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ABBREVIATIONS

AML/CFT | Anti-Money Laundering and Combating the Financing of Terrorism
CDD Customer Due Diligence

EDD Enhanced Customer Due Diligence
FATF Financial Action Task Force

FIU Financial Intelligence Unit

L.O. Immediate Outcome

KYC Know your customer

ML Money Laundering

MSB Money Services Business

NBU National Bank of Ukraine

NRA National Risk Assessment

RE Reporting entity

SDD Simplified Customer Due Diligence
TF Terrorism financing

VAT Value Added Tax
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Executive Summary

EXECUTIVE SUMMARY

In response to a request from the National Bank of Ukraine (NBU) for assistance in
developing an AML/CFT Regulation for Non-bank Financial Institutions (NBFIs) in
accordance with the amended 2019 AML legislation, this Technical Paper presents a brief
analysis of risk factors affecting each category of NBFI in Ukraine. Examples are provided
of approaches to NBFI regulation in selected jurisdictions. The paper includes a detailed
set of recommendations to assist the NBU in deciding on the structure and content of its
NBFI regulation.

Although the current draft NBU regulations for the banking sector were not reviewed in
detail, it is evident that the drafting approach is detailed and prescriptive. While there is
a need for detailed rules, it is essential for compliance with the FATF Recommendations
that the main emphasis should be placed on money laundering (ML) and terrorism
financing (TF) risk, with implementation measures proportionate to the perceived risk.

The Paper recommends — both for banks and NBFIs — that the NBU should restructure
their regulations to give prominence to the need for business level risk assessments to
determine the depth of implementation necessary for other AML/CFT obligations.

As the categories of NBFI that will come within the scope of NBU supervision in July 2020
is not homogenous in terms of the nature, scale and complexity of their operations, the
Paper includes proposals for structuring the banking and NBFI regulations to
accommodate the various categories in a tailored manner than minimises duplication.
One proposal is to divide the regulation into separate parts, with Part A containing basic
AML/CFT provisions common to all reporting entities, followed by separate parts for
each category of NBFI using terminology understandable to the entities. For smaller,
simpler, lower-risk businesses, a simplified approach is recommended.

To place the discussion in context, as the Regulations are part of a wider system of
preventive measures, the Paper reminds the NBU of the other components of effective
preventive measures and makes recommendations for additional supervisory steps to
support effective implementation and supervision of risk-based measures. The Paper also
notes a number of structural issues in Ukraine that continue to undermine the
effectiveness of AML/CFT measures, including corruption, issues regarding ownership
and control of financial institutions, and the continued prevalence of cash usage in the
economy. To achieve effective AML/CFT implementation, further action will be needed
on these issues by the authorities, including the NBU.

The Paper provides examples of regulations and other implementation publications from
other jurisdictions. While it is difficult to provide a direct comparator for Ukraine, the
examples include some progressive approaches to implementation of a risk-based
approach and should provide a useful resource in drafting appropriate regulations for
Ukraine.

. AML/CFT Risk-based approach for Nonbank Financial Institutions



