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EXECUTIVE SUMMARY
Introduction

This assessment of the anti-money laundering (ARHg combating the financing of terrorism (CFT)
regime of Armenia is based on the Forty Recommémust 2003 and the Nine Special
Recommendations on Terrorist Financing 2001 ofFimancial Action Task Force (FATF), and was
prepared using the 2004 AML/CFT Methodology. Theeasment was conducted by a team of
assessors composed of staff of the Internationaidiéoy Fund (IMF) and two experts acting under
the supervision of the IME It is based on the information obtained on sitgrdy their mission from
February 23 to March 10, 2009, and other verifialoliormation subsequently provided by the
authorities.

The report provides a summary of the AML/CFT meastin place in Armenia and of the level of
compliance with the Financial Action Task Force TF 40+9 Recommendations (see Table 1), and
contains recommendations on how the AML/CFT systemld be strengthened (see Table 2). The
evaluation also includes Armenia’s compliance wirective 2005/60/EC of the European
Parliament and of the Council of 26 October 2005t prevention of the use of the financial system
for the purpose of money laundering and terroristificing (hereinafter “3rd EU AML Directive”)
and theCommission Directive 2006/70/EC of 1 August 20§z down implementing measures for
Directive 2005/60/EC of the European Parliament aricthe Council as regards the definition of
‘politically exposed person’ and the technical eria for simplified customer due diligence
procedures and for exemption on grounds of a firsractivity conducted on an occasional or very
limited basis(hereinafter “Implementing Directive 2006/70/EC'HMowever, compliance or non-
compliance with the 3 EU AML Directive and the Implementing Directive @70/EC has been
described in a separate Addendum but it has not eesidered in the ratings in Table 1.

The mutual evaluation report, its executive summaargt the addendum on compliance with the EU
directives were adopted by the MONEYVAL plenary®eptember 22, 2009.

Key Findings

1. Armenia has made considerable improvements in ML/EFT framework in a relatively
short timeframe, particularly by replacing a fis’ML/CFT law, enacted in 2005, with a more
comprehensive law, which was passed in 2008. The lae needs to be implemented effectively,
especially by DNFBPs. The authorities have notcgetducted a systemic assessment of ML and TF
threats and risks in Armenia to support the develut and implementation of a robust AML/CFT
regime.

2. Armenia’s financial system remains small and baokithated. Total assets of the banking
sector accounted for approximately 91 percent efaksets in the financial system. Most banks are
domestically owned but there is a major foreigrspree in the system. The non bank financial sector
plays a small role in financial intermediation.

3. The risk that the financial system can be usechan“tayering” stage of ML or to launder
proceeds is not high (although certain financiatruments, such as bearer securities pose a risk of

! The assessment team consisted of: Giuseppe LomifaE(G, team leader); Francisco Figueroa (LEG); and
Gabriele Dunker and Lisa Kelaart-Courtney (both L&SBsultants). Mr. Boudewijn Verhelst (Deputy Di@¢
Belgian FIU) joined the IMF team and acted as asgefor MONEYVAL during the on-site visit to addeethe
provisions of relevant EU Directives that are nahim the Fund’'s AML/CFT mandate (see Addendum).



being used for ML). Armenia appears to be moreenahle to the “integration” stage of ML, because
of the highly cash-based economy, the significasittme of remittances from abroad, the relevant
level of proceed-generating crime and the lackdgqgauate AML/CFT mechanisms in certain sector,
such as real estate.

4, Although Armenia has established a mechanism tcstbooordination among the various
authorities responsible for AML/CFT, in the form ah Interagency commission, and political
commitment in fighting against ML and TF is stromgore focus should be placed on an overall
assessment of the risk of ML Armenia is exposdaettause of the above mentioned vulnerabilities.

5. The risk of TF is extremely low.

6. The Financial Intelligence Unit — the Financial Ntoning Center (FMC), established within
the Central Bank of Armenia — is a young thoughyJerowledgeable and active FIU. However it is
understaffed to properly undertake the new respditigis assigned to it by the new AML/CFT law.

7. The money laundering offence is criminalized brgddlline with the international standard.
A range of technical deficiencies have been idientifwith respect to the terrorism offense. The
seizure and confiscation framework needs to bédurstrengthened, in particular with respect to the
predicate offenses. Armenia should revisit its oese to UNSCRs 1267 and 1373 as the current
mechanism is inadequate.

8. The Vienna, Palermo and SFT Conventions have batéred by Armenia and many, albeit
not all, provisions of the Conventions have alrebegn implemented.

9. The Armenian AML/CFT preventive measures for finahdnstitutions operating in the
financial system are comprehensive, provide fdliased elements, and relatively close to the FATF
Recommendations. However, implementation acrossealors is evolving, particularly for the non-
banking sectors. In general, the supervisory aitiesrare conducting AML/CFT on-site inspections
which are largely focused on regulatory compliance.

Legal Systems and Related Institutional Measures

10. Armenia’s criminal provisions for money launderiage basically sound and address many
criteria under the FATF standard. Although ther some convictions, it has not yet been ascertained
through a court judgment that money laundering loarprosecuted as an autonomous stand alone
offense and in the absence of a conviction forpiteglicate offense. Legal persons are not subject to
criminal liability under Armenian law. The numbefr ML criminal investigations, prosecutions and
convictions is low if compared to the number of@rial investigations, prosecutions and convictions
for the main proceeds-generating predicate offeriBles standard of proof applied by the courts to
establish that assets originate from crime remaicisallenge.

11. The criminal provisions relating to terrorism fircémg are broadly in line with the TF
Convention. However, the provisions should be aredrtd be applicable to all nine Conventions and
Protocols Annexed to the TF Convention and to cdber notion of “funds” as defined in the
Convention. Moreover, the TF criminal provisionnist in line with FATF Special Recommendation
Il, because it does not extend to situations inctviproperty or funds are provided to individual
terrorists or terrorist organizations without timeention or knowledge that the funds will be used i
the commission a specific act of terrorism.

12. The provisions relating to the confiscation of prdp involved in the commission of money

laundering, terrorism financing and predicate of=n meet several albeit not all criteria of the
international standard. Most notably, confiscati®mot available for all FATF designated predicate
offenses. Armenian financial secrecy is regulate@ Imumber of different provisions, which have not
been harmonized and in practice are interpretethén most restrictive way. This creates some



uncertainties in the application of the legal framek and limits the power of law enforcement
agencies to identify and trace property that isnay become subject to confiscation, especiallyrprio
to the identification of a suspect or where thelinfation sought relates to a person other than the
suspect. The confiscation and seizing provisioneatseem to be implemented effectively.

13. The freezing mechanism applied by Armenia to addiessobligations under UNSCR 1267
and 1373 is deficient; the AML/CFT law provides the freezing of terrorist-related assets onlyaor
limited period of time, after which domestic prode®s for a specific offense must be instigated,
including in the case of designations pursuantNiSOR 1267.

Preventive Measures—Financial Institutions

14, The AML/CFT Law establishes the principal preveatobligations for financial institutions
broadly in line with the FATF Recommendations. TAML/CFT legal provisions are implemented
through detailed requirements contained in the ladigm issued by the Central Bank of Armenia
(CBA), the sole regulatory authority of financialstitutions. Other sector specific sector laws
complement the AML/CFT obligations. Both laws ahé implementing regulations are enforceable
and sanctionable in accordance with the provisestablished in the applicable AML/CFT Law and
financial sector laws. The CBA, through the FMGuiss guidance to financial institutions to improve
the implementation of the preventive measures.

15. The AML/CFT law and regulations cover all financiaktitutions and activities as set out
under the FATF definition of financial institutioand impose detailed AML/CFT requirements on the
financial sector for; inter alia, CDD including f&?EPs, record-keeping, correspondent banking,
unusual, large and suspicious transaction reportinternal controls, compliance management
arrangements, and training. However, there arembau of areas where the requirements do not
comply with the FATF Recommendations. These incltitke lack of: prohibition for opening a
business relationship through or using bearer brankrds or other bearer securities; effective risk
management procedures concerning conditions unti&hwa customer is permitted to utilize the
business relationship prior to CDD verificationda®DD measures to existing customers on the basis
of materiality and risk. In addition, there are requirements with respect to third parties and
introduced business. Finally, measures dealing witinpliance management arrangements and
internal programs and control are deficient.

16. Implementation of the preventive/regulatory reqguieats by financial institutions varies, for
example, slightly more advanced in the bankingsebiut less so in other important and risky sector
(i.e., securities, insurance, foreign exchangeceffi and money remitters). The AML/CFT Law and
regulations provide for risk-based elements forppaes of CDD. Going forward, these risk-based
provisions could be better supported with secteesjc guidelines, and refinements to the simptifie
CDD regime allowed for in the regulations. CDD riegments for introduced business and third
parties should also be revised to provide for noomprehensive measures. There is a clear obligation
to report suspicions of ML and FT; however, theelesf suspicious transaction reports is very low an
restricted mainly to the banking sector.

17. The CBA, through the Financial Supervision Departm@SD) is the sole supervisory
authority responsible for AML/CFT compliance supsioan and for the enforcement of the preventive
requirements of the AML/CFT Law and regulation. TBBA has broad powers to obtain access to
and inspect financial institutions under its juigsidn and to sanction for noncompliance. In pregti

the CBA has applied administrative sanctions, idiclg fines for noncompliance with the AML/CFT
Law and implementing regulations. The FSD has imgleted a fairly comprehensive system for
supervision; however, it could enhance this sydtgmpdating supervisory tools like the examination
manual and related examination procedures to incatp risk-based elements and the requirements of
the 2008 AML/CFT Law.



18. This supervisory process could benefit from theohtiction of more risk-based processes and
updated examination manuals/procedures in line with 2008 AML/CFT Law and implementing
regulation. The Armenian authorities acknowledge riked to update their supervisory manuals and
examination procedures in line with their risk-tihsg@proach to supervision and the 2008 AML/CFT
Law (e.g. for the credit organizations, securitissurance, foreign exchange offices, and money
services sectors).

Preventive Measures—Designated Non-Financial Busiases and Professions

19. All DNFBPs as described in the FATF definition arecompassed within the AML/CFT Law
as reporting entities. The preventive measure®NMIFBPs set forth in the AML/CFT law are similar
to those for financial institutions; however thed#idnal regulations, rules or guidance in place fo
financial institutions to complement the requiretsenf the AML/CFT law are not applicable to
DNFBPs. Consequently, the DNFBPs legal regime efi@ntive measures is substantially deficient.
No obligations for the treatment of politically edxged persons (PEPS) or any other high risk customer
or business transaction is in place and there aftegal or regulatory measures to prevent crimioals
their associates from holding or being beneficimhers of a significant or controlling interest, diolg

a management function, in or being an operatoraaisino.

20. Implementation of preventive measures by DNFBPmaslequate across the sector and no
DNFBP has ever yet filed a suspicious transactiepont. A number of DNFBPs including
independent lawyers and firms providing legal smsj dealers in precious metals or dealers in
precious stones and independent accountants aodrdity firms are unlicensed and unsupervised
for compliance with AML/CFT obligations. Furthehet licensing and monitoring regime in place for
the remaining DNFBPs is not focused on AML/CFT ar Some instances such as advocates
(attorneys) there is a complete absence on a sapgrwor monitoring framework. Overall, minimal
resources of authorities, and in some instancetelintechnical expertise, were in place, with awie
to improving AML/CFT compliance. The trust and cang service providers (TCSP) sector is not
established in Armenia, although TCSPs are subpeitte AML/CFT law.

21. For the most part, the effectiveness of implemématf the existing requirements and
obligations is marginal with DNFBPs on a whole eefing very little knowledge or understanding of
their obligations and very little evidence of preetof their obligations.

Legal Persons and Arrangements & Non-Profit Organiations

22. Armenia has measures in place that ensure thaimateon on beneficial ownership of legal
entities is obtained and maintained. However, dubée very recent enforcement of those measures, it
could not be determined that they are already imptaed effectively. Armenian law does not
recognize trusts or any other forms of legal areamgnts. Armenia is also not a signatory to the ldagu
Convention on Laws Applicable to Trusts and onrtReicognition.

23. Both foreign and domestic NPOs operating within Amia are required to be registered with
the Legal Persons State Register of the Republidrofenia Ministry of Justice (State Register).
NPOs take the form of charities, foundations oepgocial organizations, and over 5500 NPOs were
registered with the State Registry at the timehef assessment. Although no vulnerabilities to abuse
for TF purposes were identified by authorities wheneview of the applicable laws was undertaken, it
is recommended that the authorities undertake actreo, and a review, of the sector.

National and International Co-operation

24, Significant improvements in the national cooperatitamework and practices have taken
place over the past few years with the establishmiea national body with a wide mandate in relatio



to financial crime. Known as tHénteragency Standing Commission on Fight againstiiterfeiting
Currency, Plastic Cards, and Other Payment Instmitseagainst the Money Laundering, as well as
Financing terrorism in the Republic of Armeniéfhteragency Commission), it is the principal fioru
for cooperation and coordination between domestithaities. The Interagency Commission’s
membership represents all relevant authoritieoatth consultation with the financial institutionsda
other businesses subject to supervision for AML/@ETposes is passive with only the Association of
Banks of Armenia formally represented.

25. The Interagency Commission’s mandate includes duit limited to AML and CFT policy
considerations and directives; the oversight andluation of the effectiveness of implemented
policies and programs on AML/CFT, information sharion trends and methodologies and
educational programs. However, the Interagency Ciesian has not undertaken an analysis of the
risk of ML/TF in Armenia to determine vulnerabi@s, sectors at risk, types of predicate offenses
committed in Armenia that could generate proce&lgh assessment should serve as a basis for
streamlining its AML/CFT strategy and further dexgethe work already undertaken.

26. Additionally, formal gateways are in place throdgjtateral Memorandums of Understanding
(MoUs), specific to ML and TF, between the finahdiatelligence unit, known as the Financial
Monitoring Center, and the National Security Sesyithe Police, State Revenue Service and the
Prosecutor's Office. The MoUs all have the sameaipaters for co-operation in relation to the
exchange of information on suspicious ML/TF tramigas; joint discussions on suspicious ML/TF
transactions; mutual assistance in drafting thestuguides and other methodological materials on
combating the ML/TF; joint activities on maintaigirtase statistics and development of typologies;
and the implementation of joint training, educaténd consulting programs on combating the ML/TF.

27. The legal framework for mutual legal assistance Mlland extradition is sound and the
provision of MLA is not subject to any unreasonatieinduly restrictive conditions. Even though not
required by law, in practice Armenia provides aognf of MLA only subject to dual criminality. This
also entails that the shortcomings noted with retsfgethe money laundering and terrorism financing
provisions may impact Armenia’s ability to providwitual legal assistance, for example if the request
involves a legal entity. Equally, the limitationsted in regard to provisional measures (including
seizing, freezing and tracing), confiscation anmhficial secrecy can affect the provision of MLA.
Both ML and TF are extraditable offenses under Amnae law. Armenia has not received or made
any requests for MLA, including extradition requestating to ML or FT.

Other Issues

28. The lack of comprehensive and meaningful statigtiecluded a meaningful assessment of
the level of effectiveness of AML/CFT measures asrall sectors. There is also a present need for
additional human resources, particularly in theaawé AML/CFT supervision and within the FMC,
and need for specific AML/CFT training for law enfement authorities, particularly the NSS.



