed persons within the nieg of the LPMLTF at the timg
of establishing the business relationship withithek.*

On 8th February 2010, at the Bank Association ohtdnegro, representatives
the Central Bank of Montenegro held the meetinghwihie Committee for th
prevention of money laundering and terrorism finagcwhere they discussed tl

Laundering and Terrorist Financing for Banks. Also, this meeting, detaile
explanations were given, to the representativesthef banks, related to th
identification of PEPs, with special emphasis op form and content of th

of
he
draft Guidelines on Developing Risk Analysis witlviaw to Preventing of Money
d
e
e
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Questionnaire for identifying politically exposedrpons.
After adopting the Guidelines on developing risklgsis with a view to preventin
money laundering and terrorist financing the APML irco-operation with OSC
organised a two-day workshop for compliance ofcam & and 4' November
2009, in Podgorica. The subject of the workshop YPasventing money laundering
and terrorist financing in financial and non-finaicsector. The participants were
employees from different commercial banks, paréinig at the capital market,
dealers, leasing companies, casinos.

The Guidelines on risk analysis were presentekigtitorkshop.

The Guidelines for developing risk analysis, deieed by the APMLTF, together
with the Questionnaire for Identifying PEPs weresaented at the Workshop.
The Securities and Exchange Commission prescrilpedific procedures to be
followed in case of PEPs and these are very pigaiedined in the article 12 of the
Instruction of the Securities and Exchange Comimissi
Obliged entities are obliged to determine if therd is politically exposed person jn
accordance with the article 12 of the Instructidntie Securities and Exchange
Commission of on risk analysis of money launderjkgpw your client” procedure
and other procedures for recognising suspiciouss#aetions of November 28, 2008.
To determine politically exposed persons and membértheir close family an
close associates by Law, Capital market particgpanty act on some of the
following ways:

a) By filing the written form by the customer;
b) Collecting information from public sources;
c) Collecting information based on insight on datagsathat includes the lists

of politically exposed person®orld Check PEP Liskttc).
Procedure of determining close associate of palltieexposed persons is followed
if the relationship with associate is publicly knowr if capital market participant
has reason to think that relationship exists. Tioege during determining th
persons who are considered as close associatesliti€gily exposed person
capital market participants are not expected te aitive researching about this.

Before establishing business relationship with tmalily exposed perso

participant of securities market is obliged to:

e Collect data about founding sources and propertighwhre object of business
relationship, transactions, from personal and ardtientification of customer,
and if it is not possible to obtain such a datanfrihe statements submitted,
there are collected directly from written statemafthe client;

» Obtain written approval of responsible person adiogr to internal acts of th
participant before establishing business relatignsifith customer.

» Approval of responsible person has to be given iiitem, in printed or i
electronic form.

After establishing business relationship with pedily exposed person, members| of
his close family and close associates by Law, @hpiarket participants is obliged
to keep records about this persons and transactibich are taken on behalf and
for the account of those persons.
After obtaining the approval from authorised pertmre is no need for approval |of
executing each transaction on behalf and for tleewd of the client, but capital
market participant is obliged to follow transactieith special attention and other
business activities by a politically exposed persathin organisation and, i
needed, notify authorised person in the shortessiple deadline about those
transactions.
It is considered that a need determined in thecksrt® exists if transaction is not
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adjusted to the sources of funds on client’s actoun
The capital market participant are obliged to ocadiy update their lists o
politically exposed persons in order to implememicpdures of enhanced customer
verification according to Law for the client wha fime of establishing business
relationship were not politically exposed persocsoading to Law.

The capital market participants are obliged to kéle@ data about politicall
exposed persons in electronic form.

The form for PEPs is prescribed by the Guidelinesisk analysis with the view t
prevent money laundering and terrorist financing #re Guidelines are forwarded
to all operators of the games of chance on thé&derrof Montenegro and also in
informal communication certain instructions werevegi to all operators of the
games of chance.
By its risk analysis Guidelines concerning prevamtof money laundering and
terrorist financing, ISA will also cover PEPs iss@nd will prescribe a For
intended for the insurance companies especiallgrdigg this issue.

According to the competence of the APMLTF from Aréicle 64, item 5 to prepar
and issue recommendations or guidelines for unifionpiementation of the Law o
AML/CTF, in July 2009 representatives of APMLTF ficipated at one- da
workshop organised for employees from one commiebeiak and its subsidiarigs
(14 participants).
At this workshop representatives of APMLTF havenped out the significance of
implementation of legal provisions related to PER&lditionally, APMLTF
employees, in their daily communication with coraplie officers, throug
providing professional opinion and interpretatiohtbe provisions of the La
specify the necessity of applying legal provisioeferring to PEPs.

Within IPA 2007 Twinning project “Fight against amgjsed crime and corruptio
experts form United Kingdom and Northern Irelamdco-operation with APMLTF
during May 2009 organised trainings for officersving a direct communicatio
with customers. The training was conducted at 9 memial banks with 10
participants.

At the beginning of September 2009, trainings fgresvisory bodies under the Law
on the Prevention of Money Laundering and Terrdfiseincing were held for the
following supervisors: APMLTF, Ministry of Financel)nsurance Supervision
Agency, Department of Public Revenues, Central Bamkninistration for Game
on Chance, Securities Commission. The workshopnter-agency co-operation jn
relation to organised crime and corruption was helthe period from 7 to 11"
September 2009. The participants at this worksha&pewepresentatives fro
APMLTF, Police Directorate, Directorate for Anticoption Initiative and Ministr
of Internal Affairs and Public Administration.

After the Report of the MONEYVAL Committee has bestopted the employees
the Police Directorate accepted the recommendatioren in the Report. Due to
that there were organised 4 seminars on the piievenf money laundering and
terrorist financing as well as financial investigas. The mentioned seminars were
organised at the Police Academy in Danilovgrad &&d officers involved i
PML/TF participated at these seminars that wereamisgd by APMLTF o
international organisations. At these joint sensn&wgether with officers fro
APMLTF and State Prosecutor's Office, participamtere mainly higher level
officers that have, made reports on the contetth@feminars, and in such manner
informed the heads of their sectors and field effic Also, after the adoption of the
Report of the MONEYVAL Committee, Police Academytroduced as regular
subject ,Money laundering and Corruption“ and thglouhis subject students quire
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the first and the most significant knowledge o tigpe of criminal activity.
With a view to training its employees the Customdménistration signed a
agreement with Faculty of Law Podgorica.

Measures taken t
implement the
recommendations
since the adoption @
the first progresy
report

b The Bill on Changes and Amendments to the Law ol PiMin Article 21 (it refers
to the changes of Article 27) prescribes that APM¥Lshall, on its website, publis
the list of PEPs. In accordance with that banks @her reporting entities will b
able to download the list from APMLTF official sitthe APMLTF shall, on regulg
basis, keep data accurate and up to date.

Also, the Bill on Changes and Amendments to the bawMLTF in Article 19 (it
refers to amendments to Article 250f the currenwv)Ledefines that reporting entit
is obliged to conduct enhanced customer due ditigan all cases when he/s
estimates that there is high risk on money laumdenr terrorist financing.

Article 19 of the Bill on Changes and Amendmentthe Law on PMLTF :
Enhanced customer due diligence

Article 25

A reporting entity shall conduct enhanced custoduer diligence in cases when a
reporting entity estimates that there is high dekmoney laundering or terrorist
financing.

Reporting entity shall conduct enhanced CDD measiaréhe following cases as
well:

1. on entering into open account relationship &itiank or other similar cred
institution, with registered office outside the BUoutside the states from the list;
2. on entering into business relationship or exegutansaction from Article
9 paragraph 1 item 2 of this Law with a customat th a politically exposed persd
from Article 27 of this Law,

3. when a customer is not present during the eatifin process of
establishing and verifying the identity.

A reporting entity shall apply enhanced customer diligence measures in cases

=0

regarding the nature of a business relationsh@fdhm and manner of executing &
transaction, business profile of the client or otticumstances related to the clier
there is or there could be a high risk of monewtharing or terrorist financing.”

In September 2010, the Central Bank of Monteneggartzed the seminar titled
“Implementation of Guidelines on Bank Risk Analysisned at Preventing Money
Laundering and Terrorism Financing”, to which bankse explained the
identification of a client — politically exposedrsen — as well as which measures
and activities are to be performed when the batdbshed the business relation
with the politically exposed person.

when, in accordance with the Article 8 of this Lareporting entity estimates that

=0z

—

|

—

(Other)
since the first
progress report (e.g
draft laws, draft
regulations or draff
“other enforceable
means” and othe

changes

Article 21 of the Bill of Law on Changes and Amendments ® lttaw on PMLTF
stipulates who is considered as a close assodate qolitically exposed perso
-and the new paragraph was added stipulating tleat it of politically exposed
persons shall be published at the website of thepetent authority.

relevant initiatives

—

)

Recommendation 8 (New technologies and non facefimee business)

Rating: PC

Recommendation ofA requirement for financial institutions to havelipes and procedures to addre
the  MONEYVAL |the risk of misuse of technological developmentMinTF schemes should ¢
Report

e
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introduced.

Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

In their polices and procedures, banks have alreaghscribed certain rule

regarding the protection from misuse of new tecbgiels for the purposes of money

laundering and terrorism financing, and now theg abliged to harmonise the
policies and procedures with the rules and stasdesdtained in the Central Bank

Guidelines on bank risk analysis aimed at preventnoney laundering and

terrorism financing, chapter 3 paragraph 4 thatisea

“With a view to ensuring a proper risk managenienhe area of preventing money
laundering and terrorism financing, a bank shalupe its exposure to risk arising

from new technologies providing anonymity (electcoror internet banking

electronic money, etc.), i.e. the bank is obliged define in its policies an,d

procedures in particular, but not limited to, tb#dwing:

« identification of parties using electronic barkiservices;

« authenticity of the signed electronic document;

* reliable measures against the forgery of docusnandl signatures;
* systems ensuring and enabling safe electronikibgn

» other requirements in accordance with positivgulations governing the aforesa
business area.”

This requirement for securities providers is imgbbg the newly adopted Rules on

Conduct of Business of Licensed Market Participathtst are published in th

e
Official Gazette of Montenegro ("Official Gazetté Montenegro”, No. 78/09 and

87/09).
The Securities and Exchange Commission implemehisdecommendation by th

article 22 par.6-9 of the Rules on Conduct of Besin of Licensed Market

Participants that are published in the Official €8z of Montenegro ("Official
Gazette of Montenegro”, No. 78/09 and 87/09).
These Rules specifically regulate the procedurebetdollowed by the license

market participants if the client uses electroneams of communication to submit

an order or conclude a contract.
"Client, who gives orders by phone, fax or eledralty, may give the same wit
authorisation by identity code which licensee sha#lign to a client when signing

ir
'S

id

contract. A client is obliged to keep his/her idgntode as a secret, and may not

make it available to third persons.

Licensee is obliged to check client’s identity tigh identity code, contained in any

contract prescribing possibility of submitting orsléy phone, fax or electronical
or in any other manner which does not imply cligfiice to face transaction.
When prescribing possibility of electronic submigfiof client's orders, licensee
obliged to provide:

- reliable manner of client identification;

- that all necessary elements of an order are sirathe electronic message;

- a record of exact time when the order arrived teeanail and time of its

entry in the order book;

- sending of reply to a received order, where thgimai message of ordg

sender is clearly visible;

When prescribing possibility of electronic submigfiof client’s orders, license

shall retain the right to refuse order executidnthie order is unclear and/

ambiguous, and he/she shall inform a client on ithdélhe same way it accepted
order."

(Other) change;s
reported as of 16
March 2010

Rules on Conduct of Business of Licensed Marketi¢haants that are published
the Official Gazette of Montenegro ("Official Gateebf Montenegro”, No. 78/0
and 87/09)
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Measures taken t
implement the
recommendations
since the adoption @
the first progress
report

bThe recommendations are accepted and due to thattitie 23 of the Bill on

Changes and Amendments to the LPMLTF a new Ar2@a defining obligation
primary for the banks, and then for other reportewities to adopt interng
procedures for prevention of the new technologies for the purpose of mong
laundering and terrorist financing, shall be added.

“New technologies"

Article 28a

Banks and other financial institutions shall takeasures and actions to elimin:
money laundering risks that may arise from new higieg technologies that migh
allow anonymity (internet banking, cash dispensear, phone banking etc.).
Banks and other financial institutions shall adiopernal procedures for preventic
of the new technologies use for the purpose of mdaandering and terrorig
financing.”

Recommendation o
the MONEYVAL
Report

f Regulations should clearly establish the obligationobtain information on th

purpose and intended nature of the business relship for non-face to fac
business.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

Chapter 3 paragraph 6 of the Guidelines on barkkamalysis aimed at preventir
money laundering and terrorism financing reads:
“Banks must have such policies and procedures @scpibe the requesting of ¢
information on the purpose and the nature of bgsimelationships or transactio
with clients who are not present in person and they obliged to apply thes
policies and procedures when establishing a busiredationship with a client an
in conducting the customer due diligence.”

The obligation of the licensed market participaot dbtain information on th
purpose and intended nature of the business neddtijp is imposed by the article
par. 5 and article 11 par. 2 of the Rules.

The article 5 par. 5 of the Rules prescribe:

"Licensee shall not give advice related to se@sgibiusiness, nor realise transacti
for the client's account, until he/she determinkatthe/she possesses all fa
revealed to him/her by his/her client and otheeveht facts about client he/she
aware of or he /she should have knowledge about."

The article 11 par. 2 of the Rules prescribe:

"In order to provide that client understands actiskl, licensee is obliged to:
familiarize with client’s financial status, his/h@vestment experience and
other circumstances related to client, in ordesrtavide him /her with
appropriate service;

put at client’'s disposal all necessary informafimeluding information on risks) ir
order that client can make appropriate investmentisibns."

1
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Measures taken t
implement the
recommendations
since the adoption @
the first progresg
report

D
1. In Article 10 item 2 of the Law on the Preventiof Money Laundering an
Terrorist Financing is defined that when estabtigha business relationship
reporting entity (bank) is obliged to obtain data the purpose and nature of
business relationship.

f

2. If a bank, during the business relationshipyiates services of internet bankir
or electronic payment to its client then a bankbiged , on the basis of Article 2
of the Law on National Payment Operations (,Offic@azette of Montenegr

No0.61/08 and 40/11), to conclude, with its cliemtcontract on mutual rights and

obligations.

g
4
D
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Additionally, Article 25 of the mentioned Law deéis that a bank is obliged
prescribe, by its internal act, conditions for esce and usage of the electro
payment instruments (bank payment cards and etéctbanking applications).

3. Moreover, in March 2010- Central Bank of Montgmeissued the Guidelines ¢
Bank Risk Analysis aimed at Preventing Money Lauimde and Terrorist
Financing, where are, besides other issues, pbescthat the bank is obliged
issue policies and procedures for adequate riskagenent in the area
prevention of money laundering and terrorist firaggincluding exposure to ris
which is outcome of new technologies (Section &ragraph 4).

to

nic

n

to
Df

(Other)

since the first

progress report (e.d.

draft laws, draft
regulations or draff
“other enforceabld
means” and othe
relevant initiatives

changes

D

Recommendation 11 (Unusual transactions)

Rating: NC

Recommendation offFinancial institutions should be required to examims far as possible th
the  MONEYVAL |packground and purpose of unusual transactionsofgefble requirements to s
Report forth the finding of such examinations in writingosld equally be provided. |

addition specific enforceable requirement should g in place for financia
institutions to keep such findings available fothenrities and auditors for at leas
five years.

n

5t

Measures reported &
of 16 March 2010 tg
implement the
Recommendation o
the report

Rulebook on Indicators for recognising suspicidients and transactions
("Official Gazette of Montenegro ", No. 69/09, fraif” October 2009) adopted by
Ministry of Finance and due to that the followingtLof indicators for recognising
suspicious clients and transactions was established

- List of Indicators for banks,

- List of Indicators for capital market,

- List of Indicators for the Customs Administratjon

- List of Indicators for the Department of Publie\nues,

- List of Indicators for leasing companies,

- List of Indicators for auditors,

- List of Indicators for accountants,

- List of Indicators for lawyers and

- General indicators.

In the group of indicators referring to unusual s on the account, indicator

no.47 ,Transactions that are recognised as uniusuamployees with the bank,
accordance with their experience and knowledges@heansactions are treated
suspicious transactions. Also, in the group of misps transactions indicators wi
banks there is indicator no.9 stating ,Client exesuransactions which are unus
for him/her.“ Similar indicators are in the groug fwuditors (indicator No 6 and 8

n
as
th
pal

t
the|

Measures taken
implement

recommendations

bThe mentioned recommendation is introduced in th# & Changes an
Amendments to the LPMLTF, Article 33a.

f

)

since the adoption 0
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the first progress

report

(Other) changes singeArticle 33a of the Bill on Changes and Amendmentshie LPMLTF defines thg
the first progress reporting entity is obliged to analyse all unusp#dige transactions which have
If:vF\’l(;” (e.g. ddr:{l apparent economic or visible lawful purpose andétermine its own criteria fo

regulations or draf
“other  enforceabls
means” and othe|
relevant initiatives

recognizing unusual transactions by an internal act

“Unusual transactions

Article 33a

A reporting entity shall analyze all unusually lkartgansactions which have no
apparent economic or visible lawful purpose.

The findings of the analysis from paragraph 1 of #rticle shall be recorded in
writing by the reporting entity.

A reporting entity shall determine by an internetl iss own criteria for recognizing
unusual transactions.

The Guidelines on transactions that are considesathusual shall be established
by the Ministry on the basis of professional opinaf the competent administratid
body.

In accordance with article 83 of the current LawRMLTF obligor shall keep
records provided on the basis this Law and reldtedimentation ten years after t

r

termination of business relationship.

—

=

Recommendation 16 (Suspicious transaction reporting
Regarding DNFBP

Rating: NC

Recommendation of A prohibition against tipping off should be madedfically applicable to lawyers.
the MONEYVAL

Report

Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

Article 80 of the LPMLTF defines that reporting ities and employees wit
reporting entities, members of governing, supengiir managing bodies, or oth
persons, to which data from Article 71 of this Lewgre available, may not reveal
a customer or third person:

1. that data, information or documentation on thst@mer or the transactio
from Article 33 paragraph 2, 3 and 4, Article 43gmaaph 1*, Article 48 paragrap
1, 2 and 3, Article 49 paragraph 1 and 2* of thiswl. are forwarded to th
competent administration body ;

2. that the competent administration body on thsisbaf Article 51 of this
Law, temporarily suspended transaction or in acoed with that gave instructior
to the reporting entity;
3. that the competent administration body on thsisbaf Article 53 of this
Law demanded regular supervision of customer’'shfifed business;

4. that against customer or third party is inititer should be initiate
investigation for the suspicion of money launderngderrorist financing.

The information about the facts from paragraph thisf Article and notification on

suspicious transactions or information about otffances from Articles 55 and 5
of this Law, are the official secret and designaeduch, in accordance with Law

On removing the official secret designation, froarggraph 2 of this Article shal

decide the authorised person of the Administration.
Prohibition of giving information from paragraph df this Article may not be
applied on:

er
to

=}

D
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)
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1. data, information and documentation, that areacicordance with this Law
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obtained and kept by reporting entity, and necgdsarestablishing facts in
criminal proceedings, and if submitting those dataritten form is
required or ordered by the Competent court, and

data from item 1 of this Article, if it is demandeg supervision body from
Article 86 of this Law for the reasons of carryiogt the provisions of this
Law and regulations passed on the basis of this Law

*applicable to lawyers

Measures taken t
implement the
recommendations

since the adoption @
the first progresy
report

D Article 8lof the LPMLTF defines exception to theingiple of keeping

confidentiality

Article 81

During the process of providing data, information @ocumentation to the
administration, in accordance with this Law, théigadion to protect business
secrecy, bank secrecy, professional and officielesxyy shall not apply to
reporting entities, an organization with publicrearization, state bodies, courts,
lawyers or notaries and their employees.

Reporting entity , lawyer or notary and their enygles shall not be liable for
damage caused to their customers or third pergfidhgy are in accordance to
this Law :

1. providing data, information and documentatiortteeir customers, to the
competent administration body

2. obtaining and processing data , informatioth @mcumentation on their
customers

3. carrying out the administration’s order on temgpy suspension of
transaction, and

4. carrying out the administration’s request eguiar monitoring of
customer’s financial businesses

Employees with reporting entities, lawyers or nigmshall not be disciplinary
or criminally liable for breach of obligation of éging data secrecy, if:

1. they are providing data, information and docutaiéon to the competent
administration body, and in accordance to provisiofithis Law

2. they are processing data, information and doatsiien, obtained in
accordance to this Law, for the evaluation of comstoand transaction, for which
there are reasons for suspicion of money laundesiniterrorism financing.

f

Recommendation o
the MONEYVAL
Report

f More targeted training to sectors that pose theatgst risk should be considered.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

Representatives of all categories of reportingtiestiparticipate at the trainin
courses that APMLTF organises for compliance officand employees with th
reporting entities which have a direct contact witistomers.

Measures taken t
implement the
recommendations
since the adoption @
the first progresy
report

O Guidelines for analysis of AML / FT risk in life $mrance companies, adopted at
Council meeting held on March 7, 2011. These Gindsloblige just life insuranc
companies since only these companies are obligedttaccording to the AML/F]

fLaw (as prescribed in article 8 para. 2 point 4jeAthe adoption of the Guideling
the document was sent to all obligors, and a semimdroducing the ney
obligations brought by this act, was organized tfog representatives of all lif
insurance companies, where all relevant informatiorGuidelines and obligatior
arising there from were shared.
APMLTF, Central Bank of Montenegro, Securities Caission, Insurance

the

w 1

Supervision Agency continued to strengthen itssralethe area of prevention
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money laundering and terrorism financing through ralization of activities in th
Twinning project MN 08 IB FI 01 —“Strengthening thegulatory and superviso
capacity of the financial regulators in Montenegiffafanced by the Europes
Commission and performed in cooperation with theN&ederlandsche Bank and t
Bulgarian National Bank. The following project atiies were as follows :
November 22 -25, 2010Montenegro Twinning projeattivity 4.3.1

AML/CFT supervision workshop for banks

18th - 19th January 2011within Activity 4.3.3. wasganized Workshop o
preparing AML/CFT information material for publiéinancial and non-financig
institutions the slogan and the text for the breehand the flyer which will bé
distributed to financial institutions and citizeaémed at raising public awareness
the prevention of money laundering and terrorigmariicing.

25th - 26th January 2011 within Activity 4.4.1 wasganized AML/CFT
supervision workshop for financial institutions.

27th - 28th January 2011 within Activity 4.4.1. wasganized AML/CFT|
supervision workshop for non-financial institutions

1st -2nd March 2011.godine, AMLCFT workshop for ipel and judicial
institutions,

(Other)

since the first

progress report (e.d.

draft laws, draft
regulations or draf
“other enforceable
means” and othe
relevant initiatives

changes

Recommendation 21 (Special attention for higher ris countries)

y

ne

o=

on

Rating: NC
Recommendation of Financial institutions should be required to givpesial attention to business
the  MONEYVAL | relationships and transactions with persons fromiroicountries which do not ar
Report insufficiently apply the FATF recommendations. &ffe measures should be put|in
place to ensure that financial institutions are &@d of concerns about weaknesses
in the AML/CFT systems of other countries and awration should be given to the
development of appropriate countermeasures as einathe essential criteria to
Recommendation 21.
Measures reported § Chapter 2 section 1.1 paragraph 4f the Draft Guidelines on bank risk analysis
of 16 March 2010 td ajmed at preventing money laundering and terrofisemcing reads:
'Fgggmr?]”etn dationthg “In its internal act, a bank shall define conditidior refusing the establishment of a
the report business relationship with a client, and in patéicu
« If the home country of the client or the benefi@ainer of the client is on the
list of non-cooperative countries published by FEiancial Action Task Force
FATF, the list of offshore jurisdictions, or thetliof countries deemed risky by
the authority based on its own assessment;
« If the client or the beneficial owner of the cliemtmes from the country whigh

has been subject to measures in line with the Utuii8g Council resolutions;

« If the client is on the list compiled in line witthe UN Security Counci
resolutions; “
Chapter 2 section 1.3.1of the Draft Guidelines on bank risk analysis aina(
preventing money laundering and terrorism financeeds:

“Risk factors used for establishing the risk of arindividual client or a group of

88



clients and the business relationship
Internationally accepted standards used as the fmagpreparing risk analysis with|a
view to preventing money laundering and terrorismaricing (e.g. FAT
recommendations and Wolfsburg guidelines) shalecdve following risk factors:
- Client risk factors: risk factors relating to the client’s status ofi\aty (e.g. stat
authority, a politically exposed person, a clierttogse activity is connected with
cash transactions, non-profitable organisationd the like).
- Risk factors connected with business relationshigisk of business relationship,
for example, with a client whose home country doetsfollow the standards in the
prevention of money laundering and terrorism finagcwith a politically expose
person, and other business relationship deemelgiedlyank to involve high risk.

- Risk factors connected with geographical regiancountries having in plac
inadequate systems for the prevention of moneydeting and terrorism financing,
countries with high levels of corruption or crimirectivities, countries subject to
restrictive measures of international organisations
Risk factors for determining the risk of an indiva client or a group of clients, the

business relationship, and risk factors connectild thie geographical region are
illustrated in the risk matrix. In addition to rislpresented in the risk matrix, a bank
may define additional factors in relation with thpecific nature of the clientl]s

business.”
The obligation of providing special attention tosmess relationships with the
clients where AML/CFT procedures are not impleménte imposed by th
Securities and Exchange Commission Instruction.

This Instruction in the Article 2 itemesandb prescribes:

“Participants at the capital market are oblige@stablish risks factors upon which
shall determine acceptability of the clients, esgbcbased at the following facts:
a) Home country of the client, home country of the onigy founder, and/or real
owner of the client regardless of the positionwftscountry on the list of non-
cooperative countries and territories issued byiriternational body for contral
and combating of money laundering, on a list ofntdas presented as o
shore zones or uncooperative jurisdiction or ondiates which participant g
securities market considers risky upon its owmesstions.

Home country of the person who conducts transestimuith the client,
regardless of the position of such a country atitlie from the item a) above;

And article 3 paragraph 1 prescribes: “Capital magrlparticipants establig
acceptability of the client depending on a risktdes from the article 2 of thi
Instruction and may refuse to conclude a contratt e customer in relation t
whom some of the abovementioned risk factors ar@bkshed, or concluding g
terminating of the already concluded contract ctowliupon fulfilment of some
specific requirements prescribed by the general efctthe capital market
participant”.

b)

Measures taken t
implement the
recommendations
since the adoption @

the first progress

report

(Other) changes Article 20 of the Bill on Changes and Amendmentsie LPMLTF (it refers to thg
since  the  first changes of the Article 260f the current Law )dedif@lowing:

progress report (e.g
draft laws, draft

D

-Article 20
The title of the article and article 26 are changgsdollows:
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regulations or draff
“other  enforceabld
means”
relevant initiatives

and  other institution that has a registered office outside European Union or outside the

“Correspondent relationships of banks with creastitutions of other countries
When establishing a correspondent relationship withenk or other similar credit
states from the list, a reporting entity shall perf customer due diligence pursuant
to Article 10 of this Law and obtain the followinigta,;
1) issue date and validity of the license for pdawj banking services and the
name and registered office of the competent stady that issued the license;
2) description of conducting internal procedureslated to detection and
prevention of money laundering and terrorist finagc and in particular, clien
verification procedures, determining beneficial ens) reporting data on suspicious
transactions and clients to competent bodies, dsckeeping, internal control ar
other procedures, that a bank or other similaritiiedtitution has established
relation to preventing and detecting money laumdgaind terrorist financing;

3) description of systemic organization in the avédetecting and preventing
money laundering and terrorist financing, appliead ithird country, where a bank
other similar credit institution has a registeréfite or where it has been registered;
4) a written statement, that a bank or other singitadit institution in the state
where it has a registered office or where it hasnbeegistered, under legal
supervision and that, in compliance with legislhatiof that state, it shall app
appropriate regulations in the area of detecting pireventing money launderir]
and terrorist financing;
5) a written statement that a bank or other singladit institution does naqt
operate as a shell bank;
6) a written statement that a bank or other simil&dit institution has nat
established or it does not establish businessiarfitips or executes transactig
with shell banks.

7 with respect to payable-through accounts, bisfeat that the responde
credit institution has verified the identity of apdrformed ongoing due diligence
the customers having direct access to accounteeotarrespondent and that it|is
able to provide relevant data from the CDD procedur
A reporting entity shall obtain the data from paegup 1 of this Article from public¢
or other available data records, or by checkingudwnts and business files
provided for by a bank or other similar credit ington that has a registered office
outside the European Union or outside the states the list.

Additionally, Article 37 of the Bill on Changes afgnendments to the LPMLTF (
refers to changes of Article 64of the current Ladéfines that APMLTF shall
publish on its web site the list of countries ttatnot apply standards in the areg
detection and prevention of money laundering andtist financing.

—

—

of

Recommendation 24 (DNFBP — Regulation, supervisicand monitoring)

Rating: PC

Recommendation o
the MONEYVAL
Report

f A comprehensive register of all reporting entitsb®uld be developed by APMLTE.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

Out of all categories of reporting entities, subjecinspection control performed by
Reporting Entities Control Department of the APML TRe real estate area is the
most controlled one and there are comprehensiv@decAlso, this area is closely
connected with the construction business. Compathias deal with constructio
business, besides its main business activity, dfexydeal with real estate trade e
if they are not registered for it.

In relation to NGOs there is a comprehensive regidtat includes 4000 NGOs.

=}
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Most of registered NGOs are not active or they dd have any registergd
transaction which could be defined, on any basisuspicious.
The number of other reporting entities categorigsesvised by APMLTF is lower
than the number of previously described categafi@sporting entities.
Measures taken tbThere were no changes in relation to this response.
implement the
recommendations
since the adoption df
the first progress
report
Recommendation of Guidelines to assist DNFBPs in implementing and plgimg with respective
the  MONEYVAL | AML/CFT requirements are, at should be developetbgdate and appropriate
Report feedback on suspicious transaction reporting foiIBRs should be provided.
Measures reported 8 The APMLTF provide information, in written form, the reporting entity or other
of 16 March 2010 td requester, on obtaining and analysing data, infiomand documentation related|to
implement  thel persons or transactions for which there are reddengrounds for suspicion in
Recommendation 0 ¢riminal offence of money laundering or terrorigtahcing. The APML will not
A2 et provide the mentioned information if it is assest®t such informing could have
harmful effects for the process and outcome ofgttaeedure, as it is defined jn
Article 57 of the LPMLTF.
Measures taken toThere were no changes in relation to this response.
implement the
recommendations
since the adoption df
the first progress
report
(Other) changes
since the first
progress report (e.g.
draft laws, draft
regulations or draf
“other  enforceable
means” and other
relevant initiatives
Recommendation 32 (Statistics)
Rating: PC
Recommendation of Clear comprehensive and well-structured statissbsuld be kept systematically.
the  MONEYVAL | gych statistics should differentiate the amountsasdets, types of measures,
Report duration of measures and primarily request/impositratio, etc. These statisti¢s
should then be utilised to measure the effectivenéshe system of confiscatian,

freezing and seizing of proceeds of crime.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

statistics on inspection control, comprehensivetistiezs on misdemeanol
procedure and statistics related to exchangingrnmdition with foreign FIUs
Department of Public Revenues possesses appromidiiware and data base th
enables collecting, analysing and forwarding daldis data base is upgrade
continuously and upon appropriate requests is add to all authorities involve
in the system of prevention of money launderingtarrdrist financing.

The Project of Integrated registration and paymerin the final phase and mo
efficient data access and keeping statistics wilpimvided by this project.

Besides the statistical tables provided in this dkgepthe APMLTF is keeping
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Note: The Central Bank of Montenegro has presented tidtestical tables in th
Chapter 4 — Statistics hereof

Supreme State Prosecutor’'s Office keeps compreressatistics for all criminal
offences and for the criminal offence of money Eening.

In the attachment you can find table in which iesented the number of criminal
offences money laundering in the period of 2004 D@cember 31st 2009, the way
the cases are solved, the nhumber of the temporagsunes suggested, amount of
the proceeds of crime, suggested confiscation hachtimber of the convictions.
This kind of statistical data gives the possibitiymeasure the efficiency
Department of Public Revenues possesses appropoéiteare and data base that
enables collecting, analysing and forwarding ddathis data base is upgraded
continuously and upon appropriate requests is @weailto all authorities involved in
the system of prevention of money laundering anatist financing.
The Project of Integrated registration and paynienh the final phase and mofre
efficient data access and keeping statistics wilptovided by this project

Measures taken toThere were no changes in relation to this response.

During 2009 and 2010 the requests for initiatingstfidegree misdemeanour
procedure were submitted to the person authoribedcbnducting first degrege
misdemeanour procedures (Department for conduetifiggt degree misdemeanour
procedure was within the APMLTF). In November 20th@ Authorized person
moved to another state authority. In February 20ELnew Rulebook on internal
organization and systematization of APMLTF dissdlvthe Department for
conducting a first degree misdemeanour proceduceoring to the new Law oh
misdemeanours that entered into force 6hSkptember 2011, the requests
initiating first degree misdemeanour procedure awmbmitted to the District
misdemeanour authorities.

implement the
recommendations
since the adoption @
the first progresy
report

(Other) changes
since the first

progress report (e.d.

draft laws, draft
regulations or draff
“other enforceabld
means” and othe
relevant initiatives

Recommendation 33 (Legal persons — beneficial owrsyr

Rating: PC

Recommendation of The acquisition of information on beneficial ownbysthe agencies and institutio

tF?e tMONEYVA'- which deal with clients form abroad seems to be &ffective. Considering the very
epor

intensive involvement of foreign legal entitiesttom Montenegrin real-estate market
and rather poor information on beneficial ownershiip such entities, this migh
present a considerable risk of abuse of such legtties for money laundering and
terrorist financing and it is recommended that figal institutions and DNFBPs he
reminded to apply the same standards to oversestemmers as to domestic.

—

Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

As a part of verification and examination of théewt being a legal person, |n
addition to identification, a bank is obliged tceeidify the actual owner of such
legal person. In line with provisions of the LPMLTR bank shall apply th
measures required for acquiring information ongéeson being the actual owner.
In case of a high-risk client, a bank must confi acquired information if it is nc
received from a reliable and independent sourcg ifea written statement of a leggal
representative was the only source of information determining the client’

[

—
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identity, a bank must check the information to #dent that will enable it t
understand the ownership of the legal person anebittrolling structure, in order to
identify all beneficial owners of the client).

Beneficial ownerof a legal person within the meaning of Articledf@he LPMLTF

is considered:

(1) a natural person who indirectly or directly ownsrenthan 25% of the shares,
voting rights and other rights, on the basis ofchhhe/she participates in the
management, or owns more than a 25% share of fiiglcar has a dominatin
influence in the assets management of the busorgasisation, and

(2) a natural person that indirectly ensures or is emgufunds to a business
organisation and on that basis has the right ttuénte significantly th
decision making process of the managing body ofkthsiness organisatign
when decisions concerning financing and businessnaide.

As per the aforesaid definition, a beneficial owrsea natural person participating

(directly or indirectly) in the legal person’'s maeaent based on 25% of share.

When identifying the beneficial owner, it is ne@ysto identify the natural

person’s ownership share in that legal person, elsag the ownership share of a

legal person controlled by the same natural person.

A bank may obtain ownership information based andtiginal or a certified cop

of excerpt from the court registry or any otheiaéfl registry submitted by the legal

representative or the person authorised on beh#iedegal person.

In addition, a bank may apply provisions of the LPIW enabling the obtaining of

information on the beneficial owner through a dinegyuiry into the court registr

or any other public registry or through other aafalié sources.

If all the prescribed information regarding the éfércial owner (e.g. date and place

of birth) cannot be obtained from the court registr any other official registry,

bank may obtain the lacking information from theydk representative or the
authorised person.

A beneficial owner of an institution or other fayeilegal person (trust, fund and the

like) that receives, manages or allocates asseteftain purposes, in the context|of

this Law, shall be considered:

(1) a natural person, that indirectly or directlyntrols more than 25% of a legal

person’s asset or of a similar foreign legal ent®ya natural person, determined|or

determinable as a beneficiary of more than 25%hefihcome from property that
he/she manages.

A bank must confirm the ownership structure of rie- legal persons and acquire

all necessary information on their beneficial ovepein accordance with the

LPMLTF.

If the registered office of the legal person is hMontenegro, the bank is

recommended to perform direct inquiry into the ¢aegistry or any other publi

registry in order to obtain or confirm information the beneficial owner of such| a

legal person.

If one of the beneficial owners is a foreign legafson, the bank is recommended to

acquire the information on the beneficial ownesoth a legal person based on the

original or a certified copy from a foreign registr from business documents to |be
submitted by the legal representative or the aigbdrperson on behalf of the client.

Since the bank has no information regarding théemticity of information fro

other countries, it is recommended that the legptesentative or the authorised

person of the client submit an electronic statenfierh the public registry in th
foreign country.

If the legal representative, due to objective reas@annot provide the requested
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documentation that clearly shows the informationtbe beneficial owner, sugh
information shall be obtained from the written etaént to be submitted by the legal
representative or the authorised person of thetclie
A bank shall also request a written statement filoenlegal representative in case| of
any suspicion regarding the accuracy of the subtitiformation.
If the legal representative does not show his/h#lingness to cooperate with the
bank in offering the requested information and thersdering the identification of
the beneficial ownership impossible, the bank sthaubt establish the business
relationship with the client.
Also, in case the client avoids submitting the lggaequested information, a bank
is recommended to use this as the indicator faeatiely suspicious activities of the
client involving money laundering and terrorismafitting.

A bank must adopt the procedures for identifyingnédieial owners, taking int
account the aforesaid recommendations and/or Bigins.

If a bank is still unable to acquire information thve beneficial owner in spite of the
undertaken actions (even after a detailed anabjdise ownership structure), due |to
the complexity of the structure itself, a bank khalallowed to establish or continue
such a business relationship, provided that itstfi@s the client as a high-risk client
which requires enhanced monitoring of businesssiéies. It should be underlined
that this applies to cross-border cases and it doesepresent normal practice.
The aforesaid deviation does not mean that proesdor identifying the beneficial
owner should be excluded - in such cases a bankchasove to the competent
authority that it has properly applied the procedfor identifying the beneficial
owner and that that is a special case of complexeoship which justifies the bank|s
action. The bank is also recommended to deem sgomalex ownership structure
as a potential reason for reporting suspiciousstrations.”
In addition, in their internal acts (policies antbgedures), banks have alreddy
prescribed the procedure for identifying benefioainers, both natural and legal
persons, which implies the use of information fridm relevant public registries.
Clients are also obliged to inform the bank in imgt on any changes in their
beneficial owners.

O

Measures taken t

implement thel changes of Article 19 of the current Lavy the definition of the beneficial owner |is

recommendations

since the adoption @
the first progress

report

bIn Article 14 of the Bill on Changes and Amendments to the LPMIT refers to

harmonized with the definition provided in the [Qitge 2005/60/EC of the

fEuropean Parliament and of the Council, on the ggon of the use of the
financial system for the purpose of money laundgidmd terrorist financing. In
accordance with Article 14 of the Bill on Changesl &mendments to the LPMLTF
the beneficial owner is defined as follows:

LJArticle 19 is changed as follows:

"Beneficial owner is the natural person who ultiehaowns or controls the clie
and/or the natural person on whose behalf a tréinsaor activity is bein
conducted. Beneficial owner shall also includengtural person(s) who ultimate]y

who exercises control over a legal entity or legeangement.

A beneficial owner of a business organization,legal person, in the context of this
Law, shall be:

1) a natural person who indirectly or directly ovatdeast 25% of the shares, voting
rights and other rights, on the basis of which thefsarticipates in the management,

or owns at least 25% share of the capital or hdenainating influence in the assets
management of the business organization;

2) a natural person that indirectly ensures ornisugng funds to a business

organization and on that basis has the right tluénice significantly the decisian

—
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making process of the managing body of the busineganization when decisior]
concerning financing and business are made.

As a beneficial owner of an institution or othereign legal person (trust, fund a
the like) that receives, manages or allocates sdsetcertain purposes, in tf
context of this Law, shall be considered

1) a natural person, that indirectly or directlyntrols at least 25% of a leg
person’s asset or of a similar foreign legal entity

2) a natural person, determined or determinable lsneficiary of at least 25%
the income from property that is being managed.

Recommendation o
the MONEYVAL
Report

f Consideration should be given to the risk of fonelparer shares being sold
Montenegro.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

The bearer shares in Montenegro may not be isstied. Law on Securitie
(“Official Gazette of Montenegro”, No. 59/00 and/@8). Article 5 of the Law or
Securities prescribe:

“Securities issued in accordance with this Law ntestegistered at the Centr
Depository Agency that is established and operatescordance with this Law.
The rights and obligations related to the secusitghall start upon registration &
the Central Depository Agency

Article 100 par. 1 and 2 of the Law on Securitiesspribes:

“The owner of the account in the Central Depositoggncy in which the security
recorded shall be considered the owner of the derigdized security.

The Central Depository Agency statement is the teggl proof of ownership @
securities’

Foreign bearer shares may not be traded at th& stazhanges in Montenegr
Article 26 of the Law on Securities prescribebto”shares shall be traded on
licensed security market other than shares issiyedl legistered issuer.

[72)
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Measures taken t
implement the
recommendations
since the adoption @
the first progress
report

(Other) change;s
since the first
progress report (e.g
draft laws, draft
regulations or draff
“other enforceable
means” and othe
relevant initiatives

b

r

In accordance with Article 14 of the Bill on Chasgand Amendments to th
LPMLTF the beneficial owner defines that the ergtArticle 19 shall be amended
-follows:

JArticle 19 is changed as follows:

"Beneficial owner is the natural person who ultiehaowns or controls the client
and/or the natural person on whose behalf a tréinsaor activity is being
conducted. Beneficial owner shall also includerthtural person(s) who ultimate
who exercises control over a legal entity or legeangement.

A beneficial owner of a business organization,legal person, in the context of th
Law, shall be:

1) a natural person who indirectly or directly ovatdeast 25% of the shares, voti
rights and other rights, on the basis of which heefsarticipates in the managems
or owns at least 25% share of the capital or hd@nainating influence in the asse
management of the business organization;

2) a natural person that indirectly ensures ornisugng funds to a busine
organization and on that basis has the right thuéntce significantly the decisia
making process of the managing body of the busineganization when decisior]
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concerning financing and business are made.
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As a beneficial owner of an institution or othereiign legal person (trust, fund a
the like) that receives, manages or allocates sdsetcertain purposes, in tf
context of this Law, shall be considered

1) a natural person, that indirectly or directlyntols at least 25% of a leg
person’s asset or of a similar foreign legal entity

2) a natural person, determined or determinabla lasneficiary of at least 25%
the income from property that is being managed.”

Special Recommendation | (Implement UN instruments)

Rating: PC

Recommendation ofThe incrimination of money laundering is limited dotions, defined as "busine
the  MONEYVAL |gperations”, which is narrower than the conventard this formulation should b
Report further refined.

5S
e

Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

As explained in detail in the explanation of the aswwres taken according o
recommendations of MONEYVAL relating to Recommermatl FATF (money
laundering offence), this shortcoming was removedhie Law on Amendments to
the Criminal Code, which is in the adoption proaedu

Please see the answers in the Recommendation 1 (reptaundering offence).

Measures taken t
implement the
recommendations

since the adoption @
the first progress
report

DAs it is explained in details in answer on measutaken to implemen
recommendations of MONEYVAL referring to Recommetimia 1 of The FATF
(criminal offence Money laundering), this short-éngiwas removed by Law o
changes and amendments of The Criminal Code in @Qifficial Gazette of MNE"
25/2010).

In accordance with the recommendation, changesaamahdments of The Crimin
Code removed the limitation that money launderiag ©e performed ,throug
banking, financial or other business operationsamely, by new definition
criminal offence Money laundering is considerednyersion or transfer of mone
or other property knowing that they have been olethiby criminal activity, with
the intention to conceal or falsely represent thigito of money or other property, ¢
whoever acquires, keeps or uses money or otheegyoknowing at the moment ¢
receipt that they derive from a criminal offence, apncealing or fraudulentl
representing facts on the nature, origin, placdegfositing, movements, disposal
or ownership over money or other property knowimgf they were obtained throug
a criminal offence.”

It is clear that in accordance with the recommendathe definition is improved.
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Recommendation o
the MONEYVAL
Report

d
DN

f Laws and mechanisms for immediate freezing ofuthésf belonging to or intende
for the designated terrorist organisations or indivals as defined by Resolutic
S/RES/1267 (1999) should be put in place.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

Based on the Article 9 of the Constitution of Marggro on the grounds of which
the confirmed and published international contrastsvell as commonly accepted
regulations of international law which make constiitt part of domestic legal
order, as well as the fact that the UN Charterribgdn mind that Montenegro is
an UN member, represents international agreemenmntdiegro accepted
(Independence Decision: UN Charter published in @fficial Gazette of RFY
69/45), Montenegro is under obligation to implememtasures adopted on th
grounds of the Chapter VIl of the UN Charter.

In accordance with the EU National Integration Paog for Montenegro the
passing of the Law was planned for the end of 2@dlorder to prepare for
application and enactment of restrictive measujgssdictions of specific state
institutions, as well as keeping records on nataral legal persons against whig

e
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international restrictive measures have been inted, and/or create legad
framework for introduction of unilateral restricéivmeasures., Ministry of Foreig

EU regulations, as well as the guidelines relateidnplementation of all restrictive
measures categories. Also, in order to determire rttechanism for overal
regulation of the given area comparative analy$éiseolegal solutions of the state
in the region are performed. The models of the blisteed entities whose
jurisdiction is to update the list are consideeslyell as the relation of the laws ¢
restrictive measures with other legal documentéirpavith the issue of sanction
introduction. At this stage the model of introdugithe institute of,, freezing
assets” (in a manner S/IRES/1267) into the legatesy of Montenegro, and/o
whether it is more relevant to make it a part @éfamal legislation or introduce it
with the Law on restrictive measures.

Affairs initiated the procedure of collecting a#levant international documents

|

Py

=

Measures taken t
implement the
recommendations

since the adoption gf

the first progresy
report

bIn compliance with the Law on Foreign Trade in Armdlitary Equipment ang
Dual Goods, Montenegro abides by its internatiaoahmitments, particularly thog

international agreements on non-proliferation asll ves other internationg
commitments. This Law stipulates foreign trade iontoolled goods and
determines the terms and conditions for foreigddrdransit and transportation
controlled goods, for providing technical assistapertinent to controlled goods
well as other issues relevant for foreign tradthis kind of goods. This law exten
control to cover brokering activities, in-kind tsdars of technologies, technig
assistance concerning the goods from Catch aljjoatetoo.

Banks and other institutions operating in Montenelgave to abide by the Law
Prevention of Money Laundering and Financing ofrdesm ("Official Gazette
Montenegro”, No.14/07 and 04/08) and by the Gingal for Risk Analysis for Bar
in order to prevent money laundering and finanaigerrorism as drafted by
Central Bank of Montenegro. Based on those actiksom Montenegro have pag
their internal rules on measures and activitiesbéoconduted for detecting a
preventing money laundering and financing of tesrar
Banks in Montenegro have to classify their cliebissiness relations, transaction
products based by the degree of risk and put them riespective classificat
categories (A- insignificant risk, B-low risk, C-aiem risk and D-igh risk). Alsc
in their internal acts (such as ,Know Your Clienbanks defined the way in wh
they determine client’s eligibility i.e. the reasoto refuse to contract any busir
deal wth individuals from the states towards whom theasuges from UN Secur
Council Resolution apply and individuals whose namvere put on the List made
compliance with the UN Security Council resolutions

With a view to improve the system of preventiof money laundering and finang
of terrorism, banks developed tools to detect perswhose names can be foun
the Lists made on the basis of the UN securityr€duesolutions such as ,Lalar
line*, ,Labo 1" and ,Labo 2.

If a person from the.ist made by the UN Security Council Resolutioguests t
make a transaction at a bank, the bank will refthee request and inform
Administration for Prevention of Money LaunderingdaFinancing of Terrorism
Montenegro promptly.

In accordance with the EU National Integration Paog for Montenegro the
adoption of the Law on the implementation of intgional restrictive measures i
planned. The working group for the drafting of takove mentioned law ha
already prepared the text, which is planned todmpted in 2012.This law will be

relevant to the sanctions introduced by the UN BgcCouncil, EU and OSCE;

e
I
t
of
as
is

al

[72)

)

the legal ground for the application and enactmehtrestrictive measures
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jurisdictions of specific state institutions, aslivés keeping records on natural and
legal persons against which international restréctneasures have been introduced,
and/or create legal framework for introduction ofilateral restrictive measures.
Ministry of Foreign Affairs initiated the proceduref collecting all relevant
international documents, EU regulations, as welltlas guidelines related tg
implementation of all restrictive measures categgoriAlso, in order to determin
the mechanism for overall regulation of the givesaa comparative analyses of the
legal solutions of the states in the region arefopered. The models of the
established entities whose jurisdiction is to updhe list are considered, as well
the relation of the laws on restrictive measureth wther legal documents dealin
with the issue of sanctions introduction. At thiage the model of introducing th
institute of, freezing assets” (in a manner S/RE8/) into the legal system @
Montenegro,_and/or whether it is more relevant takenit a part of criminal
legislation or introduce it with the Law on restiie measures.

D

=+ D

(Other)

since the first

progress report (e.d.

draft laws, draft
regulations or draff
“other enforceable
means” and othe
relevant initiatives

changes

D

Sp

ecial Recommendation Il (Freeze and confiscatetrorist assets)

Rating: NC

Recommendation o
the MONEYVAL
Report

fA central authority at national level to examineteigrate and update the receiv,
lists of persons and entities suspected to be dinkenternational terrorism befor
sending them to the financial sector and DNFBP &hbe introduced.

D

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

After reviewing the Report of the MONEYVAL Committeon the third round o
detailed assessment of 17th March 2009, with timelasion of the Government ¢
Montenegro of 23rd April 2009, the Ministry of Faye Affairs, the Ministry of
Justice, the Ministry of Internal Affairs and PubliAdministration and the
Administration for Prevention of Money LaunderingdaFinancing of Terrorisn
were put in charge to consider the method of aptitin of the Special Resolutions
of the United Nations Security Council S/IRES/126999), S/IRES/1373 (2001) and
S/RES/1452(2002) and propose to the Government mieasures for their
implementation

Although there is still no legal framework definitige system of publishing, o
informing, integrating and updating the receivestsliof persons and companig
suspected to be related to international terroriimeye is a practice to, afte
receiving such lists from the Permanent Mission taé United Nations
Headquarters in New York, the Ministry of Foreigffairs forwards the lists to the
Ministry of Finance and Police Directorate.

APMLTF receives, through its Department for Natiomad International Co-
operation, MONEYVAL and FATF statements referring hon cooperative
countries with significant risk of money launderiagd terrorist financing. After
processing, the statements are forwarded to Aralf@epartment which, in writter
form, notifies all reporting entities under the Lam the Prevention of Mone)
Laundering and Terrorist Financing. The statememts also published on th
APMLTF website.
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Measures taken t
implement the
recommendations
since the adoption @
the first progresy
report

D After reviewing the Report of the MONEYVAL Commieeon the third round of

detailed assessment of 17th March 2009, with timelosion of the Government of
Montenegro of 23rd April 2009, the Ministry of Fage Affairs, the Ministry of

fJustice, the Ministry of Internal Affairs and PubliAdministration and the

Administration for Prevention of Money LaunderingdaFinancing of Terrorism
were put in charge to consider the method of apptin of the Special Resolutions
of the United Nations Security Council S/IRES/126999), S/IRES/1373 (2001) and
S/RES/1452(2002) and propose to the Government nigasures for their
implementation.

Recommendation o
the MONEYVAL
Report

fA domestic mechanism to enact S/IRES/1373 (200a)dshe implemented to be ah

le
to designate terrorists at national level as wedlta give effect to designations and
requests for freezing assets from other countries.

Measures reported g
of 16 March 2010 tq

This issue is planned to be regulated by the Lawnestrictive measures.

implement the

Recommendation o

the report

Measures taken tbApart from already implemented national regulatjdresv on the implementation ¢f
implement ) thel international restrictive measures will be adopre@012. The working group far
recommendations | yna drafting of the above mentioned law has alrgapared the text, which is at
fr:réce ;ir;st adsg;gsffthe moment sent to the relevant institution forsideration. This law will be the
report T legal ground for the implementation and enactmehtrastrictive measures,

jurisdictions of specific state institutions, aslives keeping records on natural and
legal persons against which international restrictneasures have been introduced.

Recommendation o
the MONEYVAL
Report

fProcedures for evaluating de-listing requests, feleasing funds or other assets

of
persons or entities erroneously subject to thezirepand for authorising resources
pursuant to S/RES/1452 (2002) should be adopted.

Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

This issue is planned to be regulated by the Lawestrictive measures

Measures taken t
implement the
recommendations

since the adoption @
the first progress
report

D There were no changes in relation to this response.

Recommendation of Practical guidance to the financial institutions carDNFBP concerning their

the
Report

MONEYVAL

responsibilities under the freezing regime as waslfor the reporting of suspicioys
transactions that may be linked to terrorism finiaigc should be issued by the
authorities.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

The Guidelines on Developing Risk Analysis with iaw to Preventing Mone
Laundering and Terrorist Financing define:

The customers that present high risk from monegdatng and terrorist financing
are included in customers with the permanent resiler registered office:

1. in the state that is non EU member state omdidsign EU pre accessiq
agreement,

2. in the state that is,

n
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based on assessmenteotdmpetent internation
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organisations, known for production or well orgauisirug trafficking (Middle and
Far East countries known for heroin production:Keyr Afghanistan, Pakistan and

golden triangle countries (Myanmar, Laos, Thailar8uth American Countrig
known for cocaine production Peru, Columbia angmebur countries, Middle an

Far East Countries, Central American Countriesainfor Indian hemp production:

Turkey, Lebanon, Afghanistan, Pakistan, MorocconiguNigeria and neighbol
countries, Mexico),

3. state that is, based on the assessment of thepetent internationg
organisations, known as country with high level afganised crime due t
corruption, arm trafficking, human trafficking oatman rights violation,

4. state that is, based on assessment of the atitamal organisation FATI

(Financial Action Task Force) classified in to then cooperative countries or

territories (that are countries and territories,theccording to FATF assessment,
not have relevant legislation in the area of préeenand detection of mone
laundering or terrorist financing, the state suf@on of financial institutions doe

not exist or it is not relevant, establishing awting of the financial institutions is

= [eIN¥)
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possible without state certificates or registratadrthe competent authorities, state

supports opening anonymous accounts or other ammmsy/rfinancial instruments

the system of recognising and reporting suspicitarssactions is inappropriate, t
establishing beneficial owner is not an obligatipmescribed by the law
international co-operation is not efficient or does exists at all)

5. country against which UN or EU measures are sagpincluding complet
or partial break up of economic relations, railwayaterways, post, telephone ling
telegraph lines, radio and other communicationkdtians, breakup of diplomati
relations, military embargo, travel embargo etc.

6. country which is known as financial or tax pasadfor these countries it
particularly important that they enable completgartial tax free obligation, or ta
rate is significantly lower than tax rate in otleeuntries. These countries usually
not have concluded agreements for the avoidancmuable taxation, or if they d
sign the agreements, they do not obey them. Thisld¢ign of these countrie
requires strict observance of bank and businesesgand also quick, discreet a
cheap financial services are provided. Countriessmas financial or tax paradis
are : Dubai — Jebel Ali Free Zone, Gibraltar, Hétmmg, Isle of Man, Lichtensteir
Macau, Mauritius, Monaco, Nauru, Nevis Island, &cml —Norfolk Area, Panam
Samoa, San Marino, Isle of Sark, Seychelles, Stskind Nevis, St. Vincent ar
Grenadine, Switzerland — canton Vaud and Zug, TandCaicos Islands, the US

— federal states Delaware and Wyoming, UruguaytidBriVirgin Islands and

Vanuatu
7. country known as offshore financial center (ghesuntries define certa

limitations in the process of direct activities istation of business entities in the

country, provide high level of bank and businessresgy, liberal control ove
international trade business is performed, quiciscrdet and cheap financi
services and legal person registration are enalbteds significant that thes
countries do no not have adopted relevant legisiati the area of prevention a
detection of money laundering and terrorist finagciCountries known as offsho

financial centers are: Andorra, Angola, Antigua @Barbuda, Aruba, Bahamas,
Barbados, Belize, Bermudas, British Virgin Islan@yunei Darussalam, Cape

Verde, Cayman Islands, Cook Islands, Costa Ricdavizee (USA), Dominica
Gibraltar, Grenada, Guernsey, Isle of Man, Jertejpuan (Malaysia), Lebano
Lichtenstein, Macao, Madeira (Portugal), Marshallahds, Mauritius, Monacq
Montserrat, Nauru, Nevada (USA), The Netherlandsllas, Niue, Palau, Panam

Py

he

e
2S,
C

10C



Philippines, Samoa, Seychelles, St. Kitts and Ne8is Lucia, St Vincent a

and Wyoming (USA).
Transactions that could represent high risk of myofsundering and terroris
financing include:
1. payment from customer’s account or payment ghotoer’s account, whic
differ from the account that customer providedha process of identification ¢
the account through which customer regularly cdriie has been carryin
business activities (particularly in case of crosdliransactions)
2. transactions intended to be sent to a persahstiné residence or register
office in country known as financial or tax paragis
3. transactions intended to be sent to persoristivi residence or register
office in country known as off shore financial cemt
4. transactions intended to be sent to non profgamisations with thg
registered office in: country known as off shomaficial center, country know
as financial or tax paradise or in non- EU membates, or country which di
not sign EU Pre-Accession Agreement,
Public statement under Step VI on MONEYVAL Comptan Enhancing
Procedures in respect of Azerbaijan QEtember 2008)
Public statement under Step VI of MONEYVAL’s Coliapice
Procedures in respect of Azerbaijan (24 Septemb@9)2

Enhancing

(Other) changes
reported as of 1€
March 2010

Please see answer to question 1 in section “Sp@ciestions* of this Questionnai
— relating to crucial substantive and procedurangfes regarding the procedure
confiscation of property gain acquired through @nah offence (the procedure

permanent confiscation of property whose legalioiigynot proved is introduced).
Montenegro has accessed another very importantection in the field of
international legal assistance — the European Guioreon International Validity o
Criminal Judgments (CETS 070). Having in mind tkigintenegro has accessed {
European Convention on Mutual Assistance in Crilniatters with additional
protocols, the European Convention on Extraditiathvadditional protocols, th
European Convention on Transfer of Convicted Pexrsdth additional protocol, b
confirming this convention Montenegro has completkd set of internationa
instruments applied in the area of internationghlessistance in criminal matters

n
Grenadines, Zug (Switzerland), Tonga, Turks and&alislands, Uruguay, VanuaEu

—

re
of
Df

Measures taken t

implement the

recommendations

since the adoption gf

the first progresy

report

(Other) changes During preparation of replies in the previous pesgrevaluation, it was pointed d
since  the  firs§ that changes and amendments were in progress dlsoregpect to introducin

progress report (e.g
draft laws, draft
regulations or draff
“other enforceabld
means” and othe
relevant initiatives

-confiscation of property whose legality of origioutd not be proven (,extends
confiscation®). In accordance with the changes ami&ndments of The Crimin
Code (,Official Gazette of MNE", no0.25/2010), art13 defines that from th
. perpetrator of criminal offence it is possible &ze material benefit for which the
is well-founded suspicion that it has been acquihedugh criminal activity, unles

Extended confiscation can be applied if the offendas sentenced by a final al
enforceable decision for:
1) one of the criminal offences committed withircdminal organization (Articlg

the offender makes plausible that its origin isalegextended confiscation).

ut

ARSI

re

(7]

401a);

101



2) one of the following criminal offences:

- against humanity and other assets protected untnational law and committe
out of greed;

- money laundering;

- unauthorized manufacture, possession and diisibof narcotic drugs;

- against payment and business operations andsagsdiitial duties, committed ou
of greed and with a stipulated imprisonment seai@ight years or a more seve
sentence.

Also, on September 1st 2011, new Criminal ProcedDogle started its fu
application. Comparing to earlier criminal procesjurthis Code introduce
numerous changes of criminal proceeding, and thet nmportant change i
introducing concept of prosecutorial investigation.

Having in mind Article 9 of the Constitution of Mtamegro according to which th
ratified and published international treaties armmhegally accepted internation
rules of the international law are an integral pafrthe internal legal system, as w|
as in accordance with the fact that Montenegr@, e®ember of the United Nation
accepted the UN Charter (Decision on proclamatafn Independence Q@
Montenegro, Official Gazette No. 36/06; UN Charpemblished in the Official
Gazette of the Democratic Federal Yugoslavia 69/49pntenegro is obliged t
implement the measures which has been adoptedeobattis of Chapter 7 of th
UN Charter.

In Montenegro, the international restrictive measutowards third countries are

implemented by the competent state authoritiec@om@ance with the provisions

the following laws:

1. Law on Foreign Trade (Official Gazette of thepRlglic of Montenegro No
28/2004 and 37/2007),

2. Law on the Prevention of Money Laundering and TrstoFinancing
(Official Gazette of Montenegro No. 14/07 and 8/0

3. Law on Foreign Trade in Armament, Military Eguient and Goods wit
Dual Purpose (Official Gazette of the Republic afritenegro No. 80/08),

4, Law on Foreigners (Official Gazette of Montere@2/08)

5. Criminal Code (Official Gazette of Republic Mbntenegro No. 70/2003
13/2004, 47/2006 and Official Gazette of Montenelyo. 40/2008, 25/2010 an
32/2011),

6. Criminal Procedure Code (Official Gazette of Mmegro 57/09 an
49/10).

The administrative framework for the implementatiwinthe mentioned laws an
related bylaws consists of the following competauthorities::

1. Ministry of Foreign Affairs and European Intetipas,

2. Ministry of Economy,

3. Ministry of Defence,

4, Ministry of Finance (Administration for the pmtion of Money

Laundering and Terrorist Financing),
Ministry of Interior ,

Police Directorate,

Customs Administration ,
Tax Administration,

Central Bank,

0. Securities Commission
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The Law on the implementation of international nieste measures shall b
adopted in 2012 and after its adoption all necgsgiaws for its implementatio
shall be adopted, too.

As an example of implementation of the restrictiveasures is the Central Bank
Montenegro passed the Decision on prohibition efdeeting financial transaction
with the Central Bank of Iran, financial instituti® from Iran and persons related
these institutions.

Special Recommendation VI (AML requirements for mory/value transfer service)

Rating: PC

Recommendation o
the MONEYVAL
Report

fThe requirements of Special Recommendation VI tueled implemented.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

National payment system is regulated by the NatiBagment Systems Law (OG
61/08), as well as by secondary legislation aatsorey which, the following ar
particularly important with respect to the Speétacommendations VI and VII:

» Decision on the structure of transfer executionoaot and the detailed
conditions and manner of account opening and @o&GM 24/09);
Decision on unified structure for identification carlassification of accounts
using IBAN standard for international payments (OG#409),

 Decision on minimum elements of credit and delieo{OGM 24/09),
» Decision on conditions and manner of performingvimial transfer execution
by agents (OGM 24/09);
 Decision on the issuing and use of remote accesssiments and the reportir
manner and timelines (OGM 24/09),

» Decision on detailed conditions of issuing and kéwp licenses for paymer

system and granting approvals (OGM 24/09),

 Decision on payment system oversight (OGM 24/09),

» Payment system rules for interbank transfer exeo (ttGM 24/09).
The National Payment Systems Law governs the padoce of national payment
system: transfers of funds, settlement of interkbransfers, electronic payment
instruments and payment systems and out-of-cottieisent of payment system
related disputes.

Transfer of funds, under this Law, shall be a ti@nsf monetary assets executedc
the originator’s order by the performing institutio

International payment system operations are regailby the External Current and
Capital Transactions Law (OGM 45/05 and OGM 62/08). T
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This Law regulates the performance of payment djpers between residents al
non-residents in euro and currency other than easowell as the manner f
transfer of property to Montenegro and out of Moeigro, and the capacity
residents to have ownership over means of paymamrdinated in currency oth
than euro.

According to Montenegrin legislation (Banking LavGM 17/08, National
Payment Systems Law, and External Current and &apiansactions Law), the
transfer of funds in the country and abroad is quenéd exclusively by legal
persons, primarily banks, foreign bank branches athér legal persons that have
obtained license or approval for transfer executipthe Central Bank.
The National Payment Systems Law additionally ratpd agents as legal persc
that may be entrusted by the performing institytiom accordance with th
appropriate agreement, certain activities relatethé execution of a transfer. T
agent performs these activities in the name offanthe account of the performin
institution that is responsible for all the agemttecedures and failures arising frg
the performance of the aforesaid activities.
The Central Bank has up-to-date records on alliczrproviders of transfer @
funds.
As described in point VI.1, the work of an agerd,aalegal person to whom tf
performing institution has entrusted, in accordani@ the appropriate agreeme
certain activities related to the execution of angfer is regulated by the Nation
Payment Systems Law and Decision on conditions madginer of performing
individual operations in transfer of funds execatity agents.
Only Post Office of Montenegro is currently acting an agent of the payme
system in Montenegro.

The aforesaid Decision regulating the work of agésithe act passed by the Cen
Bank of Montenegro, which will incorporate this vg@ment.
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Measures taken t
implement the
recommendations
since the adoption @
the first progresy
report

b There were no changes in relation to this response.

Recommendation o
the MONEYVAL
Report

f The Montenegrin authorities should introduce legfisin to enforce the
licensing/registration of all MVT service providetsgether with appropriate
sanctions.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

See the answer presented in the first part of SR VI

Measures taken t
implement the
recommendations
since the adoption @
the first progress
report

(Other) change;s
since the first]
progress report (e.g
draft laws, draft
regulations or draff
“other enforceable

5 The work on the new Payment Operations Law, whibhllsincorporate the
international standards of the Directive 2007/64/&€C Payment Services (PSL
‘Directive 2009/110/EC on E-money institutions andreBtive 98/26/EC or
Settlement Finality in Payment systems, startedeurithe Twinning projec
“Strengthening the Regulatory and Supervisory Cityaof the Financial

~—
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means” and other Regulator”.
relevant initiatives | According to the plan, the Council of the Centrahk should determine the draft [of
this Law in September 2012, after which plans rdigar the enactment of the law
will be determined.
This law intends to introduce payment instructiansl e-money institutions, as the
providers of payment services.

Special Recommendation VII (Wire transfer rules)

Rating: NC

Recommendation of The requirements of Special Recommendation VIllghoel incorporated into the

the  MONEYVAL | |egislation of Montenegro.
Report

D

Measures reported g Decision on the structure of transfer executioroants and the detailed conditions
of 16 March 2010 td and manner of account opening and closing (OGM ®4régulates,nter alia,
implement  the gpening and closing of transfer execution accoimtise country.

Recommendation 0 The following data should be mentionétter alia, by the client in his application:
713 (Pt - Name of the legal or natural person that perforaggstered activity, i.e. name and
last name of natural person not performing regestectivity,

- Place - registered office or residence, addnedsphone number;
- Identification number of legal or natural persmerforming registered activity @
uniform identification number of citizens for nadlirperson not performin
registered activity and the like.

In that respect, requested information on ordepiady of electronic transfer in any
transfer amount.
The aforesaid is valid in situations when the caslyment of natural persan
precedes the transfer (e.g. cash payment by vaaioz@unts or any other basis).
The account of the financial institution (bank) ttlsémultaneously processes that
transfer appears as the account of originator (orgearty) of such transfer.

The Decision on minimum elements of credit and tdebder prescribes th
obligatory elements that these payment instrumentst contain to initiate
electronic transfers. The minimum prescribed eldmitiudes also payment orde
submitted electronically.
In accordance with Articles 7 and 8 of the Decisimansfer should also contain the
following in order to be executed,:
- name of the originator as ordering party, i.anaaand registered office of legal jor
natural person performing registered activity omea last name and address| of
residence of natural person not performing regsteactivity, and — debited or
credited account. If the cash payment by natunagreof such transfer preceded the
transfer, the financial institution (bank) simukauisly processes that transfer, so|the
account of institution that debits the accounts® anentioned.
Pursuant to Article 16 of the National Payment &ys Law, the performing
institution is obliged to archive the documentatam executed transfers and store
them for five years, and to keep the electroni@dat executed transfers for ten
years from the date of the execution of the transfe
When developing risk analysis for money transfeognks and/or financia
institutions shall define in their internal actg&sbd on the Guidelines on bank rjsk
analysis aimed at the prevention of money laundeaimd terrorism Financing, the
criterion that will have high risk concerning elextic transfer that do not contajin
complete information on ordering party.

Transfers without complete information on orderjpayty and related transactions
shall be considered suspicious and shall be aqted the prescribed manner, and in
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some cases, the termination of business relatibafi be performed with th
financial institutions not complying with standandgerred to in Recommendation
VII.

Banks in Montenegro as bearers of national andriatenal payment systems shall,
pursuant to Articles 7 and 71 of the LPMLTF, idéntclient (legal or natural
person) prior to execution of transaction and obtall prescribed data and/pr
following data and information:
- name of the company, address, registered offfcth@ company and personal
identification number of the legal person, thatabkshes business relationship |or
executes transaction, or legal person for whonstizl#ished business relationship|or
executed transaction;

- name, address of permanent residence or tempesigence, date and place
birth and tax ID number of a representative or athh@ised person, that for a legal
person or other juristic person conclude the bussineelationship or execute
transaction, number, kind and name of the authdtiyt issued the personal
documents;
- hame, address of permanent residence or tempoaigence, date and place|of
birth and tax ID number of an authorised personjciwirequires or executes
transaction for a costumer, and number, kind amdenaf the competent body that
issued the personal documents;
- name, address of permanent residence or tempagaigence, date and place|of
birth and tax ID number of natural person or taxd@mber of its representative,
entrepreneur or natural person carrying out a@sjtand that establish business
relation ship or execute the transaction, or natoeason, for which is established
business relationship or executed transaction, rmmdber, kind and name of the
competent body that issued the personal documents;

- date and time of executing transaction ;

- the amount of transaction and foreign currenclyarfsaction that is executed,;

- the purpose of transaction and name and addreggermanent residence

of

Dr

temporary residence, registered office of the camp@and residence of the person to
which transaction is intended;
- method of executing the transaction;
- data on assets and income sources, that ardldyeathe subject of transaction pr
business relationship.
Pursuant to Article 86 and with respect to Artidlgoints 1, 2, 3, 10 and 13 of the
LPMLTF, the Central Bank oversees the implementatib this law and enabling
regulations and imposes measures against banlkdingLPMLTF.
Measures taken tpThe Central Bank of Montenegro passed th®ecision on Mandatory Elements [of
implement  thel the Payer” Transfer Order (OGM 15/11).
recommendations | The Decision was passed with a view to transposiegRegulation 1781/2006 of
since the adoption df the Eyropean Parliament and Council aiming to previevestigate and detect the
:ggortflrst Progress cases of money laundering and terrorist financamgl to apply the FATF Special
Recommendation VII.
This Decision is enclosed to the questionnaire.
(Other) changes The recommendations are accepted and due to thAtticle 11 of the Bill on
since the first

progress report (e.g
draft laws, draft
regulations or draff
“other  enforceabld
means” and othe

r

-

Changes and Amendments to the LPMLTF a new Arfi2le defining obligation fo

-a reporting entity, engaged in payment operati@sics or money transfer, 1o
obtain accurate and complete information on thgimator and enter them into the
form or message related to wire transfers of fuselg or received in any curren
that is the subject of the wire transfer.

10€



relevant initiatives

“Wire transfers
Article 12a
A reporting entity engaged in payment operationsises or money transfe
services shall obtain accurate and complete infoomaon the originator an
enter them into the form or message related to twnesfers of funds sent ¢
received in any currency that is the subject ofutire transfer.
The data from paragraph 1 of this Article shall aamwith the funds transfe
through the payment chain.
A provider of payment operations or money transfervices, that is a
intermediary or beneficiary person of the fundsylistefuse to transfer the fung
unless the originator data are complete or shgllire the originator data to b
completed within the shortest time possible.
In the process of gathering the data from paragfiaphthis Article, providers
of payment operations or money transfer servica$ glentify the originator by
checking a personal identification document issued competent authority.
The content and type of the data from paragraph this Article, and other
obligations of the providers of payment operationsgnoney transfer service
as well as the exceptions from data gathering remeént when transferrin
funds that present insignificant risk of money ldenng and terrorist financing
shall be more specifically regulated by a regutatibthe Ministry."
Pursuant to Article 16 of the Law on National Pagim@perations, (OGM 61/08),
The performing institution shall be obliged to avehand keep the electronic data
on executed transfers for ten years from the dateecexecution of the transfer.

=

Special Recommendation VIII (Non-profit organisatians)

Rating: NC

Recommendation of Montenegro should conduct a review of the adequddys legal framework that
the  MONEYVAL | relates to NPOs that can be abused for terrorisrariting.

Report

Measures reported g
of 16 March 2010 tq

The New Law on Non-Governmental Organisations @@ffi Gazette of
Montenegro No. 11/07) was adopted in June of 2@hd, regulates the issues

of

implement  thel procedure, registration, terms and forms of astioais of citizens in Montenegro.

Recommendation o

the report

(Other) changey Normative framework

'f\t/lapomegm%s of 1¢ The Law on Non-Governmental Organisations (OffiGaizette of Montenegro N
arc

11/07), regulates the issues of procedure, refmtraterms and forms d
associations of citizens in Montenegro.
Non-governmental organisations shall be non-goveniail associations and no
governmental foundations.
A non-governmental association is defined as ‘a-prafit organisation with

order to realise individual or common interestdasrrealisation and affirmation g
public interest.’
A non-governmental foundation is ‘a non-profit angaation without members
founded by domestic and foreign physical persorts lagal entities, for pooling
resources and assets in order to realise charitatdleother activity, which are ¢
public interest and importance.’
According to the provisions of this Law, non-gov@ental organisations are n
political organisations, religious communities, degaunion organisations, spc
organisations, business associations, and orgamisagnd foundations whos

members, founded by domestic and foreign physieasgns and legal entities, |
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founder is the State.

The changes and amendments of the Law on NGOs 2 precisely define th
terms under which an NGO can perform its businetsity.

Certain issues related to the operating of NGOsegelated by other laws:

The Law on Tax on Profit of Legal Persons (Officahzette MNE No. 80/04
defines non-taxable profit of NGOs; Law on Admirasive Taxes (Official Gazett

the goals they are set for; Law on Value Added T@fficial Gazette MNE

No0.80/04) that, under certain conditions, liberatesn paying taxes of NGO
services; Law on Property Sales Tax (Official Gez®NE No. 80/04) prescribg

MNE No. 38/03) and Law on Local Self-Government f{€¥él Gazette MNE
No0.13/06) regulate the relations between the stditeinistration authorities, or loc
self-government authorities and NGOs. These lawBnealethe obligation of
bylaws and other regulations and enactments, dsasalevelopment projects a
programs; Law on Games of Chance (Official GazetiéE No. 52/04) prescribe

and Amendments of the Law on Games of Chanceptkatsely defines the amou

the plans and programs of NGOs and other orgaorsati
4200 NGOs are registered in Montenegro (the nurhberthe tendency of growt

are kept by the Ministry of Interior Affairs and Itic Administration.

Commission established in accordance with thess. law
Institutional framework

Co-operation with NGOs, which functions as an imé&rorganisational unit of th
General Secretariat of the Government.

MNE No. 80/04) that liberates NGOs from paying &aad fees for accomplishing

that this tax shall not be paid by NGOs for thd estates they use for performing
the activities they are founded for; Law on Stawmfnistration (Official Gazette

appropriate consulting of NGOs in the procedurgmparing and adopting laws,
that a part of the profit from games of chanceldi®blsed for financing the projeats
of NGOs and other organisations, and the Governaéopted the Bill on Changes

of at least 75% of the profit from games of chatiw shall be used for financing

and it has been changing on daily basis). The fratjizn and the register of NGQs
The financing made by the state is done in accaslavith the Law on NGOs and

the Law on Games of Chance through public annouantsnand the decisions are
made by the Commission of the Montenegro Parlians@rmd the Government

In the beginning of 2007 the Government of Monteaegstablished the Office for

D
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Measures taken t
implement the
recommendations
since the adoption gf
the first progresy
report

b Normative framework
The New Law on Non-Governmental Organisations @dfi Gazette of
l\/lontenegro No. 11/07) was adopted in June of 2@hd, regulates the issues
procedure, registration, terms and forms of asiodis of citizens in Montenegro.

governmental foundations and foreign organizations.

be established by domestic and/or foreign natural/ax legal persons for th
purpose of accomplishing certain common or pubdialgand interests. Associati

residence or head office in Montenegro.
A non-governmental foundation is a voluntary noafipr organization without

legal person with or without initial assets, foe thurpose of accomplishing pub
goals and interests. A foundation may be estalisghea single person or mo
persons regardless of their domicile, residencéead office in Montenegro.
foundation may also be established by a will.

Non-governmental organizations shall be non-govemtai associations, non-

Non-governmental association is a non-profit mermsiigr organisation, which can

may be established by at least three persons,fouhioh one shall have domicile

membership, which can be established by a domastitor foreign natural and/or

of
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Foreign organization, for the purpose of this Lalall mean non-government
organization with the status of legal person, whiosad office is in other countr
and which has been founded in accordance with aégnk of that country for th
purpose of accomplishing common or public goalsiatetests.

In this moment in Montenegro exist approximately0@8ONGOs. Register @
associations, register of foundations and registéoreign organizations in shall &
kept in written and electronic form by the Ministof interior. Registration of non
governmental organization in the Register shall geformed based on th
application for registration. Non-governmental gnigation has the status of leg
person which it shall obtain on the day of registra Decision on registration arn
decision on deletion from the Register shall belipabd in the “Official Gazette g
Montenegro”.

Non-governmental organization acquires propertynfraembership fees, donatior
gifts, financial subventions, inheritances, int&gesn bank deposits, dividend
lease, and revenues realised from economic busessties and other incom
generated from any lawful activities.

Non-governmental organisation, which has realisedatl grounds during th
calendar year revenues higher than 10.000,00 EWR shblish at its website it
annual report adopted by the competent body of dhgainisation, within ten day
from adoption of the report.

Law on PMLTF is one of the rare Laws in Europe bagond that defines that No

take measures for detection and prevention of mdaewdering and terrorig
financing.
Furthermore, Article 86 of the LPMLTF defines thaPMLTF shall conduct
supervision over NGO in relation to implementatiwinthe Law on PMLTF ang
regulations passed in accordance with this Law.

governmental organizations, as reporting entitieden the LPMLTF, are obliged to

t

)

Recommendation o
the MONEYVAL
Report

f Montenegro should implement measures to ensure tdrabrist organisations
cannot pose as legitimate NPOs.

Measures reported g
of 16 March 2010 tq

No significant measures have been taken

implement the

Recommendation o

the report

Measures taken tplLaw on PMLTF defines that Non-governmental orgaiosa, as reporting entitie
implement ~ the under the LPMLTF, are obliged to take measuresdfgection and prevention
recommendations | money laundering and terrorist financing.

,[St;réce]fir:setadggéorzsffFurthermore, Article 860f the LPMLTF defines thatPMLTF shall conduc
report T supervision over NGO in relation to implementatiwinthe Law on PMLTF anc

regulations passed in accordance with this Law.

Also, Reporting Entities Control Department of tkiéMLTF, in accordance with
the Law on PMLTF and Law on inspection control aactd control with the
designated reporting entities. The list of repgrtimtities supervised by APMLTF
defined in Article 4, item 14 and 15 of the LPML&Rd in Articles 14, 15 and 16 ¢
the Law on inspection control define Authoritiedmépectors, Obligations and
authorities in eliminating the irregularities andrAinistrative measures and actior
that can be performed during the control.

Additional explained in the part that refers to Normative framework:
The New Law on Non-Governmental Organizations @Efi Gazette of

)

= 0

S




Montenegro No. 11/07) was adopted in June of 2@bd, regulates the issues
procedure, registration, terms and forms of astioais of citizens in Montenegro.

of

Recommendation o
the MONEYVAL
Report

f Montenegro should also reach out to the NPO sewith a view to protecting th
sector from terrorist financing abuse. This outrdeashould include i) raising
awareness in the NPO sector about the risks obtetr abuse and the availab
measures to protect against such abuse; and ii)mmting transparency
accountability, integrity, and public confidence ithe administration ang
management of all NPOs.

Q—0

Measures reported ¢
of 16 March 2010 tq

No significant measures have been taken

implement the

Recommendation o

the report

Measures taken tblaw on Non-Governmental Organizations defines fuilhy:

implement ~ thel Non-governmental organisation shall be deleted ffverRegister:
recommendations . . Lo L

since the adoption df 1) if the perlpd for which it was founded expiresthin three days from th
the first progress last day of that period,;

report 2) based on the decision on termination of opematiwithin three days fror

the submission of that decision to the Ministrythg authorised representative
organization;

3) based on the decision to prohibit the work ofn4governmenta
organization, within three days from the day thicidion is published in th
“Official Gazette of Montenegro”. The decision tgopibit the work of non-
governmental organization adopt the Constitutidalirt of Montenegro (Law o

64/2008). The proceedings deciding to ban the waofka non-governmenta
organization shall be initiated by a proposal whiefthin their competences, ma
be submitted by: the Protector of human rights ldadties; the Council of Defenc
and Security; state administration authority inrgeaof protection of human arn
minority rights; state administration authority icharge of entry of a non
governmental organization in the registry. The @ituttonal Court may ban th
work of a political party or of a non-governmenagjanization if their activities ar
directed or aimed at violent destruction of constinal order, infringement on th
territorial integrity of Montenegro, violation ofuiman rights and freedoms
instigating of racial, religious and other hatred &ntolerance.

4) based on the decision to finish the bankruptoggeding or the voluntar]
liquidation proceeding in summary proceedings inoagdance with laws regulatin
the bankruptcy proceedings or voluntary liquidatisthin three days from the da
of deletion from the Company Register.

Association shall also be deleted from the Regigpem request of the member
association, if the number of members of associatigeduced below the minimu
number of founders stipulated by the law, when ceteqt body of the associatiq
does not render a decision on admission of new reesnlsithin the period of on
year.

the Constitutional Court of Montenegro, Official £ette of Montenegro”, Na.

1%

of

Recommendation o
the MONEYVAL
Report

f Montenegro should take more proactive steps to pteneffective supervision (
monitoring of NPOs. Authorities should ensure tHatailed information on th
administration and management of NPOs are availahleng the course of a
investigation or on request internationally. Mormtégno should also impleme
effective sanctions for violations of oversight maas or rules by NPOs or perso

acting on behalf of NPOs.
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Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

The Administration for the Prevention of Money Ldenng and Terrorist
Financing, within its defined competences, supes/isumanitarian organisations,
NGOs and NPOs regarding the implementation of tRMLTF and the bylaws
adopted upon this Law. The supervision is carrietl through the complianc
officer, in accordance with the law regulating tb&ue of supervision

D

Measures taken t

D Article 86 of the LPMLTF defines that APMLTF shalbnduct supervision ove

= =

n

o<

implement  thel NGO in relation to implementation of the Law on PMLand regulations passed

re_:com?enddano_ns  accordance with this Law.

ft;gce]firseta ggéorz;: In Articles 45, 46, 47, 48 and 49 of the Bill ondbiges and Amendments to f

report LPMLTF (it refers to Articles 92,93,94,95 and 96 thfe current Law) Penalt
provisions are amended. These provisions refelltoeporting entities under th
LPMLTF as well as to NPOS.

(Other) changes

since the first

progress report (e.d.

draft laws, draft
regulations or draff
“other enforceabld
means” and othe
relevant initiatives

Spec

ial Recommendation IX (Cross Border declaratioand disclosure)

Rating: PC

Recommendation o
the MONEYVAL
Report

fThe Customs Administration should be given cleawgse to stop individuals an

restrain currency in all circumstances.

Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

The customs control of cross border money trarisfgris prescribed by the
following:
» Law on Foreign Current and Capital Operations (itf Gazette of
the Republic of Montenegro, No. 45/05, 62//08),
» Decision on the amount of cash that can broughbrirout of the
Republic of Montenegro without declaring- Officidbazette of the
Republic of Montenegro, No.58/05),
e Law on the prevention of money laundering and te&tdinancing (“-
Official Gazette of the Republic of Montenegro, N&/07, 4/08)
» Rulebook on the Manner of Reporting Cash Transastiexceeding
€15,000 or more and Suspicious Transactions tédmeinistration for the
Prevention of Money Laundering and Terrorist Finag¢Official Gazette
of the Republic of Montenegro, No. 79/08).
In accordance with valid regulations, residents and-residents are obligated
report physical bringing in or out of currency daqe of entry or exit to/fro
Montenegro. Physical persons, Le. Residents andesidents, in passengers traffic
with foreign countries, can bring in or out the amis up to 2000 € (in euro or other
currency) without reporting it to the customs auities. The amount exceeding
2000 € is reported to the border customs authority.
Pursuant to the Article 66 of Law the Customs Adsiiation is obligated to submit
to the Administration for the prevention of antiselering information on eve
cross-border transport of money, checks and beagotiable instruments, precious
metal and precious stones, in value exceeding Q@EDOo, within 3 days followin
the cross-border transport. (Official Gazette offitémegro 14/07).

to
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In accordance with the above Law, Customs Admiitstn is obligated to submit {o
the Administration for the prevention of anti-lawnithg information on every cross-
border transport or attempt to transfer money, kfieand bearer negotiable
instruments, precious metal and precious stonesalne below 10,000 Euro, |f
there is a suspicion of money laundering or tesrorfinancing.
Reporting forms, which we previously used, was adden to the Agreement on cp-
operation between the Administration for the Préeenof Anti-laundering ang
Terrorism Financing and the Customs Administratfoomn October 2004.

Since 31 December 2008 when the Rulebook on pryidata on cash operations
of value of or exceeding 15,000 € and suspicicaissactions to the Administration
for Prevention of Money-laundering and terrorismaficing entered into forde
(Official Gazette of Montenegro 79/08) we are usimgw form - FORM 06 fo
Customs authorities, which was printed togethehlie Rulebook and represents
its integral part.

Measures taken t
implement the
recommendations

since the adoption @
the first progress
report

b- Decision on the amount of cash that can be bioimgtor out of Montenegro
without declaring (Official Gazette of Montenegr8/B80). On the day of entering
into force of this Decision, the Decision on thecamt of cash that can brought injor
out of the Republic of Montenegro without declarii@fficial Gazette of
Montenegro 58/05) ceases to be valid. Consequemjlent or non-resident can,
physically entry or exit in/out of Montenegro witlitadeclaring means of payment|in
the value up to 10.000 Euro or in that value coteeefrom the currency other than
euro.

f

- Rulebook on detailed evidence on performed oistof physical entry
and exit of means of payment across state bordiici@ Gazette of Montenegr
35/11). This Rulebook closely defines the recomi€anducted controls of physical
entry or exit of means of payment at the locatiefisentry or exit in/fout of
Montenegro. The records on conducted controls géiphl entry or exit of means of
payment in the value exceeding 10.000 Euro or &t Walue converted from the
currency other than euro, during the entry or axiMontenegro, on the reporting
form, which makes the integral part of this Rulehoo

In accordance with the referred Rulebook, the @ust Administration of
Montenegro has posted the Notification on methodeaflaring physical entry and
exit of means of payment at visible location atdewrcrossings.

|}

Recommendation o
the MONEYVAL
Report

fThe Customs Administration should have the leg#iaity to restrain currency i
cases of an administrative offence.

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

Valid legal regulations (Law on Foreign Current &apital Operations, Official
Gazette of the Republic of Montenegro 45/05, 62/@Hficial Gazette of
Montenegro 62/08, Decision on the amount of caahdhn be brought in or out of
the Republic of Montenegro without declaring- OfficGazette of the Republic of
Montenegro 58/05, Law on Prevention of Money-lauitdpand terrorism financing
- Official Gazette of Montenegro 14/07, 4/08, Ruebk on providing data on cash
operations of the 15,000 € value or more and simmctransactions to the
Administration for Prevention of Money-launderingnda terrorism financing
Official Gazette of Montenegro 79/03) prevent CossoAdministration to kee
funds in the cases of administrative offences.

During the period 1 March 2009 - 31 December 2@&toms Administration h
four cases of non-declaring currency by persongrigt or exiting territory o
Montenegro. In all four cases, persons who didetlate the currency to the

(=)

customs authority were fined in accordance withchetl5, Paragraphs 1 and 3|of




the Law on Foreign Current and Capital Operationith adequate pecuniary fines
During the period from 1 March 2009 - 31 Decemi@%® Customs Administratio
has forwarded 144 reports on transport of monegckh and bearer negotiak
instruments, precious metal and precious stonedivated per months: March- 14
April- 16, May - 16, June - 19, July - 15, Augustl, September - 19, October - 1
November - 9 and December - 14.
Also, during the period 1 March 2009 - 31 Decen##9, Customs Administratio
has provided information on 26 instances on suspicitransactions to th
Administration for the Prevention of Anti-laundegiand Terrorism Financing.

Measures taken t
implement the
recommendations

since the adoption @
the first progresy
report

0 During 2010 and 2011 the Customs Administration Moagro detected 11 cas

es
of non-declaring currency at the border crossidgminst all offenders were filed
misdemeanour charges. In all cases the persondaibd to declare currency o
" the customs authority are sentenced with adequetengary fines, in accordance
with the Article 15, Paragraphs 1 and 3 of the laawForeign Current and Capital
Operations. In accordance to the valid legal pious Customs Administration has
no mandate to hold the currency in case of admiiigé offence. T

Recommendation o
the MONEYVAL
Report

fThe Customs Administration should take into comatiten a system to use reports
on currency declaration in order to identify monaynderers and terrorists.

Measures reported ¢
of 16 March 2010 tq
implement the
Recommendation o
the report

Customs administration is keeping records of afiorss made by all customs
officers on the territory of Montenegro, which istdr forwarded to th
Administration for the prevention of anti-laundegin

In case of suspicion of money laundering, regasdtésamount of cash, or value of
checks and bearer negotiable instruments, precioetal and precious stones,
transported across the border, the customs officborder crossing is obligated [to
immediately inform the officers in Customs Enforeerh sector. Afterwards, the
information, i.e. the report, using the same fosnsubmitted to the Customs
Enforcement sector, which shall forward it to theénfinistration for the preventio
of anti-laundering, within 3 days from transpos,legally required.
Pursuant to the Article 69 of Law on preventionmadney laundering and terroris
financing, Customs Administration is obligated néorm the Administration for th
prevention of anti-laundering information on annibaisis, and until the end
January at the latest, on its observations and rtai@m activities related to the
transactions suspicious of money laundering ootim financing.
Articles 74 and 75 of this Law prescribed the rdsprwhich the Customs
Administration is obligated to keep, as well as d@sntents. The Customs
Administration is obligated to keep the records ¥aryears after its collection, and
such information is being destroyed after the gxpfrthat deadline.

Measures taken t
implement the
recommendations
since the adoption @
the first
report

progresg

b Customs Administration is keeping records of apais made by the competgnt
customs officers on whole territory of Montenegadiich are later forwarded to th
Administration for prevention of money laundering.

Specifically, in the case of suspicion of moneyni@ering, regardless of the amol
of currency, checks and bearer negotiable instrtsng@necious metal and precio
stones transferred across the state border, thenssiofficer at the border crossi
shall notify the officers from the Sector of cuswmnforcement. Afterwards, tf
data, i.e. the report using the Form 06 in the Bad& on providing data on cas
operations of value of or exceeding 15,000 € argpisious transactions to th
Administration for Prevention of Money-launderingnda terrorism financing
(Official Gazette of Montenegro 79/08), is subndtteo the Sector of custon
enforcement, which is forwarding to the Adminisimatfor Prevention of Money,

f int

ng
e
5h
e

S

laundering, within the legally prescribed deadliri® days after the transfer.
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In 2010 Customs Administration submitted to the API8B6 reports on cros
border transfer of currency, payment instrumerds et
In 2011 Customs Administration submitted to the APIGI58 reports on cros
border transfer of currency, payment instrumerds et
In 2010 Customs Administration submitted to the APMb suspicious transactid
reports and 4 suspicious transaction reports in 2011.

n

Recommendation o
the MONEYVAL
Report

fThe administrative sanctions for false declarationsion-declared currency shou
be raised considerably. Taking into account the éxnce of detection, the fines
not considered to be dissuasive or effective.

\re

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

All the cases of finding currency that was not desdl at the moment of crossi
border are processed to the competent organishtions of the customs
administration and the offenders are sentencedrasinzitive fines, pursuant to th
Article 15 of the Law on Foreign Current and Cdpidperations, which lay dow
the amount of fine.

e

Measures taken t
implement the
recommendations
since the adoption @
the first progresy
report

b There were no changes in relation to this response.

Recommendation o
the MONEYVAL
Report

f In order to increase its effectiveness, the Custadministration should hire mor
specialised staff to deal with money laundering tardorist financing cross-borde
transportation of currency.

=

Measures reported g
of 16 March 2010 tq
implement the
Recommendation o
the report

Customs Administration in 2009 continued with coef@nsive training of custon
officers in the area of money laundering and tésnorfinancing. Customs officel
working in customs offices at the border or at @it, together with officers from
the Department of prevention of smuggling that bgldto headquarters and two
officers appointed in accordance with Article 1 tok Agreement between the
Administration for the prevention of anti-laundegiand Customs Administration, to
act as liaison officers and official contact poirits the Administration for the

prevention of anti-laundering, are employees otams administration involved in
control of bringing in or out of domestic or foraigurrency.

We would like to note that positive legal regulagoare defining the amount

administrative fines for false impersonation or f@tlaring currency, and that
prevents the Customs Administration from withhotgdfands from fines in cases

administrative offences, and provide recommendation the section related {
amendment of existing legal acts in jurisdictiortte Ministry of Finance.

In the period from % March to 31st December 2009 the Customs Admiristra
had four cases of non declaring cash by persomsiegtand leaving the territory ¢
Montenegro. In all four cases persons that faibedeclare money are penalized,
appropriate fines, in accordance with Article 15agmaph 1 and 3 of the Law ¢
Foreign Current and Capital Operations.

Since 3% December 2008 when the Rulebook on the ManneregioRing Cash
Transactions exceeding €15,000 or more and Susgicibransactions to th
Administration for the Prevention of Money Laundeyiand Terrorist Financing, th
Customs Administration uses the new form (Formdiécfistoms authorities) and
is the integral part of the Rulebook.

S
S
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Measures taken t
implement the

O Within the referred period of time, The Customs Auistration has participated
the meeting organized for the purpose of exchaonfiénformation related to th

D

recommendations
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since the adoption @
the first progress
report

fmoney laundering and terrorism financing, which vemganized within the E
Twining project of Bulgaria, Central Bank of the tNerlands and supervisory
authorities of Montenegro, held on 18/04/2011 ia pinemises of the Central Bank
of Montenegro.

The custom administration also participated atwiekshop entitle “investigation
of money laundering” held within the »ILECUS 2« ject, and topics f th
workshop were: investigations of money launderlagal framework which defines
the investigations of money laundering, comparaplectice and practical
experience of Austria in investigations and crinhipaosecution related to the
money laundering, international cooperation in tmwestigation of mone
laundering and financial investigation, identifioat of gains from crimina
activities-relationship between the investigatiofisnoney laundering and financial
investigations. The workshop was held on 19-21 IAP@11, in Budva, and th
lecturers were eminent experts in this line of vgofkom the criminal police
Austria, as well as manager of ILECUs project faritenegro.

We would like to note that customs officers deptbye border customs offices and
at airports, together with the customs officersrfrilie Anti-smuggling Department,
as well as two officers selected in accordance thithArticle 1 of the Agreement
between the Administration for the prevention of idg laundering and Customs
Administration to be liaison officers and officiabntact pints with APML, are
presenting the staff of customs administration iwed in the control of entry an
exit of domestic and foreign means of payment.

d

(Other)

since the first

progress report (e.d.

draft laws, draft
regulations or draff
“other enforceable
means” and othe

changes

relevant initiatives
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2.4. Specific Questions

Answers from the first progress report

1. Have any steps been taken to introduce a relvefgae burden of proof regarding property subject
confiscation?

In August 2009, the Parliament of Montenegro adbpiw Criminal Procedure Code (Official Gazetts
Montenegro no 57/09) in which it is prescribed reed burden of proof in order to extend confiscatb

the property (confiscation of property whose legiddin has not been proved). In the article 486-489

the CPC it is prescribed

of

.after the finality of the judgment finding the ased person guilty of the criminal offence for whijch

Criminal Code prescribes the possibility of extethdenfiscation oproperty from the convicted persg

his legal successor or the person to whom the cteiperson has transferred the property and who

cannot prove the legality of its origin, the StResecutor shall, at the latest within one yeahrsit the
request for the confiscation of the property of thavicted person, his legal successor or the gets
whom the convicted person has transferred the ptpger which there is no evidence on the legatity
its origin.“

Those articles in the CPC are procedural normdanttheir implementation there is a need for tharge
of the existing Criminal Code and to have the tosti of extended confiscation of property. Accogdia
this, in the proposal of the changes of Criminaldédure Code there are three new paragraphs an
Article 113 is now:

» (1) Money, things of value and all other propeggins obtained by a criminal offence shall
confiscated from the offender; should such a coafisn be not possible, the perpetrator shall bigedh
to pay for the monetary value of the obtained priypgain.

(2) property for which there is founded suspicidratt derives from the criminal activity shall be

confiscated form the offender unless the offendekes it probable legality of its origin (extend
confiscation)
(3) Confiscation from the paragraph 2 of this Adican be applied if the offender is finally corteid for

-some of the criminal offence from the Article 48Df this Code that was committed within the criahin

organisation;

- some of the following criminal offences:

1) terrorism

2) Non authorised production, keeping and releafingirculation of narcotics;

3)against payment operations and economic trawmsectaind against official duty committed out
lucrative for which it is the penalty of 8 yearsmore of the imprisonment can be imposed

(4) Property from the paragraph 2 of this articie be confiscated if it is gained from the crimiaelivity
in the period of 5 years before the committing ¢hiene from the paragraph 3 of this article andfbera
committing criminal offence until the judgment igdl.

(5) A material gain obtained by a criminal offerstell also be confiscated from the persons it legnp

transferred to without compensation or against aamgtion that is obviously inadequate of its redlie
(6) Confiscated shall also be any property obtalmed criminal offence in favour of other persons.”

2. Since the on-site visit, have any steps beemtakexpand access by the APMLTF to other authstit

databases?

d the

be

ed

of

The APMLTF, Police Directorate, Department of Palitievenues and Customs Directorate, with the help

of: OSCE Mission to MNE, Customs and Fiscal AssistaOffice (EU) — CAFAO, United Nations Offig
on Drugs and Crime — UNODC, Swedish National PoBward, International Criminal Investigati
Training Assistance Program — ICITAP, US Embassy/Buitish Embassy, harmonised the model of jq
office for coordination and intelligence data exuofpe with working title “ National coordination afe

e
e
Dint
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for the state administration. The Working group @ed the Conclusion that the conditions

establishing this office are fulfilled and send teter to the Prime Minister of Montenegro (dikst of
all involved state administration authorities haged this letter) suggesting the specific measurbe
Prime minister has forwarded the suggestion tavthrestry of Internal Affairs and Public Administiat
so that the national office could be establishdte €stablishing of this office will enable data leexege
between: the Administration for the Prevention obridy Laundering and Terrorist Financing, Po
Directorate, Department of Public Revenues andCilgtoms Administration

for

ice

Department of Public Revenues possesses approgoétigare and data base that enables collecting,
analysing and forwarding data. This data base ggaged continuously and upon the appropriate résjues
is available to all authorities involved in the teya of prevention of money laundering and terrgrist

financing.

3. Has an updated list of suspicious transactiatidgators been issued to obligors? If so, when thag

list last updated? Furthermore, does APMLTF nowwvite regular general feedback to all obliggrs

containing:
(a) statistics on the number of disclosures, witiprapriate breakdowns, and on the results of
disclosures;
(b) information on current techniques, methods tradds (typologies); and
(c) sanitised examples of actual money launderasgs.

the

Yes.

Rulebook on Indicators for recognising suspiciolgents and transactions ("Official Gazette
Montenegro " No. 69/09, from 16th October 2009)@dd by Ministry of Finance and due to that
following List of indicators for recognising susfmuas clients and transactions was established :

« List of Indicators for banks,

List of Indicators for capital market,

List of Indicators for the Customs Administration,

List of Indicators for the Department of Public Raues,
List of Indicators for leasing companies,

List of Indicators for auditors,

List of Indicators for accountants,

List of Indicators for lawyers and

» General indicators.

Department of Public Revenues, in relation to askessment on money laundering and terrorist fingr
and instructions sent to the inspection controksliaries, obliged the tax inspectors to checkatigin,
purpose of the business relationship and transadiio accordance with the List of Suspicig
Transactions Indicators, to the greatest extensiples The real-estate and construction sectors
designated as specific sectors.

Furthermore, does APMLTF now provide regular gaehésedback to all reporting entities containing:
The APMLTF provides information, in written formo tthe reporting entity or other requester,
obtaining and analysing data, information and dosuation related to persons or transactions fockvh
there are reasonable grounds for suspicion in nehtffence of money laundering or terrorist finiaugc
except in case when it is assessed that such immfgroould have harmful effects for the process 4
outcome of the procedure.

APMLTF provides feedback on results of the actitrat are undertaken upon the STRs submitted

of
the

c

by

reporting entities. For the purpose of data comfiiddity and data secrecy the feedback breakdown is

given in statistical form. The breakdown is madeddatal and individually for each reporting entity.
includes the number of analytical cases openeti®bdsis of STRs.

In 2009 the APMLTF has sent 38 feedback informatiorthe reporting entities and in 2010 three

information are sent.




2009

Commercial Banks 42 feedback information
Lawyers 1 feedback information
Capital city of Podgorica 1 feedback information
SEC 2 feedback information
2010

Securities Commission 1 feedback information
Insurance company 1 feedback information
Customs administration 1 feedback information

(a) statistics on the number of disclosures, witiprapriate breakdowns, and on the results of
disclosures;
(b) information on current techniques, methods tradds (typologies);

APMLTF established, based on analysis, money laimgletypologies that are presented to
compliance officers and employees with the repgréntities that have a direct contact with cust@mer
The following business activities are designatedth® basis on present experience, as high riesks
from the aspect of money laundering and terronistricing :

* Real-estate trade,

» Construction business,

« Service providing companies,

» Capital market,

» Organisers of games of chance

» Sport organisations

In relation to the above mentioned business aEt8/itAPMLTF processed cases related to numeroas
and natural persons, residents and non-residendsaehieved a significant co-operation with fore
FIUs. After analysis performed these cases aredated to the competent state authorities or for
FlUs.

the

the

leg
gn
pign

According to feedback information, the significantmber of cases resulted with police investigations

bringing indictments for the criminal offence of n&y laundering and other criminal offences andlf
court decisions for other criminal offences relaiedoney laundering.
Real-estate trade:
« Fictitious contracts— contract cancellation rigfieaconcluding the contract. Presenting the sand
parcels as the subject of sale in the contracuadér the different conditions.

« Fictitious contracts where unreal —false pricerispnted in the contract or by direct bargain betwe

seller and buyer where seller consent not to retteedstatus in ownership change at the owner
registry (obtaining property rights is not recorfled

» Founding capital increase without recording changfethe status documentation at the Commer
Court (provision of the Law) and afterwards witheliieg cash from the account in the same amg
(deposited).

na

ship

cial
punt

11€



Construction business:
 This business activity is related to the real estatde.
 Using cash for constructing buildings
» Making contract on selling buildings that are neittconstructed nor in the starting phase
construction.
* Fictitious Companies
« lllegal founding of legal persons
« Parallel — linked companies (the same personsoaralers and representatives)
* Non existing companies
* Non available companies (non-residents)
» Transactions that do not correspond with the bgsiretivity for which the company is registered

of

by

the range of business activity or natural persoesdwt have a company and the natural person is

unemployed but on its account are recorded enormndlosvs without the clear purpose of transaction.

*(I Case study from practice: 2 resident and 2 resident natural persons from the neighbour country
The case is forwarded to the Police directorate State Prosecutor’'s Office and afterwards assete we

confiscated and natural persons were arrestede Wes a significant co-operation with the foreidd.F

A natural person, without criminal records, hasrbengaged by criminal group and (with benefitg th

natural person is used for opening account andnesus inflows from abroad and afterwards withdraval

and cash payments to the members of this crimimalpgin order to conceal the trace .
*( 1l Case study related to alleged spot managdrsnahigh amounts were sent from abroad for foof
transfers. There was a significant co-operatiom wie foreign FIU. The FIU confirmed that the cass
been pursued and that our information was usetkitourt process.
(Il Case study: presenting enormous amounts agedl prize from games of chance (betting house)
case has been pursued.

 Loans from companies

» Magnified invoice value(disproportional expenses)

* In relation to the capital market :

* Block businesses
These business activities are used with the aijusbifying the origin of money that would be gaineyl
sail (on the capital market), after direct agreetrmetween stock exchange market clients(buyer
seller) about the stock price and in the manndrtttgaprice would be unrealistically high or low.

Services providing companies

» TAXI associations ( registration of unrealized jtrdfom providing services) delivered to the

ball

The

and

Department of Public Revenues and APMLTF due tsarable grounds of suspicion in other crimipal

e - Catering companies (forwarded to the Tax Admiaigtn ) registration of unrealized profit from

providing goods and services
Transferring non-declared TRAVELLERS chdeksounts in million of Euros) across the state boehd
attempt of converting checks at banks in Montenegitis case has been forwarded to the Pg
Directorate) and
(c) sanitised examples of actual money launderasgs.
At trainings, seminars and round tables organisedPMLTF case studies and sanitised examples
jointly presented and analysed.

lice

are

4. Please explain the arrangements for co-operahietween policy makers, FIU, law enforcement
supervisory bodies at a strategic level. At therafi@nal level, have additional formal agreementeh
concluded in order to define the type of informatio be exchanged, timeliness of the exchange

and

. the

names of contact person, etc.?




On 19" February 2010 APMLTF, Supreme State Prosecutoffed) Police Directorate Department

of

Public Revenues and Customs Administration sighedMoU in prevention and prosecution of offenders
related to organised crime and corruption. The Mdtgfines obligations, general rules and terms of

forming and working of the joint team that will d@ntspecial cases of organised crime and corrupfibe
team, whose work will be coordinated by the Supr&tate Prosecutor, is composed of representativi
APMLTF, Supreme State Prosecutor’'s Office, Polidee@orate Department of Public Revenues

Customs Administration, who will be appointed foe tperiod of three years.

S 0
and

With a view to establishing better co-operationNestn the Supreme State Prosecutor’'s Office anadoli

Directorate, and according to the evaluators’ rebemdations, the Memorandum on Understanding
information exchange related to prevention, dedecéind prosecution of offenders prosecuted exioffic
The Memorandum refers to co-operation and actimgeéatrial criminal and criminal procedure, esphgiz
to:

and

1S4

1. direct communication between the competent staiseoutor and the competent officer of the Palice

Directorate

2. forming ad hoc joint teams for complex investigatio

3. ensuring procedure and data secrecy

Signing the Memoranda of understanding relateddéognting, detecting and prosecuting the offende

the area of organised crime and corruption, ismq@dnand it will be signed by State Prosecutor'sceff

Police Directorate, APMLTF, Department for Publiei®nues and Customs Administration.

S

Signing the memoranda of understanding betweeABMLTF and Deposit Protection Fund is planed as

well as innovation of the MoU between APMLTF andMBThere are designated representatives of t
institutions that will prepare the text of the nsleU.
On the basis of analysing the assessment of needsficluding new bilateral Memoranda, the APML

nese

TF

has, for the forthcoming period, planned innovatimgmoranda with Central Bank of Montenegro(CBM)

and signing the new memoranda with the superviaumorities from Article 86 of the LPMLTF . |
March 2009 the APMLTF signed MoU with the State Audstitution of Montenegro. Previously signé
MoUs between the APMLTF and Customs AdministratiSecurities Commission, Ministry of Interi

n
d
Dr

and Public Administration, Department for PublicvBeues, CBM and basic Court in Podgorica, are fully
applied. The co-operation with the Police Directerand State Prosecutor’'s Office is achieved thiqug

daily communication.
The establishment of the National coordinationceffior the state administration is in progress.
The time period for exchange of information is présed by the LPMLTF, Article 50 of the LPMLTF:

State authorities and public powers holders shalbvile the requested data, information and

documentation to the competent administration beiilyout delay, and not later than eight days after
day of receiving the request, or enable, withoumpensation, direct electronic access to data

information stated in the request.

(In relation to supervision Article 89 of the LPMET,Bodies from Article 86 of this law shall inforthe
competent administration body on measures takgmadoess of supervising in accordance with this L
and within 8 days from the date on which the mezsurere taken. )

The APMLTF and Ministry of Interior agreed, dueNtmU signed in 2004, that in these institutions ki
be designated an officer and its deputy that wallthe official contact person for co-operation e
these institutions.

On 17th February 2009 Securities commission si¢d@&CO Multilateral Memorandum of Understandi

and

aw,

hal

ng

Concerning Consultation and Co-operation and theh&xge of Information? With signing this

memorandum Securities and Exchange Commission edoduded into the international network

of

supervisors and provided a significant asset im@aipon taking measures on the international lgvel
Signing this MoU shows the capability of the Seiesi and Exchange Commission to engure

harmonisation with regulations and full implemeiatatof regulations related to securities. Also, heU
confirms capacities and readiness of the Securities Exchange Commission to provide the grea
possible assistance to the international regulaibtise securities market in order to facilitateittwork on

atest

the securities market. Signing this MoU is a sigaifit step for SEC since it enables the Commis&ign

12C



exchange information with all relevant world widgigdictions and leads Montenegro to full compl&nc

with best international practice.
The SEC drafted the proposal of the memorandum @GBM and drafting the proposal with the ISA
underway.

ISA has not signed the MoUs with the competent@ities from the LPMLTF. The activities on signing

the mentioned are one of the priorities of ISA (1.Q.
The Customs Administration signed the MoU with Eaeulty of Law in Podgorica (training employees

S

5. Have provisions been introduced to ensure thatrtames and personal details of staff of financial

institutions that make a STR are kept confidefyahAPMLTF?

Article 55, paragraph 2 of the LPMLTF defines aofes :

In natification from paragraph 1 of this Articlegtltompetent administration body shall not stata dat
reporting entity and on person employed in the wiggion, that announced data unless there
reasonable grounds for suspicion that reportingyeat reporting entity’s employee committed crirair
act of money laundering or terrorist financing, ibthose data are necessary for establishing fiac
criminal proceedings and if transferring those d@aarequired, in written form, by Court.

Article 80, paragraph 2 and 3 of the La won PML/d@&fines The information about the facts fr
paragraph 1 of this Article and notification onig®us transactions or information about otheeonéfes
from Articles 55 and 56 of this Law, are the officecret and designated as such, in accordanbe
Law.

On removing the official secret designation, froerggraph 2 of this Article shall decide the authexli
person of the administration.

Additional guestions since the first progress repdr

1. Have there been any successful prosecutions fonantous and/or third party money laundering
so please provide details.

In previous report (March 2010.) changes and amentsnof the Criminal code were announced wh
refer, among other aspects, to institute of coafisa of material gain whose legality of origin wast
proven (,extended confiscation“). These changes améndments were adopted by the Parliamer
Montenegro in April 2010. The procedure is defifydThe Criminal Procedure Code which started
application of September 1st, 2011. In accordanitie tire Code, reversal burden of proof of legatify
origin of property is on force.

Since the first progress report we have had thasesagainst 6 persons for money laundering ofée
All of those cases have started in 2011 and irfathe cases the procedure before the court ising
process. So, we still cannot judge successfulnei®eqrosecution because the court procedurenatr
yet finished.

are
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2. Have there been any non-conviction based confatsi If so please provide details.

No, we have not had any non conviction based ocatiin
Criminal legislation of Montenegro does not conttie institute of permanent confiscation of propé
without conviction before (“NCB confiscation”).

ert

3. Has there been any relevant court practice whiafifiels the term “business operations” as set ut i

Article 268 (1) of the Criminal Code?

In the period from the First Progress Report weehant had any court practice that would clarify téyen
“business operation” as it is set out in the Adid68 of the previous Criminal Code. It is wo
mentioning that we have adopted amendments andyebaf the Criminal Code as it is explained un
the Recommendation |.

rth
der

4. Please provide a breakdown of the relevant invatitigs, prosecutions and convictions for mo
laundering between fiscal (e.g. tax evasion, etad) non-fiscal offences.

ney

Since the First progress report, Department fopmgsion of organized crime, corruption, terroresmal

war crime, has had three cases of money laundefiagces.

121



Fiscal offences:
- One case: Investigation against one person, forrtbeey laundering offence, where there v
fiscal predicate offence. In this case, predicdfences were committed in the foreign coun
and were related to the abuse of the authority umctfon, unlawful enterprises and robbe

Prosecutor raised an indictment against this pessdrthe main hearing is in process right nowy.

Non-fiscal offences:

- One case: Investigation against two persons, faneypdaundering, where there was non-fis
predicate offence. In this case, predicate offemas drug trafficking. The indictment was raig
before the court in may 2011 and the main heasgn@w is process

- One case: Investigation against three personsgnémrey laundering, where there was non-fis
predicate offence- drug trafficking. The indictméstraised, and the main hearing is in prog
now.

vas
try
ry.
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5. Please provide a breakdown of the relevant freezeging and confiscation of proceeds betw
proceeds linked to fiscal offences and proceed®dino non-fiscal offences.

een

Fiscal Offences:
- One case against one person: seizure that waslifyue court is in the amount of 6.8 milli
Euros
Non-Fiscal offences:
- One case against three persons: seizure that stadi®y the court is in the amount of 28 mill
Euros
- One case against 2 persons: seizure that was issutite court in the amount of 12.5 millig
Euros

bn
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n

6. Have any specific training on AML/CFT related isstoeen provided to investigators, prosecutors
judges since the date of the previous progresstfzZpo

and

In Montenegro, relevant institutions regularly arga trainings for the investigators, prosecutans
judges. Especially, Special investigative team hegular trainings for their members (from T
Administration, FIU, Police Administration and Coist Administration, as well as from the prosecutor,
Organized by the USA Office for legal aid.

a
ax

5)

7. When was the list of suspicious indicators lastatpd and disseminated to obligors?

The list of indicators for recognizing suspicioustomers and transactions is updated and amendied
16 new indicators for recognizing suspicious tratisas and clients regarding real estate trade
construction businesses. Furthermore, the liatrisnded with 11 new indicators referring to lawsyend
notaries. Due to that, in addition to the indicatéor lawyers there are introduced indicators thit
assist notaries to recognize suspicious transactoal part of indicators refers to real estateetraiod
construction business. The list is forwarded toorgépg entities and on"8December 2012 APMLTH
organized a meeting with reporting entities in ortle present novelties and discuss on the lis
indicators.

1 wi
and

t of

8. Have any supervisory visits on AML/CFT related ssieen conducted with money service bure
and currency exchange offices? Did any sanctiosidtréfom these visits?

aux

The Banking Law (OGM 17/08 and 44/10) stipulatest thanks perform exchange operations. On
examinations of banks also checked the exchangatiges, whereby it was concluded that there wer
irregularities in these operations, and thus therne no sanctions.

site
BN

9. How many requests for mutual legal assistance weceived in 2010 and 2011? What was
average time to respond to these requests?

the

During 2010, Ministry of Justice received 6 roggtéetters from the judiciary authorities from oth
states, on the occasion of criminal proceedingghiercriminal offence Money laundering.
During 2011, Ministry of Justice received 1 roggtbetters from the judiciary authorities from oth
states, on the occasion of criminal proceedingghiercriminal offence Money laundering.
The time to act upon the rogatory letters for imé¢ional legal assistance depends on the type

er

er

and

complexity of the request stated in rogatory lstter




2.5.

Directive (2006/70/EC)

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

indicatg
the Third
the

Please
whether
Directive and
Implementation
Directive have beel
fully implemented /
or are fully applied
and since when.

Yes in the Law on the Prevention of Money Laundgand Terrorist Financing

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Yes. In the process of preparing the Bill on Changed Amendments to tk
LPMLTF a transposition table for compliance of tentenegrin legislation for th
prevention of money laundering and terrorist finagcwith the requirements ¢
Directive 2005/60/EC is created. The LPMLTF is lyadompliant with the Il
Directive. It is not compliant in the part definitists since the Law on busing
organisations does not define trusts as a typeooflucting business activity. Th
Law on PMLTF will be amended with the provisionaefng to trusts When th
amendments and changes Law on business companiesia force.

The last revision of compliance of the Law on PMLW&h the 3 Directive is
performed in period September — November 2011, vtherDraft of the Law o
Changes and Amendments to the LPMLTF is submitigdg Government.

On T December 2011 the Government of Montenegro addp&aill on Change
and Amendments to the LPMLTF.

Harmonisation with the THIRD DIRECTIVE

Articles 1 and 2 of the Law on Amendments &ithnges to the Law on a
harmonized with Article 1 of the Third Directiy2005/60/EC) — changes are mg
in relation to the definitions of money launderengd terrorist financing).
Article 3 of the Law on Amendments and Changesh&liaw on PMLTF is partly
compliant with Article 2 of the Third Directive (Bictive 32005L0060 defing
trusts which currently do not exist in Montenegnmudaits establishment id n
defined by the Law on business organisations).

Article 4 of the Law on Amendments and Changesh ltaw on PMLTF is
harmonized with Article 3 of the Third Directiveni{$ Article refers to the changg
of the Article 5, of the current Law, where are yided amended definitions ¢
terms: correspondent relationship, shell banksyrarsce intermediary, propert
business relationship and customer identification).

Article 7 of the Law on Amendments and Changesht® Law on PMLTF is
harmonized with Articles 7 and 10 of the Third &itive (this Article refers to th
changes of the Article 9-(Cases in which CDD measwhall be conducted) of tf
current Law on PMLTF)

Articles 9 and 10 of the Law on Amendments and @karto the Law on PMLT
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are harmonized with Article 9 of the Third Diredithese Articles refer to th

e

* For relevant legal texts from the EU standardsAggendix |1.
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changes of the Article 11 (Customer control whenaldshing a business
relationship) and Article 12 (Control of the cusembefore carrying out
transaction) of the current Law on PMLTF.)

Articles 11 and 14 of the Law on Amendments andr@es to the Law on PMLT
are harmonized with Article 11 of the Third Diraeti (these Articles refer t
introduction of new Article 12a (Wire transfersddachanges of the Article 19
(Beneficial owner) of the Current Law on PMLTF )

Article 20 of the Law on Amendments and Changeshto Law on PMLTF i
harmonized with Article 13 of the Third Directivehis Article refers to the changes
of the title of the Article and Article 26 (Correspdent relationships of banks with
credit institutions of other countries) of the @mr Law on PMLTF)
Article 21 of the Law on Amendments and Changeshto Law on PMLTF is
harmonized with Articles 2, 3 and 13 of the COMMISS DIRECTIVE
2006/70/EC regarding politically exposed persotiss (Article refers to the changes
of the Article 27 (Politically exposed persons}iod current Law on PMLTF)
Article 27 of the Law on Amendments and Changesht Law on PMLTF is
harmonized with Article 22 of the Third Directivehis Article refers to the changes
of the Article 33 (Reporting obligation) of the thie current Law on PMLTF)
Article 28 of the Law on Amendments and Changesht® Law on PMLTF is
harmonized with Article 20 of the Third Directivihis Article refers to introduction
of new Article 33a (Unusual transactions)).

(other)
since

changes
the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives)
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Beneficial Owner

Please indicate
whether your lega
definition of
beneficial owner|
corresponds to th
definition of
beneficial owner in
the 3 Directive
(please also provid
the legal text with

your reply)

LPMLFT /Establishing the Beneficial Owner
Beneficial Owner
Article 19
In the context of this Law the following shall bensidered as a beneficial owner
a business organisation or legal person:

of

1. a natural person who indirectly or directly @umore than 25% of the shares,

voting rights and other rights, on the basis ofahhiie/she participates in the

management, or owns more than a 25% share of tp#alcar has 4

dominating influence in the assets managementebtlsiness organisation,

and

2. a natural person that indirectly ensures oensuring funds to a business
organisation and on that basis has the right ttuente significantly the

decision making process of the managing body ofbih&ness organisatiqg
when decisions concerning financing and businessnaide.
Also, a business organisation, legal person, akasedn institution or other foreig
legal person that is directly or indirectly a haldé at least €500,000 of shares,
capital share, shall be considered a foreign owner.
As a beneficial owner of an institution or othereign legal person (trust, fund a

the like) that receives, manages or allocates sdsetcertain purposes, in the

context of this Law, shall be considered:
1. a natural person, that indirectly or directly cotgrmore than 25% of a leg
person’s asset or of a similar foreign legal entiyd
2. a natural person, determined or determinable anafiziary of more thar
25% of the income from property that he/she manages
Establishment of a beneficial owner of a legal peos or foreign legal entity
Article 20
A reporting entity shall establish the beneficialner of a legal person or foreig
legal person by obtaining data from Article 71 it&Bof this Law.
An reporting entity shall obtain the data from mpegh 1 of this Article by
checking the original or certified copy of the dowmntation from the CRCC ¢
other appropriate public register that may not lolerothan three months of its iss
date or obtain them on the basis of the CRCC arqthblic register in accordan
with Article 14 paragraphs 3 and 5 of this Law.
If the required data cannot be obtained in the raamietermined in paragraphs

and 2 of this Article, a reporting entity shall aiot the missing data from a writte

statement of an agent or authorised person.

Data on beneficial owners of a legal person orlainforeign legal entity shall b
verified to the extent that ensures complete aearcinsight into the beneficiz
ownership and managing authority of a customere@spy risk-degree assessmet

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The definition of the beneficial owner provided inthe Bill of the Law on
Changes and Amendments to the LPMLTF is harmonisedvith the definition
provided in 3" Directive, except in part that refers to trusts.

In Article 14 of the Bill on Changes and Amendmetatdhe LPMLTF (it refers ta
changes of Article 19 of the current Law) the défm of the beneficial owne
stipulates the following:

.Beneficial owner" means the natural person(s) whionately owns or controls the
client and/or the natural person on whose beh@#resaction or activity is being
conducted. Beneficial owner shall also includerthtural person(s) who ultimately

® Please see Article 3(6) of th& Birective reproduced in Appendix I1.
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who exercises control over a legal entity or legeangement.

A beneficial owner of a business organization,legal person, in the context of th
Law, shall be:

1) a natural person who indirectly or directly ovaideast 25% of the shares, voti
rights and other rights, on the basis of whichlinefsarticipates in the managemer
or owns at least 25% share of the capital or ladmnzinating influence in the asset
management of the business organization;

2) a natural person that indirectly ensures ong&igng funds to a business
organization and on that basis has the right taénice significantly the decision
making process of the managing body of the busioegmization when decisions
concerning financing and business are made.

As a beneficial owner of an institution or otherdign legal person (trust, fund anc
the like) that receives, manages or allocates afsetertain purposes, in the
context of this Law, shall be considered

1) a natural person, that indirectly or directlytrols at least 25% of a legal
person’s asset or of a similar foreign legal entity

2) a natural person, determined or determinable lasneficiary of at least 25%
the income from property that is being managed.

Article 15 of the Bill of the Law on Changes and é&miments to the LPMLTF (it
refers to changes in Article 20) defines the folloyv

An obligor shall be bound toestablish the beneficial owner of a legal perso
foreign legal person by obtaining data from Arti@lé item 15 of this Law. Thi
Law by checking the original or certified copy tfetdocument from the Centr
Business Register (hereinafter: CBR) or other gmjeite public register, submitte
by an agent on behalf of a legal person.

An obligor shall obtain the data from paragrapH this Article by checking the
original or certified copy of the documentationrfréhe CRCC or other appropriat
public register that may not be older than threattmoof its issue date or obtain
them on the basis of the CBR or other public regist accordance with Article 14
paragraphs 3 and 5 of this Law.

If the required data cannot be obtained in the readatermined in paragraphs 1
and 2 of this Article, an obligor shall obtain timéssing data from a written
statement of an agent or authorised person.

Data on beneficial owners of a legal person orlainforeign legal entity shall b
verified to the extent that ensures complete amdrcinsight into the beneficiz
ownership and managing authority of a customere@spy risk-degree assessmel
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(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives)

Risk-Based Approach

Please indicate th
extent to which
financial institutions
have been permitte
to use a risk-base

The LPMLTF prescribes in Article 13 transactionsattrdo not require th
application of customer due diligence measuresghvigads:

“Insurance companies conducting life insurance ress and business units
foreign insurance companies licensed to conduce lifisurance busines

D
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approach to
discharging certair
of their AML/CFT
obligations.

Montenegro, founders, managers of pension funds,legal and natural perso

life insurance contracts do not need to conduct#nigication of a customer when:
1) entering into life insurance contracts wherdratividual instalment of premium
or multiple instalments of premium, payable in caéendar year, do not exceed {

amount of €2,500;

2) concluding pension insurance business provittiagit is:

- insurance within which it is not possible to gssthe insurance policy to a thi
person or to use it as security for a credit ordoging, or

- a conclusion of a collective insurance contrasiieing the right to a pension.

Domestic and foreign companies and business uhfty@ign companies that issuie

electronic money do not need to conduct the vettific of a customer when:
l)issuing electronic money, if the single maximuaiue issued on the electron
data carrier, upon which it is not possible to epakit value, does not exceed
amount of €150, and

2)issuing and dealing with electronic money, if tb&al amount of value kept on the
he
of

electronic data carrier, upon which it is posstblee-deposit value, and which in t
current calendar year does not exceed the amoué®,600, unless the holder
electronic money in the same calendar year cableesmount of €1,000 or more.

A reporting entity does not need to conduct contngr a customer to whom

money laundering or terrorist financing, unlessréhare reasonable grounds
suspicion of money laundering or terrorist finamgein

Cases representing an insignificant risk of morandlering or terrorist financing

shall be more specifically regulated by a regutatibthe Ministry.”
Simplified customer verification is prescribed imtisle 29 of the LPMLTF, which
reads:
“Unless there are reasonable grounds for suspiiononey laundering or terroris
financing in relation to a customer or transacfimm Article 9 paragraph 1 items
and 2 of this Law, an reporting entity can condsichplified verification of &
customer that is:
1)the reporting entity from Article 4 paragrapht@ms 1, 2, 4, 5, 6, 8 and 9 of thi
Law or other appropriate institution that has aisteged office in the EU or in
state from the list;

2)state body or local governance body and otheal lpgrsons exercising publ
powers;

3)an organisation whose securities are includetiertrade on the organised mar

rd

it
provides other services or related transactionsesgmting an insignificant risk of
for
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conducting representation and brokerage businesssimance, when entering into

he
amount of €1,000, or where the payment of a sipginium does not exceed the
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in the EU member states or other states where lthet&ndards are applied on the

stock markets, and
4) the customer from Article 8 paragraph 4 of ttasv to whom an insignificant ris
of money laundering or terrorist financing is retht

N

The list of the states from paragraph 1 of thisicdetshall be determined by the

Ministry.”

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The recommendations are accepted and due to thatticle 12 of the Bill on
Changes and Amendments to the LPMLTF (refers termments of Article 13 of
the current Law) the following changes are made:

Article 12 of Bill on Changes and Amendments totRMLTF

“Exemption from customer due diligence in relatitoncertain services

Article 13

Insurance companies conducting life insurance lessinand business units
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foreign insurance companies licensed to condua Idisurance business |
Montenegro, founders, managers of pension funds,legal and natural person
performing representation and brokerage activitiesinsurance,in_cases of
concluding life_insurance contracts, are not obligg to conduct customer due
diligence measures when:

1) entering into life insurance contracts wherdratividual instalment of premium
he

or multiple instalments of premium, payable in @aéendar year, do not exceed {
amount of €1,000, or where the payment of a sipgdmium does not exceed t
amount of €2,500;

2) concluding pension insurance business provithiagit is:

- insurance within which it is not possible to gssthe insurance policy to a thi
person or to use it as security for a credit ordwing;

- a conclusion of a collective insurance conteaxguring the right to a pension.
Domestic and foreign companies and business uhfty@ign companies that issu
electronic money do not need to conduct customerdiligence measures when:
1. issuing electronic money, if the single maximwalue issued on th
electronic data carrier, upon which it is not pbksito re-deposit value, does T
exceed the amount of €150;

2. issuing and dealing with electronic money, & tbhtal amount of value ke
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on the electronic data carrier, upon which it isglble to re-deposit value, and

which in the current calendar year does not extiee@mount of €2,500, unless the

holder of electronic money in the same calendar gaahes the amount of at le
€1,000.

The provisions of paragraphs 1 and 2 of this Aetidb not apply to cases when
relation to a transaction or client there is suspién money laundering or terrori
financing. “

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives)

Politically Exposed Persons

Please indicatg
whether  criteria
for identifying

PEPs in
accordance  with
the provisions in
the Third

Directive and the
Implementation

Directive® are
provided for in
your domestic
legislation (please
also provide the
legal text with

your reply).

Article 27 of the LPMLTF determines the followingePs definition:

A natural person that is acting or has been adtintipe last year on a distinguish
public position in a state, including his/her imnae family members and clos
associates, shall, in the context of this Law, tes@ered politically exposed persc
as follows:

1. presidents of states, prime ministers, ministéerd their deputies or assistan

heads of administration authority and authoritiefooal governance units, as

well as their deputies or assistants and otheciaf§;

2. elected representatives of legislative authesjti

3. holders of the highest juridical and constitaélby judicial office;

4. members of State Auditors Institution or supreandit institutions and centr
banks councils;

5. consuls, ambassadors and high officers of aforeds, and

6. members of managing and supervisory bodies tefises with majority stat
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ownership.
Marital or extra-marital partner and children bam a marital or extra-marital
relationship and their marital or extra-marital tpars, parents, brothers and sisters
shall be deemed immediate family members of theqrefrom paragraph 1 of thjs
Article.
A natural person that has a common profit from #sset or established busingess
relationship or other type of close business cagtsitall be deemed a close assistant of
the person from paragraph 1 of this Article.
Within enhanced customer verification from paragrapof this Article, in addition t
identification from Article 7 of this Law, an regorg entity shall:

1. obtain data on funds and asset sources, that aresuhject of a business
relationship or transaction, from personal or ottiecuments submitted by|a
customer, and if the prescribed data cannot beirmatafrom the submitte
documents, the data shall be obtained directly fnoustomer’'s writte
statement;

2. obtain a written consent of the person in charderbeestablishing business
relationship with a customer, and

3. after establishing a business relationship, monitgth special attentio
transactions and other business activities cawigdwith an institution by
politically exposed person.

A reporting entity shall by an internal enactmémi&accordance with the guidelines of a
competent supervisory authority, determine the gulace of identifying a politicall
exposed person.

Article 25of the LPMLTF defines the Enhanced Customer Veatfan

Enhanced customer verification, in addition to ighentification from Article 7 of thi
Law, shall include additional measures in the folfoy cases:

1. on entering into open account relationship withaalkbor other similar credit
institution, with registered office outside the BUoutside the states from the
list;

2. on entering into business relationship or executingsaction from Article
paragraph 1 item 2 of this Law with a customer fbad politically expose
person from Article 27 of this Law, and

3. when a customer is not present during the veriioaprocess of establishing
and verifying the identity.

An reporting entity shall apply a measure or measuof enhanced customer
verification from Articles 26, 27 or 28 of this Laim the cases when he/she/it
estimates, that due to the nature of a businesgiaeship, type and manner
transaction execution, business profile of a custoon other circumstances related to
the customer, there is or there could be a risknohey laundering or terrorist
financing.
As the constituent part of the Guidelines aboutrisieanalysis assessment in the scope
of money laundering and terrorism financing assessior reporting entities from the
Article 4 Paragraph 2 Items 14 and 15 of the LPMLiflEe APMLFT determined for
for PEP identification.

The reporting entity receives information whethge specific customer is politically
exposed persons or not from specific written agdesi notification which is given t
the customer to be fulfilled before concluding Imesis relation or carrying out the
transaction (Questionnaire for Identification of At Written notification needs to be
drafted both in local and in English language).




QUESTIONNAIRE FOR IDENTIFYING A POLITICALLY EXPOSED
PERSON

In accordance with the Law on the Prevention of Bohaundering and Terrorist
Financing (hereinafter: the LPMLTF, Official Gaizetof Montenegro, No. 14/07),
(reporting entity) must establish Wwbeta customer is a politically
exposed person when entering into a businessaedtip or executing transactions
(Article 9 Paragraph 1 Item 2) with the customer .
A politically exposed persois any natural person who works or has workedin last
year in a high-profile public position, includinchdt person's immediate family
members and co-workers.
Immediate family members of a politically exposeergonare spouses or cohabiting
partners, parents, brothers and sisters, as wellchidren and their spouses or
cohabiting partners.
Immediate co-workers of a politically exposed parsare all persons who have joint
income from property, an active business relatigngbr any other form of closg
business contact.
Pursuant to the requirements of the LPMLTF, wekawdly requesting that you answer
the following questions.

1. Are you:
1. | a head of state? YES NO
2. | the head of a government? YES NO
3. | a minister or deputy or assistant thereof? YES NO
4. | Head of state administrative body or local administe | YES NO

body, or his /her deputy or assistant and othéciaf?
an elected representative of a legislative bodyqMRd| YES NO
other person appointed or elected by the Parligment
a holder of the highest judicial and constitutiosalurt| YES NO
functions (judges, prosecutors, and their deputies)
7.| a member of a court of auditors or supreme audi YES NO
institutions and central bank governing board?

o1

8. | an ambassador? YES NO
9. | A consul? (diplomatic agents)? YES NO
10. | a high-ranking officer in the armed forces? YES NO

11.| a member of the management or supervisory boaal| YES NO
company under majority state ownership?

2. Are you:
1. | An immediate family member of the persons definag
point 1? YES NO
e Spouse of cohabiting partner YES NO
e Parent YES NO
+ Brother or sister YES | NO

e Child born in a marital or extramarit
relationship and his or her spouse or cohabi
partner

2. | An immediate co-worker of the persons defined impb

Do you have joint income from property or
active business relationship with the pers{ YES NO
defined above?

« Do you have any other form of close businf YES | NO
contact with the persons defined above?
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3. Have you:
In the last 12 months worked in any of the posfiset out in YES NO
point 1?
Are you an immediate family member or co-workeraoperson YES NO
who has worked in any of the positions, set oytomt 1, in the
last 12 months?

If you have answered YES to any of the above qoestiyou are considered

politically exposed foreign person according to . We therefore kindly request

that you state the origin of funds and propertyt i@ or will be the subject of th
business relationship or transaction:

I, the undersigned, hereby confirm that the abovetated data are correct and
true.

Name and surname of person completing the questi@n

Customer's address Customer's data of birth

Place and date Signature of the customer

Name and surname of the bank employee

Place and date Signature of the bank employee

| hereby authorise the entering into a business rationship with a politically
exposed person.

Name and surname of the responsible senior staffbae

Place and date Signature of the mesipte senior staff member

Measures taken
to implement the
recommendations
since the
adoption of the
first progress
report

With a view to supervising the implementation c# ttaw on the Prevention of Money

Laundering and Terrorist Financing and the Guigsion Bank Risk Analysis Aime
at Preventing Money Laundering and Terrorism Fiin@ncthe Central Bank of
Montenegro performed inspections of compliance to the paftsegulations defining
the CDD of clients who are politically exposed p&is (PEPS). During those decisio
it was determined that in once case a PEP hadgra@dsthe Form for Identification g
a Politically Exposed Person. However, using ohlically available sources, th
Bank determined that it is a PEP and classifiet ¢liant into high risk category, wit
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the obligation of permanent monitoring of the digmaccount.

(other) changes
since the first
progress report
(e.g. draft laws,
draft regulations
or draft “other
enforceable

means” and
other relevant
initiatives)
“Tipping off”
Please indicatg Prohibition of giving information
whether the Article 80 of the LPMLTF determines:

prohibition is limited| Reporting entities and reporting entity’'s employe@sembers of authorised

to the transaction g\ heryvising or managing bodies, or other persanshich were available data from

Li%%ritngr aﬁooio‘ﬁ:r Article 71 of this Law, shall not reveal to a custr or third person:

investigations. 1. that data, information or documentation on the @ustr or the transaction

from Article 33 paragraph 2, 3 and 4, Article 43gmaph 1, Article 48§

paragraph 1, 2 and 3, Article 49 paragraph 1 andf 2his Law, are
forwarded to the competent administration body ;

2. that the competent administration body on the ba&iarticle 51 of this
Law, temporarily suspended transaction or in acmoed with that gav
instructions to the reporting entity;

3. that the competent administration body on the ba&iarticle 53 of this
Law demanded regular supervision of customer’'shfifed business;

4. that against customer or third party is initiated shiould be initiated
investigation for the suspicion of money laundermderrorist financing.

The information about the facts from paragraph thisf Article and notification on
suspicious transactions or information about otffances from Articles 55 and 56
of this Law, are the official secret and designateduch, in accordance with Law
On removing the official secret designation, froarggraph 2 of this Article shal
decide the authorised person of the administration.
Prohibition of giving information from paragraphdf this Article shall not be
applied on:

1. data, information and documentation, that areacicordance with this Law
obtained and kept by reporting entity, and necgdsarestablishing facts in
criminal proceedings, and if submitting those dataritten form is
required or ordered by the Competent court, and

2. data from item 1 of this Article, if it is demandey supervision body from
Article 86 of this Law for the reasons of carryiogt the provisions of this
Law and regulations passed on the basis of this Law

Disclosing a Business Secret is criminalized in thrticle 280 of the Criminal
Code (Official Gazette of the RM 70/03, 13/04, 4®B0and Official Gazette of the
RM 40/08, 25/10 and 32/11)

(1) Anyone who without authorisation communicatesahother, hands over or jin
any other manner makes available data represeatiuginess secret or who obtains
such data with the intention to hand them overntaumauthorised person, shall be
punished by an imprisonment sentence of three redntfive years.
(2) If the offence referred to in paragraph 1 @ tArticle was committed out qf

1%
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greed or with reference to strictly confidentiatal@r in order to make the data
public or use them abroad, the offender shall beighed by an imprisonment
sentence from two to ten years.

(3) Anyone who commits an offence referred to iragaaph 1 of this Article out gf
negligence, shall be punished by an imprisonmentesee not exceeding three
years.

(4) Business secrets are deemed to be data anthdotauwhich were proclaimed as
such by means of a law, other regulation or degisfoa competent authority passed
under law, and whose disclosure would or could ealetrimental consequences for
a business organisation or other business entity.

Business secret is also determined in the Law owil Gervants and State
Employees

Article 52 (Law on Civil Servants and State Emplege(Official Gazette of
Montenegro 50/08 and 86/09) states:
“A Civil Servant, i.e. State Employee shall keepo#fitial secret stipulated
by the law or other regulation, regardless of thamnmer in which he/she has
learned about it.
The obligation to keep an official secret shalltlagen after the termination
of employment, but no longer than five years froenday of the termination
of office. Exceptionally, the obligation to keep afficial secret may last
even longer, when this is stipulated by the law.
The head of a state authority may release a Cidtvént, i.e. State
Employee, from the obligation to keep an officietret during a court or
administrative procedure, if it relates to data hdtit which the
establishment of facts and making of a legal denigiould not be possible.”
Article 59 of the same Law determines that thelimyiof business, professional and
other secret is determined by the Law and by othgulations and is a serious
disciplinary offence:
Serious disciplinary offences are:
- a fine in the amount of 20 to 30% of a salary p@idhe month in which the
offence was committed;
- termination of employment.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

In accordance with art.280 dthe Criminal Code of Montenegrq disclosing a
business secret is a criminal offence.
Business secrets are deemed to be data and dosumigich were proclaimed as
such by means of a law, other regulation or degisica competent authority passed
under law, and whose disclosure would or could ealetrimental consequences for
a business organization or other business entity.
The Code defines that person shall be punishednbynarisonment sentence pf
three months to five years who without authorizattbommunicates to another,
hands over or in any other manner makes availabla tbpresenting a busingss
secret or who obtains such data with the intentenhand them over to an
unauthorized person. If this offence was commitiedof greed or with reference to
strictly confidential data or in order to make thega public or use them abroad, the
prescribed sentence is imprisonment sentence fnmntd ten years. If the offence
was committed out of negligence, prescribed seeté&anprisonment sentence not
exceeding three years.
The Criminal Procedure Code in part which defines conditions and manners of
determining measures of secret surveillance deftmg$ersons acting in an offici

capacity and responsible persons involved in tlieqss of passing the order ;nd
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enforcement of the measures of secret surveillahet keep as secret all the data
they have learned in the course of this proced@eminal offence Mone
laundering is among offences for which secret sliamee measures can be issued.
Also, Criminal Procedure Code defines obligation lafeping secret in th
investigation. Should it be in the interests ofmgrial proceedings, keepi
information as secret, public order, moral or prtite of personal or family life o
the injured party or the accused person, the pasting in an official capacity wh
is undertaking an evidence gatherimgfion shall order the persons who are being
examined or who are present while the abovemerdiacéons are being carrigd
out, or who inspect the files of the investigatitm keep as secret certain facts| or
information they have learned in the course of gedings and shall advise them
that any disclosure of a secret constitutes a nahoffence.

In accordance withthe Law on Civil Servants and State Employee¢‘Official
Gazette of MNE”", no.50/08, 86/09 i 49/10), civilngants and state employees

may last even longer, when this is stipulated by BBw. The head of a st
authority may release a Civil Servant, i.e. Statepl®yee, from the obligation tp
keep an official secret during a court or admiaitsie procedure, if it relates to data
without which the establishment of facts and maldh@g legal decision would not
be possible. Revealing of business, professiondlatimer secret determined by the
Law or by other regulations is a serious discighnaffence, for which the
disciplinary measures are: fine in the amount 8620 30% of a salary paid in the
month in which the offence was committed and teatiam of employment.

With respect to the
prohibition of
“tipping off” please
indicate whethe
there are
circumstances wher
the prohibition is
lited and, if so, the
details of such
circumstances.

As it is defined in the previous response On remgvhe official secret designation
from Article 80, paragraph 2 of the LPMLTF shallcake the authorised person
the administration.

Article 80 paragraph 4 defines:

Prohibition of giving information from paragraph df this Article may not be

applied on:

1. data, information and documentation, that areaccordance with this Law
obtained and kept by reporting entity, and necgdsarestablishing facts in
criminal proceedings, and if submitting those dataritten form is required ol
ordered by the Competent court, and

2. data from item 1 of this Article, if it is demandey supervision body from
Article 86 of this Law for the reasons of carryiogt the provisions of this Law,
and regulations passed on the basis of this Law.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

In Article 41 of the Bill on Changes and Amendmetdsthe LPML (it refers td
Article 80 of the current Law) the following chamsgare made:

In Article 80 after paragraph 1 a new paragra@dided, as follows:

“An attempt to retort a client from engaging intilegal activity shall not be
deemed as disclosure in the sense of paragrapthis drticle.”

The existing paragraphs 2, 3 and 4 now become rgohg 3, 4 and 5.

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
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enforceable means”
and other relevant
initiatives)

“Corporate liability”

indicatg
whether  corporats
liability can be
applied where ar
infringement is
committed for the
benefit of that lega
person by a perso
who occupies
leading position
within legal
person.

Please

[

that

This possibility exists. In accordance with the LemLiability of Legal Entities for
Criminal Offences (“Official Gazette of the Repubbf Montenegro“ 2/2007),

legal person liable for a criminal offence of thresponsible person who acting

behalf of the legal person within its competencerits a criminal offence with th
intent to acquire some gain for that legal persidme liability of the legal perso
exists also when the acting of that responsiblsqekvas contrary to the busineg
politics or orders of the legal person. Regarding limits of liability of a lega
person for criminal acts, when the legal conditians met, a legal person is liak
for a criminal act even if the responsible persdmwommitted the criminal act we

not convicted for that criminal act. The law al$ipglates that the liability of a legal

person does not exclude criminal liability of thesponsible person for th
committed criminal act.

In accordance with the provision Article 5 of thaw.on Liability of Legal Person
for Criminal Offences (“Official Gazette of the Répic of Montenegro* 2/2007
13/2007), a legal person can also be liable fooaey laundering offence.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

There were no changes since the last reporting.

D

- @D

SS

e
AS

e

(7]

Can corporatg
liability be applied
where the
infringement is
committed for the
benefit of that lega
person as a result ¢
lack of supervision
or control by person
who occupy 4
leading position
within legal
person?

that

As above stated, a legal person is liable for ttmioal offence of a responsib
person who acting on behalf of the legal persomiwiits competence commits
criminal offence with the intent to acquire somengtor that legal persoriThe
Criminal Code of Montenegro stipulates that a anmhioffence can be done by
act or omission (Article 6). Offence is done by ssimdn when the perpetrat:
omitted the act which he/she was obliged to dooAds offence that is legally n
determined as omission can be done by omissiottheif perpetrator achieve
characteristics of offence by omitting the due act.

According to that, common liability can be applieten the act was committed
the benefit of legal person due to lack of supémior control of the responsib
person in the legal person.

e
a

an
pr
Dt

d

to
e

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

There were no changes since the last reporting.

(other)
since

changes
the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
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initiatives) |

DNFBPs

Please specify
whether the
obligations apply ta
all natural and lega
persons trading in a
goods wherg
payments are mad
in cash in an amour
of € 15 000 or over.

Article 4 paragraph 2 of the LPMLTF:
Measures from Paragraph 1 of this Article shall dredertaken by business
organisations, other legal persons, entreprenewtisnatural persons (hereinafter
referred to as: reporting entities), as follows:
1) banks and foreign banks’ branches and other fimhimgtitutions;
2) savings-banks, and savings and loan institutions;
3) organisations performing payment transactions,
4) post offices,
5) companies for managing investment funds and branohdoreign companies
for managing investment funds;
6) companies for managing pension funds and branchiseign companies fo
managing pension funds;
7) stock brokers and branches of foreign stock brokers
8) insurance companies and branches of foreign insaraompanies dealing with
life assurance;
9) organisers of lottery and special games of chance;
10)exchange offices;
11)pawnshops;
12)audit companies, independent auditor and legalabural persons providing
accounting and tax advice services;
13)institutions for issuing electronic money;
14)humanitarian, nongovernmental and other non-poofjainisations, and
15)other business organisations, legal persons, eatreprs and natural persons
engaged in an activity or business of:
- sale and purchase of claims;
- factoring;
- third persons’ property management;
- issuing and performing operations with payment enedlit cards;
- financial leasing;
- travel organisation;
- real estate trade;
- motor vehicles trade;
- vessels and aircrafts trade;
- safekeeping;
- issuing warranties and other guarantees;
- crediting and credit agencies;
- granting loans and brokerage in loan negotiatifmiraf
- brokerage or representation in life insurance edffand
- organising and conducting biddings, trading in vgodf art, precious metals
and precious stones and precious metals and peesiones products, as well
as other goods, when the payment is made in caste immount of € 15.000
or more, in one or more interconnected transactions

=

Measures taken to
implement the
recommendations

since the adoption
of the first progress

report

The obligation refers to all obligors and additibynan Article 3 of the Bill on
Changes and Amendments to the LPMLTF(refers to dments to Article 4 of the
current Law) the list of obligors is amended inpexd to insurance companies and
intermediaries and companies providing servicesegpect of the activities of
insurance agents when they act in respect ofrigariance; - investment, and
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agency in real estate trade; sport organizatiodscatering;
Guidelines for analysis of AML / FT risk in life snrance companies, adopted at the
Council meeting held on March 7, 2011. These Gindsloblige just life insurance
companies since only these companies are obligadttaccording to the AML/F
Law (as prescribed in article 8 para 2 point 4XeAfthe adoption of the Guidelings,
the document was sent to all obligors, and a semimdroducing the ne
obligations brought by this act, was organized tfo representatives of all life
insurance companies, where all relevant informatinriGuidelines and obligations
arising therefore were shared.
These Guidelines prescribe minimum activities 8taduld be performed by the lite
insurance companies.

The Obligor shall adopt an internal act on busimesiy which is to regulate th
following activities:

- development of a risk analysis in relation to theney laundering and terrorism
financing, with the purpose of defining areas ofihass which are, given the
possibilities of money laundering or terrorism fieang, more or less critical, i.e. of
self-determining other risks in business operation,
- definition of measures and manner for their immatation for the purpose of
preventing the risk of money laundering and tesmrfinancing,
- appointment of person authorized for implemeatatof measures aimed fat
preventing the risk of money laundering and tesrarifinancing and undisturbed
performance of activities by this person,
- training program for employees, especially fothatized person, for the purpose
of adequate fulfilment of activities prescribedthg Law and these Guidelines,
- collection of data in a manner prescribed bylther and these Guidelines,

- reporting to the authorities in a manner presttiby the Law,

- assessment of procedures on prevention of moaagdering and terrorisy
financing implemented by the insurance brokers genss that the Obligg
cooperates with,
- treatment of client’s data in the procedure déleshing identity, reviews of and
monitoring the basis for establishing client’s itlignand risk factor,
- treatment of data on transactions performed utttiebusiness relationship with
the client, especially of those that cause doulstidr they are appropriate for the
type of business and in line with the client’s ragkd information on the respective
client,

- keeping records in a manner prescribed by the Law

1]

= 35

(other) changes
since the first
progress report

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

enforceable means”
and other relevant
initiatives)




2.6. Statistics

2.6.1 Money laundering and financing of terrorismases

a) Statistics provided in the first progress report

2005
L . Convictions Proceeds Proceeds Proceeds
Investigations | Prosecutions . . .
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases (in cases| (in
EUR) EUR) EUR)
ML 3 8 1 1 1 1
FT
2006
Investigations | Prosecutions Conylctlons Proceeds Proceeds seized Prqceeds
(final) frozen confiscated
amount ¢ amount
cases| persons| cases| persons| cases| persons| cases| (in cases (?r:ngﬂg) cases| (in
EUR) EUR)
ML 7 39 7 42 1 1 1958000€ 161000€
FT
2007
Investigations | Prosecutions Conyictions Proceeds Progeeds Prqceeds
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases (in cases| (in
EUR) EUR) EUR)
ML 2 11 1 10
FT
2008
L . Convictions Proceeds Proceeds Proceeds
Investigations | Prosecutions . ; .
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases (in cases| (in
EUR) EUR) EUR)
ML 3 7 2 5 1 4 87600€
FT

13¢€




2009*

Investigations | Prosecutions Conyictions Proceeds Progeeds Prqceeds
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases| (in cases| (in
EUR) EUR) EUR)
ML
FT

* - in 2009 and 2010 there were no cases of moaeydering and terrorist financing. There are ongjoin
proceedings for 3 cases related to money launderigg11.




SUPREME STATE PROSECUTOR'’S OFFICE
Statistical data for the criminal offence- money landering for the period from 2004 to 31.12.2009

Year | No. No. investigation | Temporar | Amount | Termina | Pending | Raised Confisca | Convicti | Conviction | Transferre
cases| pers y of tion of | investiga | indictme | tion ons based d criminal
ons measures | proceeds | investiga | tion nt propose confiscatio | cases
derived | tion d n)
from
crime
No. | No. | No. | No. No. | No. | No. | No. | No. | No. No. | No. No. | No.
cases| pers | cases| per cas | per | cas | per | cas | per cas | per cases| per
ons son es |son|es |son|es |son es |son son
S S S S S S
2004 | 2 3 1 2 895 000 1 2 895 000| 1 2 895000% |1 1
$ $
2005 |3 8 3 8 over 2 7 1 1 1* |1
40 000 €
2006 | 10 53 7 39 4 31 |5 965 2 8 7 42 | 1958000 | 1* | 1* 1 3
000 € € 1* | 2* | 161 000€
* *
2007 |2 11 190 000€ 1 10 1 1
*kkk
2008 |3 7 3 7 1 1 over 1 2 2 5 87.600€ | 1* | 4*
80 000€

* Conviction of release.

** Conviction is not final.
**** |n the case in which the investigation is bgirtonducted was not suggested to determinate temyporeasure, because this measure has
already been determined against the same perstms gase from 2006




b) Please complete, to the fullest extent possibkhe following tables since the adoption of the fit

progress report

2010*
S . Convictions Proceeds Proceeds Proceeds
Investigations | Prosecutions . : .
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases| (in cases| (in
EUR) EUR) EUR)
ML
FT
2011
S . Convictions Proceeds Proceeds Proceeds
Investigations | Prosecutions . . :
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases| (in cases| (in
EUR) EUR) EUR)
47,3
e 3 6 3 6 ) i 3 | millions
FT

*in 2009 and 2010 there were no cases of money déaingdand terrorist financing. There are ongoing
proceedings for 3 cases related to money launderiag11




2.6.2 STR/ICTR

a) Statistics provided in the first progress report

2005

Statistical Information on reports received by theFIU

Judicial proceedings

notifications
reports about | cases t0 law
suspicious | opened f N indictments convictions
reports about | transactions | by FIU | €M orcemen
Monitoring transactions prosecutors
entities, e.g. above ML FT ML FT
threshold | vy pr (ML [FT| ML | BT | g 2 g 2| g g 2
s gl 8| 5|8 8]8]|8%
Commercial Banks 500
Insurance Companie 4
Notaries
Currency Exchange
Broker Companies 3.275
Securities' Registrars
Lawyers
Accountants/Auditorg
Company Service
Providers
Car dealers 393
Real estate agents 349
Organisers of 1
games of chance
Total 500 158 27

* Cash transactions 20.755 +78.934*Cashless transianis = 99689 CTR
Reports received from the competent state authorigis

Customs 161 7
Post office 4

Stock exchange markets 110.042*

CDA 663*
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2006

Statistical Information on reports received by theFIU

Judicial proceedings

Monitoring
entities, e.g.

reports about
transactions
above
threshold

reports about
suspicious
transactions

cases
opened
by FIU

notifications
to law

enforcement/

prosecutors

indictments

convictions

ML FT

ML | FT

ML FT

ML

FT

ML FT

cases

persons

cases

persons

cases
persons

cases
persons

Commercial
Banks

49.539 CTR

183

Insurance
Companies

1

Notaries

Currency
Exchange

Broker
Companies

Securities'
Registrars

Lawyers

Accountants/
Auditors

Company
Service Providers

Car dealers

234

Real estate
dealers

96

Total

184

286

29

*Cash transactions 41.140 +8.399*Cashless transamtis = 49.539 Currency Transaction Reports

Reports received from the competent state authorigis

Customs 218 2
Post office 31

Stock 111.809

exchange market

CDA 1.085
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2007

Statistical Information on reports received by theFIU

Judicial proceedings

notifications
reports about cases
o to law . .
suspicious opened " indictments convictions
transactions by FIU LRI
reports about y prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(2] (2] (2] (2]
irresinelt ML | FT [me [rrime | FTm | 81 Sl 8 s 8 s| & s
e 2|l @ 2|l @ 2| & ¢
o (] o (] o (O] o (O]
o o o o
Cash transaction
87.026 104
Commercial Banks +646*
Insurance Companies
Notaries
Currency Exchange
Broker Companies
Securities' Registrars
Lawyers
Accountants/Auditors
Company Service Provider
Car dealers 211
Real estate agents 512
Total 104 220 43

* Cash transactions 87.026 +646Cashless transactgsn87672Currency Transaction Reports

Reports received from the competent state authorigis

Courts(contracts)** 14.457**
Customs 333 12
Post office 42

Stock exchange market 215.403

CDA 161.432

*APMLTF possesses data base with verified copied oeal estate sales contracts that are provided

by courts
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2008

Statistical Information on reports received by theFIU

Judicial proceedings

notifications
reports about cases
o to law — o
suspicious opened f t/ indictments convictions
transactions by FIU entorcemen
reports about y prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
[2) [0} [2) [2)
iIrEEiiel ML | FT Mo [rriMme | FT | 81 5| 81 sl 8 s| 8| s
gl 2l @ 21 8| 2| & @
o (] o (] o (] o (]
o o o o
Commercial Banks *58.014 CTR| 41
Insurance Companies
Notaries
Currency Exchange
Broker Companies 3 3
Securities' Registrars
Lawyers
Accountants/Auditors
Company Service Provide
Car dealers 199
Regal estate agents 338
Organisers of games 5
of chance
44 148 38

* Cash transactions 57.675 +339 Cashless transact®©o=58.014 Currency Transaction Reports

Reports received from the competent state authoritis

Courts (contracts) 8.887**

Customs 387 13
Post office 26

Stock exchange markets 62.672

CDA 79.859

*APMLTF possesses data base with verified copied ceal estate sales contracts that are provided
by courts
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2009

Statistical Information on reports received by theFIU Judicial proceedings
notifications
reports about cases
af to law — _r
suspicious opened f t/ indictments convictions
transactions by FIU entorcemen
reports about y prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
()] ()] ()] ()]
(el ML | FT ML [FT | ML | FT | 81 5| 81 sl 815l gl s
s 2l @ 2]l &8 2| g | @
o (] o (] o (] o (]
o o o o
*34.743 CTR 48
Commercial Banks
Insurance Companies
Notaries
Currency Exchange
Broker Companies 7
Securities' Registrars 2
Lawyers 1
Accountants/Auditors
Company Service Provide
Car dealers 196
Real-estate agents 356 1
Organisers of 192
games of chance
Total 52 269 130

* Cash transactions 34.702 +41*Cashless transactioB4-743 Currency Transaction Reports

Reports received from the competent state authorigis

Courts (contracts)** 3.888**

CDA 53.663

Customs 344 38
Post office 5

Stock exchange markets 33,262

Department of 1
Public Revenues

Capital City Podgorica 1
Analytics Department 91

Anonymous tips

*APMLTF possesses data base with verified copied ceal estate sales contracts that are provided

by courts
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b) Please complete, to the fullest extent possibtée following tables since the adoption of the fit
progress report

Explanatory note:

The statistics under this section should providewarview of the work of the FIU

The list of entities under the headinmdnitoring entitie$ is not intended to be exhaustive. If your
jurisdiction covers more types of monitoring emttithan are listed (e.g. dealers in real estapergisory
authorities etc.), please add further rows to thiaddes. If some listed entities are not covered as
monitoring entities, please also indicate thishe table.

The information requested under the headidgdicial proceedingsrefers to those cases which were

initiated due to information from the FIU. It isthsupposed to cover judicial cases where the Fliy on
contributed to cases which have been generatethey bodies, e.g. the police.
“Cases openédrefers only to those cases where an FIU does riwae simply register a report or
undertakes only an IT-based analysis. As this ifieaton is not common in all countries, pleasaritly

how the term “cases open” is understood in youisgliction (if this system is not used in your
jurisdiction, please adapt the table to your cougprecific system).

2010
Statistical Information on reports received by theFIU Judicial proceedings
notifications
reports about cases tollaw
suspicious opened f v indictments convictions
. by FIU enrorcemen
reports about | transactions y prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(2] (2] (2] (2]
threshold | vy | pr (M |Fr{me | FT | 8/ S8 2|13 2] 8| 3
g 21 2@ 2|8 2@ 2
o [} o [} o [} o [}
o o o o
Commercial Banks 33,787 CTR| 63
Insurance Companies 1
Notaries
Currency Exchange
Broker Companies 3 1
Securities' Registrars 3
Lawyers
Accountants/Auditors
Car dealers 118
Real-estate agents 310
Organisers of 279
games of chance
Company Service Providers
Others (please specify
and if necessary add
further rows)
68
Total 276 127




Reports received from the competent state authorigis

reports about transactions
above threshold

suspicious transactions

reports about

ML FT
Courts (contracts)** 4,122
CDA 17,545 -
Customs 386 15
Post office 5 -
Department of 5
Public Revenues
APMLTF 25
Stock exchange marker 5,277
TOTAL 42

*APMLTF possesses data base with verified copied ceal estate sales contracts that are provided bgourt

2011
Statistical Information on reports received by theFIU Judicial proceedings
notifications
reports about cases to law
suspicious opened enforcement/ indictments convictions
o reports a_bout transactions | by FIU e
Monitoring transactions
entities, e.g. above ML - FT - ML - FT -
threshold | mL | FPT ML |FT | ML | FT | 8 S| 8 5| 8 S| 8| 5
g 2122|821 & 2
o [} o [} o [} o [}
o o o o
Commercial Banks 32,851 44
Insurance Companies 1
Notaries
Currency Exchange
Broker Companies *
Securities' Registrars 4
Lawyers 1
Accountants/Auditors
Company Service Providers
Car dealers 22
Real-estate agents 301
Organisers of games of chance 169
Others (please specify
and if necessary add
further rows)
50
Total 285 125] 2
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* some broker companies deliver APMLTF reports @hbsss transactions, especially when the amouhieof
transaction is high, or the transaction is ‘intéreg (gift — share in high amounts, ‘interestimggrsons...), as
well as within the quarter reports

Reports received from the competent state authorigis

reports about transactions reports about
above threshold suspicious transactions
ML FT
Courts (contracts)** 3,508 -
CDA 12,444 -
Customs 358 14
Post office 5 -
Department of i
Public Revenues
APMLTF 17
Others (report received by a 1
judge)
total 32

*APMLTF possesses data base with verified copie®al estate sales contracts that are providezbbyts

14¢



2.6.3 AML/CFT Sanctions imposed by supervisory autities

Please complete a table (as beneath) for admitigtrsanctions 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 mjement.

Administrative Sanctions

2004 | 2005 | 2006 2007 | 200 2009 2010 Xx.X.2011
for for 8
comp | comp
arison | arison

Number of AML/CFT 29 69 61
violations identified by the
supervisor

Type of measure/sanction*

Written warnings|

Fines €51.180,0 [€44.15,00 -

Removal of
manager/compliance officd

Withdrawal of licenss

Other**

Total amount of fines

Number of sanctions taken
to the court (where
applicable)

Number of final court order

Average time for finalising 4
court order

* Please amend the types of sanction as necessaoy dover sanctions available within  your
jurisdiction
** Please specify

Note: During 2009 and 2010 the requests for initiatfiigt degree misdemeanour procedure were
submitted to the person authorized for conductirgg iegree misdemeanour procedures (Department for
conducting a first degree misdemeanour proceduie within the APMLTF). In November 2010 the
Authorized person moved to another state authohity-ebruary 2011 the new Rulebook on internal
organization and systematization of APMLTF dissditbe Department for conducting a first degree
misdemeanour procedure. According to the new Lawnisdemeanours that entered into force 8n 1
September 2011, the requests for initiating firsgrde misdemeanour procedure are submitted to the
District misdemeanour authorities.
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3.  Appendices

3.1 APPENDIX | - Recommended Action Plan to Improve tAL / CFT System
AML/CFT System Recommended Action (listed in order of priority)
1. General No text required

2. Legal System and Related
Institutional Measures

The money laundering offence as defined by the i@dh]
Code is basicallyaind, but it lacks further refinement; the
current  formulation  of  criminalised behaviour
(conversion/transfer and concealment/disguise)aisomwer
than the requirements in the Vienna and Palermo
Conventions and should be clarified in the Crimi@atle.

e The Criminal Code should be amended to clearlyuie
insider trading and market manipulation offences| as
predicate offences for money laundering.

» There is relatively strict regulation of extrategriality in
the case of offences committed by persons who ate n
citizens of Montenegro against a foreign state.sTélso
raises the question of inclusion of “all serioufen€es” in
the predicate offences. This is subject to incratiomns in
those countries and if offences are not punishalile at
least 5 years imprisonment, the offence would net b
considered a predicate offence in Montenegro. Aibaliof
this limitation (5 years imprisonment) would prevesuch
situations.

2.1 Criminalisation of Money
Laundering (R.1 & 2)

» A definition of “funds”, which includes “assets afvery
kind, whether tangible or intangible, movable |or
immovable, however, acquired, and legal documemts o
instruments in any form, including electronic omjithl,
evidencing title to, or interest in, such assetsluiding, but
not limited to, bank credits, travellers chequesniy
cheques, money orders, shares, securities, bomdfs,d
letters of credit.” should be laid down in the Ciriad Code.

» The reference to specific criminal offences (tesmr
international terrorism and hostage taking) in @&eti449
should be brought into line with the scope of therdrist
Financing Convention and the Interpretive Note ®IE as
the scope which constitutes the criminal offenceobees
narrower. Under Articles 365 and 447, only the dcts
intended tocause harm(to the constitutional order ¢
Montenegro, or the foreign state/international aigation)
are criminalised, while the convention requires [the
incrimination of any acts of violence which purpdseto

2.2 Criminalisation of Terrorist
Financing (SR.II)

=4
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intimidate a population or compel a government of
international institution (to do/to abstain fromiraly).
The Criminal Code should be amended to incorpottade
incrimination of funding of terrorist organisationsnd
individual terrorists.

The solution of relating the existence of the testq
financing offence to specific criminal offencesuifm undern
other Articles of the CC is also appropriate (IN Bnder
current legislation, terrorist financing is onlynsidered tg
be a criminal offence if funds are intended for afi¢hree
specific criminal offences (Terrorism, Article 365,
International Terrorism, Article 447 and Hostagekimg,
Article 448). A more flexible definition which wodil
incriminate financing. Furthermore, there needsbéo an
offence introduced to cover cases when funds aréned
with a specific terrorist.

Article 449 of the Criminal Code should be brouigitb line
with international standards.

2.3 Confiscation, freezing and
seizing of proceeds of crime
(R.3)

The Criminal Code should be amended to give a more
comprehensive definition of “organised crime”.

A reversal of the burden of proof regarding propstbject
to confiscation should be introduced.

A legal authority should be established to takesstto
prevent or void actions where the person involvedwk or
should have known that the authorities would béugiieed
in their ability to recover property subject to fiepation

2.4 Freezing of funds used for
terrorist financing (SR.111)

A central authority at national level to examinetegrate
and update the received lists of persons and esfiti
suspected to be linked to international terrorisefole
sending them to the financial sector and DNFBP khbe
introduced.

A domestic mechanism to enact S/RES/1373 (2001)ldho
be implemented to be able to designate terrortststional
level as well as to give effect to designations eemliests
for freezing assets from other countries.
Procedures for evaluating de-listing requests,rébeasing
funds or other assets of persons or entities eousig
subject to the freezing and for authorising resesifc
pursuant to S/IRES/1452 (2002) should be adopted.
Practical guidance to the financial institutionsl d@DNFBP
concerning their responsibilities under the fregziagime
as well as for the reporting of suspicious trarisast that
may be linked to terrorism financing should be ésby the
authorities.

2.5 The Financial Intelligence
Unit and its functions (R.26)

Specific criteria should be developed indicatinge th
competent authority to receive the notification nfro
APMLTF which normally starts an investigation.
APMLTF should take into consideration the necessity
expanding their direct access to other authoridesabases
An updated List of Suspicious Transactions Indicato
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should be issued and regularly updated.

a register on reporting entities to be superviseABMLTF
should be maintained.

APMLTF should be staffed sufficiently to supervitiee
very large number of reporting entities.

The prohibition for the dissemination of informati
received by APMLTF's employees, after cessation
working, should be an explicit provision in the lawithout
any time limit.

2.6 Law enforcement,
prosecution and other compete
authorities (R.27 & 28)

2Nt

The Prosecution Authority should implement a rige
supervision mechanism in order to avoid unnecdgs
returning cases to Police Administration, which nead to
a negative impact on the effectiveness of the syste

The special investigative techniques should beneleé to
all forms of money laundering to enable law enfareat
authorities to ensure a proper investigation.

All law enforcement authorities should continue

strengthen inter-agency AML/CFT training programnies

order to have specialised financial investigatord expertg
at their disposal.

Further steps need to be taken to eradicate tloem@érn of
corruption in law enforcement bodies.

2.7 Cross Border Declaration &
Disclosure

The Customs Administration should be given cleavgrs
to stop individuals and restrain currency in
circumstances.

The Customs Administration should have the leg#ianity
to restrain currency in cases of an administratifence.
The Customs Administration should take into consitien
a system to use reports on currency declaraticorder to
identify money launderers and terrorists.

The administrative sanctions for false declarationson-
declared currency should be raised considerablkingd
into account the low chance of detection, the fiags not
considered to be dissuasive or effective.

In order to increase its effectiveness, the Cust
Administration should hire more specialised staffdeal
with money laundering and terrorist financing crossder
transportation of currency.

all

oms

3. Preventive Measures —
Financial Institutions

Risk of money laundering or
terrorist financing

3.2 Customer due diligence,
including enhanced or reduced
measures (R.5 to 8)

It is the view of the evaluators that the wordinfytoe
second point under Article 9 is too precise andldde
interpreted to read that only transactions of dy&&15,000
require CDD. The evaluators consider tHat _more”

should be added in Article 9, Paragraph 1 numbigr the
LPMLTF.

be

The LPMLTF should be amended to require CDD to
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conducted on wire transactions of €1,000 or more.

The LPMLTF should be amended to require obligorg
verify that persons purporting to act on behald@ustomer
have the authority to act on behalf of the custometicle

15 of the LPMLTF should be amended to require

obtaining of copies of the document regulating fibever to
bind the legal person or arrangement.

The problem of reliance on certificates from thenagercial
register for CDD purposes should be addressed
establishing procedures to address the limitatiohghe
commercial register.

Article 29.4 of the LPMLTF appears to go furthemarnh
intended by Criteria 5.9 in that it permits simield
customer verification in respect of customers tdhém an
insignificant risk of money laundering or terrorfstancing
is related” which could include a broader rangeustomerg
than those envisaged in Criteria 5.9. Article 2€héuld be
amended to bring it into line with the essentidtecia.

The FATF definition (Beneficial ownerefers to the naturg
person(s) who ultimately owns or controls a custo
and/or the person on whose behalf a transactidreiisg
conducted. It also incorporates those persons wkecise
ultimate effective control over a legal person

arrangement.”) should be incorporated into the LATL

and a requirement to identify and verify the “uld®”
beneficial owner should be included.

Article 25 of the LPMLTF is very specific and doast
cover a number of the specified categories as setim
Criteria 5.8, namely all non-resident customersygbe
banking, legal persons or arrangements such afs tiiot
are personal assets holding vehicles and compahas
have nominee shareholders or shares in bearer o
evaluators consider that the LPMLTF should be aradrid
fully reflect all of the categories in Criteria 5.8

Risk guidelines in accordance with Criteria 5.12wH be
completed and published.

A specific clause should be inserted into the LPML
requiring obligors to consider making a suspici
transaction report in circumstances where they Haeen
unable to conduct satisfactory CDD. Likewise theheuld
also be a clause requiring obligors to terminateusiness
relationship in circumstances where they have heeble
to conduct satisfactory CDD. This is particulayevant in
circumstances where CDD has not been possible
existing customers where there are one or moreedil
transactions amounting to €15,000, etc..

There needs to be a specific requirement for otdigo
assess and consider the risks of technologicallal@vents
as part of their risk analysis. This should alsdrteduced
in the guidelines to be produced by the supervibodies.

to
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It is the view of the evaluators that the requirataeof
Criteria 5.17 are essentially met although the waydf the
first point above is too precise and could be prieted to
read that only transactions of exactly €15,000 ireq@DD.
Furthermore, the requirement is for CDD to be cabel
when “a transaction of significance takes placed @ the
context of Criteria 5.17 it is considered that thlismore
appropriate wording. Overall the evaluators consttat a
separate clause should be inserted into the LPMLd
specifically deal with the issue of CDD on existi
customers.

The lack of awareness as regards PEPS and theqoems
lack of proper procedures to address the risk shhel
addressed through proper training to be followedthuy
establishment of adequate procedures to addresggki
Article 25 of the LPMLTF should be amended to exgtéme
requirement to all cross-border correspondent lmankind
other similar relationships.

A requirement for financial institutions to havelipes and
procedures to address the risk of misuse of teolgiuall
developments in ML/TF schemes should be introduced.
Regulations should clearly establish the obligatmwbtain
information on the purpose and intended nature hef
business relationship for non-face to face business

11

3.3 Third parties and introduce
business (R.9)

The Montenegrin authorities should consider amen
legislation to specifically prohibit financial irittions from
relying on intermediaries or other third partiesp@rform
specified elements of the CDD process.

din

3.4 Financial institution secrec
or confidentiality (R.4)

3.5 Record keeping and wire
transfer rules (R.10 & SR.VII)

There is no requirement that transaction recorasiidhbe
sufficient to permit reconstruction of individuahbhsactiong
so as to provide, if necessary, evidence for puigat of
criminal activity in accordance with the requirertserof
essential criteria 10.1.1. The LPMLTF should be adeel
to take this requirement into account.

The requirements of Special Recommendation VII kh
be incorporated into the legislation of Montenegro.

3.6 Monitoring of transactions
and relationships (R.11 & 21)

Financial institutions should be required to exasras far as

possible the background and purpose of unu
transactions. Enforceable requirements to set fahth
finding of such examinations in writing should eliyde
provided. In addition specific enforceable requiegrt
should be put in place for financial institutiomskeep sucl
findings available for authorities and auditors fdrleast]
five years.

Financial institutions should be required to gieedal
attention to business relationships and transaxtiwith

D

sual

persons from or in countries which do not or insightly
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apply the FATF recommendations. Effective meas
should be put in place to ensure that financialitintsons
are advised of concerns about weaknesses in the/GNIL

systems of other countries and consideration shaad

given to the development of appropriate counteromeasas
set out in the essential criteria to Recommendétion

3.7 Suspicious transaction
reports and other reporting
(R.13-14, 19, 25 & SR.1V)

The reporting obligation should be extended to udel
money laundering reporting obligations if the trct®n
has already been performed.

Ures

The Book of Rules, should be endorsed in law with

“

sanctions for breaches in order to become

enforceable means”.

A provision should be introduced to ensure thatrthmes

and personal details of staff of financial insiitas that

make a STR are kept confidential by APMLTF.

APMLTF should provide regular general feedback Hlo

obligors which should contain:

(a) statistics on the number of disclosures, withrapriate
breakdowns, and on the results of the disclosures;

(b) information on current techniques, methods &adds
(typologies); and

(c) sanitised examples of actual money launderasgs.

3.8 Internal controls
compliance, audit and foreid
branches (R.15 & 22)

Requirements should be developed that require diaa
institutions to put in place screening procedue®nsure
high standards when hiring employees.

The inspection procedures that have been introdhgatie
Central Bank should be adopted by other finan@alises
supervisors.

3.9 Shell banks (R.18)

3.10 The supervisory and
oversight system - competent
authorities and SROs. Role,
functions, duties and powers
(including sanctions) (R.23, 29
17 & 25)

Although APMLTF provides general information onteria
for detection of suspicious activity as required time
LPMLTF guidelines referring to specific AML/CFT kg
factors and measures to mitigate such risks shaiglal be
provided.

Typologies should be developed and presented tartieg
entities.

=

other

There is a need to provide more guidance on AML/CFT

issues, with particular focus on the non-bankingae

3.11 Money value transfer
services (SR.VI)

The requirements of Special Recommendation VI hedx:
implemented.

The Montenegrin authorities should introduce legish to
enforce the licensing/registration of all MVT sewi
providers together with appropriate sanctions.

4. Preventive Measures —
Non-Financial Businesses and
Professions

4.1 Customer due diligence an
record-keeping (R.12)

d.

Trust and Company Service Providers should be datig
as obliged parties.
For casinos, CDD should be required above the €3
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threshold.

There should be a clear requirement for casindmkothe
incoming customers to individual transactions.

Effective systems for monitoring and ensuring cdamle
with CDD requirements across most of the DNFBP@8(
need to be developed.

DNFBPs need to be made aware of their obligat

—

ons

regarding PEPs. Specific guidelines, aimed at DNFBP

should be developed. It is also recommended thatiging
programme be undertaken concerning the risks anttate
necessary concerning dealings with politically esqub
persons.

A requirement should be introduced for DNFBPs tweha

policies in place to prevent the misuse of techgick
developments in ML/TF.

More attention need to be given to raising awarersesl
enforcing compliance in casinos

4.2 Suspicious transaction
reporting (R.16)

The obligation to report suspicious transactioret thave
been performed should be explicitly provided foreither
law or regulation.

A prohibition against tipping off should be made

specifically applicable to lawyers.
More targeted training to sectors that pose thatgse risk|
should be considered.

4.3 Regulation, supervision an
monitoring (R.24-25)

d.

A comprehensive register of all reporting entitiée®uld be
developed by APMLTF.

Guidelines to assist DNFBPs in implementing
complying with respective AML/CFT requirements aat
should be developed. Adequate and appropriate éedim
suspicious transaction reporting for DNFBPs shohél
provided.

4.4 Other non-financial
businesses and professions
(R.20)

Montenegro has extended its AML/CFT obligationstizer
non-financial businesses, however, a regulatory
supervisory framework needs to be developed torertbat
FATF Recommendations 5, 6, 8 to 11, 13 to 15, ¥ 2
are being adhered to by these non-financial buséses

A risk analysis to determine which other non-finah¢

businesses and professions are at greatest ridhkeiof
misused for money laundering and/or terrorist fuiag
should be undertaken. Based upon the results of
analysis, the authorities of Montenegro should afi
priority outreach and educational efforts to thosiger non-
financial businesses at the highest levels of risk.

5. Legal Persons and
Arrangements & Non-Profit
Organisations

5.1 Legal Persons — Access to
beneficial ownership and
control information (R.33)

The acquisition of information on beneficial ownéns the
agencies and institutions which deal with clientsnf
abroad seems to be less effective. Consideringvéng

and

and
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intensive involvement of foreign legal entities dhe
Montenegrin real-estate market and rather poorrrimddion
on beneficial ownership in such entities, this nhigtesent g
considerable risk of abuse of such legal entitasnfioney
laundering and terrorist financing and it is recoemaed
that financial institutions and DNFBPs be remintizdpply
the same standards to overseas customers as tatitome
Consideration should be given to the risk of fonelparern
shares being sold in Montenegro.

5.2 Legal Arrangements —
Access to beneficial ownershig
and control information (R.34)

5.3 Non-profit organisations
(SR.VII)

Montenegro should conduct a review of the adequddis
legal framework that relates to NPOs that can hesedb for
terrorism financing.

Montenegro should implement measures to ensure
terrorist organisations cannot pose as legitim&es|
Montenegro should also reach out to the NPO sedtora
view to protecting the sector from terrorist finangcabuse
This outreach should include i) raising awarengsshie
NPO sector about the risks of terrorist abuse drel
available measures to protect against such abumk;ik
promoting transparency, accountability, integrégd public
confidence in the administration and managemenalb
NPOs.

Montenegro should take more proactive steps to pte
effective supervision or monitoring of NPOs. Autiies
should ensure that detailed information on
administration and management of NPOs are avai
during the course of an investigation or on reql
internationally. Montenegro should also implemdfeaive
sanctions for violations of oversight measures wes by
NPOs or persons acting on behalf of NPOs.

that

the
able
hest

6. National and International
Co-operation

6.1 National co-operation and
coordination (R.31)

Formal arrangements for co-operation between pq
makers, FIU, law enforcement and supervisory bodiea
strategic level for AML/CFT should be developed.

At the operational level, the evaluators recommémat
additional formal agreements be concluded in ortte
define the type of information to be exchangedetiness
of the exchange, the names of contact person, Ehe.
Montenegrin  authorities should aim to contin
interdepartmental coordination and to release piradly
analysis which will enable them to develop and enpént
policies and activities to combat money launderang
terrorist financing at a national level.

The evaluators recommend that the Montenegrin aititrs

licy

ue
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review periodically the performance of the system &

whole against some key strategic performance italisa

and review, collectively, as much as possible,abailable
statistical information to better carry out eacleragy’s task|
and enhance AML/CFT framework.

6.2 The Conventions and UN
Special Resolutions (R.35 &
SR.1)

As was already stated under 2.1 above, the incaitioin of
money laundering is limited to actions, defined'lassiness
operations", which is narrower than the conventiad this
formulation should be further refined.

Laws and mechanisms for immediate freezing of thmel$

belonging to or intended for the designated testori

organisations or individuals as defined by Resotu
S/RES/1267 (1999) should be put in place.

fi

6.3 Mutual Legal Assistance
(R.36-38 & SR.V)

With regard to financing of terrorism there are &
problems present. Besides the narrower definitiohghe
financing of terrorism offence, the main shortcogniis
inadequate implementation of UN Resolutions, prityg
S/RES/1267 (1999). Regarding the incriminationeofdrist
financing, the most important outstanding issues:
existing limitation of criminalisation on financingo
concrete terrorist offences and, linked to thatbility of the
present definition of criminal offence to also undé¢ the
funds intentioned for terrorist organisations odiwdual
terrorists.

Laws and mechanisms for immediate freezing of thmel$
belonging to or intended for the designated testq
organisations or individuals as defined by Resotu
S/RES/1267 (1999) should be put in place.

An asset forfeiture fund should be established.

or

=
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6.4 Extradition (R.39, 37 &
SR.V)

6.5 Other Forms of Co-
operation (R.40 & SR.V)

7. Other Issues

7.1 Resources and statistics
30 & 32)

R.

APMLTF needs to enhance the training for its ovaffsind
for reporting entities, in order to increase theaeamess an
understanding of money laundering and terrorisrarfaing
schemes which may be used

There is a need ensure that an international trgi
programme on money laundering and terrorism finam
issues is created and implemented.

The evaluators were concerned that there wereufitient
staff in APMLTF to supervise the very large numiwdr
reporting entities and recommend that the staftlldwe
raised.

Clear comprehensive and well-structured statisticaild be
kept systematically. Such statistics should diffitiege the
amounts of assets, types of measures, duratioreasuneg




and primarily request/imposition ratio, etc.. Thasatistics
should then be utilised to measure the effectivermdshe
system of confiscation, freezing and seizing ofcpemls of
crime.

7.2 Other relevant AML/CFT
measures or issues

7.3 General framework —
structural issues
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3.2. APPENDIX Il — Relevent EU texts

Excerpt from Directive 2005/60/EC of the European Brliament and of the Council, formally
adopted 20 September 2005, on the prevention of thise of the financial system for the purpose of
money laundering and terrorist financing

Article 3 (6) of EU AML/CFT Directive 2005/60/EC (3° 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@actority is being conducted. The beneficial owsleall

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 percentadgethe shares or voting rights in that legal entity,
including through bearer share holdings, other thaompany listed on a regulated market that igestib
to disclosure requirements consistent with Commuleigjislation or subject to equivalent internationa
standards; a percentage of 25 % plus one shardshddéemed sufficient to meet this criterion;

(i) the natural person(s) who otherwise exercis@grol over the management of a legal entity:

(b) in the case of legal entities, such as fouwdati and legal arrangements, such as trusts, which
administer and distribute funds:

() where the future beneficiaries have alreadynbeéetermined, the natural person(s) who is the
beneficiary of 25 % or more of the property of gdlearrangement or entity;

(ii) where the individuals that benefit from they# arrangement or entity have yet to be determitied
class of persons in whose main interest the legahgement or entity is set up or operates;

(i) 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 Gghist 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.

Article 2 of Commission Directive 2006/70/EC (Implmentation Directive):

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" shattlirde the following:

(a) heads of State, heads of government, miniatetsieputy 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-rquaiicers 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.
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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 exeit to the spouse;

(c) the children and their spouses or partners;

(d) the parents.

3. For the purposes of Article 3(8) of Directive0BI60/EC, "persons known to be close associatesl' sh
include the following:

(@) 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 ositip 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 rsglasitive basis, of enhanced customer due diligence
measures, where a person has ceased to be entritstedprominent 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.



