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GEL Georgian Lari

IMF International Monetary Fund
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JVI Joint Vienna Institute

MoU Memorandum of Understanding

NBG National Bank of Georgia
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PEP Politically Exposed Person

STR Suspicious Transaction Report
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1. General overview of the current situation and the developments since the
last evaluation relevant in the AML/CFT field

Position as at date of last progress report (23 Jul2008)

Georgia has continued the development and stremgthef its AML/CFT system since the third round
evaluation of Georgia by MONEYVAL which took pla@e April 23 — 29, 2006. The final report was
adopted by MONEYVAL at its 22 plenary meeting in Strasbourg 19-23 February 2007.

Together with the development of AML/CFT law, Gedartpas experienced reforms in financial sector.
Georgian Authority has taken measures to develap immprove the supervision system on financial
sector. For these purposes, Georgian authorities mitiated legal amendments to the Organic Law of
Georgia on National Bank and consequently amendsrenthe Law on Commercial Banks, Securities
Law, Law on Insurance, etc.

Supervision of the financial sector was undertakgthree independent supervising authorities, Matio
Bank of Georgia — supervised banking sector indgdicommercial banks, non-banking depositary
institutions, microfinance institutions, and exchanbureaus; Insurance State Supervision Service —
supervised insurance sector; Securities CommissiMpervised securities market in Georgia.

According to the new amendments on the Organic dbiNational Bank of Georgia, for the purpose of
the financial sector supervision — Georgian Finan8upervisory Agency (GFSA), legal entity of the
public law, was established. Georgian Financiale®tipory Agency is the single body supervising the
whole financial sector. Georgian Financial SupemyisAgency supervises: banking sector, entities
performing money remittance services, exchange dusteinsurance sector (comprising of non-life
insurance companies, life insurance companiestientconducting pension schemes), and securities
market.

Georgian Financial Supervisory Agency has the saatkority and competencies that National Bank of
Georgia, Insurance State Supervision Service awsdriies Commission wielded in regard to financial
sector regulation. GFSA is an independent agendghnib established at the National Bank of Georgia.
GFSA shall have an independent Supervisory Couwmitprising of 5 permanent members (Georgian
nationals, as well as citizens of various countwts have experience in financial sector and hagecal
reputation) including the president of National Barf Georgia as ex officio member. President of the
National Bank simultaneously shall not be the Ghair of the Agency Council. The Agency shall be
governed by the Head, who is appointed by the &easiin concert with the Supervisory Council of the
GFSA.

Purpose of the reform was to enhance the productivid effectiveness of the supervision systentHer
financial sector and improvement and coordinatibregulation issues for the whole financial sector.

Accordingly, the new amendments will certainly hafiect for the AML/CFT regulations. Namely, the
supervision of the financial sector will be unifieehich will ensure more effective system of the
supervision for the purposes of AML/CFT Law. It Wihlso contribute to the development and
coordination of the unified system of sanctionstfigaching the AML Law.

Major achievements with respect to the developnagt strengthening of Georgian AML/CFT system
are: ratification of the 2000 UN Convention agaifsansnational Organized Crimes on 7 June 2006;
amendments to the Georgian Criminal Code embedti@gotion of the undocumented property in the
definition of money laundering, covering the pregimm of all types of money laundering prescribgd b
para. 1, 2 and 3 of article 194 of the CCG, remguime 5000 GEL barrier and exemption for crimes
committed in the tax and customs sphere in thentiiefn of illicit income, criminalization of the
purchase, possession, use or realization of laeddmoceeds, fully criminalization of terrorismdircing



and thus extending the scope of article 194 of @G@G (being of the fully criminalized terrorism
financing the predicate offence for money laundgrirenhancing the ability of rendering MLA and
extradition for terrorism financing and etc.; amegats to the Criminal Procedural and Civil Procatu
Codes, in particular widening the range of civib&dures of confiscation; and amendments to thedfaw
Georgia on Facilitation of the Prevention of Iithcome Legalization (adopted on"2@f March, 2007,
4™ of July, 2008 and 19of March, 2008): removing the exemption for crincesnmitted in the tax and
customs sphere in the definition of illicit incometohibition opening and maintaining anonymous
accounts and accounts in fictitious names, intridnof the term ,shell bank” into Georgian legista,
prohibition of the opening and keeping accountsgitell banks, defining the meaning of beneficial
owner, establishing the obligation of financialtingions to examine the beneficial owners of tlatients
and transactions, furthering the requirements faintaining relevant documentation and informatign b
financial institutions and etc. (see the detaitgdimation beneath).

FIU has prepared amendments to the decrees fortaniogi entities in compliance with MONEYVAL
experts’ recommendations and amendments to the FMLAIso, GFSA has prepared draft guidance for
commercial banks regarding the AML/CFT requiremerge far, Georgian Authorities have been
concentrated on improving regulations on commers#@iks as the most developed institutions of the
financial sector. The same action will be donesigards to the other financial institutions and [BRE.

At present, the short-term goal of Georgian autiesriis development of principles of Risk Based
approach in the country and their implementation rbgnitoring entities through the process of
identification and assessment of clients and tictitszs.

Since October 2007 Office of the Prosecutor Genefdbeorgia together with working on the above-
mentioned amendments in AML/CFT Law has particigatefollowing trainings and seminars:

October 2 and 3, 2007 - joint workshop of US EmpassGeorgia and Office of the Prosecutor General
of Georgia was held in Thilisi. On the Workshop tepresentatives of the United States Department of
Justice, United States Department of the Treademysecutor's Office of Georgia, Ministry of Intetna
Affairs and FMS of Georgia made presentations ascidsed Money Laundering Investigations (both on
theoretical and practical levels), internationadl doreign cooperation, AML Law of Georgia, Repogtin
Law, Sources of information available to the FM$ &ow the information is analyzed to determine if a
referral should be made and.etc

October 31 and November 1, 2007 - Anti-Money Lauimde Seminar held in Thilisi. Seminar was
arranged by the United States Department of Jusfice workshop was attended by all relevant stuff
dealing with money laundering cases of the Offitéhe Prosecutor General, Ministry of Internal Aféa
and FMS of Georgia and by respective authoriti@enfrArmenia. On the seminar the practitioner
prosecutor and investigator from US made presemzin the following issues: key vulnerabilitiedhie
money laundering process, identifying of money trng mechanisms, intelligence Gathering and
exploitation, disrupting illicit money flows, reqeid elements of proof. Seminar consisted of praktic
exercise and case studies as well.

10-11 March, 2008 — EBRD regional AML training seani held in Thilisi. On the seminar AML/CFT
experts from TvT Compliance Ltd., Switzerland, tntgional Center for Asset Recovery, Switzerland,
FIU of Israel, VTB Bank of Russia, Bank of Georgind FMS of Georgia made presentations on the
following issues: due diligence obligations of ficéal institutions, organization of compliance offis,
combating the financing of terrorism, detecting amgborting of suspicious transactions, financial
investigations, AML/CFT system in Georgia. The waitep consisted of practical exercises as well. The
attendants of the Seminar were the AML/CFT spesttilifrom Financial Intelligence Units, Low
Enforcement Agencies and representatives of prsetéor from 10 countries.



9 - 16 April, 2008 - seminar concerning the intéioreal issues in assets forfeiture held in the Ulse
seminar was arranged by the US Department of &uatitl designed for US and foreign prosecutors
involved in international money laundering and éilxfre investigations and prosecutions. The airthef
seminar was to discuss legal obstacles and expesgethat arise when crimes are committed in one
jurisdiction, the illicit funds are laundered inhet countries, efforts that should be undertakeraly
enforcement authorities to recover the proceedsanfsnational crime. Topics related to internationa
forfeiture cooperation included obtaining evidermeel assistance from another country, enforcement of
foreign restraining orders and forfeiture judgment:ducting joint international operations, obligas
under treaties and multilateral conventions, iraéamal asset sharing and etc.

The Head of the Unit for Prosecution of lllicit broe Legalization of the Office of the Prosecuton&al
of Georgia made the presentation about Georgiafiscation regime on the seminar.

During the all above-mentioned seminars, togeth#r wther appropriate issues there have been largel
discussed the issues related to money launderirggtigation, prosecution, required evidences twero
each type of money laundering, freezing, seizwrefiscation and etc.

In regards to the international cooperation, GeordtlU has signed Memoranda of Understanding with
the similar agencies of eighteen countries (Lietsttgin, Serbia, Ukraine, Estonia, Czech Repuldial,
Slovenia, Romania, Thailand, Panama, Belgium, Bidg&hina, Croatia, Moldova, Lebanon, Armenia,
Indonesia) out of which five MOUs were signed after third round Evaluation in 2006. Negotiations a
in process with Poland, Turkey, Sweden, Aruba, RaediRussian Federation.

New developments since the adoption of thé' progress report

Georgia has continued the development and stremigthef its AML/CFT system since the third round
evaluation of Georgia by MONEYVAL its 37plenary meeting in Strasbourg on July 23, 200& fHain
developments since the adoption of the First PesgReport are as follows:

« Adoption of the newDrganic Law of Georgia on the National Bank of Ggar(24.09.2009)Based
on the above-mentioned law, the Financial Superyigkgency of Georgia (FSA), set up at the
National Bank of Georgia (NBG) (pursuant to theidkgive amendments of March 14, 2008), was
liquidated on December 1, 2009.

According to the new organic law, one of the mdijectives of the NBG is the supervision of the
Georgian financial sector represented by commerbihks, non-bank depository institutions,
microfinance organizations, insurance undertakimggsurance undertakings, founders of non-state
pension schemes, securities independent registrangerage companies, stock exchange, central
depository, specialized depository, assets managingpanies and accountable companies as well as
entities performing money remittance services amdency exchange bureaus.

Thus, nowadays, the NBG exercises all the powerth@fFSA in the field of supervision of the
financial sector.

According to the above-mentioned law, normatives aatiopted by the FSA, regulating the Georgian
financial sector, remain legally valid before tldmption of new normative acts by the NBG.

The goal and objective of the National Bank in terofi supervision over the financial sector have
been clearly determined. Namely, the National Bané&bjective shall be to support financial
sustainability and transparency of financial seatut to protect of customer and investor’s rights.



The power of the NBG has been increased over tpergision of the insurance sector, which is an
adequate response to the development of the Insuunstarket. This enhanced power will actively
support the implementation of state programs infifld of insurance and the protection of citizens’
right.

The new organic law authorizes the NBG, in emergsnowhere the stable functioning of the
financial system is threatened, upon the decisfdheNational Bank to immediately take appropriate
measures concerning the banking system (namelyngea&ertain restrictions for commercial banks
and/or exempting them from restrictions; otheractecessary for maintaining the sustainability of
financial system).

The normative act defines also clearly the powethef NBG as a regulator for the imposition of
sanctions over the institutions it regulates.

According to the legislative amendments of Septar@de2009 of thé.aw of Georgia on Facilitating
the Prevention of lllicit Income Legalization (AMlaw), the FSA was replaced by the NBG as the
supervisory body that is authorized to control filéliment of requirements of the above-mentioned
law by the representatives of financial sector.

Due to the requirements of the new organic law thied=ATF Recommendation 17, the NBG issued
the following decrees concerning the imposition p#cuniary penalties for violation of the
requirements of the AML Law of Georgia:

- Decree of the President of the National BankGaforgia of December 25, 2009, #242/01 on
Approving the Regulation on Determination and Impg$ecuniary Penalties against Commercial
Banks;

- Decree of the President of the National Banisebrgia of December 31, 2007, #344 on Approving
the Rule on Registration and Regulation of Exchdgeaus;

- Decree of the President of the National BankGaorgia of February 22, 2010, #18/01 on
Approving Regulation on Defining, Imposing and @cling Pecuniary Penalties against Securities
Registrars and Brokerage Companies for Violatidnthe Requirements of the Law of Georgia on
Facilitating the Prevention of lllicit Income Legadtion.

- Decree of the President of the National BankGaorgia of February 22, 2010, #19/01 on
Approving Regulation on Defining, Imposing and @oting Pecuniary Penalties against Founder
of Non — State Pension Scheme, Assets Managemempdlty and Specialized Depositary;

- Decree of the President of the National Bank afofgia of February 22, 2010, #22/01 on
Approving the Regulation on Defining, Imposing afabllecting Pecuniary Penalties against
Microfinance Organizations and Money Remitters;

- Decree of the President of the National BankGaorgia of February 22, 2010, #23/01 on
Approving Regulation on Defining, Imposing and @oting Pecuniary Penalties against Insurer.

Following important innovation includes the amendiseto theLaw of Georgia on Facilitating the
Prevention of lllicit Income Legalizatioprepared by the Financial Monitoring Service ofo@ja
(FMS) pursuant to the requirements of the FATF Reuwendations.

The draft amendments were submitted to the PartiaofeGeorgia in January 2010 that stipulates:

- Improvement of the definition of beneficial owner

- Adoption of a definition of Politically Exposecesons (PEPs) and effectuation of measures set up
by the Recommendation 6;



- Creation of a legal basis for monitoring entitiasorder to have a legal access to the electronic
database of the Civil Registry Agency of the Minisbf Justice of Georgia in the process of
identification of persons establishing businesati@hship with them.

Concerning the implementation of the Recommendaiidhis important to note, that the Parliament
of Georgia ratified théJN 2003 Convention on Corruptioon October 10, 2008 by the Resolution
#337-1 .

Pursuant to the requirements of Recommendation f@wing draft amendments have been
presented to the Parliament of Georgia in the fadldstablishing a branch or setting or acquirimg t
subsidiary by the financial institutions outsideoBga:

- Amendments to the Law of Georgia on the ActivitfégSommercial Banks;

- Amendments to the Law of Georgia on Securitiekdta

- Amendments to the Law of Georgia on Founder of Sliate Pension Scheme;
- Amendments to the Law of Georgia on Insurance.

The above-mentioned legislative amendments interahiry out appropriate measures in conformity
with the FATF Recommendation 22, in case of esthblg a branch or setting or acquiring the
subsidiary abroad, if laws and regulations effectin the foreign country, where the subsidiary is
located, do not provide for compliance with FATFcBemendations.

The above-mentioned amendments set also fit andeprcriteria for shareholders, directors and
managers for insurance companies and founders ofstate pension scheme according to the
requirements of the Recommendation 23.

After the amendments made to the AML Law of Geoigiarch, 2008 (according to which, entities
performing money remittance services, microfinaoigg@anizations and the National Agency of Public
Registry were added to the list of monitoring ées}, the FMS approved appropriaggulations on
receiving, systemizing, processing the informatonl forwarding it to the Financial Monitoring
Service of Georgifor the following institutions:

- Microfinance organizations (Decree #10 of the dHebthe FMS, December 15, 2008);

- Entities performing money remittance servicescfiee #1 of the Head of the FMS, February 17,
2009);

- Legal Entity of Public Law - the National Agenof/Public Registry (Decree #2 of the Head of the
FMS, February 16, 2010).

For the further implementation of Recommendation th& FMS sent to the commercial bartke
Guidance on Essential Indicators for Detection afsf@@cious or Unusual Transactiondetter
#0101/27-2, January 27, 2010).

According to paragraph 10, Article 5 of the AML La¥or the purposes of this law, monitoring
entities determine themselves the principles feniiying transactions of persons having business
relationship with them as unusual.

In addition, according to paragraphd@ Article 3 of theRegulation on Receiving, Systemizing and
Processing the Information by Commercial Banks &uiwarding to the Financial Monitoring
Service of Georgidapproved on July 28, 2004 under the Decree #3heHead of the FMS), for
purposes of théaw of Georgia on Facilitating the Prevention didit Income LegalizationBanks
shall themselves set principles for defining tratisas of entities having business relations whin



as unusual, according to requirements of this Rdigul and guidelines of the Financial Monitoring
Service of Georgia.

Therefore, based on Guidelines sent by the FMSsbare obliged to set up the principles for defjnin
transaction of a person having business relatipnstih them as unusual.

In February 2010, the NBG issued for financialitngibns theGuidance on the Risk-Based Approach
to Combat lllicit Income LegalizatiofGuidance provides some principles of Risk-Bas@gréach
for the assessment of risks related to money lainge Guidance is applicable for all financial
institutions of the Georgian financial market untter supervision of the NBG.

Based on the FATF recommendations, the above-orediprinciples define the indicators for the
classification of customers according to the riaksociated with them and the procedures for their
identification.

According to this document, when establishing hess$ relationship, a financial institution shall
determine the initial risk associated with the oosgr by assessing the following risk categories:

- Country risk;

- Customer risk;

- Product/services risk.

As of the requirements of Recommendation 31, irB2B009 the MoUs have been concluded between
the FMS of Georgia and the supervisory bodies.

Memorandums ensure direct access of the FMS tdatabase of the Ministry of Justice of Georgia,
the Ministry of Internal Affairs of Georgia and thdinistry of Finance of Georgia. Besides,
Memorandums define rules and procedures for serfgiedbacks by law enforcement agencies on
cases received from the FMS of Georgia.

Memorandums have been concluded between the laarcemfient agencies and the supervisory
bodies. The MoUs authorize law enforcement agertciegquest to monitoring entity through the

supervisory body to retain identification infornmati(documents) for longer than six years in specifi

cases.

Since the adoption of the First Progress Repofff stathe FMS of Georgia jointly with the
representatives of supervisory bodies and law-eefoent agencies has participated in the following
trainings and seminars:

- November 17-21, 2008“Bulk Cash Smuggling Training and Workshogpjoint training of the US
Department of Justice and the Department of HondeB@curity Service was held in Thilisi in
cooperation with the Office of the Prosecutor Gahdduring the training the representatives of the
United States Homeland Security Service, the Un@&ates Department of the Treasury and the
Prosecutor’'s Office of Georgia made presentationd discussed the technique of money
laundering investigations (both on theoretical grdctical levels), relevant international and
foreign experience;

- September 21-24, 2009'Money Laundering”- joint training of the Police International Tedtel
Cooperation Service (“Service de Cooperation Tepmminternational de Police”) and the Embassy
of France in Georgia. The training dealt with mof@yndering cases. The representatives of the
Office of the Prosecutor General, the Ministry atefrnal Affairs, the Revenue Service of the
Ministry of Finance and the FMS of Georgia dealiwgh money laundering cases has been
involved in the training;



- November 30 — December 3, 2009-ancial Analysis Techniques Course’joint training of the
Office of Technical Assistance, the US Departméritreasury and the FMS of Georgia was held in
Thilisi. The training was organized for the reprdséives of the FMS of Georgia. It covered the
topics related to the sources and technique fdyzaisaf information available to the FIU;

- January 25 — February 5, 2010'Financial Investigative Techniques Course” training of the
Office of Technical Assistance, the US Treasury &@&pent was held in Thilisi. The training was
attended by all relevant staff dealing with moreyridering cases from the Office of the Prosecutor
General, the Ministry of Internal Affairs and theMB of Georgia. During the training
representatives of the United States Departmetiieofreasury, the Prosecutor’s Office of Georgia
and the FMS made presentations and discussed tbhegi&e AML/CFT system, functions of
financial institutions and their due diligence ghliions, sources of financial information, problems
of combating the terrorism financing, techniqudiadincial investigations.

As regards to international cooperation, the GeorgilU has signed Memorandum of Understandings
with similar agencies of 25 countries (Lichtenstederbia, Ukraine, Estonia, Czech Republic, Israel,
Slovenia, Romania, Thailand, Panama, Belgium, BidgaChina, Croatia, Moldova, Lebanon,
Armenia, Indonesia, Turkey, Sweden, “the former &dslgv Republic of Macedonia”, Poland, Cyprus,
Latvia, Aruba). Among them, seven of MoUs (with Rey, Sweden, “the former Yugoslav Republic
of Macedonia”, Poland, Cyprus, Latvia and Arubajevgigned after the adoption of the First Progress
Report. Negotiations are in the process with In@audi Arabia, Republic of San-Marino and
Andorra.

2. Key recommendations

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

Recommendation 1 (Money Laundering offence)

Rating: Partially compliant

Recommendation of Clarify legislative provisions to ensure that alspects of the physical and

the  MONEYVAL | material elements in the Vienna and Palermo Corneestare covered;
Report

Measures reported § According to the Georgian law in force to the dalleaspects of the physical and
of 23 July 2008 tg material elements prescribed by Vienna and Pale@oovention are fully
implement the covered.

Recommendation g The law applicable to the cases involving the eleseeferred to above are ps
the Report follows:
Preparation
By the amendments of march 19, 2008 to the Crimatle of Georgia the
preparation of all types of money laundering (pare2 and 3 of article 194 of the
CCQG) is fully punishable under the Criminal Codezaforgia;
Purchase, Possession, Use and Realization of Laadd&oceeds
The amendments made to the Criminal Code of Geargial9 March 2008
introduced the new Article 194hat thoroughly criminalizes the act of purchdse,
possession, use or realization of laundered preceed
Transfer/Conversion

In different two cases, the elements referred tAriicle 6, (1), (a), (i) of Palermo
Convention and in Article 3, (1), (b), (i) of theéevina Convention are covered by
the provisions of Article 194 of the CCG in conjtion with Article 23

1C



(Complicity in money laundering) and Article 375 di@ealment of crime
together with Article 186 (Knowingly use, purchapessession and realization |of
the proceeds of crime) of the CCG.
In the first case, Article 194 in conjunction withrticle 23 of the CCG is
applicable where the person has a knowledge thaidh (conversion/transfer of
property knowing that property is proceeds for pepose of helping any person
who is involved in the commission of the predicaféence to evade the leggal
consequences of his action) would result in theitilincome legalization, is
willing to cause this result or does not have 4 kit foresees the inevitability ¢
the realization of such consequence (direct im@htior is also not willing but
considers the possibility to cause this resultifea intention);
In other case, if a person converts or transfextoperty without the knowledge
that such transaction might result in laundering phoceeds but only is aimed |to
help a person who is involved in the commissiothefpredicate offence to evage
the legal consequences of his action Article 376ng@alment of crime) and
Article 186 (Knowingly use, purchase, possessiah r@alization of the proceeds
of crime) of the CCG will be applicable.
For the purpose of Article 186 of the CCfurchasemeans any receipt of the
proceeds of crime notwithstanding the fact wheth&ras conveyed in return ¢
some value, or just for undertaking of any actiem. conversion/transfer of the
property etc.
For the purposes of Article 186 the term realizattovers both conversion of the
property in question or transfer of it to the thpakties.

—

-

Measures taken to| No additional changes or measures as to this reemmation.
implement the

recommendations
since the adoption
of the first progress
report

Recommendation of Preparation/conspiracy to commit money launderihgud be fully covered i
the  MONEYVAL | Georgian law;

Report

-

Measures reported § Due to the amendments of March 19, 2008, the patiparof money laundering
of 23 July 2008 tq fully covered by Georgian Criminal Code.

implement the
Recommendation @
the Report

[72)

Measures taken to| Georgia considers that taking into account therinfdion provided in 2008 the
implement the | recommendation is fulfilled (the amendments havebeen made).
recommendations
since the adoption
of the first progress
report

Recommendation of Simple possession or use of laundered proceedddshelcovered;
the  MONEYVAL

Report

Measures reported § To this end, by the amendments of March 19, 2008Aticle 194 criminalizing
of 23 July 2008 tg the act of purchase, possession, use or realizafidaundered proceeds was
implement the introduced to the Criminal Code of Georgia.
Recommendation @

11



the Report

Measures taken to
implement the
recommendations

since the adoption
of the first progress

No additional changes or measures as to this reemuation.

report

Recommendation df Financing of terrorism should be covered in destgdacategories of predicate

the  MONEYVAL | offences, and insider trading should be fully ceder

Report

Measures reported 4 The terrorism financing as a crime was criminalized25 July 2006. Since the

of 23 July 2008 tq amendments of March 19, 2008 to Article 33Einancing of terrorism) of the

implement thg CCG, when the scope of the article further extentdetthe individual terrorist as

Recommendation g well, the financing of terrorism has been criminad fully.

the Report Thus, as financing of terrorism is completely ce@ekby the CCG and Article 194
of the CCG has all crimes approach the financintebrism with all its aspects
fully represents a predicate offence for Articlel 18 the Code.

Measures taken to| No additional changes or measures as to this reemation.

implement the

recommendations

since the adoption

of the first progress

report

Recommendation of The exemption for crimes committed in the tax angt@ns sphere in the

the  MONEYVAL | definition of illicit income in the preventive lakould be removed;

Report

Measures reported 4 By the amendments of 4 of July 2007 the exemptiorcfimes committed in the

of 23 July 2008 tg tax and customs sphere in the definition of illicitome in the Criminal Code of

implement the Georgia and Law of Georgia on Facilitation of thaevention of lllicit Income

Recommendation g Legalization was removed.

the Report

Measures taken to| Georgia considers that taking into account therinfdion provided in 2008 the

implement the | Recommendation is fulfilled (the amendments havebeen made).

recommendations

since the adoption

of the first progress

report

Recommendation of The financial value threshold should be removed;

the MONEYVAL

Report

Measures reported § On the basis of the amendments of 4 July 2007,50@0 GEL barrier was

of 23 July 2008 tg removed in the note of Article 194 of the CCG.

implement the

Recommendation @

the Report

Measures taken to| Georgia considers that taking into account therinfdion provided in 2008 the

implement the | recommendation is fulfilled (the amendments havebeen made).

recommendations

since the adoption

of the first progress

12



report

Recommendation @
the MONEYVAL
Report

f Further clarification of the evidence required tstablish underlying predicat
criminality in autonomous money laundering prosamg should be considere
and more emphasis placed on autonomous money langderosecutions
(especially in relation to foreign predicates) ®ifully effective criminalisation g
money laundering;

Measures reported g
of 23 July 2008 tq
implement the
Recommendation @
the Report

See the response on the recommendation 27.

(Other) change
since the las
evaluation

1. By the amendment of July 4, 2007, replacingrtbgon of property acquire
through the criminal means by the notion of illegat/or undocumented propel
in Article 194 of the CCG, the flexibility of appfktion of the above-mentiong
article was further increased. Currently, provisiafi the amended part of Artic
194 of the CCG has the following wording:

Legalization of illicit income, i.e. giving a legdbrm to the illegal and/o
undocumented property (use, acquisition, possessimversion, transfer or oth
action) for the purposes of concealing its illegebin, as well as concealing
disguising its true nature, originating sourcegakion, allotment, circulation
ownership and/or other related property right,

Note:

a. For the purposes of this article, illicit projyeshall mean a property, also t
income derived from that property, stocks (shatbg} is gained by offende
his/her family members, close relatives or the gressaffiliated to him/her throug
the infringement of the law requirements.

b. For the purposes of this article, undocumenteggrty shall mean a propert
also the income derived from that property, staskeres) if an offender, his/h
family members, close relatives or the persondia#d to him/her are unable
present a document certifying that the property whtained legally, or the
property that was obtained by the monetary fundsived from the realization ¢
the illegal property.

The Criminal Code of Georgia under the term propemderstands all the objec
and intangible property, also legal documents aomifig the title of the propert
ownership, also any income received from the seodgeds

2. According to the amendments of March 19, 2008h® Criminal Code o
Georgia:

Sanctions of Article 194 have been increased, itiqudar sanctions of paragray
1 provides for deprivation of liberty from 3 to &ars, para. 2 — from 6 to 9 yez
and para. 3 - from 9 to 12 years.

The new Article 202 criminalizing the disclosure by the management
employees of the Financial Monitoring Service ofo@ga and Monitoring
Entities of the fact that the information about trensaction subject to monitorin
was submitted to the competent authorities is ¢hteed into the Criminal Code.
3. As for the Civil procedures of confiscation:

Article 37 of the CPCG, has been further amended on July. 2060rding to the
new amendment, the scope of the Article has bepargled and at the meantir]
it also provides for the confiscation and trandferthe state of the illegal ¢
undocumented property, income, shares received frosnproperty, owned b

racketeer, member of the criminal community, hum@afficker, person
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supporting drug dealing and a person convictedhfercrime of money launderin
that resulted in the receipt of the property o080 GEL (Article 194(3)"g” of
the Criminal Code of Georgia).

In this regard, subsequent amendments were mate @ivil Procedural Code ¢
Georgia on July 2007 and currently it envisagesptioeedures of confiscation
property owned by racketeer, member of the criminammmunity, humar
trafficker, person supporting drug dealing, persamvicted for the crime o
money laundering that resulted in the receipt ef phoperty over 50 000 GE

(Article 194(3)"g” of the Criminal Code of Georgiand their family members

close relatives and affiliated persons as well.

4. On July 2007, the new Article 62@as introduced into the Criminal Procedu
Code of Georgia according to which if a Georgiatiomal is convicted abroad fq
a crime for which Georgian legislation provides fbe confiscation of illegal o
undocumented property, Prosecutor General is edtitb file a motion to th
Supreme Court of Georgia and request the Courkamine whether factual an
legal circumstances of the criminal act correspandde requirements provide
for by the Criminal Code of Georgia.

In case if the Court establishes conformity of ¢thiene with the requirements (
Georgian legislation, the prosecution within 6 nfenafter the decision of th
Supreme Court files the motion for the confiscatiaf illegal and/or
undocumented property.

The abovementioned proceedings shall be conduatesiiant to Georgian Civ
Procedural Code.
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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)

In order to further reinforce capacity of law-erdement officials, the Ministry o
Justice of Georgia launched complex training of ¢heff of the Prosecutio
Service of Georgia in January 2010.

The training is in the process and will be termaaiain March 2010. In terms (¢
the above-mentioned training all prosecutors, idiclg prosecutors occupyin
high managing positions and investigators of thes€cution Service of Georg
will undergo two weeks trainings on novelties inimgnal justice system
including those related to AML and Terrorism Finiaigc

At the same time, in January 2010, the MinisterJo$tice of Georgia issus
recommendations on rules and methodology to detegnes of money laundering
to correctly apply Article 194 (legalization ofidit income) ofthe Criminal Code
and improve the quality of investigation of moneyrdering cases.

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

Rating: Partially com

liant

Recommendation a
the MONEYVAL
Report

f The evaluators advise that obligations in the AMETGnethodology marked with

an asterisk are put into the AML Law.

Measures reported ¢
of 23 July 2008 tg
implement the
Recommendation ¢
the Report

The amended AML Law covers the obligations markeith \&n asterisk in thg
AML/CFT methodology. (please see beneath)

v

Measures taken to
implement the

recommendations

No additional information at this point.
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since the adoption of
the first progress
report

Recommendation a
the MONEYVAL
Report

fThere should be a specific provision clearly prditflg the opening o
anonymous accounts or accounts in fictitious namesspect of all financia
institutions, which are able to keep accounts foygical and legal persons.

Measures reported 4
of 23 July 2008 tg

implement the
Recommendation a
the Report

In order to comply with the requirements of custordae diligence, the ne
provision (paragraph'y was added to Article 6 of the AML Law which st
“shell be prohibited to open or maintain anonymegsounts or accounts

fictitious names.” The provision is of a mandatoharacter restricting the righ
to open and maintain such accounts. The provisiypulates the genere
prohibition and does not refer to any specific ficial institution meaning that
covers and incorporates all financial institutiovithout any exclusion which ar
able to keep accounts for physical and legal pastson

O ~25 5=

Measures taken to
implement the
recommendations
since the adoption of
the first progress
report

—

No additional information at this point. The Articimentioned in the Firg
Progress Report remains as it was.

Recommendation a
the MONEYVAL
Report

fThe AML Law should provide full CDD requirementsl aequirements for on
going due diligence.

Measures reported 3
of 23 July 2008 td

implement the
Recommendation a
the Report

According to the AML law (as amended on 27.03.@éntification of the person
is defined as “obtaining information on the persarich, when necessary,
allows tracing such person and distinguishing frotiner person”. This means
that financial institutions have the authority equest any kind of information,
which will satisfy the test given in the provisiofhis definition, comparing to
the previous one, does not restrict identificatiprocess with the limited
documents, which on its hand ensures the fulfillmef the full CDD
requirements.
Moreover, paragraph 7 of Article 6 of the AML Lavash been modified to
include full CDD requirements. Namely, paragrapprévides that in the course
of examining identification data, monitoring ere#i are obliged to_at least
request:
1. In case of natural persons:
a.ID or Passport or a document having equal legalgpownder the
Georgian legislation
2. In case of legal persons:
a. Document issued by the state authority confirmimg éstablishmen
of a legal entity and authority of its representi
Additionally, Paragraph 9 of Article 6 of AML Lawtipulates that monitoring
entities are entitled to define additional rulesd arequest other additional
information (documents) from the business relatedrsgns. Therefore,
monitoring entities are free to establish their oadditional rules for the
identification and are not restricted by law.
Paragraph 10 of Article 6 of AML Law states thatnitoring entities are entitled
in the process of identification or verification thie business related persons| to
rely on a third person/intermediary, who, accordimghe international standargds

—

is subject to respective supervision and regulatmprevent legalization of illicit
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income and financing of terrorism.
Also, monitoring entities under the very provisiame obliged to take a
necessary measures to allow immediate access iafthenation (documents @
copies) for identification of the entity.
Paragraph 2 of Article 21of the Law on the Activity of Commercial banks (as
amended on 27.03.2007) provides that commercigkdahould in the process
of verification of their customers/operations dgritiheir business relationships
know:

1. Who their customers are;

2. What is their business activity;

3. The risk level of the activity undertaken by thesttumer with respect t

the Money Laundering and Terrorist Financing.

Moreover, paragraph 1of the Law on the Activity of Commercial Banks fas
amended on 21.03.2008, states that the bank isr&ét to request information
from the civil registry regarding the personal dafathe client in case of the
written consent of the client. The provision alsmtains the obligation of th
bank not to disclose the personal data to a théerdgn except cases stated by
law.
Draft Guidance for the Banks prepared by the GF#As sout detailed
identification and verification processes concegriifferent types of accounts.

= —

O

[¢)

the

On February 24, 2009, the Newstruction on Opening Accounts in Banking

Institutions of Georgiavas approved under the Decree #18 of the Headeof th
Financial Supervisory Agency of Georgia (FSA).
The Instruction regulates the procedures of opebhark accounts in national and
foreign currency for Georgian resident and noneesi physical persons and
legal entities as well as for organizational forimaé not representing legal
entities.
The Instruction defines types of bank accountg, disdocuments in case of
opening bank accounts for Georgian resident andresident physical persons
and legal entities.

Measures taken to
implement the
recommendations
since the adoption of
the first progress
report

A4

Recommendation afExplicit legal requirement on the financial institns to implement CDL
the MONEYVAL | measures when:
Report - financial institutions carry out (domestic orténnational) transactions which
appear to be linked and are above the threshold2$/Euro 15,000,

- carrying out occasional transactions that are eviransfers,

- there is a suspicion of ML and FT,;

- financial institutions have doubts about the ityaor adequacy of previous
obtained customer identification data.

y

Measures reported 3
of 23 July 2008 td

implement the
Recommendation ¢
the Report

Paragraph 2 of Article 6 of AML Law (as amended 13h03.2008) sets out
requirement for “the monitoring entities” to idegtithe businesselated persot
(representative and principal, as well as the tlpiedson, if the transaction |s
being concluded in favor of the third person), when
- the transaction (operation) amount exceeds GBQGB(or its equivalent in other
currency), and
- In case of implementing transaction through Sgcier Worldwide Interbank
Financial Telecommunications (SWIFT) or other samilnetwork (system
exceeds GEL 1 500 (or its equivalent in other auoyg
In addition, FMS decrees together with abovemestiomprovision, further
requires from monitoring entities to carry out itiécation in additional cases:
- Suspicious transactions

- Doubt arises regarding the veracity or adequatypreviously obtainec
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customer identification data.

Measures taken to
implement the
recommendations
since the adoption of
the first progress
report

No additional changes or measures as to this reemuation.

Recommendation a
the MONEYVAL
Report

fFinancial institutions should be obliged to identifhe beneficial owner a
defined in the FATF Recommendations and also tifyvére identity of the
beneficial owner.

Measures reported 4
of 23 July 2008 td

implement the
Recommendation g
the Report

Under the amendments made in 19.03.2008 the definiif the ,beneficial
owner” was added to the AML law which defines bésiaf owner as a naturé
person (s) who ultimately owns or controls a custom

The Organic law on The National Bank of Georgiardes the term ,,control” a
the exercise of a dominating influence, directlyiradirectly, alone or in conce
with others over the activities or decisions thiouge use of voting shares
other means.

Furthermore, paragraph 2 and paragraplof2Article 6 of AML Law obliges
monitoring entities to obtain information/documentsecessary for th
identification of the person on whose behalf thentlis acting.

“Monitoring entities” are required (Paragraph 8 Miticle 6) to identify the
beneficial owner of person who has business relatith them.

Therefore, under the amended AML Law (19.03.200dqnitoring entities shall
undertake the reasonable measures to identifyahefizial owner of business
related entities and take reasonable actions ttyves/her identity.”

=)
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Measures taken to
implement the
recommendations
since the adoption of
the first progress
report

The draft law submitted to the Parliament of Gemrgitends to change th

e

definition of the “beneficial owner”. This new defion is based on the relevant

provisions of the Third Directive (2005/60EC) comtag the beneficial owner.

Consequently, paragraph ,,q” of Article 2 of theMA Law of Georgia will
introduce the following definition:

“q) Beneficial owner — natural person(s) repreisgntin ultimate owner(s) ¢
controlling person(s) of a customer; beneficial emof a business legal entity (
well as of an organizational formation not repreisg a legal entity, provide
for in the Georgian legislation) shall be the direc indirect ultimate owner
holder or/and controlling natural person(s) of 26&4nore of such entity's sha

or voting stock, or natural person(s) otherwisere@zag control over the

management of the business legal entity.”

Obligations of monitoring entities for the identdition of the beneficial owner as

defined by the AML Law of Georgia have not beenndje.

=

| SRy

’

e

Recommendation a
the MONEYVAL
Report

f There needs to be an obligation on financial ingitins to obtain information o
the purpose and nature of the business relationshifp conduct on-going du
diligence.

D -

Measures reported 4
of 23 July 2008 tg

implement the
Recommendation a
the Report

Paragraph 2 of Article 21of the Law on the Activity of Commercial ban
provides that commercial banks should in the pmadéghe verification of thei
customers/operations during their business relslipms know who thei
customers are, what is their business activity #medrisk level of the activity
undertaken by the customer with respect to the Mdrm@indering and Terroris
Financing.

Amended FMS decree for commercial banks sets outinements for the bank

ks

L

to ascertain what type of relationship the cliemémnds to establish, as well as

he
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purpose thereof prior to the commencement of th&ness relations with th

client and permanently examine relations betweedents and the Bank.

Moreover, FMS has elaborated the draft projectrriefg to the same obligatio
for all other financial institutions.

Paragraph 11 of Article 6 of the AML Law (as ameahda 19.03.2008) stipulate
that monitoring entities shall regularly updatestirg identification data an
bring those into compliance with the effective &giion.

Additionally, amended paragraphs 22 and 23 of lart&c of FMS decree fo
Commercial Banks stipulates that Banks shall p&#@ly (in cases and withi
timeframe set under the internal instruction) rer@wl bring identification dat
into compliance with the effective legislation. Biétd procedures fg
performance of activities related to renewal oB8rp identification data shall b
defined under the Bank’s internal regulation.

>
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Measures taken to
implement the
recommendations
since the adoption of
the first progress
report

By the FMS, the above-mentioned changes have beteodiced in all the
relevant regulations of other monitoring entities financial institutions
(microfinance organizations, insurance companiesram-state pension scher
founders, entities performing money remittance ises; currency exchang
bureaus, securities' registrars, broker compameéseedit unions).

Recommendation a
the MONEYVAL
Report

fThe Georgian authorities should consider introdigcan “risk based approach”
performing enhanced and simplified CDD measuresdifferent categories @
customers, business relationships, transactionspaaducts.

=2

Measures reported 4
of 23 July 2008 tg

implement the
Recommendation a
the Report

As mentioned above, Paragraph 2 of Articlé 8f.the Law on the Activity of
Commercial banks requires from banks to know whartbustomers are, wh
are their business activity and the risk level e fctivity undertaken by th
customer with respect to the Money Laundering agaidrist Financing.
Moreover, amended FMS decrees for Banks and Inser@ompanies requir
from these institutions to perform a risk-basedesssent of persons havi
business relations with them (their representadive principal, as well as a thi
person if transaction is being concluded in favdrtie third person) an
transactions concluded by such persons. Also, ¢heeds lay down the obligatic
of commercial banks and insurance companies tdecdegories of custome
and transactions on a risk based approach and appisopriate (simplified o
enhanced) procedures for identification and veatfan to each category.

Georgian GFSA prepared draft Guidance for Banksichviprovides some

principles of risk-based approach. More specificahe guideline gives certai
specification regarding the types of risks withpest to money laundering ar
terrorist financing. The risk types and explanaiogiven in the guideling
effectively contribute to the efficient assessmehtlients and transactions [
monitoring entities.
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Measures taken to
implement the
recommendations
since the adoption of
the first progress
report

After the liquidation of the FSAthe Guidance on the Risk Based Approac

n to

Combat lllicit Income Legalizatiohas been issued by the NBG that is applicable

to all financial institutionsThe Guidance was sent to financial institutions
Februaryl5, 2010 under the letteR#16/438 of the Vice-President of the NBG.
According to the risks associated with customdres document defines indicato
for risk assessment, the procedure of identificatind verification of a client tha
is in full compliance with the relevant FATF Recoemdations.

More precisely, according to the Guidance, wheraldishing a busines
relationship, a financial institution shall detenmithe initial risk associated wit

on
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the customer by assessing the following risk caiegp
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- Country risk;
- Customer risk;
- Product/services risk.

Recommendation a
the MONEYVAL
Report

fFor higher risk customers the monitoring entitié®sld conduct enhanced d
diligence and as necessary use reliable independecitments other than tho
set out in the AML Law.

ue
5€

Measures reported 4
of 23 July 2008 tg

implement the
Recommendation a
the Report

The provision on application of enhanced due di@geto higher risk custome
was mentioned above.

According to Article 6, Paragraph 5 of the AML Lagas amended o
19.03.2008) monitoring entities are authorized &muire other additiong
information (documents) from business-related pgso

Furthermore, by Article 6, paragraph 10 of the ANlaw (as amended o
19.03.2008) monitoring entities in the course ehitfication or / and verificatior
of business — related persons may rely on a théndgm / intermediary, wh
according to the international standards is sulijgdhe respective supervisic
and regulation for the purpose of preventing filicicome legalization an
terrorism financing. In addition, for ensuring imdiete access to informatic
(documents or copies thereof) required for idesdifon of the account holde
monitoring entities shall take respective actiom.such case the monitorin
entities shall bear the responsibility.”

Article 6, paragraph 5 of the AML Law (as amended?d.03.07) stipulates th
monitoring entities should be obliged to identifgrgon involved in transactig
(operation) and to verify identity such person tlgio documents of reliable af
independent source.

Moreover, paragraph 1of the Law on the Activity of Commercial Banks
amended on 21.03.2008, states that the bank isr&él to request informatio
from the civil registry regarding the personal dafathe client in case of th
written consent of the client.
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Measures taken to
implement the
recommendations
since the adoption of
the first progress
report

By the FMS, the above-mentioned changes have beteodiced in all the
relevant regulations of other monitoring entities financial institutions
(microfinance organizations, insurance companiesram-state pension scher
founders, entities performing money remittance ises; currency exchang
bureaus, securities' registrars, broker compameésegedit unions).

ne

Recommendation a
the MONEYVAL
Report

fA clear obligation on the financial institutions ¢onsider making an STR to t

FMS in case of failure to satisfactorily complet®T requirements befor
account opening or commencing business relationswbere the busines
relationship has commenced and doubts about thecitgror adequacy o
previously obtained data arise needs to be provided

Measures reported 4
of 23 July 2008 tg

implement the
Recommendation a
the Report

Amended paragraph 1 of Article 9 of The AML Law igels monitoring entities
to forward STRs to the FMS if suspicion regardirte tauthenticity of
identification data is present.

The same provision is enshrined in the FMS deareeedmmercial banks an
other financial institutions.

The FMS Decree for the Banks also stipulates theison or client willing tc

establish business relationship with the Bank cabrddentified the Bank shall

not serve the client (establish business relatipnsith the person). In the eve
of considering above mentioned case as suspiclmuBank shall immediatel
submit to the FMS the respective reporting formailable materials and arn

nt

other information on the operation (transactionyl arersons involved there

y
y
n

19



(article 6, paragraphs 12,13)

Measures taken to
implement the
recommendations
since the adoption of
the first progress
report

According to the relevant regulations for monitgrientities issued by the FM
in case of suspicion about the authenticity of fieation data, the monitorin
entity is obliged to send a respective reportimgnféo the Financial Monitoring
Service of Georgia.

Recommendation a
the MONEYVAL
Report

f An obligation to apply CDD requirements to existitigstomers on the basis
materiality and risk and to conduct due diligenge such existing relationship
at appropriate times is required.

Measures reported ¢
of 23 July 2008 tg
implement the
Recommendation ¢
the Report

Paragraph 11 of the Article 6 of the AML Law novipstates that monitoring
entities shall regularly update existing identifioa data and bring those in
compliance with the effective legislation.

Also, amended FMS decree for banks stipulates,Bhaks shall periodically (ir
cases and within the timeframe set under the iateagulation) renew and brin
identification data into compliance with the efiget legislation. Detaileq
procedures for performance of activities related remewal of existing
identification data shall be defined under the Bairiternal regulation.

)
[o

Measures taken to
implement the
recommendations
since the adoption of
the first progress
report

Changes of paragraph 11, Article 6 of the AML LafwGeorgia were introduce
in all relevant regulations for monitoring entities

(other) changes
since the first
progress report (e.g.
draft laws, draft
regulations or draft
“other enforceable
means” and other
relevant initiatives)

It is important to note that paragraph 12 will lwled to Article 6 of the AML
Law. According to this provision, banks and othesnitoring entities shall b
entitled to use the electronic databases of ideatibn documents provided &
the Civil Registry Agency of the Ministry of Jusgic

According to Article 111 of the Law of Georgia dretProcedure for Issuance
the Registration and ID (Residence) Certificates @&eorgian Citizens an
Foreign Citizens Residing in Georgia as well ashef Passport of the Citizen
Georgia this kind of information can be used aP albcument for the Person
identification.

In such a way, a person has to present his/hettiglecard or passport t
monitoring entity for the establishment of businesktions. The verificatiof
procedure will be conducted though the use of maa database of the Ciy
Registry Agency of the Ministry of Justice.

In case of use of electronic databases of ideatifia documents provided by t
Civil Registry Agency, monitoring entity must keépe obtained identificatio
data in electronic form.

ne

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

Recommendation of
the MONEYVAL

Report

The changes recommended for CDD requirementsrfanéial institutions shoulg
be applied also to DNFBP.

Measures reported &

Above mentioned changes made in AML Law are apied to DNFBP.

Lie. part of Recommendation 12.
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of 23 July 2008 tq

implement the

Recommendation @

the Report

Measures taken to| By the FMS, the above-mentioned changes have beodiuced in all the
implement the | relevant regulations of all monitoring entities;liding DNFBPs.
recommendations

since the adoption

of the first progress

report

Recommendation gdf Customer due diligence requirements set out in Rewndations 5, 6, 8 and|9
the  MONEYVAL | should apply to real estate agents, lawyers andoam@nts in the situations
Report described in Recommendation 12.

Measures reported § According to the Georgian Legislation, real estedenpanies provide activitigs
of 23 July 2008 tq which are merely connected to searching and findiey clients. Real Estate
implement thel companies do not conclude purchase agreements uliints; Purchase
Recommendation g Agreement (between the seller and the buyer) isladad at the notaries or at the
the Report National Agency of the Public Registry.

Therefore, CDD requirements with respect to reahtesagents cannot be

considered under the Georgian Legislation.

For this reason, National Agency of the Public Regiwhich registers all the

agreements concluded with respect to the purchathe oeal estate was added|to

the list of monitoring entities under AML Law whichill conduct CDD for the
real estate operations.
Measures taken to| The Regulation on Receiving, Systemizing and Psowpshe Information by the
implement the | National Agency of Public Registry — Legal EntifyPaiblic Law and Forwarding
recommendations | to the Financial Monitoring Service of Georgiwas approved on February 16,
since the adoption| 2010 under Decree #2 of the Head of the Finandahitoring Service of
of the first progress| Georgia.
report The National Agency of Public Registry is a legafity of Public Law under the

Ministry of Justice of Georgia, registering all agments concerning the real

estate acquisition.

The Regulation is in conformity with all requirentgiof the AML Law, including

the obligation of identification of a person havibgsiness relationship with the

Agency.

Article 6 of the Regulation defines obligations thE Agency with respect to

identification and registration of identificatiomnformation (documents) as

follows:

“1. The Agency shall identify transaction particifgar{their representatives,
proxies, as well as the third person in whose fararsaction is concluded),
when:

a) The transaction amount exceeds GEL 30 000 (orqitévalent in othet
currency);

b)The transaction represents a suspicious transacsiotording to
Subparagraph (e) of Article 2 of this Regulation;

c) In other cases provided for in the legislation.

2. The identification process shall be conducted imgitance with theLaw of
Georgia on Facilitating the Prevention of lllicintome Legalizatignthis
Regulation, statutory acts issued by the Ministiyastice of Georgia and
guidelines and recommendations of the FMS.
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3. In spite of supposition on equivocacy and amounthef transaction, the
Agency shall not suspend rendering its servicesemxfor the following
cases:

a) Transaction participant or / and other relevantsper can not bg
identified;

b)Any party of the transaction is on the list of teists or person
supporting terrorism.

c) Other cases provided for in the legislation.

4. In the event of considering the case determinedSirbparagraph (a
Paragraph 3 of this Article as suspicious, as a&lin the event provided fo
in Paragraph 3 (b) of this Article, the Agency sliamediately submit the
respective information and/or the available maleriand any othe
information on the transaction and parties thetedifie Service.

5. The following information, shall be obtained thrbughe identification
process:

a)in case of physical person:
a.a) First name, last name;
a.b) Personal number;
a.c) Citizenship;

a.d) Date of birth;
a.e) Address, place of residence by the place gistration, and if thig
information is not available - actual place of desice;

b) In case of legal entity:

b.a) Full name;

b.b) Identification number of the tax payer;
c)Organizational formation (arrangement) providedif the legislation not

representing a legal entity:

c.a) Full name;

c.b) Identification number of a tax payer (if such)

6. Documents necessary for identification procésd be:

a) If the physical person is a Georgian citizeneitizen identity card, or
citizen passport, or any other official documentiich contains the
relevant information and is equalized to them untlee Georgian
legislation; if the physical person is registeresdaasole trader — also the
document confirming its registration;

b)If the physical person is a foreign citizen — gt issued by th
competent authority of the relevant State or otbfficial document
containing relevant data, equalized to the passpodording to the
Georgian legislation, which includes data necessfoly person’s
identification.

c¢) In case of resident legal entity (or organizasioformation which doe
not represent a legal entity) — respective acetarohined by the Georgign
legislation on establishing the entity, or exceffim the respectivg
registry and document confirming authority for egentation of an entity;

d)in case of non-resident legal entity - foundatiand registration
documents issued by the competent authorities r@ign countries an
document proving authority for representation othsientity shall be
presented.

7. Agency shall undertake reasonable measureséstais and verify identity o

beneficial owners of persons having business ogialiip with the Agency”. F
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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)

D

After the adoption of amendments to the AML Lawemity submitted to the
Parliament of Georgia for approval, the databasehe Civil Registry Agency
will become accessible on-line to all monitoringtites, including DNFBPs
Consequently, monitoring entities will be authodze use these databases
obtain persons’ identification data.

to

Recommendation 10 (Record keeping)
I. Regarding Financial Institutions

Rating:Partially com

pliant

Recommendation o
the MONEYVAL
Report

fAML Law should require the maintenance of necessacgrds of all domestic

and international transactions and not exclusiviilgse transactions “subject t
monitoring”.

(@]

Measures reported 4
of 23 July 2008 tq
implement the
Recommendation @
the Report

Under Article 7 of the AML Law (as amended on 192088) monitoring entitie
are obliged to retain the information/documentsabrtransactions for the perio
of not less than 6 years. The provision was amentagto include all the type
transactions and not merely the transactions wduietfsubject to monitoring

J 7
=0V

Measures taken to
implement the
recommendations

since the adoption
of the first progress

By the FMS, the above-mentioned changes have emudiced in the relevant
regulations of all monitoring entities — financiahstitutions (microfinance
organizations, insurance companies and non-statsigge scheme founders,
entities performing money remittance services, engy exchange bureays,
securities' registrars, broker companies and creuidns).

report

Recommendation dfFinancial institutions should be permitted by law gulation to keep al
the  MONEYVAL | necessary records on transactions for longer thae years if requested to do 50
Report in specific cases by a competent authority upomp@rauthority.

Measures reported 4
of 23 July 2008 tq
implement the
Recommendation @
the Report

General provision for the maintenance of recordmnmding all transactions noWw
obliges monitoring entities in case of the requdiesn the respective supervisory
authority to keep transaction relation informatdwdumentation, as well as
records for the longer period than 6 years (ArtiGl@aragraph 3 of AML Law as
amended on 19.03.2008).

Measures taken to
implement the
recommendations

since the adoption
of the first progress

As it was already mentioned in the First Progrespdr, the amendment of
Article 7 of the AML Law has been introduced in thedevant regulations far
commercial banks as well as for all other monitgpemtities.

report

Recommendation df Financial institutions should be required to keeentification data for longef
the  MONEYVAL | than five years where requested by a competentogtythin specific cases o
Report proper authority.

=)

Measures reported &
of 23 July 2008 tq
implement the
Recommendation @
the Report

Paragraph 1 of Article 7 of AML Law (as amended1®&n03.2008) lays down th
obligation for monitoring entities to maintain thdentification data for longe
than six years if there is a request from the retbgesupervisory authority.

=

(Other) change

Memorandum of understanding between Law enforcensarhorities and
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since the las

evaluation

supervisory authorities is in process of prepamaticcording to that MoU, Lav
enforcement Authority will be able to request fromonitoring entities by mean
of Supervisory Authorities to keep identificatioatd and records on transacti
for longer than six years in specific cases.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Obligation set in Article 7 of the AML Law has beenroduced in the relevant

regulations for commercial banks as well as foo#ller monitoring entities.

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives)

Memorandums of Understanding has been signed bettteelaw enforcemen
agencies and the supervisory bodies. The memorandauthorize the lay
enforcement agencies, in specific cases, to request the monitoring entity
through the supervisory agency to retain identifocainformation (documentg
for longer than six years.

Recommendation 10 (Record keeping)
ll. Regarding DNFBP?

Recommendation o
the MONEYVAL
Report

f Record keeping requirements set out in Recommendafl should apply to reg
estate agents, lawyers and accountants in the twihs described in
Recommendation 12.

—

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation o
the Report

As mentioned above (Recommendation 10, para.lerutid new provision, a
monitoring entities are obliged to maintain theomfation/documents on 3
transactions, not only exclusively those transastisubject to monitoring” as i
was set out in previous versiofor the period of not less than 6 yedvtoreover,
monitoring entities are now obliged to keep rep@tdonger than six years bas
upon the request of appropriate supervising body.
Based on the amendments of 19.03.2008, the listmohitoring entities
(DNFBP’s) was expanded and it now covers:

a. Entities engaged in activities related to precimetals, precious stones a

products thereof, as well as antiquities;

b. Entities organizing lotteries and other commergehes (including casinos);

c. Notaries;

d. Entities engaged in extension of grants and chassjstance;

e. Entities which perform money remittance transacjon

f. Legal entity of public law — National Agency of tReblic Registry;

nd

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Obligation of the monitoring entities to retain omhation (documents o
transactions), set forth in the AML Law, has beptroduced in all respectiv
regulations for monitoring entities (DNFBPS).

D S

According to Article 8 of the newly adopt&kgulation on Receiving, Systemiz
and Processing the Information by the National Agyeof Public Registry — Leg
Entity of Public Law and Forwarding to the Finankislonitoring Service o
Georgia

- Agency shall be obligated to keep information (doents) presented for

Zje. part of Recomme

ndation 12.
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identification of a person for the period not lakan 6 years from the
moment of registration of the transaction (right)leass a longer term i
required by the supervisory authority (paragraph 1)
Information (documents) on transaction, includihgse presented for th
identification of an entity, shall be kept electicaily or / and in their origina
form, and where impracticable, a copy thereof shallretained (paragrap
2);
The information (documents) retained in the Agesbugll fully reflect the
implemented transaction and persons involved therdn addition,
information shall be recorded, systemized and fileda way, that whe
needed (timely submission to the supervision aitteeras well as necessi
to use as evidence in criminal cases) it can badoand retrieved in
shortest period of time (paragraph 4);

Documents (information) shall be retained in a waybe accessible t
persons authorized under internal regulation anfkcefe legislation
(paragraph 5).

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives)

Recommendation 13 (Suspicious transaction reporting
I. Regarding Financial Institutions

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

f The reporting requirement which should be in lawregulation should clearly
cover all predicate offences required under Reconttagon 13. The requireme
to report suspicious transactions should clearlyamtax matters.

Measures reported &
of 23 July 2008 ta

implement the
Recommendation o
the Report

Article 2 Subparagraph (a) of the AML Law was anmehth order to clearly cove
the tax matters within the suspicious transactigmorting requirement. The o
provision stated that illicit income excluded cussoand tax crimes. In July 200
the provision was amended and as a result illietoine definition reads &
following: illicit income — illicit or / and unjudfied property in ownership o
possession of a person.

Therefore, AML Law with respect to the suspiciouansaction reporting no
clearly covers all tax and customs issues as féneae is no explicit exclusion ¢
any tax or customs matter from the definition b€iil income or other provision g
the AML Law.

53 <

Measures taken to
implement the
recommendations

since the adoption
of the first progress

No additional changes or measures as to this reemmation. The AML Law
clearly covers all tax and customs issues witheelsip the suspicious transacti
reporting.

%

report
Recommendation df There should be a clear legal requirement to regonids suspected to be link
the  MONEYVAL | or related to financing of terrorism as required ¢yterion 13.2.

25
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Report

Measures reported 4
of 23 July 2008 tq
implement the
Recommendation @
the Report

Amended definition of the “suspicious transactioohtains provision concernin
funds suspected to be linked to the financing afotesm. Consequently
obligation to report “suspicious transaction” (elgi 5, paragraph 1 (b)) no
covers also funds suspected to be linked to tleméimg of terrorism.

Measures taken to
implement the
recommendations

since the adoption
of the first progress

Content of the above-mentioned definition has hgeserved.

report

Recommendation df The language of “grounded supposition” should bglaged with “reasonable
the  MONEYVAL | grounds to suspect”.

Report

Measures reported &
of 23 July 2008 ta

implement the
Recommendation @
the Report

Under the paragraph (h) of Article 2 of the AML Lé&as amended of 19.03.200
Suspicious transaction is defined:

“A transaction (regardless of its amount and opematype) supported with
reasonable grounds to suspect that it had beerdudmttor implemented for th
purpose of legalizing illicit income or financingrtorism (person participating
the transaction or the transaction amount causgscsoin, or other reasons ex
for considering transaction as suspicious), or g®yson involved in the
transaction is on the list of terrorists or perssngporting terrorism, or/and
likely to be connected with them, or/and funds imed in the transaction may &

related with or used for terrorism, terrorist acbg terrorists or persons financing

8)
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terrorism, or any involved person’s legal or redfigss or place of residence|is
located in a non-cooperative zone and the tramsactinount is transferred to pr
from such zone.”
The definition was modified to oblige financial fitstions to report a suspicious
transaction when they have reasonable grounds g$pesti and the previous
wording of the grounded supposition which requadsgher test for the reporting
of such transaction was removed.

Measures taken to| Georgia considers that taking into account therinfdion provided in 2008 the

implement the | recommendation is fulfilled (the amendments havebeen made).

recommendations

since the adoption

of the first progress

report

Recommendation of More guidance and outreach required to ensure #ibfinancial institutions are

the  MONEYVAL | reporting suspicious transactionsSector specific guidance on suspicigus

Report transactions needs to be provided and adequateappdopriate feedback needs
to be given to financial institutions required toake suspicious transactign
reports in line with the FATF Best Practice Guidelion Providing Feedback to
Reporting Financial Institutions and Other Persons.

Measures reported ¢ Draft Guidance for Commercial Banks prepared by (BESA, contains

of 23 July 2008 tg attachment with the list of examples of suspicitransactions to help banks to

implement the identify suspicious transactions.
Recommendation @
the Report

Measures taken to

The FMS issuethe Guidance for Commercial Banks on Essentialcattirs for
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implement the
recommendations
since the adoption
of the first progress
report

Detection of Suspicious or Unusual Transacti¢gent to commercial banks under
the letter #0101/27-2 of January 27, 2010).

According to paragraph 10 of Article 5 of the AMlaw of Georgia, for the¢
purposes of this Law, monitoring entities shalledlstine themselves the principles
for identifying transactions of persons having hesk relationship with them as
unusual.

In addition, according to paragrapha Article 3 of theRegulation on Receiving,
Systemizing and Processing the Information by Cauiale Banks and
Forwarding to the Financial Monitoring Service ofe@rgia (Decree #95 of the
Head of the FMS, July 28, 2004), for the purposkshe Law of Georgia on
Facilitating the Prevention of lllicit Income Ledgdtion, banks shall themselves
set principles for defining transactions of ensitigaving business relations with
them as unusual, according to requirements ofRleigulation and guidelines of
the Financial Monitoring Service of Georgia.

Therefore, banks have to set up principles forniedi a transaction of a pers
having business relations with them as unusualdbaseguidelines sent by th
FMS.

To date, it is ensured delivery of correspondirepfiacks to financial institution
on cases investigated after sending of STRs byFW& to law enforcemen
agencies.

bn
e

—

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives)

Recommendation 13 (Suspicious transaction reporting
ll. Regarding DNFBP®

Recommendation of More outreach and guidance to those DNFBP with réépg obligations is

the  MONEYVAL

Report

required to explain the reporting obligation

Measures reported ¢
of 23 July 2008 tq

In this area no changes have been made.

implement the

Recommendation @

the Report

Measures taken to| In January 2010, the Financial Monitoring ServideGeorgia jointly with the
implement the | Ministry of Justice of Georgia organised seminamsthe representatives of the
recommendations | National Agency of Public Registry related to tRegulation on Receiving,

since the adoption
of the first progress
report

Systemizing and Processing the Information by th&oNal Agency of Publi¢
Registry — Legal Entity of Public Law and Forwarglirnto the Financial
Monitoring Service of Georgia
Among the other topics, the seminars discussedéaherting obligation of the
Agency.

174

3ie. part of Recommendation 16.
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Recommendation o
the MONEYVAL
Report

fRequirements under Recommendation 13 should applseal estate agents

lawyers, accountants and trust and company serpiciders subject to th
gualifications in Recommendation 16.

Py

(1]

Measures reported ¢
of 23 July 2008 tq

Due to the fact that National Agency of the PulRiegistry only recently becam
the monitoring entity, new regulations are notigdbrce.

e

implement the

Recommendation @

the Report

Measures taken to| On February 16, 201the Regulation on Receiving, Systemizing and Psiug
implement the | the Information by the National Agency of PubligiRey — Legal Entity of Publi¢
recommendations | Law and Forwarding to the Financial Monitoring Ser@ of Georgiawas

since the adoption
of the first progress
report

approved under the Decree #2 of the Head of then€Eial Monitoring Service o
Georgia.

The Regulation set forth all requirements of th#LA Law, including the
definition of suspicious transaction.

Namely, according to paragraph "e” of Article_@f the above-mentione
Regulation, suspicious transaction is a transacfregardless its amount af
operation type) supported with a reasonable grotmdsispect that it had be
concluded or implemented for the purpose of legajiilicit income or financing
terrorism (person participating in the transactwrnhe transaction amount caus

U7y
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)
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suspicion, or other reasons exist for consideniagsaction as suspicious), or any

person involved in the transaction is on the Ifsteororists or persons supportir
terrorism, or / and is likely to be connected vittem, or / and funds involved

the transaction may be related with or used forotesm, terrorist act or b
terrorists or persons financing terrorism, or anyolved person’s legal or re
address or place of residence is located in a poparative zone and th
transaction amount is transferred to or from suaiez

According to Article 3 of the same Regulation, scisps transaction is a subje
to monitoring by the National Agency of Public Retgy.

Moreover, pursuant to the requirements of Articlefa3he same Regulation, tk
Agency must send respective information on suspgitransaction and it
participants to the Financial Monitoring ServiceGxorgia.

Similar obligations to submit report on transacsieubject to monitoring, set for
in the AML Law, have been introduced in all respextregulations for othe
monitoring entities (DNFBPSs).

g
n

y
al
e

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives)

Special Recommendation Il (Criminalisation of terraist financing)

Rating: Non complia

nt

Recommendation o
the MONEYVAL

f An autonomous offence of financing of terrorismusthdoe introduced whic
addresses all aspects of SR.1l and its Interpre¢atiote

Report
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Measures reported 3
of 23 July 2008 ta

implement the
Recommendation o
the Report

Terrorism financing as a crime was criminalized2inJuly 2006. According t
the amendments of March 19, 2008 to the CriminaleCaf Georgia, Article 33:
(financing of terrorism) has been updated. In paléir the word terrorist was
added to the body of the article. Nowadays thecheti33Z (1) stipulates a
follows:

Financing of Terrorismj.e. providing orcollecting funds or other property,
knowingly that it will fully or partially be usedras possibility to be used by the
terrorist or terrorist organization and/or for t@mmission of one of the offences
envisaged by Articles 227227, 231, 323-330, 33dof the given Code,
notwithstanding whether the any offence envisagethbse articles are already
committed.

According to Article 331 of the CCG the provision or collection of funds #o
terrorist organization is punishable notwithstagdimhether it is provided for
legitimate activities or not.

Pursuant to the amendments of March 19, 2008 thection and provision o
funds with the unlawful intention that they shoble used in full or in part by an
individual terrorist for any purpose is punishable.
As all types of activities which amount to terrorisnancing are specifically
prescribed by the Criminal Code of Georgia and cfetil94 has all crime
approach, therefore, terrorism financing represamsedicate offence for Articl
194 of the Code.

The capability of granting MLA and extraditions figrrorism financing has been
enhanced in terms of dual criminality requiremeimces the introduction of
terrorism financing as a separate crime to the @@ its entire criminalizatio
after the amendments of march 19, 2008.

As to the responsibility of legal persons, sincegést 2006, CCG entail
provisions on criminal responsibility of legal pens for terrorism financing an
other terrorist-related crimes.

Thus, current criminalization of terrorism finangirfully corresponds to a
aspects of SR Il and its Interpretative Note.

(O]

[eXNN7)) -

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

No additional changes or measures as to this reemdation.

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives)

Special Recommendation IV (Suspicious transactioreporting)

I. Regarding Financial Institutions

Rating: Partially compliant

Recommendation df A clear requirement in law or regulation for findatinstitutions to report wherg
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.

the MONEYVAL | they suspect or have reasonable grounds to sugpett funds of legal an

Report physical persons (whether licit or illicit) are ked or related to, or to be used for
terrorism, terrorist acts or by terrorist organisahs or those who finance
terrorism should be provided for.

Measures reporte| Suspicious transaction is defined under paragrapbf(Article 2 of AML Law (as

as of 23 July 200§ amended on 19.03.2008) Suspicious transactiorfiisedieas:

to implement thg “A transaction (regardless its amount and operatigme) supported with

Recommendation g reasonable grounds to suspect that it had beerdudattor implemented for the

the Report purpose of legalizing illicit income or financingrtorism (person participating

the transaction or the transaction amount causgscson, or other reasons ex

for considering transaction as suspicious), or@argon involved in the transaction

is on the list of terrorists or persons supportiagorism, or/and is likely to b
connected with them, or/and funds involved in tfamsaction may be related wi
or used for terrorism, terrorist act or by terrtsrisr persons financing terrorisior
any involved person'’s legal or real address orepteEfaesidence is located in a ng
cooperative zone and the transaction amount isfeeed to or from such zone.”
Amended definition of “suspicious transaction” @int provision concernin
funds suspected to be linked to financing of tésror Consequently, obligation

report “suspicious transaction” (article 5, parggrd (b)) now covers also funds

suspected to be linked to financing of terrorism. Moreover, the Decree fa
Commercial Banks further specifies that these funight be either legal or illegz
(paragraph 2 of article 3 of the FMS Decree for gmrtial Banks as amended
June 2008).

th

n-
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Measures taken to
implement the
recommendations

since the adoption
of the first
progress report

Definition of suspicious transaction (paragraph ¢h)Article 2 of AML Law as
amended on 19.03.2008), mentioned in the FirstrBssgReport of Georgia ar
obligation of monitoring entities to submit repam such transactions has be
introduced in all respective regulations for moriitg entities, approved by th
Head of the FMS.

No additional changes as to this recommendation.

nd
en

(other) changes
since the first
progress report
(e.g. draft laws,
draft regulations
or draft “other
enforceable
means” and other
relevant
initiatives)

Special Recommendation IV (Suspicious transactioreporting)

Il. Regarding DNFBP

(other) changes
since the first
progress report
(e.g. draft laws,
draft regulations
or draft “other
enforceable

The Regulation on Receiving, Systemizing and Psowpshe Information by th
National Agency of Public Registry — Legal EntityPaiblic Law and Forwarding t(
the Financial Monitoring Service of Georgjapproved on February 16, 2010 un
Decree #2 of the Head of the FMS) includes thend&fin of suspicious transactig
(paragraph “e” of Article 2) similar to the prowsi of the AML Law of Georgia.

According to paragraph 2 of Article 3 of the Regigla, any transaction (regardle
its amount) shall be subject to monitoring, if #hés a supposition that any party

D
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means” and | the transaction is related or is likely to be mdbawith the terrorists or persons
other relevant | supporting terrorism (see answer on Recommendagpn
initiatives) According to paragraph 1 and 2 of Article 9 of t@me Regulation, the Agency
shall ensure provision of the Service with inforimatin an electronic format.
The Service shall be provided with the followingeayof information:

a) ldentification details of transaction particiggiftheir representatives, proxies,
as well as the third person in whose favor tramsads concluded) provided fg
in Article 6 of this Regulation;

b) Type of transaction;

¢) Content of transaction (including information date and place of registration
of the right originated on the basis of transactioegistration number g
application, data on area, as well as transactioouat and currency);

d) Information pertaining to the suspicious tramissc which became the ground
for considering transaction as suspicious.

According to paragraph 3 and 4 of the same Artitle,following timeframes sh
be set for submission of information to the Service

a) If the amount of transaction or group of tratisas exceeds GEL 30,000 or |ts
equivalent in other currency, the information sHadl submitted within fiv
working days from the moment of registration ofnsaction (right) in th
Agency;

b) If the transaction or identification detailsais®# considered as suspicious, the
information shall be submitted within not laterhtaree working days from the
moment supposition on suspiciousness arose.

¢) If a transaction represents the transactionigeavfor in Paragraph 3, Article |3
of this Regulation — within not later than 3 worlidays from the moment of
registration transaction (right) in the Agency;

d) If any person involved in a transaction is imgd in the list of terrorists gr
persons supporting terrorism or/and is likely to fde¢ated to terrorists ar
terrorism-supporting persons, the report shall bemstted on the day th
information is received. In the latter case, in idd to the respectiv
information, all relevant materials and documentgilable to the Agency shal
be forwarded to the Service.

In the event of revealing suspicious transactichsubmitting related reporting form
to the Service, the Agency shall be obligated tougospecial attention on other
activities implemented by the transaction partinipan the Agency.
Similar obligations to submit report on transacsi@abject to monitoring, set forth |n
the AML Law, have been introduced in all respectiragulations for other
monitoring entities - DNFBPs.

=

=>
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3.

Other Recommendations

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

report.

Recommendation 2 (Criminalisation of Money Laundenng)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

f Georgian authorities should provide for criminalyit or administrative liability
for money laundering in respect of legal entities.

Measures reported 3
of 23 July 2008 ta

By the amendments of July 25, 2006, the new chagstablishing the crimina
liability of legal entities for the commission dfe designated categories of crim
among them money laundering, has been introducttGCG.

To this end, Article 194 of the CCG was furtheremaled on July 25, 200
According to the above-mentioned amendment the desiom of money
laundering by a legal person is punishable withitigtion, fine or the deprivatio
of the right to pursue an occupation.

Also, according to Article 16¥ and Article 107, added to the CCG by tH
amendments of July 25, 2006, the confiscation ef pnoperty shall be useg
against the legal entity as a sentence and thdscatibn procedure should |
performed in compliance with the provisions of ceti 52 (Confiscation o
property) of the CCG.

Since July 2007, the civil procedures of confismatapplicable to natural perso
under the Civil Procedural Code of Georgia havenbegtended to the leg
entities as well. (See civil procedures of configgaon page 10.)

implement the
Recommendation @
the Report
(Other) change
since the las
evaluation

According to the amendments of March 19, 2008 ¢oGhiminal Code of Georgi
the scope of Article 137 which determines the list of crimes for which 1

criminal liability of legal persons is establishedas further expanded and

currently it envisages the criminal liability ofgal persons for the commission
crime provided for by article 194f the CCG (purchase, possession, usé
realization of laundered proceeds) as well.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

No additional changes or measures as to this reemuation.

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives)

1
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Recommendation 6 (Politically exposed persons)

Rating: Non complia

nt

Recommendation o
the MONEYVAL
Report

fThe Georgian AML/CFT system should introduce esfainle measure
concerning the establishment of business relatipgsivith politically expose
persons (PEPS).

[2)

Measures reported ¢
of 23 July 2008 tq

In this area no legislative changes has been made.

implement the

Recommendation o

the Report

Measures taken to| Draft amendment to the AML Law submitted to the lidarent of Georgia i
implement the | aimed at implementation of the Recommendation 6.

recommendations | Consequently, according to this amendment, theniiefi of Politically Exposed

since the adoption
of the first progress
report

Persons (PEPs), his/her family members and a penseing close busineg
relationship with the Politically Exposed Perso& /) will be the following:
“v) Politically Exposed Persons (PEPs) - foreighiizens, who have bee
entrusted with prominent public functions in a egfve country and / or carr
out significant public and political activities. & are: Heads of State or
government, members of government, their deput®sior officials of
government institutions, members of parliament, ners of the supreme cour
and constitutional court, high ranking military icféls, members of the centr:
(national) bank’s council, ambassadors, senior wikexs of state owneg
corporations, political party (union) officials amiembers of executive body ¢
the political party (union), other prominent pdaliéins, their family members a
well as persons having close business relationk thiem; a person shall b
considered as a politically exposed during a ye#owing his/her resignation
from the foregoing positions.
w) Family member — spouse of a person, his/her nigresiblings, childrer
(including step — children) and their spouses.
x) Person having close business relationship witghRolitically Exposed persg
(PEP) — natural person who owns or/and controlsaaesor voting stock of thé
legal entity, in which a share or voting stock igned or /and controlled by th
Politically Exposed Person (PEP); also, a persavingaother type of closg
business relationship with the Politically Expo&stson (PEP).”
According to the draft law the following Article' &ill be also added to the AM
Law of Georgia:
“Article 6. Obligations of Monitoring Entities with respect Politically Exposed
Persons (PEPS)
1. Monitoring entity shall identify whether the pen having a business relatio
with the entity and his/her beneficial owner belontp the category o
Politically Exposed Persons (PEPS).

D
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2. If a person having the business relationshijp tie monitoring entity or/and it
beneficial owner represents a Politically Exposedsén (PEP), in addition
the steps stipulated under this Law, the monitorerdity shall take th
following actions:

o w

a)Obtain permission from the management to estaltlissiness relationship

with such person;
b)Take reasonable measures to ascertain the arfiginds of such person
well as the identity of the beneficiary of the amat

c)Perform permanent monitoring over its businedatioms with such

33



person.

3. If the person (its beneficial owner) becomestieally Exposed Person (PE
after establishing business relations with the tooimg entity, the latter sh
undertake measures provided for in Paragraph JisfArticle against suc
person upon availability of the aforementioned iinfation.”

Concerning the measures for implementation of Reeendation 6, it ig

important to note, that undéhe Resolutior#337-11 the Parliament of Georg

ratified theUN 2003 Convention on Corruption October 10, 2008

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives)

Recommendation 7 (Correspondent banking)

!

— —

Rating: Non complia

nt

Recommendation o
the MONEYVAL
Report

fln relation to cross-border correspondent bankingdaservices, financia
institutions should not only conduct CDD as reqditsnder Recommendation
but also obtain further information on:

the reputation of the respondent counterparts framblicly available
information;

AML/CFT controls, assessing and ascertaining tadiequacy;

document the respective AML/CFT responsibilitiesaath institution;

obtain guarantees that counterpart organisationglgpthe normal CDD
measures to all customers that have client accesthé accounts of th
correspondent institutions and that it is able tmyde relevant customse
identification data on request.

= D

Measures reported &
of 23 July 2008 ta

implement the
Recommendation o
the Report

Article 6, paragraph 6 of FMS decree for banksg@&nded on June 2008) s

out the provision concerning cross-border corredpoh banking relationship.
This provision stipulates that “In the course oftablishing international

correspondent relations, Banks shall obtain infeiznafrom public sources o
reputation of the respondent Bank and the degretheofsupervision impose
thereon, as well as ascertain whether the Bankesepts monitoring entity in th
light of fighting money laundering and terrorisnmdncing. Banks shall reque
from the respondent banks information on exercigitgrnal control by the latte
with respect to fighting money laundering and teésma financing and asse
quality of such control.”

ets

n
d
e

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Georgia considers that taking into account thermédion provided in 2008 th
recommendation is fulfilled.

(other) changes
since the first
progress report
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(e.g. draft laws,
draft regulations or
draft “other

enforceable means”
and other relevant

initiatives)

Recommendation 8 (New technologies and non facefece business)

Rating: Non complia

nt

Recommendation o
the MONEYVAL
Report

fEnforceable measures need taking to require firenostitutions to have in plac
or take measures to prevent the misuse of techicaloglevelopments i
AML/CFT schemes and to address the specific riskea@ated with non-face t
face business relationships or transactions.

Measures reported 3
of 23 July 2008 ta

implement the
Recommendation o
the Report

Taking into consideration the fact that in Geongim-face to face business is y
developing, there is no need for sophisticatedsrolenon-face to face busing
relationships. Furthermore, in order to open actaumany bank of Georgia, it i
necessary to have face to face relationship wittk b&his means that for opening
a bank account, any legal or natural person shioeltllly identified and only i
this case it will be possible to open an accounttii@ other hand, in order to deal
with risks concerning non-face to face businesatimiships after opening an
account, following provision will be added to FM®dee for the Banks:

“Banks should pay emphasized attention to riskem@lly inherent in new o
developing technologies that do not require a peiis@ontact and take all
necessary actions to prevent the use of such mobmiin money laundering
systems.

It is important that Banks should have adequatéciesl and procedures for
managing potential specific risks related to bussnelations and transactions that
do not require a personal contact.”

The draft Guidance for the Banks already coversvabmentioned provisio
(article 5).

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Following obligation has been added to Begulation on Receiving, Systemizjng
and Processing the Information by Commercial Baakd Forwarding to th

Financial Monitoring Service of Georgiapproved under the Decree #95
(28.07.04) of the Head of the FMS of Georgia:
“Commercial Banks should pay special attentionrtg money laundering threats

a)

ks
n

ips

that may arise from new technologies that mightofagnonymity, and tak
measures, to prevent their use in money laundexthgmes. Commercial Ban
should have policies and procedures in place ssdbnsidered under legislatiq
to address any specific risks associated with aoa fo face business relationsh
or transactions.” (paragraph 2iticle 6).

(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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Recommendation 11 (Unusual transactions)

Rating: Non compliant

Recommendation o
the MONEYVAL
Report

f Financial institutions should be obliged to payeation to and to analyse al

complex, unusual large transactions or unusualgrat of transactions that haye
no apparent or visible economic or lawful purpose.

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation @
the Report

According to the amendments (as of 19.03.2008h¢cAML Law, the definition

According to the definition, unusual transactioms all complex, unusual large

of “suspicious transaction” was modified and thewnéerm - “Unusual
transaction” (Article 2, Subparagraph™hwas introduced under AML Law.

transactions, also types of transactions, whichndb have apparent or visible
economic (commercial) content or lack lawful pug@nd are inconsistent with
the ordinary business activity of the person ineditherein;”

In addition, for the purposes of the AML Law, mamihg entities are obliged r
determine for themselves the principles for idemmi transactions of persons
having business relationship with them as unuggaticle 5, paragraph 10).
Amended FMS Decrees contains requirement for mongaentities to set out th
rules for the determination of transactions as ualigansaction in their Interna
regulation procedures in line with FMS requirements

= @D

Measures taken to
implement the
recommendations

since the adoption
of the first progress

To date, according to the relevant normative aétthe FMS, all monitoring
entities are obliged to pay special attention tosural transactions, to ascertain the
purpose of such transactions within the scope eir thapability and to keep
obtained results in written form.

report

Recommendation of Financial institutions should proactively analysdél aomplex, unusual larg
the  MONEYVAL | transactions or unusual patterns of transactionst thave no apparent or visible
Report economic or lawful purpose beyond those transastitsubject to monitoring”

117

under the AML Law.

Measures reported 3
of 23 July 2008 tq
implement the
Recommendation @
the Report

Article 5, paragraph 9 of the AML Law (as amended1®.03.2008) obliges a
monitoring entities to pay special attention to suml transactions which do not
have apparent or visibleconomic (commercial) content or lack lawful pumas
and in addition, to ascertain purpose of the tatign within the scope of thejr
capability.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The requirement of paragraph 9, Article 5 of the [AMaw of Georgia has begn
introduced in relevant regulations of monitoringits (including financial a

well as non-financial institutions - microfinancerganizations, insurange
companies and non-state pension scheme founddiSesmperforming mone

remittance services, currency exchange bureausyrises registrars, broker
companies, credit unions, notaries, the Nationabmdy of Public Registry,
casinos, entities organizing lotteries and othemroercial games, customs
authorities).

Recommendation o
the MONEYVAL
Report

f There should be a specific requirement in the AM\W lor in FMS Decrees, to set

forth the findings of financial institutions on cplex, large and unusual patterns
of transactions, that have no apparent or visibberemic or lawful purpose, in
writing and to keep these findings available foteatst 5 years.

Measures reported ¢
of 23 July 2008 tq
implement the

Recommendation o

=)

As mentioned above Article 5, paragraph 9 of thelAMaw (as amended o
19.03.2008) obliges all monitoring entities to pspyecial attention to unusugl
transactions which do not have economic (commirciantent or lack lawfu
purpose, and in addition, to ascertain purposéefttansaction within the scope
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the Report

of their capability and register obtained resuitsvriting.

Article 7, paragraph 3 of the AML Law (as amendedl8.03.2008) stipulates th
monitoring entities should keep written records hwiespect to the unusu
transactions and transactions which are performexigh the high-risk countrig
or by a person registered and operating in suchtdes (defined under the La
as Non-cooperative, Watch Zone, suspicious Zona) kave no apparent
visible economic or lawful purpose.

Monitoring entities are also required to keep thesmrds for at least 6 years frg
the date of transaction.

Respective Supervisory Authority is also authoritedequire from monitoring
entities to retain the information for a longeripdrthan six years.

at
al
S
W
DI

m

)

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Due to the amendments to the AML Law (19.03.2008 bbligation of
monitoring entities (microfinance organizationssurance companies and ng
state pension scheme founders, entities performingey remittance service
currency exchange bureaus, securities' registremker companies, credit unior
notaries, the National Agency of Public Registrgsinos, entities organizin
lotteries and other commercial games; customs &tid®) to retain/record th
information related to unusual transaction wasothtced in their respectiv
regulations.

According to the AML Law and above-mentioned regjalss, at present a
monitoring entities have to keep those recordsafdeast 6 years from the date
transaction.

of

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives)

The FMS issued th&uidance for Commercial Banks on Essential Indisafor
Detection of Suspicious or Unusual Transacti¢gent to commercial banks und
the letter #0101/27-2, on January 27, 2010).

According to paragraph®®f Article 3 of the Regulation on Commercial Bar]
(approved under the Decree #95 of July 28, 2004aamehded on June 13, 200
commercial banks shall themselves set principlesdffining transactions g
entities having business relations with them asual

er

ks
8)

Recommendation 14 (Protection and no tipping-off)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

fSafe harbour provisions should cover temporary e & permanent staff.

Measures reported 3
of 23 July 2008 ta

implement the
Recommendation @
the Report

Under the amended AML Law the FMS, supervisory bsdmonitoring entities

their management and employees are not “to beliable” for failure to observe
confidentiality of information considered under armative act, or under gn

agreement, as well as for protection or referrakwéh information except fc
commitment of the crime considered under the Crain@ode of Georgia.

Under paragraph 4 of Article 12, exemption fronbilidy does not refer to an
specific exclusion neither with respect to the l@iviminal liability or to the
permanent or temporary staff.

L

=

The provision in its pertinent part provides thelagion of liability in case of
commitment of the crime considered under the Crin@ode of Georgia. Usin

the general term “is not to be held liable” in fm@vision, refers to all forms of
liability under Georgian legislation meaning thiatovers both civil and criminal

liability.
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Provision states that the exemption from the ligbitoncerns management a
employees. Non- reference whether the staff is peemt or temporarily onl
broadens the scope of “employees” under the pravigihich clearly covers an
person who is legally employed either at FMS, nwimg entity or in supervisor
authority regardless whether it is a temporaryesnmnent staff.

Measures taken to
implement the
recommendations

since the adoption
of the first progress

Georgia considers that taking into account the rinfdion provided in the

previous Progress Report the recommendation ilddlf

D

report

Recommendation ofthe protection in Article 12 (3) AML Law shouldadly apply to criminal as wel
the  MONEYVAL | 55 civil liability.

Report

Measures reported 3
of 23 July 2008 ta

Amended Article 12 (4) of the AML Law, uses the gai term “is not to be hel
liable”, the term refers to all forms of liabilitynder Georgian legislation meani

o

implement the that it covers both civil and criminal liability.

Recommendation @

the Report

Measures taken to| Georgia considers that taking into account thermédion provided in 2008 th
implement the | recommendation is fulfilled.

recommendations

since the adoption
of the first progress

report

Recommendation ofa clear provision of general application coverinigging off by employees
the  MONEYVAL | financial institutions (as well as the financialstitutions themselves) should
Report provided.

Df
be

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation o
the Report

“Tipping off” is prohibited under paragraph 1 oftiste 12 of the AML Law (as
amended on 19.03.2008) which states that FMS, orimy entities anc
supervisory authorities, their management and eyepl® are not authorized

inform parties of the transaction or other persdhat the information on

transaction has been forwarded to the respectith®gty in conformance with th
obligations defined under the Law.

The provision was modified and paragraph 2 was édalérticle 12 which state
that noncompliance with the requirements stategaragraph 1 of the Atrticl
entails responsibility under the Georgian legiskati

Under the amended Georgian Criminal Code, Artiod®'2was added whicl
provides a new offense and namely violating theesscof a transaction subject
monitoring.

In its relevant part the provision provides tha¢ tepreading of the fact th
transaction subject to monitoring was referredhe EMS by management a
employees of FMS and monitoring entities is sametid by fine or by releas
from work for up to 3 years.

The same action that entailed a serious harm igisaed by imprisonment up to

2 years or release from the work or prohibitioracfivity for the period not mor
than 3 years.

to
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Measures taken to

Georgia considers that taking into account thermédion provided in 2008 th

implement the

recommendation is fulfilled.
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recommendations
since the adoption
of the first progress
report

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives)

Recommendation 15 (Internal controls, compliancerad audit)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

fA clear provision should be made for compliancécef§ to be designated
management level.

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation @
the Report

The amended FMS decree for Banks and Draft amendner-MS decree fo
Insurance Companies set out requirement for respefihancial institutions ta
designate compliance officers at management level.
Amended Paragraph 1 of Article 5 of the FMS dedoeebanks is formulated &
follows:

“For the purpose of conducting monitoring procdhls, Bank shall designate an

employee (or special structural unit) in chargenadnitoring on the basis (¢
appropriately legalized resolution. Position of tleenployee in charge ¢
monitoring (head of structural unit) shall corres@do the senior hierarchy ley
in the Bank’s organizational chart (position of teenployee in charge d
monitoring may differ among banks based on the Isasike).”

S

f
f
el

—n

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

For conducting the monitoring process, all regoladiapproved by the FMS, se

the obligation of monitoring entities to designae@ employee (or speci
structural unit) in charge of monitoring based pprapriately legalized resolutio
and, at the same time, position of the employegharge of monitoring (head
structural unit) shall correspond to the seniordrighy level in the organization
chart of monitoring entity.

In case of currency exchange bureaus, the owngreagurrency exchange bure
is obliged to designate an employee in charge dfitming on the basis of a
appropriately legalized resolution and assign han/to fulfill the respective
functions (if the owner is a physical person, hey mparform functions himself]
(paragraph ,,b” Article 5).

Recommendation o
the MONEYVAL
Report

fFinancial institutions should be generally requiredimplement and maintain 3
adequately resourced and independent audit function

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation @
the Report

Under the financial sector changes that took placgear 2007-2008, Georgizg

Financial Supervisory Agency was created as a sigoey body for the whole

financial sector including commercial banks, nombalepositary institutions
credit unions, microfinance organizations, insueamompanies, and securiti
market.

The independent audit assessment is only obligatorycommercial banks

3¢



microfinance organizations and non-bank depositastitutions - credit unions &
this present moment, however, Georgian Financipe8isory Agency intends t
address this matter and ensure that other finamsttutions also have the sar
obligation.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Besides the measures reported in the First Progegsasrt, according to paragra
3 of Article 14 of theLaw of Georgia on Insurandeom May 2, 1997 (as it wa

external audit to the NBG.

According to the relevanRegulation on Reporting and Periodic Financ
Accounting from Brokerage Compariyrokerage company is obliged to prep
and submit the annual financial statement and thdit aeport to the Nationg
Bank of Georgia. The same obligation is definedenritdeRule on Reporting an
Defining the Forms by the Securities’ Registraccording to which the Securi
Registrar has to prepare the financial statementasf year confirmed by th
independent audit and to submit to the NationalkB#rGeorgia.

amended on September 24, 2009) an insurance conf@yo submit annual

al

are
[
d
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Recommendation o
the MONEYVAL
Report

f Ongoing training for employees on current ML/FThigicues, methods and tren
is needed

ds

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation o
the Report

The amended FMS decree for Banks and Draft amendrt@the FMS decree fg
Insurance Companies set out requirement for respefihancial institutions ta
establish ongoing training for employees on curidafFT techniques, method
and trends.
The amended Subparagraph (c), Paragraph 4 of &giof FMS decree for Bank
is formulated as follows:

“c) Provide consultations to other employees ofBla@k with respect to issues
preventing illicit income legalization and terraridinancing and organize spec
training programs. Training process shall be omgoin order to ensur
acquaintance of employees with changes introducedséorgian legislation
normative acts, and Bank’s internal instructionsvadl as with new technique
methods and trends of money laundering and temdiiizancing.”

=

of

Measures taken to
implement the
recommendations

since the adoption
of the first progress

insurance companies and non-state pension schamdeis, entities performin
money remittance services, currency exchange bsiresecurities' registrar
broker companies, and credit unions - also incleetgiirements similar to th
provisions of the Regulation for Commercial Banks.

Regulations of the following monitoring entitiesmicrofinance organizations

report

Recommendation offinancial institutions should establish screeningogedures to ensure hig
the  MONEYVAL | standards when hiring employees.

Report

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation @
the Report

The amended Paragraph 6 of Article 4 of FMS defoe®anks is formulated a
follows:

employees’ qualifications and reputation), proceduset under the intern
instructions and rules shall at maximum extentlifaté prevention of feasibl
involvement of the Bank’s employees in financingil income legalization an
terrorism financing.”

“6. Policy for selection of the Bank’s staff (indimg investigation of the

(7]

Measures taken to
implement the
recommendations

insurance companies and non-state pension schamdeis, entities performin
money remittance services, currency exchange bsiresecurities' registrar

since the adoption

broker companies, and credit unions - also incleatgiirements similar to th

Regulations of the following monitoring entitiesmicrofinance organizations

® Y Q
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of the first progress
report

provisions of the Regulation for Commercial Banks.

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives)

Recommendation 16 (DNFBP — R.13-15 & 21)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

fRequirements under Recommendation 13 to 15 antdid@ildsapply to real estat

agents, lawyers, accountants and trust and comsanyice providers subject to

the qualifications in Recommendation 16.

e

Measures reported § Due to the fact that National Agency of the PuBiegistry only recently became
of 23 July 2008 td the monitoring entity, new regulations are notigeforce.
implement the
Recommendation @
the Report
Measures taken to| The Regulation on Receiving, Systemizing and Psougshe Information by the
implement the | National Agency of Public Registry — Legal EntifyPaiblic Law and Forwarding
recommendations | to the Financial Monitoring Service of Georgiwas approved on February 16,
since the adoption| 2010 under Decree #2 of the Head of the Finandiahitoring Service of
of the first progress| Georgia. The National Agency of Public Registryitegal entity of Public Law,
report registering all agreements concerning the reatesatzuisition.
The Regulation is in conformity with all the recgrments of the AML Law
including the obligation of identification of a g®n having a business relationshi
with the Agency.
Article 3 of the Regulation defines also transactions (ojmers)} subject td
monitoring. Namely, subject to monitoring shall be:

- Transaction if the amount of the concluded tratisacexceeds 30 00D
GEL;

- Suspicious transaction;

- Transaction (regardless its amount) if there isugpssition that a persgn
involved in the transaction is or may be relatethwiersons supporting
terrorism;

- Transaction, regardless its amount, concluded @mphted) by the persan
registered in watch or suspicious zone.

Article 4 sets obligations of the Agency with respect tolengentation of interna|
control.

Article 5 requires from the Agency to designate an empldgeeemployees) in
charge of monitoring.

Article 8requires from the Agency to keep information (doeuis) presented far
identification of a person and all other recordd documents for the period npt

less than 6 years.

Article 9 establishes an obligation of the Agency to presafdrmation on
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transactions subject to monitoring to the FMS.
According to paragraph 6, Article 9:

“The Agency shall strictly observe confidentiality information related to forn
completion and submission to the Service. In cdssuspicion regarding th
transaction or parties thereof, and in the evembafipletion of the reporting forr
and submission to the Service, the informationdgbershall not be provided
persons involved in the relevant transaction, tregresentatives and proxies g
any other persons.”
As it was mentioned in the First Progress Reportick 202 of the Georgiar
Criminal Code provides violation secrecy of a tei®n subject to monitoring as
an offence. According to this article the spreadifighe fact that the transaction
subject to monitoring was referred to the FMS byhagement and employees |of
the FMS and monitoring entities is sanctioned by for by release from work for
up to 3 years.
The same action that entailed a serious harm igisaed by imprisonment up to
2 years or release from the work or prohibitioracfivity for the period not mor
than 3 years.

This article covers also the staff of the Natiogency of Public Registry.

S o0 =2 O~

d

(1]

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives)

Recommendation 17 (Sanctions)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

fAdministrative sanctions system should clearly rektdo CFT. A clearly

harmonised approach to sanctioning across all sugery authorities needs to I
developed.

e

Measures reported 4
of 23 July 2008 tq
implement the
Recommendation @
the Report

Taking into consideration that fact that supervisiauthority for Financia
institutions will now form a one unity, coordinatiof the sanction scheme will
take place. There is also a first draft sanctidreste, which is designated for all
financial sector representatives. The Draft schememerates which activities
shall be subject to sanctions by the supervisodybo

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Sanctions are imposed for the violation of the AMaw.and respective normati
acts. Sanctions for insurance company, microfinamrcgnizations and entities
performing money remittance services, foundersani-state pension scheme and
participants of securities’ market have been estabdl under the act of the
President of the National Bank of Georgia.

Sanctions for commercial banks are determined ubDéeree of the President pf
the National Bank of Georgia of December 25, 20292#01on Approving th
Regulation on Determination and Imposing PecunidPgnalties agains
Commercial Banks.

Sanctions for currency exchange bureaus are s#t fonder Decree of th
President of the National Bank of Georgia of DecemB1, 2007, #344 o

e
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Approving the Rule on Registration and RegulatibBx@zhange Bureaus
Sanctions for microfinance organizations and mormyitters are determingd
under Decree of the President of the National Bainiseorgia ofFebruary 22
2010, #22/01on Approving the Regulation on Defining, Imposimgl &£ ollecting
Pecuniary Penalties against Microfinance Organiaai and Money Remitters
Sanctions for insurance companies are determinddrubDecree of the President
of the National Bank of Georgia of February 22, @0#23/01on Approving
Regulation on Defining, Imposing and Collecting &dary Penalties against
Insurer.
Sanctions for founders of non-state pension scheammealetermined under Decree
of the President of the National Bank of Georgidelbruary 22, 2010, #19/0dn
Approving Regulation on Defining, Imposing and €cling Pecuniary Penaltie
against Founder of Non-State Pension Scheme, Aglsgtagement Company and
Specialized Depositary
Sanctions for securities registrars and brokeragepanies are determined under
Decreeof the President of the National Bank of GeorgiaFebruary 22, 2010,
#18/01on Approving Regulation on Defining, Imposing arall€tting Pecuniary
Penalties against Securities Registrars and Broger&ompanies for Violations
of the Requirements of the Law of Georgia on Ratifig the Prevention of lllici
Income Legalization.

All the above-mentioned normative acts determineupiry penalties fof
violation of the requirements defined under the AMAw by monitoring entities.
This includes the obligation on reporting abounsgeaction above threshold, as
well as on suspicious transactions.
Sanctions for notaries are defined untter Regulation on Disciplinary Liability
of Notaries(approved on September 15, 2003 under Decree #if0d® Minister
of Justice of Georgia, as amended in February @520

The above-mentioned Regulation determines notifinabr written warning as
sanctions for the notary who does not duly meetrémgirements of the AML
Law of Georgia (Articles 4, 6, 7 and 8).
If the notary fails repeatedly to comply with treuirements of the AML Law of
Georgia or any applicable normative acts issuethby=MS the sanction will be
the dismissal of the notary from the office (paegdr m, Article 6).
For the violation of provisions of the AML Law bihe entities organizing
lotteries and other commercial games, sanctionsletermined under the Article
37 of the Law of Georgia on Entities Organizing Lottersasl Other Commercial
Games Sanctions are imposed by the Revenue Servideedftinistry of Finance
of Georgia.

According to the above-mentioned law, for the Igiag of casinos and entitigs
organizing other commercial games it is obligatmre registered in the FMS. In
case of violation of such an obligation by an ofganof commercial games, the
Revenue Service imposes pecuniary penalties.

[72)

Recommendation dfthe sanctions regime should be much more effedisgyasive and proportionat
the MONEYVAL

Report

1)

Measures reported § Please see above.
of 23 July 2008 ta

implement the
Recommendation o
the Report
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Measures taken to| Paragraph 3 of Article 30 of theaw of Georgia on Activities of Commercial
implement the | Banks, stipulates pecuniary as well as other kind atsans for the violation o
recommendations | the requirements of the AML Law of Georgia

since the adoption| Namely, if the bank or its administrator or conlirg person has violate
of the first progress | requirement of the AML Law of Georgia the NatioBaink shall have the right
report apply the following sanctions consecutively, or fwamsecutively based on the
seriousness of the violation and any actual orriaterisk it poses to the assets|of
the bank:

a)Send a written warning to the commercial bank;

b)Undertake special measures or issue instructioimdénce) requesting that
commercial bank ceases and does not permit in tharef the specifi
violation and takes required measures for its eltion within a timeframe
set by the National Bank;

c)lmpose pecuniary penalties in the amount not ediog bank’s own fundg
and according to the procedure set by the NatiBaak;

d)Make the commercial bank pay the pecuniary pgnaltthe amount and
according to the procedure set by the National Binthe administrator’s
actions inflicted financial loss to the bank omaled violation of regulation
and requirements set by the NBG for banking aatis;t

e) Suspend authority of an administrator to sigml aequest from the
Supervisory Board of the commercial bank his /therporary resignation ¢
discharge from the position;

f) Request from the Supervisory Board and Dired¢éocanvening of the special
general meeting of shareholders to review violaiand take measures for
their elimination;

g) Suspend or limit assets growth, allocation affipr payment of dividends
and bonuses, increasing salaries and attractideqsits;

h)In special cases when interests of commerciak’badepositors or other
creditors are endangered, suspend bank’s activaatopes and introduce the
regime of temporary administration;

i) Request from the controlling person of the conmuiad bank abolishing o
limitation of control, in case of revealing non-guibsion of financial or other
information or any other violation. Such cancediatior limitation shall be
accompanied with conditions and timeframe, considlezxpedient by th
National Bank proceeding from the existing circLemses;

j) Revoke a banking license of the commercial bank

According to the above-mentioned normative act ath@inistrator is definegs a
member of the Supervisory Board, Directorate (Managnt Board), as well as|a
person who is authorized on his own or in concdtt wne or more others to enter
into commitments on behalf of a bank (subparagtaphArticle 1).

The Law of Georgia on Insuranagcludes similar provisions under the Arti@#
(“Infraction and Sanctions”) in case of violatioothe requirements of the AML
Law by insurance companies.
According to the draft amendments presented tdPHréament of Georgia similar
responsibility will be established for other findaddnstitutions (such as non-stgte
pension scheme founders, securities registrarsbasicerage companies).

[72)

3%
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Recommendation ofa Decree is required for brokers companies contajrsanctionable obligations.
the MONEYVAL

Report

Measures reported § Please see above.
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of 23 July 2008 tq
implement the
Recommendation @
the Report

Measures taken to
implement the
recommendations

since the adoption
of the first progress

Please see above.

report

Recommendation ofThe Ministry of Economic Development needs legakeps to sanction fof
the  MONEYVAL | AML/CET

Report

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation o
the Report

The Ministry of Economic Development is no longesupervisory body for post
offices.

AML Law introduces a new term “entity performing ney remittance services”
which is defined as an entity (except commerciahkband microfinance
organization as far as these entities are indemlgdeonsidered as monitorin
entities under AML Law), which performs money retaniice services. Thi
definition encompasses postal offices which provitdmey remittance services.

For these purposes, Articles 4 andof the Law on Activities of Commercial

Banks was modified. In accordance with this artidlés the Georgian Financis
Supervisory Agency who is authorized to regulate #wtivities of entitieg
performing money remittance services and exchangeals. GFSA is authorize
to register and control these entities for the psepof Money Laundering an
Terrorist Financing.

S
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

According to paragraph 2 of Article 48 of the n@nganic Law of Georgia on th
National Bank of Georgiaf December 1, 2009, the National Bank is auttear
to regulate entities performing money remittanawises and currency exchan
bureaus by way of registering, auditing them arttirge minimum requirement
for them.

N D

)

Recommendation o
the MONEYVAL
Report

f Sanctions should apply to Directors and Senior nganaent in appropriate case

[72]

Measures reported 4
of 23 July 2008 tq
implement the
Recommendation @
the Report

As mentioned in paragraph one for the Recommenuatip, the first draf
sanction scheme is prepared which will also incledactions for directors an
senior management. The draft defines various &etivand cases where direct
and senior management activities will entail samdi

DI'S

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

According to subparagraph (d) of paragraph 2 ofchat30 of theLaw of Georgial
on Activities of Commercial Bankihe National Bank shall be entitled to ap
sanctions against commercial bank, its administsaémd controlling persons
the bank, or its administrator or controlling perdms violated the requiremer|
of the Law of Georgia on Facilitating the Prevention oflidit Income
Legalization

The sanctions are defined under paragraph 3 ofl&r80 of the above-mentione

law.
Concerning the bank administrator, sanctions ireltite possibility to suspen
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authority of an administrator to sign and requesinfthe Supervisory Board
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the commercial bank his/her temporary resignatiodischarge from the positior.

According to paragraph “a” of Article 1 of the alementioned law, administrat
is defined as a person who is a member of the 8igpey Board and Directora
(Management Board), as well as a person who isodadd on his own or i
concert with one or more others to enter into cotmaints on behalf of a bank.

Paragraph “ii” of the same article defines a cdhitrgp person as a persd
exercising control.
As of December 1, 2009 similar requirements wetatdished by the Article 21
of the Law of Georgia on Insurancéccording to this law, various sanctions
defined for the violation of the requirements of tlaw of Georgia on Facilitatin

ﬂ‘e

re

the Prevention of lllicit Income Legalizatiam;luding the possibility to suspend
authority of an administrator of the insurer to nsignd request from the
Supervisory Board/general meeting his/her temporasignation or discharde

from the position.

According to paragraph “r’ of Article 2 of the sar@v, the Administrator is
person who is a member of the governing body ofrtkerer.

For application of similar sanctions to the adntma®rs of other financi
institutions, the following draft amendments aresented to the Parliament
Georgia:

- Amendments to the Law of Georgia on Securitieskdar

- Amendments to the Law of Georgia on Foundersmi-State Pension Scheme.

Recommendation o
the MONEYVAL
Report

f Sanctions should apply to dealers in precious rsetald dealers in precioy
stones, and casinos for non-compliance with the Alil.

Measures reported 4
of 23 July 2008 tq
implement the
Recommendation @
the Report

No changes have been made.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

No additional information at this point.

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives)

of
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Recommendation 18 (Shell banks)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

"2

fThere should be an explicit provision prohibititg testablishment of shell bank

Measures reported &
of 23 July 2008 tq
implement the
Recommendation @
the Report

AML Law under the 19.03.2008 amendments introduttes new term for
Georgian AML system the notion of “shell banks”.eTtefinition of the term is
given in paragraph “t” of Article 2 of the AML Law.

The Shell Bank is defined as a bank, which physiéalnot present in the count
where it is registered/licensed and which is nindpeontrolled and supervised;
Article 11' paragraph 1 prohibits establishment of shell banks
"Establishment and existence of the shell bankweh as establishing
business relations with such bank (including cqoeslent relations) shall

be prohibited”.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Georgia considers that taking into account thermédion provided in 2008 th
recommendation is fulfilled.

Recommendation o
the MONEYVAL
Report

fEinancial institutions should be prohibited to enténto, or continue,

correspondent banking relationship with shell banks

Measures reported 4
of 23 July 2008 tq
implement the
Recommendation @
the Report

Article 11" of the AML Law prohibits financial institutions tenter into, of
continue correspondent banking relationship witlldbanks.
The provision includes the prohibition of estabiint and existence of shg
banks, as well as establishing business relatioite such bank (including
correspondent relations).
With respect to shell banks, financial institutioase obliged to undertak
reasonable measures in order to ascertain:
a.whether the person they have business relationgltip(or person with whom
they are establishing business relations) belonthéocategory of the shel
bank;

b. whether the person they have business relationgttip(or person with whom
they are establishing business relationships) akgionships with the she|
bank;

D

)

e

Measures taken to
implement the
recommendations

since the adoption
of the first progress

Georgia considers that taking into account thermédion provided in 2008 th
recommendation is fulfilled.

e

report

Recommendation of Financial institutions should satisfy themselveat tloreign respondent financial
the  MONEYVAL | institutions do not permit their accounts to bedibg shell banks.

Report

Measures reported &
of 23 July 2008 tq
implement the

Provision 11 of AML Law states that financial institutions aréliged to take
reasonable measures to define the origin of th& hétlh whom they operate an
determine whether such banks can be linked tohék Isanks.

Recommendation o

Article 11' encompasses several prohibitions, first is thaablishment ang
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the Report

existence of shell bank is prohibited, second fir@ncial institutions are ng
permitted to have business relations with such $aamkd third that financis
institutions shall undertake reasonable measurés banks they have busine
relationships to ensure that those banks do nat hasiness relationships with t
shell banks. Thus, the provision covers all sulistanrequirements for th
prohibition of existence and having business refetnips with shell banks.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Georgia considers that taking into account thermédion provided in 2008 th
recommendation is fulfilled.

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives)

Recommendation 21 (Special attention to higher tiscountries)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

f There should be a specific requirement on the fif@rninstitutions to examine th
background and purpose of transactions (with pesdoom or in countries whic
do not or insufficiently apply FATF Recommendatjomnkhich have no apparer
economic or visible lawful purpose, and set ouirtfiadings in writing and to
make them available to the competent authorities.

- O

1L

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation o
the Report

AML Law now refers to the Non-cooperative zone, Eiarone and Suspicious
zone lists, which include countries that do notfoon with or insufficiently apply
FATF regulations.

Lists of Non-cooperative and Watch zones are ddfilyy the Georgia
Government on the basis of proposition of the Fér@lnMonitoring Service o
Georgia (FMS). The country or territory thereoélve identified as such on the
basis of the information provided by competentrimi¢ional organization, or if th
grounded supposition exists that in such zone weakhanisms for controllin
illicit income legalization are effective.”

FMS proposed List of Non-cooperative zones on tssbof FATF NCCT list.

FMS on the year bases updates the list of WatcbkszdWatch zones were listed
based on the US State department and IMF annuattsefResolution of Th
Government of Georgia N 118 June 16, 2007 On Defithe List of Watc
Zones for the Purposes thfe Law of Georgia on Facilitating Prevention dfdit
Income Legalization).

List of Suspicious zone is defined under Articlefzhe AML Law (as amende
of 27.03.2007) as a country or a part of the tanyithereof, identified as having
weak mechanisms for controlling illicit income I&gation, based on information
availableto the monitoring entity.

“Suspicious transaction” is defined now as a tratisa which also clearl
includes transactions where any involved persaysllor real address or place|of
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residence is located in a non-cooperative zone thadtransaction amount
transferred to or from such zone.
Additionally, under article 5 (9) of the AML Law Mtoring entities shall pa

special attention to unusual transactions and acims determined unde

paragraphs 2 ((c) and (d)), @), Z (d) of Article 5. Namely:

1. Transfer of funds by the account holder fromtbak operating or registerg
in watch or suspicious zone to the bank accouf®dargia or transfer of fund
from Georgia to account in the bank operating ogistered in such
zone;(Paragraph 2 (c) of Article 5 of the Law)

2. Extension or receipt of loan by the person tegel in watch or suspiciol
zone, or implementation of any other transactigmefation) by such persg
through banking institution operating in Georgi@afagraph 2 (d) of Article
of the Law)

3. Transactions implemented in securities by perssiding and registered
watch or suspicious zone or/and through use of baokunt operating in sug
zone (Paragrapht 2c) of Article 5 of the Law).

4. Insurance transactions implemented by persadimgsand registered in watg
or suspicious zone or/and through use of bank atamperating in such zon
(Paragraph 2(c) of Article 5 of the Law).

Article 7, paragraph 3 of the AML Law (as amendedl®.03.2008) specifies th
monitoring entities should keep written recordsiesd to the unusual transactio
and transactions which are performed through thygh-Hsk countries or by
person registered and operating in such counttiengd under the Law as No
cooperative, Watch Zone, Suspicious Zone) that haweapparent or visibl
economic or lawful purpose.

<

2d

I

Ul:m

jum g

1%

Financial Institutions are also required to keepsthrecords for at least 6 years

from the date of transaction.
Respective Supervisory Body is also authorized éguire from relevan
monitoring entities to retain the information folomger period than six years.

t

Measures taken to
implement the
recommendations

since the adoption
of the first progress

No additional changes or measures to this recomatiemd

report

Recommendation gf A more targeted method for advising financial ingtons of countries whic
the  MONEYVAL | insufficiently apply the FATF Recommendations shbel considered.

Report

Measures reported 4
of 23 July 2008 tq
implement the
Recommendation @
the Report

As mentioned above.

Measures taken to
implement the
recommendations

since the adoption
of the first progress

report
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Recommendation o
the MONEYVAL
Report

f Mechanisms need to be considered for applying emumeasures.

Measures reported &
of 23 July 2008 ta

implement the
Recommendation @
the Report

Under Article 5 of the AML Law “Subject to monitag” by Monitoring entities

are transactions which are performed through thyga-Hsk countries or by
person registered and operating in such countliefined under the Law as Wat

Zone, Suspicious Zone) if the amount of such tretima or the series g

transactions exceeds GEL 30,000 (or its equivafenther currency) (paragrap
2 ((c) and (d)), 2(c), Z (d) of Article 5).

Furthermore, “Suspicious transaction” is also a j&tbto monitoring and is
defined now as a transaction which also clearlyuithes transactions where a
involved person’s legal or real address or placeesifdence is located in a no
cooperative zone and the transaction amount isfeeed to or from such zone.

The draft Guidance for the banks (Article 5) camgafollowing provision:
“Commercial banks shall divide clients by risk gosu High risk group client
shall be subject to enhanced Customer Due Dilig§@#D) measures. Sug
clients are clients from non-cooperative caest watch zones an
suspicious countries.”

Amendments of March 27, 2007 introduced a new tefrauspicious financi

institution, defined by the government of Georgi@iich does not meet standards

for the prevention of illicit income legalization.

The Government is now authorized to define the ditsuspicious financial
institutions, therefore, it is also intended to fdnalle concerning the special

relationship regime with suspicious financial ingions where counter measu
will also be included as one of the measures thaldcbe used against financ
institutions, that entered into the business ratethip with suspicious financiz
institutions.

es
al
Al

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives)

The NBG issued thé&uidance on the Risk Based Approach to Combattl
Income Legalization.

Based on the FATF Recommendations, the documenhedefindicators fo
classification of customers according to the rigissociated with them an
procedures for their identification.

The document was sent to financial institutionsFetruary 15, 2010 under the

letter #2-16/438 of the Vice-President of the NBGwas also published on th
official web site of the National Bank of Georgia.
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Recommendation 22 (Foreign branches and subsidias)

Rating: Non complia

nt

Recommendation o
the MONEYVAL
Report

fA requirement on financial institutions to apply BM@FT measures to foreig
subsidiaries consistent with home country requirgisieshould be introduced fc
the future.

S5

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation @
the Report

Under the Decree of March, 20 2008 of the Presidérthe National Bank o
Georgia amendments were made to the Decree N2&@mEmber, 5, 2006 ¢
,,Approving the Rules of Establishing Branches,igdons (service centers) a

f
n
d

Representatives by the Commercial Banks”. Accordingthese changes |a
commercial bank when establishing a branch (reptatiees) outside Georgia |s

obliged to submit a full package of laws and bydawn the basis of whic
fighting against money laundering and terrorisnaficing is performed in th
country where a branch is located. As well as @stant of the Supervisory bo
of the bank saying that a branch from the momerninititlizing its functioning
will carry out the policy against money launderisugd terrorism financing whic
means implementing internal control mechanisms,oipg a compliance
officer, training of staff and other.

If existing legislation does not consider the caampte to FATF recommendatio
by the branch, it is obliged to carry out acti\stidnat are set out by the Georg
legislation on money laundering and terrorism fiting.

According to the abovementioned changes the SwgmegviBoard of the bank i
obligated to inform the National Bank if a branaindtioning outside Georgia fai
to carry out activities against money launderingl &errorism financing by th
reason that these activities are prohibited by ldgislation of foreign countr
where a branch is located.

)

NS
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

For ensuring the effective implementation of FATEcBmmendations in case

establishing a branch or setting or acquiring thiesiliary by Georgian financial

institutions, the following draft amendments weregented to the Parliament
Georgia.
- Amendments to the Law of Georgia on Insurance;
- Amendments to the Law of Georgia on Securitiek&ta
- Amendments to the Law of Georgia on Non-StatsiBerscheme Founders.
The above-mentioned amendments set forth a nuniladsligations for financia
institutions in case of establishing a branch dtirsg or acquiring the subsidiar
abroad (except branches of commercial banks).
According to the draft amendments, the followingaments shall be submitted
the National Bank of Georgia within 14 days follogithe establishing the bran
or setting or acquiring the subsidiary:
a)Financial institution’s decision on developmentted AML / CFT program by
subsidiary or branch upon commencement of its djpes for the purpose g
fighting the illicit income legalization and teriem financing and complyin
with recommendations of the Financial Actions Teekce (FATF);
b)In the event laws and regulations effective ia foreign country, where th

subsidiary (branch) is located, do not providedompliance with the FATF

recommendations by subsidiary or branch, or measime fighting money
laundering and terrorist financing are not used atite FATF
recommendations are not or are insufficiently agapli

b.a) Financial institution shall undertake an oddign in writing that it will

of

of
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ensure application by its subsidiary or branch ehsures set for fightin
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illicit income legalization and terrorist financingp conformity with
requirements established in Georgia for the relefiaancial institution
and the FATF recommendations;

b.b) Financial institution shall ensure submissioh information to the
National Bank of Georgia on the fact that the glibsy or branch i
unable to exercise measures provided for in Geordggislation for
fighting illicit income legalization and terroristinancing, as such
measures are prohibited or limited by the legistatof the foreign
country where the subsidiary or branch is located.

The requirements of the NBG in case of establishitiganch, a division (servigce
centre) and a representative office by commeraakb are defined under Decree
of the President of the NBG of February 22, 2G:23,/01.
Consequently, the previous Decree #240 of the &esiof the NBG of
September 5, 2006 ofpproving the Rules of Establishing Branches, Divis
(Service Centers) and Representatives by Commdaiaitswas abrogated.
According to Article 5 of the newly adopted Dec#24/01.:
“ Article 5. Establishing a Branch outside Georgia
1. The following documents shall be attached toaglication for establishing
branch by a commercial bank outside Georgia, stedtib the National Ban
of Georgia:
a) The decision of the bank’s supervisory council staklishing the branch;
b)A business plan of a branch for a three-year telescribing the financig
feasibility and rights and duties imposed on trenbh by the head office;
c) The copies of application and all related documensltsch were submitted t
the foreign state banking supervisory authoritiesoeding to the location @
the branch in connection with its establishing;
d)A complete package of normative acts, on the hafsighich, in the country
of the location of the branch its licensing, regjola and fighting agains
illicit income legalization and terrorism financiage exercised.
e) Statement of the Bank’s Supervisory Council thattifie purpose of fighting
illicit income legalization and terrorism financitagnd complying with FATH
recommendations the branch, upon commencemet# attivities will have
a program for fighting illicit income legalizatioand terrorism financing
which shall include:
e.a) Procedures for appointing persons for intecoatrol and management
level positions, recruitment of other employees,iciwvhshould at
maximum extent facilitate prevention of possibleolvement of the
Bank’'s employees in the processes of illicit incolagalization ang
terrorism financing;
e.b) Current training program of employees;
e.c) Internal audit function for checking the syste
f) In the event laws and regulations effectivehie foreign country, where the
subsidiary is located, do not provide for complanwith the FATF
recommendations by the branch or a subsidiary, easures for fighting
money laundering and terrorist financing are noedusand the FATF
recommendations are not or are insufficiently agapli
f.a) Supervisory Council of the Bank shall undegtan obligation in writing
that it will ensure application by its branch of asares set for fightin
illicit income legalization and terrorist financing conformity with
requirements established in Georgia for banks ahd FATF
recommendations, within the framework of the laws atatutory act
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of the country where the branch is located;
The Bank shall ensure submission of infororatio the National Ban
of Georgia on the fact that the branch is unablexercise measurg
provided for in Georgian legislation for fightinglligit income
legalization and terrorist financing, as such messware prohibited o
limited by the legislation of the foreign countnhere the subsidiary i
located.
2. After submitting the documents indicated in paagh one of this Article in
full, the National Bank of Georgia shall considhle tissue of establishing
branch and notify the applicant commercial bankitefdecision in writing
within 15 business days.”

f.b)

[ ]

a

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives)

Recommendation 23 (Regulation, supervision and mdoring)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

fThe Ministry of Economic Development should commeits AML/CFT
supervisory activities in respect of the GeorgiastPand supervision of exchan
bureaus needs strengthening.

Measures reported &
of 23 July 2008 ta

implement the
Recommendation o
the Report

The Ministry of Economic Development is no longesugervisory body for post
offices.

AML Law introduced a new term “entity performing mey remittance service
— it is defined as an entity (except commercial kbaand microfinanc
organization), which performs money remittance ises: This definitio
encompasses postal services which provide moneijtaace.

For this purposes, Paragraphs 4, of Article 2 of the Law on Activitie
Commercial Banks was modified (as amended on 12008). In accordance with
this article, it is the Georgian Financial SupemwsAgency who is authorized to
regulate the activities of entities performing mpmemittance services. GFSA |is
authorized to register and control these entit@mstiie purpose of controllin
Money Laundering and Terrorist Financing.

For the purposes of regulation of exchange burgaarsgraph 4,4 4, 4° were
added to the article 2 of the Law on Activities Goercial Banks (th
amendments as of 27.03.07). These provisions wetkfied by the amendments
made in 14.03.2008.

The National Bank of Georgia was authorized to latguthe activities o
exchange bureaus until establishment of the GFSA.D@cember 31, 200
president of National Bank of Georgia issued newreke on “the adoption of rule
of registration and regulation of exchange bureaddgtional Bank started the
inspections from January 2008. National Bank wde @hinspect and check 122
exchange bureaus out of 157. 57 exchange bureares s@@action by National
Bank for non-compliance with money laundering agwdrist financing and other
requirements.

583



Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

According to the nevDrganic Law of Georgia on the National Bank of Ggar
the NBG is the supervisory body for entities parfing money remittanc
services and currency exchange bureaus.

Nowadays, money transfers are conducted by the pifises that represer
entities performing money remittance services.

According to paragraph 2 of Article 48 of ti@rganic Law of Georgia on the
National Bankof Georgia, for the purposes of supporting the @néion of illicit
income legalization and circulation of forged morthg National Bank shall be
authorized to regulate money transfer agents andrty exchange points by way
of registering, auditing them and setting minimweguirements for them.
According to paragraph 2 and 3 of Article 50 of daene law:

“2. The National Bank shall supervise the moneydfar agents and currency
exchange points only by preventing circulation ofged money and, for the
purposes of théaw of Georgia on Facilitating the Prevention diicit Income
Legalization registering them, revoking their registration,didng them and
setting minimum requirements and sanctions to them.

3. The rule of registration and revocation of ragison by the National Bank, the
amount of pecuniary penalty and the rule of itsasipon shall be defined und
the National Bank’s normative act. The amount ohatary penalty shall be wirgd
to the state budget of Georgia.”

D
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Recommendation o
the MONEYVAL
Report

fA programme of inspections needs to be implemdoteatle postal services.

Measures reported &
of 23 July 2008 tq
implement the
Recommendation @
the Report

As a result of the new amendments and changesdirthncial sector regulation,
money remittance entities will be registered at &R&d it will be authorized to
check and establish rules for the supervision chsentities for the purposes pf
controlling money laundering and terrorist finargin

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

As of December 1, 2009, the NBG provides the regfisin of entities performing
money remittance services as well as the regulatioineir activity.

Recommendation o
the MONEYVAL
Report

fFit and proper criteria for shareholders, directoemnd managers of insurance
companies and founders of non-state pension schemed developing an
provisions regulating market entry for currency lexage bureaus.

o

Measures reported 4
of 23 July 2008 tq
implement the
Recommendation @
the Report

Draft amendments to the Georgian Insurance Law wetiated by the GFSA
The draft is aimed at enhancing the licensing plooe and licensing
requirements. Due to the changes to Georgian Licghsw, Insurance Law is t
be amended in accordance with the Georgian Licgnsaw which defines tha
licensing requirements have to be defined solelyeuaw and it should not b
determined under by-laws. Therefore, the new dimaftudes as a licensing
condition fit and proper requirement for direct@sd managers of insurance
companies and founders of the pension schemesintended to present the draft
amendments on Insurance Law to the parliament pteB®er. Following the
amendment to Insurance Law GFSA will create a rofe fit and propel
requirements.

Exchange bureaus under the Law on Activities of @ential Banks are required

® —+ 0=

14

to register at the National Bank of Georgia (frdm 113" of may of this year at
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GFSA). NBG was authorized to register and checkhamge bureaus. On
December 31, 2007 president of National Bank ofrGieovas issued new decr
on “the adoption of rule of registration and regoia of exchange bureaus”.

9%
0]

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

LA>J

According to the draft amendments to subparagrBppdragraph 5 of Article 2
of the Law on Insurancén order to receive a license, with other docutaigon, a
person has to:
“f) Submit documents on all administrators and omsr&f the significant shar
of the insurer by which it is proved that such pess
f.a) Have not been declared by the court as legathpable;
f.b) Have not been convicted for illicit income &digation or / and terrorism
financing;
f.c) Have not been convicted for economic crime/ and other crime
against business or economic activity;
f.d) Simultaneously do not represent administratwfrghe other insurer,
except for the case when they occupy administatpgdsition in an
insurance organization or reinsurance companyestitdp control of
the given insurance organization / reinsurance emmyor /and in that
insurance organization / reinsurance company, wisicontrolling the
given insurance organization /reinsurance company.”
According to the draft law presented to the Pardiatrof Georgia the following
Article 31% will be added to thé.aw of Georgia on Non State Pension Provision
and Insurance
“Article 312 Fit and Proper Criteria for Members of the GouegrBody of the
Founder According to Article 21 of the same lawt fhe registration in the
National Bank the founder shall submit documentsh National Bank on a
members of the founder and its governing body, bickvit is proved that suc
persons:
f.a) Have not been declared by the court as egathpable;
f.o) Have not been convicted for illicit incomeyédization or / and terrorism
financing;
f.c) Have not been convicted for economic crimé and other crime against
business or economic activity;
f.d) Simultaneously are not members of the goveriiody of the othe
founder of pension scheme.
Concerning the currency exchange bureaus, accotalipgragraph 2 of Article 4
of theOrganic Law of Georgia on the National Bank of Geordiar the purpose
of supporting the prevention of illicit income léigation and circulation of forge
money the National Bank shall be authorized to letgumoney transfer agen
and currency exchange points by way of registerangliting them and settin
minimum requirements for them.”
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Recommendation o
the MONEYVAL
Report

fA licensing regime should be put in place regulgtimoney remittances.

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation o
the Report

Under paragraphs 4! 4f Article 2 of the Law on Activities of CommertiBanks
entities performing money remittance services dlegfister at GFSA.

Entities performing money remittance services ntsw aclude the postal office
Therefore, postal offices performing money remite&rservices shall register
GFSA.

Ur

at

Measures taken to

implement the

According to paragraph, 2 of Article 48 of t@eganic Law on the National Bank
of Georgia, for the purposes of supporting the prevention t€itil income
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recommendations
since the adoption
of the first progress
report

legalization and circulation of forged money theibi@al Bank shall be authorize
to regulate money transfer agencies and currenchamge pointdy way of
registering, auditing them and setting minimum regquents for them.
According to paragraph 2 and 3 of Article 50 of saene law:

“2. The National Bank shall supervise the moneyittamce entities and curren¢

exchange bureaus only by preventing circulatiofoafed money and, for th
purposes of theaw of Georgia on Facilitating the Prevention dfdit Income
Legalization registering them, revoking their registrationdiéing them and
setting minimum requirements and sanctions to them.

3. The rule of registration and revocation of stgition by the National Bank, th
amount of monetary penalty and the rule of its igifpon shall be define
under the National Bank’'s normative act. The amafimonetary penalt
shall be wired to the state budget of Georgia.”

Recommendation o
the MONEYVAL
Report

fA consistent and harmonised approach should bentakehe assessment of t
fitness and propriety of persons holding significainterests in financia
institutions.

Measures reported 3
of 23 July 2008 ta

implement the
Recommendation o
the Report

Law on Activities of Commercial Banks as amendedldr03.2008 set out ne
requirements of the fitness and propriety of pesdwriding significant interests
commercial banks. Together with the previous regments under the provision
new requirement was added that a person cannot ha&dar of a significan
interest in commercial bank if he was convictedrfamey laundering or terrori
financing.

Moreover, regarding the fit and proper requiremefiigersons holding significar
interests in insurance companies, together witmgbés to the Law on Insuran
regarding licensing requirements, fit and propeguiements for significan
holders of shares has been drafted.

d
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Concerning the draft Law on Insurance see above.

(other)
since

changes
the  first
progress report
(e.g. drafts, draft
regulations or draft
“other enforceable
means” and other
relevant initiatives)

Recommendation 24 (DNFBP — Regulation, supervisicand monitoring)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

fLicensing of casinos should include inquiry inte tfitness and propriety ¢
holders or beneficial owners of significant or amtiing interests in casinos an
those holding management functions.

(o=

Measures reported ¢
of 23 July 2008 tq
implement the

No changes have been made
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Recommendation @
the Report

Measures taken to
implement the
recommendations

since the adoption
of the first progress

No additional information at this point.

report

Recommendation gdf An effective inspection programme regarding supéi of casinos should be p
the  MONEYVAL | in place.

Report

Measures reported 3
of 23 July 2008 tq
implement the
Recommendation @
the Report

No changes have been made

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

No additional information at this point.

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives)

Recommendation 25 (Guidelines and feedback)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

fSector specific guidance on suspicious transactioeeds to be provided ar
adequate and appropriate feedback needs to be givénancial institutions (ang
DNFBP) required to make suspicious transaction re&pin line with the FATH
Best Practice Guideline on Providing Feedback topdreng Financial
Institutions and Other Persons.

d
)

Measures reported 4
of 23 July 2008 tq
implement the
Recommendation @
the Report

Draft Guidance for Banks prepared by GFSA, contattechment with the list g
examples of suspicious transactions to help baok&léntify transactions a
suspicious.

wn —

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The FMS issuedhe Guidance for Commercial Banks on Essentialciairs for
Detection of Suspicious or Unusual Transacti(sent to commercial banks und
the lette0101/27-2 of January 27, 2010).
According to paragraph,>®f Article 3 of the Regulation on Commercial Bar
(approved under Decree #95 of the Head of the FMSJaly 28, 2004

er

ks

commercial banks shall themselves set principlesdfefining transactions g
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entities having business relations with them asual
The Financial Monitoring Service of Georgia has doded MoUs with law
enforcement agencies:

-The Ministry of Internal Affairs of Georgia (JuB®, 2008);

-The Ministry of Justice of Georgia (including Chigrosecutor’s office (Janua

20, 2009).

Among the important mutual obligations providedthg concluded MoUs, it i
important to note the obligation of law enforcemeencies to send to tf
Financial Monitoring Service of Georgia the infoitinoa on measures carried g
by them on the alleged facts of money launderirdjtarrorism financing pursua
to the information received from the FMS of Georgia
Currently, financial institutions are provided blget FMS with correspondin
feedbacks on cases investigated after sending 8T&w& enforcement agencies

ne
ut
nt

(other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives)

Recommendation 27 (Law enforcement authorities)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

fThe Georgian authorities should proactively purgoneestigations / prosecutior
in respect of autonomous money laundering casesti¢pkarly foreign
predicates).

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation o
the Report

Georgia has one of the most impressive recordsecnimgy the investigation an
prosecution of money laundering offencébere have been five criminal cases
the Unit for Prosecution of lllicit Income Legaliman of the Office of the
Prosecutor General of Georgia in 2007-20@0&re five persons were prosecu
for money laundering with foreign predicates. lrogl cases the existence
underling predicate offence was proved by the dbjedacts and circumstance
extracted from the criminal case files and materiaceived through the mutu
legal assistance requests from Russian FederatmiSpain, which were summe
up by the prosecutors in a manner that has bedicisaf for making inference
about the illicit origin of the property in quesiio

On January 31 and on March 2, 2008 three of thiwsepersons were convicte
for money laundering and others remain wanted.

d
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

At the present time there are sixteen ongoing autmus money launderin

investigations and two prosecutions in the Unit Roosecution of lllicit income

Legalization of the Office of Chief Prosecutor oéd@Bgia. In the above-mentiong
cases the predicate offences are most probably dtedrin foreign countries.
Please also see the response to question 1 on 52&@€s

In order to increase the capability of investigatib prosecution of mone
laundering cases (including autonomous money laimglecases) since th
adoption of the First Progress Report the respedtivestigators and prosecut
of Georgia have participated in the following tiaus:

g

od

Training on money laundering and financial crimmgestigationorganized by the

58



United States Department of Justice. Date and mlate training: From Janua
25, 2010 to February 5, 201Thilisi, Georgia.

Training on money laundering and financial crimagestigation, organized by th
Office of Chief Prosecutor of Georgia of the Mimsbf Justice of Georgia i
association with the Embassy of France in Geogde and place of the trainin
21-24 September, 2009, Thilisi, Georgia.

Seminar on Anti-Money Laundering and Combating Fireancing of Terrorism]
for Criminal Justice Official®rganised by the International Monetary Fund (IM
in collaboration with the Joint Vienna InstituteV()l Date and place of th
training: 22-26June, 2009, Vienna, Austria.

Workshop on Typologies of ML/F@rganised byhe International Monetary Fun
(IMF) in association with International Instituté bligher Studies in Criminal
SciencegISISC). Date and place of the training: 8-12 J20@9, Syracuse, Italy

Revenue Service (Financial Police) of the Minigifyinance of Georgia and th
Financial Police of the Kingdom of the Netherlandige training consisted ¢
three stages which were conducted in April, JueNovember, 2008 in Georgi

—
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Training on money laundering and financial crimegestigationorganised by the

e

1IF)

e
f
3.

In terms of the same training in July 2008 fiveresgntatives of the Investigative
Department of the Revenue Service of Georgia hadiystisit to the Kingdom of
the Netherlands, where they familiarized with therkvof their colleagues and
participated in the respective seminars.
In this respect also it should be mentiortkd Asset Tracing/Asset Recovery
Training which is scheduled to be held in March 2010 in I@e0 The abovet
mentioned training is organized by the Ministry &fistice of Georgia in
association with the Basel Institute on Governaama is to be conducted by the
experts of the Basel Institute on Governance résmde The participants of the
training will be the investigators and prosecuiomlved in the investigation and
prosecution of financial crimes and money laundgrithe number of participants
is 25 persons. Certainly, the investigation anasecution of autonomous mongy
laundering cases will be the part of the above-ioratl training as well.

Recommendation df Power to postpone or waive arrest or seize monepencircumstances specified

the  MONEYVAL | in Criterion 27.2 needs clarifying

Report

Measures reported § For the purpose of more clarity, the Prosecutor eganof Georgia issued the

of 23 July 2008 tq recommendation on 12 October 2007. According toReommendation, the law

implement thel enforcement authorities were empowered to postmoneaive the arrest (of a

Recommendation 9 person) or the seizure of a property for the puepokidentifying the persons

the Report involved in illicit income legalization and colleevidences thereto.

Measures taken to| No additional information at this point.

implement the

recommendations

since the adoption
of the first progress
report

(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)

Recommendation 31 (International co-operation)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

fThe examiners advise that a coordination of serifiicials responsible for

AML/CFT in each of the relevant sectors is setapgsess the performance of
system as a whole and make recommendations, assaegeto government.

he

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation o
the Report

Financial Monitoring Service, Prosecutor’'s Officand Ministry of Internal
Affairs have agreed to conclude Memorandum of Ustdeding regarding th
cooperation and exchange of information for theppaes of controlling mone
laundering and terrorism financing. Draft memorandstates the minimun
requirements for convening meetings among thedeodties and the means a
procedures for exchange of statistical informatidhe Draft memorandum
already prepared and is in the process of discossimong the representatives
relevant authorities.

< O

of

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The Financial Monitoring Service of Georgia hasatoded the MoUs with:
- The National Bank of Georgia (May 30, 2007);
- The Financial Supervisory Agency of Georgia (M&y 2008);
- The Ministry of Internal Affairs of Georgia (Jar30, 2008);

- The Ministry of Justice of Georgia (including @hiProsecutor's Office

(January 20, 2009).

After the signing the above-mentioned Memoranduthg, databases of th
Ministry of Justice of Georgia (including publiccagivil registry, as well as th
Bureau of Data on Public Officials Financial Dissiloe), the Ministry of Financ
of Georgia (including databases of Customs and ReveServices) becan
accessible to the FMS.
According to the above-mentioned MoUs, among otiraportant mutual
obligations of signing authorities, the law enformmt agencies have to send
the Financial Monitoring Service of Georgia theoimfiation on measures carri
out by them based on the information submittedhHey EMS of Georgia on th
alleged facts of money laundering and terrorisrariing.

o ® Do

to
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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)
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Recommendation 33 (Legal persons — beneficial owsg

Rating: Partially compliant

Recommendation ¢
the MONEYVAL
Report

flt is recommended that the register should inclidermation on the beneficig
ownership and control of legal persons.

Measures reported &
of 23 July 2008 ta

With respect to the obligations of the registerinolude information on thg
beneficial ownership and control of legal persatse to the fact that the ter

implement the “beneficial owner” was only recently introduced fh&roduction of this obligatior
Recommendation g for registers can be considered as a short tenmefigioal.

the Report

(Other) changey Financial Institutions are required to identify tHmeneficial owner of the
since the las| transaction/operation or a customer. Accordindieo19.03.2008 amendments, {
evaluation definition of ,beneficial owner” was added to thévIA/CFT law which defineg

beneficial owner as the natural person (s) whamaitely owns or controls
customer. Also, paragraph (e) of Article 6 obligesnitoring entities to obtai
information/documents necessary for the identificadf the person by whom th
transaction is being concluded or undertaken orb#sis of the order of third ¢
other person.

The Organic law on The National Bank of Georgiardesf the term ,control” a
the exercise of a dominating influence, directlyiratirectly, alone or in conce
with others over the activities or decisions thioupge use of voting shares
other means.

to register the information on transactions, papglr(d) provides the leg
obligation on monitoring entities to record theomhation/documents necessg
for the identification of the person at whose orther transaction is concluded
undertaken.

Also, it is important that according to March ameeahts to Law on the Activitie
of Commercial banks, the fit and proper requiremédoit controlling shareholder
became stricter by including requirement that &qeishould not be convicted f
money laundering or terrorism financing offense.rétwer, commercial banks a|
under an obligation to present information on galghase of significant shares
the bank to the National Bank of Georgia. If comeiedrbank does not conform {
this requirement the sale/purchase agreement aitiutl and void (paragraph 4
article 8).

Regardless of the fact that Georgian Law on Instgadioes not contain an
explicit right of Supervisory Authority to requireaformation regarding thg
beneficial owners of insurance companies, Insur&@ugervisory Department h;
requested the insurance companies to present iafimmregarding the benefici
owners of the insurance companies. All the requeste fulfilled by insurancg
companies.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

According to the Georgian legislation, entreprer@ufcommercial) and non
entrepreneurial (non-commercial) legal entities subject to registration by th
National Agency of Public Registry from January2010 (until January 2010
the Revenue Service of the Ministry of Finance).

An enterprise is considered established from thenemi of registration in th
registry of entrepreneurial and non-entrepreneufiabn-commercial) lega
entities.

1

Moreover, article 6 of the AML Law states the obligns of Monitoring Entities

—’3\” [—=

A"

he

D

ary
or

5
S

or
re
in
(0]

Of

y

D

61



The terms of enterprise registration are definedeurArticle 5 of theLaw of
Georgia on Entrepreneur®s it was amended 25.12.2009), as follows:
“1. A person interested in the enterprise registnatshall submit relevan

2.

4.

application to the registering authority.

In the event of requesting the enterprise tedion, the application shall b

attached with the Charter (partners’ agreemenfrizetd and signed by a

partners of the enterprise, in which the followstwll be stated:

a)Name of the enterprise / firm name;

b)Legal form of the enterprise;

c)Legal address of the enterprise;

d)The name, surname, place of residence and pérsomaber of each
founding partner; if the founder is a legal entityits firm name, legal
form, legal address, registration date, identif@atnumber and details ¢
its representatives;

e)Governing body of the enterprise, procedure afisien making, and ir
case of limited liability company — details on shgparticipation of
partners;

f) All those limitations (if such) that pertain &xercising the representation
authority by the person responsible for represemtat

g)In case of a limited partnership — indication ethof the partners is limite
and which is full partner.

For registration of an enterprise, in additian the application, Charte

(partners’ agreement) and other registration doctisnedetermined by th

Georgian legislation, a document should be subdhitewhich full nhame

place of residence and personal number of the pg&sauthorized for

enterprise governance and representation as welf asprocurist (if such
are to be indicated. If enterprise has several gpsrsauthorized fo
representation it should be stated whether thenesent the enterprise joint
or severely. Document shall be signed by the psrsompowered to appoi
person(s) authorized for enterprise governancerapresentation, procuri
(if such) and notarizedNotarization of a document shall not be mandatb
persons empowered to appoint person(s) authoraeghterprise governang
and representation and procurist (if such) signdbeument in a registerin
authority. In addition, sample signature(s) (used légal relations) o

person(s) responsible for governance (represenjasball be submitted.

Signature sample shall be notarized or the sigaatito be affixed in th
registering authority.
If partners of the enterprise, persons authdrit@ governance or / an

representation are natural persons, not having dimorcitizenship, or

foreign legal entities, they shall submit detaiigii@alent to the requiremen
set for the citizen of Georgia or an enterpriseisteged in Georgia. Th
procedure for ascertaining equivalence of documémtbe submitted fo
registration shall be determined by the Ministedwadtice of Georgia. In cas
of a foreign legal entity, documents proving itgistration as a legal entit
shall be certified or legalized in conformity witie respective procedure.”

The terms of registration of non entrepreneuriginfaommercial) legal entitie
are defined under Articles 29-30 (as amended 25008) of theCivil Code of
Georgiaas follows:

“1. A person interested in the registration of mortrepreneurial (non

commercial) legal entity shall submit relevant &tion to the registerin
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2. In the event of requesting the registrationnoh-entrepreneurial (non |-
commercial) legal entity, the application shalldteached with the foundatian
document (charter / members’ agreement) notarizedl signed by al
partners of the non-entrepreneurial (non — comraBriggal entity, in which
the following shall be stated:

a) Name of the non-entrepreneurial (non — commerlgghl entity;
b)Location (legal address) of the non-entrepreneyriah — commercial
legal entity;
c) Purpose of activities of the non-entrepreneuriah(r commercial) legal
entity;
d) Details on founder(s) of non-entrepreneurial (nortemmercial) lega
entity (in case of natural person - name, surnathaée of birth (date,
month, year), place of residence and personal numbeach founding
partner; if the founder is a legal entity — its martegal form, registratio
data and details of its representatives;). Infoiomabn each founder shg
be entered separately;
e)Data on governing body of non-entrepreneurial (rotommercial) legal
entity;
f) Procedure for establishing (electing) governing boaf non-
entrepreneurial (hon — commercial) legal entity padod of its authority;
g) Details on the head of non-entrepreneurial (neommercial) legal entity
(name, surname, date of birth (date, month, yeédaLe of residence and
personal number);
h)Regulation and procedure for decision making by dglogerning body
(head) of non-entrepreneurial (non — commercigalentity;
i) Person (s) authorized for representation of theamrepreneurial (non
commercial) legal entity, procedure for their el@etand term of office;
j) Details on the person authorized for representgtiame, surname, date [of
birth (date, month, year), place of residence ardgnal number);
k) Procedure for admission, resignation and expulsfahe member of non
entrepreneurial (non — commercial) legal entity, iif is a non-
entrepreneurial (hon — commercial) legal entityelolbgn a membership;
I) Name of the authority responsible for decision mgkbn reorganization
and liquidation, regulation and procedure of decishaking, if different
from regulation and procedure stated in Subpardgrép, of this
Paragraphi
In addition, Article 30 of the€ivil Code of Georgialefines the rule of registratign
of a branch of a foreign non-entrepreneurial (nomommercial) legal entity.
According to paragraph 3 of Article 30:

“3. In the event of establishing a branch of foreigpn-entrepreneurial (non|—
commercial) legal entity, the following documenksal be presented to the
registering authority:

a) Application for registration of branch (represeiatatoffice);

b) Decision of foreign non-entrepreneurial (non — carcial) legal entity
certified in conformity with the Georgian legislkati on appointing the
branch (representation) manager or power of atjoare granting the
person governance authority;

c) Details set under this Law, certified in conformityith the Georgiar
legislation, on non-entrepreneurial (non — comnaydegal entity and it$
manager.”

| —— )
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Due to the above-mentioned legislative amendmefids, registration the
information about founders (controlling persons)eafrepreneurial (commercia
and non-entrepreneurial (non-commercial) legal gressshould be submitted a
they are subject to identification.

It is important to note, that according to parafrdpof Article 7 ofthe Law of
Georgia on Entrepreneursletails entered to the Registry of Entreprenéaria
Non-Entrepreneurial (Non-commercial) Legal Entitébsll be public. Any perso
can get acquainted with details of the RegistryEokrepreneurial and Nor
Entrepreneurial (Non-commercial) Legal Entities aslotain excerpt from th
registering authority.

In addition, it should be mentioned that the databaf the Registry o
Entrepreneurial and Non-Entrepreneurial (Non-contia@r Legal Entities is
publicly available on-line.
In respect of the right of the supervisory authotid require information of
beneficial owners of insurance companies (as ital@ady mentioned in the Fir
Progress Report), according to paragraphs “m” aricdof Article 21 of theLaw
on Insurancgas it was amended 24.09.2009) from December1Q #te National
Bank of Georgia is authorized to require and obtain

- Information regarding the direct and beneficiahers of insurer;

- Information on origin of capital of insurer.

nd
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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

Definition of beneficial owner will be changed aotding to the draft amendmen
presented to the Parliament of Georgia.

See the answer on Recommendation 5.

initiatives)

ts

Special Recommendation | (Ratification and Implemetation of UN instruments)

Recommendation 35 (Conventions) and

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

fProvide for adequate criminalisation of financing terrorism and ensure thg

there is a comprehensive legal structure for thelémentation of UN Resolutions.

The requirements of the UN Conventions should héewed to ensure tha
Georgia is fully meeting all its obligations undbem..

it

Wt

Measures reported &
of 23 July 2008 ta

implement the
Recommendation o
the Report

On June 7, 2006 Parliament of Georgia ratified26@0 UN Convention again
Transnational Organized Crime (“Palermo Convendion”

Terrorism financing as a crime was criminalized 25 July 2006. By the
amendments of March 19, 2008 the scope of the I&r&3I (Financing of
terrorism) of the CCG was further extended (see tb&ponse to Speci
Recommendation Il on pages 19).

After the amendments of July 25, 2006, Article 2@f the CCG gives th
exhaustive list of crimes for which the criminahbility of legal persons i
established. Among these crimes are terrorism ¢iimgrand other terrorist relate
crimes.

As for the evaluators recommendation about theemphtation of Article 18 (1
(b) of the Terrorist Financing Convention (concagithe requirement wit
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of march 19, 2008 to the Law of Georgia on Fadiliathe Prevention of lllici
Income Legalization, introducing the meaning of dfeal owner and appropriate

obligations in this regard to the Law. (See thggoese on Recommendation 5 pn
page 13).

respect to the beneficial owners), the issue has besolved by the amendme]vts

Measures taken to| No additional changes or measures to this recomatiemd
implement the
recommendations
since the adoption
of the first progress
report

(other) changes
since the first
progress report
(e.g. draft laws,
draft regulations or
draft “other

enforceable means”
and other relevant
initiatives)

Recommendation 38 (MLA on confiscation and freeziy)

Rating: Partially compliant

Recommendation dfconsideration should be given to an asset forfeifund and a system for sharing
the  MONEYVAL | of confiscated assets with other countries whenafiscation is a result of cd
Report ordinated law enforcement action.

Measures reported g In this area no changes have been made
of 23 July 2008 tq
implement the
Recommendation o
the Report

Measures taken to| No additional changes or measures to this recomatiemd
implement the
recommendations
since the adoption
of the first progress
report

(other) changes
since the first
progress report
(e.g. draft laws,
draft regulations or

draft “other

enforceable means”
and other relevant
initiatives)
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Special Recommendation |l (Freezing of funds usefbr terrorist financing)

Rating: Partially compliant

Recommendation ¢
the MONEYVAL
Report

fA clear legal structure for the conversion of desijons into Georgian Lay
under UNSCR 1267 and 1373 or under proceduresatriti by third countries i
required,;

Measures reported ¢
of 23 July 2008 tq
implement the
Recommendation @
the Report

For the purposes of the implementation of the cotiga obligations, by the
amendments of 25 July 2006, the terrorist finant¢iag been introduced as a
separate crime in the Chapter of terrorism relatences in the Criminal
Code of Georgia (Article 331 In accordance with the Georgian criminal
legislation, not only direct perpetration but thegaration and the different
types of complicity in the commission of terrorfgtancing is considered as
the punishable offence, as required under the 8g&@wouncil Resolutions. By
the amendment of March 19, 2008 all aspects obriem financing has been
fully covered under Criminal Code of Georgia. (¢tkee response to Special
Recommendation Il on pages 19).

The law on Combating Terrorism has been adoptedhbyParliament of
Georgia on 2% of June 2007. The objective of the law is to detee legal
basis and the forms of organizing fight againgiotism, as well as regulation
of coordination of government organs, grounds @gsdtion of civil unions
and organizations, civil servants and individuéteir rights, responsibilities
and their social protection guarantees. The Mipisfrinternal Affairs is the
central organ for combating terrorism by preventng investigating terrorist
acts, collecting information and organizing infotioa on the activities of
international terrorist organizations, coordinatagfivities of counterterrorist
organs within the country through the Counter TiestdCenter of the MolA,
which, on its part, ensures conduct of countertitractivities.

The Counter Terrorist Centre of the Ministry ofdmtal Affairs concentrates
on collection and analysis of information aboutdgst threats, persons and
organizations involved in terrorist activities oitlwlinks to persons and
organizations involved in such activities, idewt#fiion of specific measures
for prevention of terrorism and implementationtodge within its competence.
The CTC of MolA maintains and regularly updatesslisf persons suspected
of terrorist activities or being in relation witith@r persons or organizations
involved in or suspected to be involved in termoistivities. The list is
regularly updated based on operative informatiahae shared with relevant
state structures. The list is also regularly chdckgainst the lists maintained
under UN Security Council Resolution 1267.

The consolidated list of the natural and Legal gess members to the Taliban
movement and Al-Qaida Organization and their aséesidrawn up by the
1267 UN Committee, was incorporated in the mairalkse of the Counter-
Terrorist Centre at the Ministry of Internal Affaiof Georgia since February
2006. The List for the border immigration contrslregularly transferred to
the State Border Department of the Ministry of intd Affairs, which is
stored in their computer database and is transféoreegional divisions of the
State Border Department. The List is subject tall@geview. In addition, the
information about the people from the so-calledsitviimited countries"
applying for Georgian visa and the inviting persoits inspection is
transferred beforehand by the consular departnernheé Counter-Terrorist

Centre at the Ministry of Foreign Affairs. The abgerocedure is quiet short
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and it is implemented in the Centre under the 24rltuty schedule. Similar
service is available at the State Border Departroéf@eorgia, and the Centre
has direct contacts with it.

Amendments in the Law of Georgia on Facilitating frevention of lllicit
Income Legalization

To this regard the suitable amendments were matigetbaw of Georgia on
Facilitating the Prevention of lllicit Income Legadtion on march 27, 2007 and
March 19, 2008. Due to those amendments the worlingrticle 2 (h) and
Article 9 (2) of the Law of Georgia on Facilitatitge Prevention of lllicit
Income Legalization are as follows:

Article 2 (h):

Suspicious transaction — a transaction (regardissamount and operation
type) supported with a reasonable grounds to susged it had been
concluded or implemented for the purpose of legaiizllicit income or
financing terrorism (person participating in thansaction or the transaction
amount causes suspicion, or other reasons exisoftgidering transaction as
suspicious), or any person involved in the transads on the list of terrorists
or persons supporting terrorism, or/and is likelybe connected with them,
or/and funds involved in the transaction may betesl with or used for
terrorism, terrorist act or by terrorists or persdimancing terrorismpr any
involved person’s legal or real address or placeresidence is located in a
non-cooperative zone and the transaction amourdrisferred to or from such
zone;”

Article 9 (2)

If any of the transaction participants is on th& bf terrorists or persons
supporting terrorism or/ and there is suspicion sgh person may be related
with terrorists or persons supporting terrorisnand transaction funds may be
related with or used for terrorism, terrorist actby terrorists or by persons
financing terrorism, the monitoring entity shall bleligated to send the report
to the Financial Monitoring Service of Georgia e tday the information is
received, along with all relevant available matsrand documents.

Thus, according to the current edition of the LawGeorgia on Facilitating th
Prevention of lllicit Income Legalization the nati@f the ‘reasonable grounds|to
suspect” is introduced to the Law and persons dasigl by the United Nations
Security Council as terrorists are subject to dwaitoring, therefore immediate
freezing and consequent confiscation of the prgpé8ee the information about
the freezing below).

1%

Measures taken to| No additional changes or measures to this recomatiemd
implement the
recommendations
since the adoption
of the first progress
report

Recommendation of A designating authority is required for UNSCR 1373;
the MONEYVAL

Report

Measures reported § On the basis of Presidential Decree # 526 of 2leBwer 2001, the Interagency
of 23 July 2008 tg Coordination Council with the National Security @eil for Implementation of
implement the UN Security Council Resolution #1373 and Realizatis National Action Plan
Recommendation g for Joint Fight against International Terrorism hbhsen established. The
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the Report

Interagency Coordination Council consists of higffic@mls of relevant line
ministries — Ministry of Internal Affairs, Ministryof Finance, National Bank
Ministry of Justice, Ministry of Defense, Proseau&eneral’s Office, Ministry of
Labor, Health, and social welfare, etc. The Interexy Coordination Council i
chaired by the Deputy Secretary of National Segu€ibuncil. The functions o
the Interagency Coordination Council include sufon of Implementation of
UN Security Council Resolution # 1373 as well asctmrdinate activities o
relevant line ministries and agencies in combatmgprism.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Based on Article 26 (paragraph “a”) of thew of Georgia on Combatin
Terrorism,the President of Georgia issued Decree #18 oredpii, 2008, which
approved theRule of Organizing Overall Counterterrorist Actigs in the
Country and Coordination of Activities of Agendie€ombating Terrorism.

According to the rule, the overall organization aodrdination of counterterroris
activities in the country is exercised by the Ceutatrrorist Center of the Ministr]
of Internal Affairs of Georgia. A designating autityas it is required for UNSCH
1373 is the Counterterrorist Center of the Minigtfynternal Affairs of Georgia,;
The Instructions and requests of Counterterroresit€ are obligatory and mu
be observed by any agency.
Governmental agencies are obliged to submit toQbenterterrorist Center an
information in accordance with the List of Inforriost ensuring overal
counterterrorist activities approved by the samaaeof 17 January 2008.

During the conduct of special (operational/operalegechnical) and operations

investigative measures of counterterrorist actsithe Counterterrorist Center and

other agencies are authorized to use capacitiepefy or material-technical ba
of other governmental agencies in accordance whith tules provided b
legislation.

With the approval of the Minister of Internal Affaiof Georgia, the director of th
Counterterrorist Center shall annually submit aoremn the counterterroris
activities conducted in the country to the PrediddiGeorgia.
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Recommendation o
the MONEYVAL
Report

f Clarification required that freezing should be watit delay and not await th
completion of transactions before lists are checked

Measures reported ¢
of 23 July 2008 tq

implement the
Recommendation @
the Report

Since the amendments of February 25, 2004 and 30n2006 to the Law o
Georgia on Facilitating the Prevention of lllicitcome Legalization, according
the Article 1084(f) the Financial Monitoring Sergits authorized to address {
Court with the motion on the authorization of threezing of property (ban
accounts) or to suspend the bargains (transadfitimre is grounded suppositig
to believe that the property (sum of the bargairgynbe used for terrorisr
financing. In this case files should be sent todbmpetent bodies of the Office
the Prosecutor General and Ministry of Internalakf immediately. (See th
response on Special Recommendation Ill on pager36-3

Since the amendments of March 19,2008 to the Art@Bf of the CCG,
according to which all types of terrorism financihgs been fully covereg
prosecutors have enhanced ability to without dedayftly and affectively freeze
the property (e.g. terrorist assets) through tresqibed by article 190 of th
CPCG provisions.

In case of urgent necessity, if there exists b&wesonsideration that the proper
shall be concealed or destroyed, according tolartig@5 of the CPCG prosecut|
has a right to issue the decree on freezing thpepty the legality of which i
further assessed by a court.

ty
or

=

D

68



In both this cases, if the property (e.g. terroassets), including bank accou
does not belong to suspect, accused or convictesbipeto person material
responsible for their activities and/or to conndagperson (paragraph 1 of artig

190 of the CPCG), will be applied paragraph 2 dfckr 190 of the CPCG.

According to the paragraph 2 of the above-mentioagitle property shell b
frozen if it could be used for the preparation of &rime prescribed by article

323-330 (Crimes related to terrorism), article B3Ierrorism financing) or an
other especially grave offence envisaged by Geor@iaminal Code, as well g
for ensuring their prevention, if there are suffiti data that this property may
used for commission of crime. Paragraph 2 of atitb0 of the CPCG i
applicable notwithstanding the fact whether thepprty in question belongs f
any person listed in para. 1 of the same articlefsct, accused and etc.).

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

No additional changes or measures to this recomatiemd

Recommendation o
the MONEYVAL
Report

f Clearer guidance on obligations required

Measures reported 4
of 23 July 2008 tq
implement the
Recommendation @
the Report

In this area no changes have been made.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

No additional changes or measures to this recomatiemd

Recommendation o
the MONEYVAL
Report

f Publicly known procedures for considering de-ligtand unfreezing are require
and for persons inadvertently affected

Measures reported 4
of 23 July 2008 tq
implement the
Recommendation @
the Report

Delisting is possible using several options. Gerdegislation does not exclud
prohibit or in any other way hinder the procedurfedelisting persons fron
consolidated lists through direct petition to tloedl point established under t
UN Security Council Resolution 1730 (2006). Aparbnii that, according t
administrative legislation of Georgia, any persathin the jurisdiction of Georgig
is authorized to address any administrative bodlyraguest information availab
in that organ related to him or her (Article 39,8l Administrative Code
Georgia). In case the concerned individual discoveaccurate or incomple
information, the discrepancy could be settled bselevant administrative bod
(i.e. FMS, CTC of MolA, etc.) or by the court. Aecding to the Paragraph d

Article 43 of the General Administrative Code ofdigia administrative body i
obliged to remove discrepancy based on the decifitime court or on the writte
and motivated request from the concerned individual

Thus, any person is authorized to address reledmtnistrative bodies (i.e. FM¢

CTC of MolA, etc.) and request removal from the sitated lists. Respectiv
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bodies, on their part, are authorized to addrdesart UN structures via Ministr
of Foreign Affairs with their motivated delistingquests.

According to the Criminal Procedural Code of Gearginfreezing may be dane
According to Article 199 of the CPCG, the propestyall be frozen until th

execution of judgment or the termination of criniimoceedings. Under th
paragraph 4 of the mentioned Article, the meastireeezing shall be repeale

whenever the basis for the application of freezéngo more in existence. Beside

according to the same article, the measure maybersed on the basis of t
prosecutor’s decree on the termination of crimprakeedings in the criminal ca
or based on court decision.

Article 200
Accused or his/her counsel has a right to appealfitkt instance court order @
freezing to the court of appeals within 72 houtsrathe issuance or execution
the above order. In case if the court grants aanotihe order of first instang
court will be annulled and the property will be tozen.
A person who considers that his/her property wagefn illegally or without
proper grounds including a person not being diydatked with the case, whos
property was enlisted mistakenly, has the rightefpuest unfreezing pursuant
the provisions of Civil Procedural Code of Georgi; filing a motion on
unfreezing of the property. The motion is heardhwgycivil court. The judgment ¢
the court is obligatory for prosecutor and invegign, as well as for the court th
is hearing a criminal case.

Since all the above provisions are

included in tBeorgian Generg

Administrative Code, Criminal Code and Criminal &xdural Code and they are

publicly available, all the interested parties hameaccess to them.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

No additional changes or measures to this recomatiemd

Recommendation o
the MONEYVAL
Report

f All supervisors should actively check complianci\8R.III

Measures reported 4
of 23 July 2008 tq
implement the
Recommendation @
the Report

In this area no changes have been made.

n
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

No additional changes or measures to this recomatiemd

(other)
since

changes
the  first
progress report
(e.g. draft laws,

draft regulations or
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draft “other

enforceable means”
and other relevant
initiatives)

Special Recommendation V (International co-operatin)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

fEnact an autonomous financing of terrorism offeteémprove the capacity fo
rendering MLA.

=

Measures reported &
of 23 July 2008 tq
implement the
Recommendation @
the Report

Since the enactment of a new provision on finanahgerrorism in the CCG o
25 July 2006 and its amendments of March 19, 20Q&arming the scope (¢
article 331 (Financing of terrorism) the issue of double criality required by,
Georgian legislation for rendering MLA with respéatthe financing of terrorisn
has been entirely resolved. (See the responseecigh Recommendation Il o
pages 19).

=

—

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

No additional changes or measures to this recomatiemd

Recommendation o
the MONEYVAL
Report

fEnact an autonomous offence of terrorist financiteg improve extradition
capacity in relation to financing of terrorism ofiges

Measures reported ¢
of 23 July 2008 tq
implement the
Recommendation @
the Report

Since the enactment of a new provision on financihtgrrorism in the CCG o
25 July 2006 and its amendments of March 19, 20Q&armding the scope (¢
article 331 (Financing of terrorism) the issue has been egtire$olved. (See th
response on Special Recommendation Il on pages 19).

Under Article 254 of the Criminal Procedural Code Georgia, the crime i

subject to extradition if it is punishable with tdeprivation of liberty for more

than 1 year. The lowest term of punishment fororsm financing is 10 yea
deprivation of liberty. Thus, under the current @&gan legislation the terroris
financing falls within the category of offences gdb to extradition. The same
true for the purposes of the Council of Europe Guortion on Extradition of 1957

D =

—_ = o0

is

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

No additional changes or measures to this recomatiemd

(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)

Special Recommendation VI (Money or value transfeservices)

Rating: Partially compliant

Recommendation o
the MONE\YVAL
Report

fValue transfer business should be licensed/regisdter

Measures reported &
of 23 July 2008 ta

implement the
Recommendation @
the Report

AML Law introduces a new term “entity performing n&y remittance services”
defined as an entity (except commercial bank ancrafinance organization
which performs money remittance services.

For this purposes, paragraphs 4 andodArticle 2 of the Law on Activities o
Commercial Banks was modified. In accordance whis tarticle, it is the
Georgian Financial Supervisory Agency who is au#tenl to regulate th
activities of entities performing money remittarservices. From 5of may of
this year GFSA is authorized to register and cénkbrese entities for the purpo
of Money Laundering and Terrorist Financing.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

According to the nevDrganic Law of Georgia on the National Bank of Ggar
as of December 1, 2009 the National Bank is authdrito regulate entitig
performing money remittance services and currexchange bureaus by way
registering, auditing them and setting minimum regquents for them.
According to paragraph 2 and 3 of Article 50 of saene law:

“2. The National Bank shall supervise the moneydfar agents and curren
exchange points only by preventing circulation afged money and, for th
purposes of theaw of Georgia on Facilitating the Prevention dfdit Income
Legalization registering them, revoking their registration,diting them,
setting minimum requirements, and imposing sanstagainst them.

3. The rule of registration and revocation of stgition by the National Bank, th
amount of pecuniary penalty and the rule of itsasifion shall be define
under the National Bank’'s normative act. The amafnpecuniary penalty
shall be wired to the state budget of Georgia”.

According to paragraph 2 of Article 48 of the sataw, for the purposes g

supporting the prevention of illicit income legalfion and circulation of forge

money the National Bank shall be authorized to letgumoney transfer agen
and currency exchange bureaus by way of registednditing them and settin
minimum requirements for them.

According to the AML Law, entities performing monegmittance services a

considered as monitoring entities.

The Regulation on Receiving, Systematizing and&®siag the Information b

Money Remittance Entity and Forwarding to the FiziahMonitoring Service o

Georgiawas approved on February 17, 2009 under Decresf #fe Head of the

Financial Monitoring Service of Georgia.

1%
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The Regulation defines obligations of entities perfing money remittanc
services for identification of persons having besm relations with the
registration and keeping the identification docutegas well as obligations

transactions subject to monitoring.

%
submission of reports to the Financial Monitoringnsice of Georgia o

D

=

(other) changes
since the first
progress report
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(e.g. draft laws,
draft regulations or
draft “other

enforceable means”
and other relevant

initiatives)

Special Recommendation VII (Wire transfer rules)

Rating: Non compliant

Recommendation @

fThere should be a comprehensive legal frameworkeagdihg all the requirement

E;e MONEYVAL | 35 set out in SR VII in regard of commercial baahs the Georgian Post
eport
Measures reported § The Law obligates monitoring entities to perforne tldentification of persons i

of 23 July 2008 tq

implement the
Recommendation @
the Report

>

case of implementing transaction through Society Wdorldwide Interbank

Financial Telecommunications (SWIFT) or other samihetwork (system) exceeds

GEL 1 500 (or its equivalent in other currency).

The provision on ,,Receiving, Systemizing, Procesdhe Information by the

Commercial Banks and forwarding it to the Finandiébnitoring Service of

Georgia” gives examples what is meant under ,,atirailar network (system)”|

There is Western Union, Money Gram etc ) (artic(@&)®

According to the changes and amendments made toabwyementioned

Regulation in June, 2008, Article' vas added concerning the obligation o

commercial bank of registering the identificatioatal when performing mongy

remittances (transfers). This Article obligates @nmercial bank to includ
identification data in the transfer documents andnst this information to th

recipient institutions as set under Special Recondation VII.

Paragraphs 2 and 3 of Articlé & the decree stipulates:

“2.When implementing local and international tramsfthe following informatio

shall be recorded:

a) Name;

b) Account number (if applicable) or person’s uniqode;

c) Address (address may be replaced: in case of @lyperson — wit
personal number by ID or Passport or Date of Bintld Place, number
tax payer, in case of legal entity — with numbeteof payer).

3. Identification data, stated in Paragraph 2 dfche 6', shall be included in th
respective electronic document of money remittasoethat after transfer is
implemented this information is conveyed to thetiin8on receiving
remittance.”

Moreover Paragraphs 5 and 6 of Articfeothe decree sets out:

“5. Banks, which in the course of transfer perfdime role of an intermediar
shall ensure transferring of the person’s iderdifan data from the payin
Bank to the beneficiary Bank. If due to techniaégsons it is not feasible to
perform the above — noted process, the intermedthanks shall retain payer|s
identification data for the period defined undera@aaph 1 of Article 8 of thi
Regulation.

6. When implementing local transfers it shall benptted to record informatio
determined only under Subparagraphs (a) and (bPavhgraph 2 of thi
Article. In such event, the paying Bank upon regiusisall provide th
recipient institution with the payer’'s completentiécation details (or in other
cases provided for in the legislation) within thimking days.”

D
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As the persons carrying out money remittance sesvaccording to the chan
made to the Law are included in the list of momitgrentities, the requirements
the mentioned Recommendation will be applied tanttes well in the neare
future.

je
of
5t

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Article 6' of the Regulation on Receiving, Systemizing and Procgstie
Information by Commercial Banks and Forwarding e tinancial Monitoring
Service of Georgihas not been changed.

Besides, Article 6 of th®egulation on Receiving, Systemizing and Procgshim

Information by the Money Remittance Entity and Foding to the Financia

Monitoring Service of Georgiaapproved under Decree #1 of the Head of

Financial Monitoring Service of Georgia of Februaty, 2009) determine

obligations of entities performing money remittarsegvices for identification o

their clients. Namely,

1. Pursuant to the Article 6 of thew of Georgia on Facilitating the Preventic
of lllicit Income Legalizationthe Money Remittance Entity, based on its m
activity, shall identify all persons having a bwese relationship with (the
representatives, proxies, as well as the thirdgueirs whose favor transaction
concluded), when:

a) The amount of operation / transaction implengrtaough the mone
remittance network (system) exceeds GEL 1 500t$oequivalent in othe
currency);

b) The transaction represents a suspicious trdaeacaccording tg
Subparagraph (e) of Article 2 of this Regulation;

2. When implementing operations determined in Stdipaph (a), Paragraph 1
this Article the Money Remittance Entity shall redtgerson’s identificatior
details in a money transfer order (instant moneyittance application form).

3. In the course of making local and internatianahey remittances the followin
information shall be recorded on the Money Remittalntity:

a) Name

b) Account number (if such) or the person’s uniqumber;

¢) Address (address may change by the ID / Passpaortdate and Place
Birth, Identification Number of the Payer).

4. |dentification details noted in Paragraph 3o tArticle shall be filled in ar

electronic document of the respective money remitasystem, so that afte

implementing transfer / money remittance such mfation is forwarded to th
money receiving institution.

5. If full recording of identification details listl in Paragraph 3 of this Article
an electronic format is not feasible technicallyg Money Remittance Entity
upon request of the additional identification detaby money receiving
institution, shall provide such information.

the
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6. When executing local transfers, only recordifignformation determined i

Subparagraphs (a) and (b) of this Article shalpbamitted. In such case payer -

the Money Remittance Entity, upon receipt of retéshe money receivin

institution (or in other cases as determined byl¢heslation) shall provide such

information within three working days.

7. In spite of supposition on equivocacy and amaditihe operation / transaction,
the Money Remittance Entity shall continue providiservices to the client

except for cases listed in Paragraph 8 of thischeti

8. The Money Remittance Entity shall refuse to e¢he client in following cases:

a) Client and / or representative of the Money Remce Entity can not b
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identified;

b) Client (or representative) of the Money Remitifntity is included in th

list of terrorists or persons supporting terrorism.

In the event of considering the case determime&lbparagraph (a), Paragra
8 of this Article as suspicious as well as in therg provided for in Paragrag
8 (b) of this Article, the Money Remittance Entithiall immediately submi
the reporting form made in conformity with the Amri of this Decree and
or all the available information (documents).

10. Documents required for identification shall be:

a) if the physical person is Georgian citizen —iteen identity card, or &
citizen passport, or any other official documertjch contains the releva
information and is equalized to them under the Gieorlegislation;

b) if the physical person is foreign citizen — geas$ issued by the compete
authority of the relevant State or other officiacdment containing releva
data, equalized to the passport according to tloegsmn legislation.

9.

11.The following information shall be obtained thgh the identification process:

a) First name, last name
b) Citizenship;
c) Date of birth;
d) Place of residence;
e) Number of ID (Passport) and citizen’s persommhber by ID (Passport);
f) If the physical person is registered as a salddr — the relevant registrati
date, number, registering authority, identificatrmmmber of tax payer;
12.The Money Remittance Entity shall record couming authority, which issue
documents presented for identification, as wellla® of issuance and validi
period thereof.
13.If the documents (information) stored in or preaed to the Money Remittan
Entity allow, the client’'s bank account detailslshiso be recorded.
Concerning the post office, see the answer on Rewrdation 23.
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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)

Special Recommendation VIII (Non-profit organisatians)

Rating: Partially compliant

Recommendation o
the MONEYVAL
Report

fAN overall review of the risks in the NPO sectcedeeto be undertaken

Measures reported &
of 23 July 2008 ta

implement the
Recommendation @
the Report

No changes have been made

Measures taken to
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implement the
recommendations

since the adoption
of the first progress

report

Recommendation of The Ministry of Finance should begin AML/CFT moniitg for entities engage
the  MONEYVAL | in extension of grants and charity assistance. @@mation should be given t
Report effective and proportionate oversight of the whdlRO sector

|-

Measures reported ¢
of 23 July 2008 tq

No changes have been made

(@)

implement the
Recommendation o
the Report
Measures taken to| On October 8, 2009 thénstruction on Assigning the Status of Charitaple
implement the | Institution to an Organization and Canceling and vBldng thereof and
recommendations | Maintaining the United Registriapproved under Decree #149 of the Ministry of
since the adoption| Finance of March 17, 2005) was amended.
of the first progress| According to paragraph 1 and 2 of Article 5 of thastruction (Additional
report Obligations and Responsibilities of Organizatioravithg the Status of Charitable
Institution):
1. In addition to acquiring the status of charigabistitution the organizations
shall be charged with the additional obligationsl assponsibilities envisaged
under the tax legislation. Namely, a charitabldituson shall prior to April 1
of each year submit the following documents tortspective tax authority:
a) Program report on activities during the lastryedth description of activities
(including economic activities);
b) Financial report on received income with indimat of sources and

expediency of incurred expenses;

confirmed by the independent auditor.

2. Organization shall ensure publishing the prograport on its activities an
financial statements (balance sheet and incomenséatt) for the last year i
press as well as their availability for interegpedities.

According to paragraph 1 of Article 6 of the sammstiluction, the Revenu

Service of the Ministry of Finance of Georgia shmlintain the united registry ¢

the charitable institutions. According to paragraplof Article 6, registry of

charitable institutions shall be available to aterested persons.

Recommendation o
the MONEYVAL
Report

—

fCloser liaison between the governmental departméamntsived is required an
greater sharing of information between them andh&tv enforcement

Measures reported 3
of 23 July 2008 tq
implement the
Recommendation @
the Report

No changes have been made

Measures taken to
implement the
recommendations

since the adoption

No additional changes or measures to this recomatiemd

of the first progress

7€

¢) Financial statements (balance sheet and incoatengent) for the last year

-5 O

=



report

Recommendation o

the
Report

MONEYVAL

f STR guidance should be issued in respect of traéiosacin this sector below th
30,000 GEL

Measures reported 3
of 23 July 2008 tq
the
Recommendation @

implement

the Report

No changes have been made

Measures taken to

implement the
recommendations

since the adoption

of the first progress
report

No additional changes or measures to this recomatiemd

(other)
since
progress report
(e.g. draft laws,
draft regulations or
draft “other

the first

enforceable means”

and other relevant
initiatives)

changes

Special Recommendation X (Cross border declaratimand disclosure)

Rating: Non compliant

Recommendation
of the
MONEYVAL
Report

An effective system of monitoring by Customs ofetaon units in excess
30,000 GEL needs to be put in place

pf

Measures reporte
as of 23 July 200¢
to implement the
Recommendation
of the Report

After structural reorganization within the Ministf Finance, there was creat
Revenue Service, which among other structural ucitsers also Custom
Administration (April of 2007). The principal legalases of the Revenue Serv
are:

Law of Georgia: On the Revenue Service of the Mipisf Finance

The Customs Code

The Tax Code

March 2, 2008 N170 Order of Minister of Finance

The reorganization in the regional level of Revenservice has been end

recently. The customs and tax authorities wereiehiat the regional level. Ther

are created nine regional centers (tax inspection).

As a rule (defined by decree of Minister of Finamgimistry N1232 22.11.2007)
physical person crossing the customs border shoutdke into consideration th
entry and exit with any amount of currency in @mfr Georgia is free of any dutie
whereas a moving across the border of GEL 30 006 equivalent cash in foreid
currency shall be subject to mandatory declaring.
If person chooses the affirmative answer in follogvibox of the declaration ¢
physical person he (she) should fill the speciaimf which allow customs an

FMS identifying this person.

77



Extract from declaration of the physical person:

“3. Information about goods.

| have with me or | move with baggage and handaggdollowing goods:

3.1. National currency in amount of more than GELOOO or its equivalen
foreign currency, currency values

O Yes 0 No-¢

The coordinating and organizational role for utaking properly the currenc

control by customs border authorities falls upoe tivision for customs contro

organization. Following the initiative of this dsion:
a) There were renewed the internal order which defities responsible
persons for receiving the information about persomsving across th
border of GEL 30 000 or its equivalent cash in ifgmecurrency

b) There was arisen issue for amendments into thetirgxigegulation.

According to the N152 Order (November 16, 2004)hef head of FM$

only currency falls under mandatory monitoring anad the other financia
instrument (i.e. securities). (the draft amendméntthis decree is alread
prepared.)
c) There was established the effective monitoring ragism through custom
system of Georgia
The following statistics clearly approves the abowentioned statements.
From March 2007 — to March 2008
Entrance Exits Declaring amount (GEL)
(number (number
cases) of cases)
9

Name of
Customs borde
authority

Thilisi Airport

of

50523360 #21 683 845
EUR)

44 709 £19 188 EUR)

514 023 €220 610 EUR)
1834 720787 433 EUR)

15 1 415 3704607 455 EUR)
Sarphi 2 4002 2594 1 717 707 EUR)
Since October of 2006 customs began sending infitmmao FMS on natura
persons, carrying cross-border cash with the teédle of GEL 30 000 or it
equivalent in other currency, through the custowmsiér of Georgia, in compliang
with the Law of Georgia “On Facilitating the Pretien of lllicit Income
Legalization” and requirements of this Regulatiblumber of STRs from custom
received in 2007 rises 4 times in comparision Withprevious year.

Gardabani
Sadaxlo
Tsitely Khidi
BaTumi Airport

2

Measures taken
to implement the
recommendations
since the adoption
of the first
progress report

As the continuation of the process described inRingt Progress Report, in 20(
the FMS of Georgia received 147 STRs from Custoutisagities. In 2009, the tota
number of received STRs is 293.

Recommendation
of the
MONEYVAL
Report

FMS needs full information on the levels of crossdbr cash movements

Measures reporte

as of 23 July 200¢

Full information on the levels of cross-border castvements (declared and na
declared) that is at customs Authorities dispasaking sent to the FMS.

—

=<

D

y

(-DUJ

D8
al

n-

78



to implement the
Recommendation
of the Report

Measures taken
to implement the
recommendations
since the adoption
of the first
progress report

No additional changes or measures to this recomatiemd

Recommendation
of the
MONEYVAL
Report

The sanctions regime for breaches of the Custonde Gbould be reviewed

Measures reporte
as of 23 July 200¢
to implement the
Recommendation

of the Report

According to the Article 242 of Customs Code lllegaovement of non-declare

goods across the customs border of Georgia withoabnsent of the authorize

official of the customs authority or by avoidingetltustoms control, - shall &
subject to fining a liable person 100 percent ef @imount of import duties payah
for the goods concerned, but not less than 2000 @kd/or free of charg
confiscation of means of transport and goods aforns law violation.

The quantity of infringements (there were confisdahe non-declared amount)

Name of| Entrance Exits Declaring amount (GEL
Customs borde| (number of] (number of
authority cases) cases)
Sadaxlo 1 20 000 (%)
Sarphi 1 1 118 928 ($)
Measures taken| No additional changes to this recommendation.
to implement the
recommendations
since the adoption
of the first
progress report
Recommendation | A clear and effective system needs to be put icepia stop and restrain curreng
of the | or bearer negotiable instruments for a reasonalileet in order to ascertaif
MONEYVAL whether evidence of money laundering or terroiisricing may be found.
Report

y

Measures reporte
as of 23 July 200§
to implement the
Recommendation

of the Report

No changes have been made

Measures taken
to implement the
recommendations
since the adoption
of the first
progress report

Currently the United Custom and Tax Code is in phecess of drafting by th
Ministry of Finance according to which the Custoerce shall be authorized

stop and restrain currency or bearer negotiabkeuiments for a reasonable time
order to ascertain whether evidence of money laumgl®r terrorist financing ma
be found.

1]

n

Recommendation
of the
MONEYVAL

Report

Clearer coordination arrangements with other lawf@oement bodies involved
cross-border issues should be put in place;
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Measures reporte
as of 23 July 200¢
to implement the

No changes have been made

Recommendation

of the Report

Measures taken| No additional changes or measures to this recomatiemd

to implement the

recommendations

since the adoption

of the first

progress report

Recommendation | A database including lists of high risk groups reedeating, and Customs need
of the | sensitizing and training to detect cross-border ements associated with money
MONEYVAL laundering and financing of terrorism

Report

Measures reporte| Paragraph 5 is added to Article 5 of Draft amené@dS decree for customs
as of 23 July 200§ Authorities, which sets out: “5. Special attentishall be focused on persons
to implement the carrying cash, checks and other securities detexninmder Paragraph 1 of Articlel 3

Recommendation
of the Report

of the Regulation, whose permanent place of resglen / and country where they

came from or are traveling to is hon-cooperativevatch or suspicious zone.”

Measures taken
to implement the
recommendations
since the adoption
of the first
progress report

On July 21, 2008 under Decree #4 of the Head ofthancial Monitoring Service

of Georgia, paragraph 5 has been added to Articletbe Regulation on Receivin
Systemizing and Processing the Information by Q@ustoAuthorities an
Forwarding to the Financial Monitoring Service ofe@Grgia (approved unde
Decree #152 of the Head of the Financial Monitoriagrvice of Georgia
November 16, 2004).

According to this provision, special attention sl paid to persons carrying cash,

checks and other securities whose permanent placesmence or/and count
where they came from or are traveling to is nonpevative or a watch and/or
suspicious zone.

Watch Zones are defined by the Resolution of thee@oment of Georgia N11
June 16, 2007 obefining the List of Watch Zones for the Purposethe Law of
Georgia on Facilitating Prevention of lllicit InceenLegalizationwhile, suspicious
zones are identified as such by monitoring entitiesnselves, in this case by
customs authorities.

(other) changes
since the first
progress  report
(e.g. draft laws,
draft regulations
or draft “other
enforceable
means” and other
relevant
initiatives)
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4. Specific Questions

Specifics Questions raised in the®1Progress Report

Have there been changes at the FIU regarding coemoéts, resources, staffing etc.?

FMS Georgia exploits the same rights and competsras it did in the period of Evaluation in 2006.
According to the changes made to the AML Law, tMSHeports only to the President of Georgia.

The staff of the FMS has been reduced from 40 t@8the monitoring entities implemented a new
electronic settlement system for supplying the repio the Data Collecting and Processing Departmen
There has also been made some minor change inrtlotuse of the Service by merging the Legal and

Methodology and International Cooperation Departisien
As for funding — according to the regulations seth® AML Law, current funding of the Service caot n
be less than the approved financing for the presvigar. The reduction of current funding of thevider

can be made only by a prior consent of the Heatleervice. If the Council of NBG does not appropve

the Budget the financing will be carried out by #mount equal to the financing of the previous year

Have there been changes in the competencies afvisqry authorities?

Supervision of the financial sector was undertakgthree independent supervising authorities, Matio

Bank of Georgia — supervised banking sector indgdicommercial banks, non-banking depositary
institutions, microfinance institutions, and exchanbureaus; Insurance State Supervision Service —

supervised insurance sector; Securities CommissiMpervised securities market in Georgia.

According to the new amendments on the Organic dbiNational Bank of Georgia, for the purpose| of
the financial sector supervision — Georgian Finan8upervisory Agency (GFSA), legal entity of the
public law, was established. Georgian FinancialeBupory Agency is the single body supervising the
whole financial sector. Georgian Financial SupemjsAgency supervises: banking sector, entities
performing money remittance services, exchange dmsteinsurance sector (comprising of non-ife
insurance companies, life insurance companiestientconducting pension schemes), and securities

market.

Georgian Financial Supervisory Agency has the saatkority and competencies that National Bank of
Georgia, Insurance State Supervision Service awodriies Commission wielded in regard to finangial

sector regulation.

Under the amendments to AML Law as of 19.03.20@8sthpervisory authorities for monitoring entities

shall be:

a)Financial Supervisory Agency — for commercial ban&srrency exchange bureaus and non-hank
depository institutions, microfinance organizatioastities performing money remittance transactions
broker companies and securities’ registrars, img@acompanies and non-state pension scheme

founders;

b) The Ministry of Finance of Georgia — for entitiegyanizing lotteries and other commercial
games; entities engaged in activities related ézipus metals, precious stones and products
thereof, as well as antiques; customs authorities entities engaged in extension of grants
and charity assistance;

¢) The ministry of Justice of Georgia — for notariesl aational agency of public registry.

What has been done to improve the situation ofssta?

Georgian FIU now maintains and keeps all the siedisinformation which can be used for further

purposes. Based on the Memorandum between FlUe&rtus’s Office, and Ministry of Internal Affairs,
FIU will receive quarterly information regardingethcases on which FIU has sent information

Prosecutor’s Office. This provision will enable @Ggian FIU to assess the effectiveness of the AMODICF

system as a whole and fulfillment of its functiamsler AML Law.
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Sine October of 2006 FIU started to conduct stasisin international cooperation to show timelines
responses.

National Bank, as a result of each inspection sfsitipervised entities, was sending a copy of
inspection act to FIU.

Since July 2007, the Office of the Prosecutor Galnefr Georgia, is keeping, updating and analyzing
routinely basis all the statistical information oroney laundering and terrorist financing investigya,
prosecutions, convictions (including information panding money laundering cases before the co
indication of the sours from which criminal cases haeen initiated, information on the underlyi
predicate offences; information as to whether tlomey laundering offence was prosecuted autonomg
or together with the predicate offence and whickesawere self laundering) sentences, property rird
seized, confiscated and mutual legal assistance.
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The last amendments to Art. 194 CC reduced the Ipgsialty for money laundering to imprisonment to 2

- 4 years (previously 4 — 6 years); the penaltydotions by a group, actions committed repeatediy
those involving generation of income in large gitead was reduced to 4 - 7 years (previously 6

years) and the actions committed by an organisedigr by using one’s official position and involvi
generation of income in extremely large quantities reduced to 7 - 10 years (previously 9 — 123)e
As a consequence it is now not clear whether caagp{which is covered in the Georgian Criminal €duy
“preparation” in Art. 18) is still applicable to meey laundering in its non aggravated form becautel8

CC is only applicable for “grave crimes”. Article2IlCCG defines “grave crimes” as “any premeditat
crime, which entails the maximum sanction of degiiwn of liberty no more than ten years [...]". Rige
explain whether conspiracy is applicable for molayndering in all its forms.
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According to the amendments of March 19, 2008 ¢éoGhiminal Code of Georgia the sanctions of Arti
194 have been increased, in particular sanctiommiEgraph 1 provides for deprivation of libertgrr 3
to 6 years, para. 2 — from 6 to 9 years and pardrdsn 9 to 12 years.

According to Article 18 (Preparation of Crime) betCCG the criminal liability shall be imposed fbe
preparation of grave or especially grave crimeg.onl

According to the Article 12 (Categories of Crimé}tie CCG:

a)grave crime is any premeditated crime, which emtiie maximum sanction of deprivation of libe
in excess of 5 years but no more than ten years.

b) especially grave crime is any premeditated crim@ckventails the maximum sanction of deprivat
of liberty in excess of 10 years or life impriscemh

cle

rty

on

Thus, as Article 18 of the CCG prescribes the arahiliability for the preparation of the grave and

especially grave crimes and according to the arti@ of the CCG para. 1 - 2 of Article 194 of the®
belongs to the category of grave crimes and paraf the same article belongs to the category
especially grave crimes, conspiracy/preparatiomohey laundering (Article 194 of the CCG) in al

of
it

forms is fully applicable and conformably punisteabhder the Georgian Criminal Low.
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Additional Questions since the ¥ Progress Report

How many autonomous money laundering convictione l@en achieved since the first progress report?
What were the underlying predicate offences? Whiatemces were imposed and what were the amounts

of the confiscation orders applied?

On June 20, 2008 Thilisi City Court rendered twéoaomous money laundering convictions against
persons respectively. The above-mentioned persens gonvicted for the attempt of laundering 120
USD. According to the standard envisaged by Agticd4 (Legalization of lllicit Income) of the Crinal
Code of Georgia the Court established that the mmtmecriminals attempted to conceal and disguiae
not obtained from the legal means. Accordingly, pheticular predicate offence was not specifiethat
case.

The defendants pleaded guilty and cooperated Wwighinivestigation; therefore, the plea agreement

two
D00

w

was

concluded with them. Due to the above-mentionedstrgences applied against each defendant are as

follows:

- Suspended sentence for 5 years (the 5 monthdawathd 14 days respectively which the defend
spent in prison was included in their sentence);

- 10 000 GEL Fine;

- Confiscation of 120 000 USD.
Currently there are sixteen ongoing autonomous mtmendering investigations and two prosecution
the Unit for Prosecution of lllicit Income Legaltian of the Office of Chief Prosecutor of Georgia.

ants

S in

Please explain fully how the administrative samttig regime now operates for infringements
AML/CFT laws, regulations, decrees or other enfalide guidance. Is every infringement of th

instruments potentially sanctionable? Please désctine range of administrative sanctions now atdéla

to be taken by or on behalf of GFSA. For what tygfespecific infringement have sanctions been irag
since the last progress report on banks, insuracmmpanies, exhange bureaux and money remitt

of
bse

DS
ance

entities and, if possible, give examples of theimax and minimum penalties imposed for each type of

infringement. [Please ensure that these answersbearead in conjunction with the statistics prodds
6¢].

Sanctions are imposed for the violation of the AlMaw and respective normative acts of supervisory

bodies.
Under the relevant acts of the President of thédNal Bank of Georgia, sanctions for commercialksa

insurer, microfinance organizations and entitie$quaing money remittance services, currency exgkan

bureaus, founders of non-state pension schemespartitipants of securities’ market have been

established.
» Sanctions for commercial banks are determined ubDderee of the President of the National Ban

Georgia of December 25, 2009, #242/01A@proving the Regulation on Determination and Inipgs

Pecuniary Penalties against Commercial Banks
» Sanctions for currency exchange bureaus are detedwinder Decree of the President of the Nati

of

bnal

Bank of Georgia of December 31, 2007, #844Approving the Rule on Registration and Regutatio

of Exchange Bureaus

e Sanctions for microfinance organizations and morayitters are determined under Decree of
President of the National Bank of Georgia of Feby@2, 2010, #22/01 oApproving the Regulatio
on Defining, Imposing and Collecting Pecuniary Péea against Microfinance Organizations a
Money Remitters

» Sanctions for insurance companies are determinddrudecree of the President of the National B
of Georgia of February 22, 2010, #23/01 Approving Regulation on Defining, Imposing
Collecting Pecuniary Penalties against Insyrer

the
h
nd

ank
nd

» Sanctions for founder of non-state pension schemedetermined under Decree of the President of the
National Bank of Georgia of February 22, 2010, 8196n Approving Regulation on Defining,
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Imposing and Collecting Pecuniary Penalties agaistinder of Non-State Pension Scheme, As
Management Company and Specialized Depositary
» Sanctions for securities registrars and brokeragmpanies are determined under Decree of
President of the National Bank of Georgia of Febr#?, 2010, #18/0bn Approving Regulation o
Defining, Imposing and Collecting Pecuniary Peredtiagainst Securities Registrars and Broker
Companies for Violations of the Requirements olLthe of Georgia on Facilitating the Prevention
lllicit Income Legalization.
All the above-mentioned normative acts determineupiry penalties for violation of the requireme
defined under the AML Law by monitoring entitieshi§ concerns the obligation on reporting ab
transaction above threshold, as well as on sus@di@mnsactions.
Table below includes all type of infringements seder the Georgian legislation and the reley
sanctions for respective financial institutions.
Monitoring Entities
Banks
Type of Infringement Penalty
For failure to submit information on
transactions subject to monitoring to the
Financial Monitoring Service of Georgia in
compliance with the set procedure, or/and Belated submission up to 30 days — GEL 100; Belated
the event of revealing belated submission sfibmission for 30 days and more — GEL 300;
such information (without observance of the
established timeframe), for each fact of
violation
For failure to submit information on
transactions subject to monitoring to the in the amount of GEL 5,000 for each fact of viaati
Financial Monitoring Service of Georgia
For rendering services to any person
without identification
In the event of revealing violation of
requirements set for recording and retainin
information (document) related with the
monitoring process
For failure to submit information and
documents additionally requested by the

Financial Monitoring Service of Georgia m(?elated submission up to 30 days — GEL 100; Bdlate

pompllance with the s_et procedure, or / anQ ubmission for 30 days and more — GEL 300
in the event of revealing belated submission

(without observance of the established

timeframe) for each fact of violation

For failure to submit information and

documents additionally requested by the in the amount of GEL 5,000 for each fact of viaati
Financial Monitoring Service of Georgia

in the amount of GEL 1,000 for each fact of vialati

ﬁl: the amount of GEL 1,000 for each fact of viaati

Microfinance Organizations

ssets

the
n
age
of

nts
out

ant

Type of Infringement Penalty

84



For failure to submit information on
transactions subject to monitoring to the
Financial Monitoring Service of Georgia in
compliance with the set procedure, or/and
the event of revealing belated submission
such information (without observance of the
established timeframe), for each fact of
violation

For failure to submit the Form on
Registration of Microfinance Organization
in the Financial Monitoring Service of
Georgia to the FMS

For failure to submit a new registration
form to the FMS after the changes of the 300 GEL

information in the previous one

For failure to submit information on

transactions subject to monitoring to the 1 000 GEL for each fact of violation
Financial Monitoring Service of Georgia

For submission false information 700 GEL for each fact of violation
qu reno_lermg services to any person 300 GEL for each fact of violation
without identification

In the event of revealing violation of

requirements set for recording an_d retammg;OO GEL for each fact of violation
information (document) related with the

monitoring process

For failure to submit information and

documents additionally requested by the

Financial Monitoring Service of Georgia in

compliance with the set procedure, or / and.50 GEL for each fact of violation
in the event of revealing belated submission

(without observance of the established

timeframe)

For failure to submit information and

documents additionally requested by the 1 500 GEL for each fact of violation
Financial Monitoring Service of Georgia
For submission false information about the
information and documents additionally
requested by the Financial Monitoring
Service of Georgia

g%o for each fact of violation;

2 000 GEL

700 GEL for each fact of violation

Non-registration of transgctions 2 000 GEL
(operations) by the special software

Insurance Companies
Type of Infringement Penalty
For failure to submit information on
transactions sgbjt_act to monitoring to the_ 100 GEL - up to 30 days:
Financial Monitoring Service of Georgia in )
; . for 30 days and more — GEL 150;
compliance with the set procedure, or/and i N
. _ r each fact of violation.
the event of revealing belated submission ot
such information (without observance of the
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established timeframe), for each fact of
violation

For failure to submit the Form on
Registration of Insurance Company in the
Financial Monitoring Service of Georgia to
the FMS

For failure to submit a new registration
form to the FMS after the changes of the 500 GEL

information in the previous one

For failure to submit information on

transactions subject to monitoring to the 1000 GEL for each fact of violation
Financial Monitoring Service of Georgia
For rendering services to any person
without identification

For submission false information 500 GEL

In the event of revealing violation of

requirements set for recording an_d retalnlngOO GEL for each fact of violation

information (document) related with the

monitoring process

For failure to submit information and

documents additionally requested by the

Financial Monitoring Service of Georgia in Belated submission up to 30 days — 100 GEL; Belated
compliance with the set procedure, or / ancdubmission for 30 days and more - 150 GEL,; for each
in the event of revealing belated submissidiact of violation

(without observance of the established

timeframe), for each fact of violation

For failure to submit information and

documents additionally requested by the 1000 GEL for each fact of violation

Financial Monitoring Service of Georgia
For submission false information about the
information and documents additionally
requested by the Financial Monitoring
Service of Georgia

Non-registration of transactions 2000 GEL
(operations) by the special software

Money Remittance Services

Type of Infringement Penalty
For failure to submit information on
transactions subject to monitoring to the
Financial Monitoring Service of Georgia in
compliance with the set procedure, or/and j
the event of revealing belated submission
such information (without observance of the
established timeframe), for each fact of
violation

2000 GEL

200 GEL for each fact of violation

700 GEL

for each fact of violation
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For failure to submit the Form on
Registration of Money Remittance Service
in the Financial Monitoring Service of
Georgia to the FMS

For failure to submit a new registration
form to the FMS after the changes of the 150 GEL

information in the previous one

For failure to submit information on

transactions subject to monitoring to the 500 GEL for each fact of violation
Financial Monitoring Service of Georgia

For submission false information 500 GEL for each fact of violation
\I/:v(i)tqu:)eur':?celtr;:t?fiizagzes to any person 150 GEL for each fact of violation
In the event of revealing violation of
requirements set for recording an_d retalnang?50 GEL for each fact of violation
information (document) related with the

monitoring process

For failure to submit information and

documents additionally requested by the

Financial Monitoring Service of Georgia in

compliance with the set procedure, or / and0 GEL for each fact of violation

in the event of revealing belated submission

(without observance of the established

timeframe), for each fact of violation

For failure to submit information and

documents additionally requested by the 1 000 GEL for each fact of violation
Financial Monitoring Service of Georgia

For submission false information about the

information and do_cume_nts add_ltlonally 500 GEL for each fact of violation
requested by the Financial Monitoring

Service of Georgia

Non—registration of transfactions 2 000 GEL
(operations) by the special software

1500 GEL

Non-State Pension Schemes

Type of Infringement Penalty

For failure to submit information on

transactions subject to monitoring to the

Financial Monitoring Service of Georgia in .
compliance with the set procedure, or/and ]iLrQr 03(03?3_1 _Sugntg ri%gaXSéEL 150:
the event of revealing belated submission ?gr each éct of violation '
such information (without observance of the '
established timeframe) for each fact of

violation

For failure to submit the Form on

Registration of Non-State Pension Schemez'so00 GEL

in the Financial Monitoring Service of

Georgia to the FMS

For failure to submit a new registration g9 gL
form to the FMS after the changes of the
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information in the previous one

For failure to submit information on

transactions subject to monitoring to the 1000 GEL for each fact of violation
Financial Monitoring Service of Georgia
For rendering services to any person
without identification

In the event of revealing violation of
requirements set for recording and retainingOO GEL for each fact of violation
information (document) related with the

monitoring process

For submission false information 500 GEL

200 GEL for each fact of violation

For submission false information about the
information and documents additionally
requested by the Financial Monitoring
Service of Georgia

For failure to submit information and
documents additionally requested by the
Financial Monitoring Service of Georgia in Belated submission up to 30 days — 100 GEL;
compliance with the set procedure, or / andelated submission for 30 days and

in the event of revealing belated submissiomore - 150 GEL; for each fact of violation
(without observance of the established

timeframe), for each fact of violation

For failure to submit information and

documents additionally requested by the 1000 GEL for each fact of violation

Financial Monitoring Service of Georgia

700 GEL

Securities' Registrars, Broker Companies

Type of Infringement Penalty

For failure to submit information on

transactions subject to monitoring to the

Flnan(_:lal Mon_ltorlng Service of Georgia in 150 GEL for each fact of violation
compliance with the set procedure, or/and in

the event of revealing belated submission of

such information (without observance of th
For failure to submit the Form on
Registration of Securities’ Registrars
(Broker Company) in the Financial
Monitoring Service of Georgia to the FMS
For failure to submit a new registration
form to the FMS after the changes of the 300 GEL

information in the previous one

For failure to submit information on

transactions subject to monitoring to the 1000 GEL for each fact of violation
Financial Monitoring Service of Georgia

for submision of false information 700 GEL for edaht of violation

Fgr reno_lermg SErvices to any person 300 GEL for each fact of violation
without identification

2000 GEL
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In the event of revealing violation of

requirements set for recording and retainingOO GEL for each fact of violation
information (document) related with the

monitoring process

For failure to submit information and

documents additionally requested by the

Financial Monitoring Service of Georgia in

compliance with the set procedure, or / and50 GEL for each fact of violation
in the event of revealing belated submission

(without observance of the established

timeframe), for each fact of violation

For failure to submit information and

documents additionally requested by the 1500 GEL for each fact of violation
Financial Monitoring Service of Georgia
For submission false information about the
information and documents additionally
requested by the Financial Monitoring
Service of Georgia

Non-registration of transactions
(operations) by the special software

700 GEL for each violation

2000 GEL

Exchange Bureaus

Type of Infringement Penalty
For failure to submit information on
transactions subject to monitoring to the
Financial Monitoring Service of Georgia in
compliance with the set procedure, or/and fLr]bO GEL for each fact of violation
the event of revealing belated submission &

such information (without observance of the

established timeframe), for each fact of

violation

For failure to submit the Form on

Registration of Foreign Exchange Bureau igo GEL

the Financial Monitoring Service of

Georgia to the FMS

For failure to submit information on

transactions subject to monitoring to the 150 GEL for each fact of violation
Financial Monitoring Service of Georgia
For rendering services to any person
without identification

In the event of revealing violation of
requirements set for recording and retainingoo GEL for each fact of violation
information (document) related with the
monitoring process

For failure to submit information and
documents additionally requested by the
Financial Monitoring Service of Georgia in 00 GEL for each fact of violation
compliance with the set procedure, or / an(}

in the event of revealing belated submission

(without observance of the established

50 GEL for each fact of violation
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timeframe), for each fact of violation

For failure to submit information and
documents additionally requested by the 150 GEL for each fact of violation
Financial Monitoring Service of Georgia

Non-registration of transactions

(operations) by the special software 200 GEL

Sanctions for notaries are set under Regulation on Disciplinary Liability of Notariespproved unde
Decree #1025 of September 15, 2003 of the Ministelustice of Georgia (as amended in Februar
2005).

The Regulation determines notification or writtearming as sanctions for the notary who does not

meet the requirements of the AML Law of Georgiathé notary fails repeatedly to comply with t
requirements of the AML Law of Georgia or any apalile normative acts issued by the FMS
sanction will be the dismissal of the notary frdma bffice (Article 4, 6, 7 and 8).

For the violation of provisions of the AML Law llge entities organizing lotteries and other comiaéf
games, sanctions are determined under the Articleof3the Law of Georgia on Entities Organizin
Lotteries and Other Commercial Gam&anctions are imposed by the Revenue Servideed¥iinistry of
Finance of Georgia.

According to the above-mentioned law, for casineg antities organizing other commercial games
obligatory to be registered in the FMS and to subaiévant information to the FMS.

Have sanctions been taken against any financiditirieon for failure to have adequate systems iacpl
for dealing with PEPs as required by Rec 67

The draft amendments to the AML Law submitted ® Barliament of Georgia intends implementatiof
the requirements of Recommendation 6. For this gaepafter the adoption of the above-mentio

amendments, it has been planned that the Naticenat Bf Georgia will define relevant sanctions aghin

financial institutions for failure to have adequaystems in place for dealing with PEPs.

Have STRs been received by the FIU in connectitin suistomers identified by financial institutions
PEPs? How many have been passed to law enforcemmshtwhat were the results so far in terms
investigations, prosecutions and convictions?
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As it has been already mentioned above, the draéindment recently submitted to the Parliament of
Georgia intends to implement the requirements afoRenendation 6. Therefore, to date, in the absence

of such normative act the financial institutions aot obliged to identify customers as PEPs. loltethe

FMS of Georgia have not yet received any STRs aitoouers identified as PEPs by financial institution

How many freezing orders have been made pursuahettddNSCR Resoloutions 1267 and 1373 since the

last progress report?

No freezing orders have been made in Georgia potsodhe UNSCR Resolutions 1267 and 1373.
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5. Questions related to the Third Directive (2005/60/EC) and the
| mplementation Directive (2006/70/EC)*

Implementation / Application of the provisions in the Third Directive and the Implementation
Directive

Please indicate | Third Directive and the Implementation Directives avot fully implemented yet in
whether the Third Georgia.

Directive and the
Implementation
Directive have been
fully implemented / or
are fully applied and
since when.

Beneficial Owner

Please indicate | According to subparagraph (q) of Article 2 of thmA Law of Georgia the definition
whether your legal | of beneficial owner is the following:
definition of “Beneficial owner — the natural person(s) who uéttely owns or controls the entity
beneficial —owner | pg\wever, the draft amendment submitted to the ®adit of Georgia intends to
gor_re_s.ponds to the | ‘hange the definition of Beneficial Owner. Consetlye paragraph “q” of Article 2

efinition of - : oIt
beneficial ownerin | ©f the AMI__ _Law of Georgiawill introduce the foIIowm_g deflnltlon_.
the 3 Directive “q) Ber_lef|C|aI owner — natural person(s_) _repreisgntan u_Itlmate owner(_s) or
(please also | controlling person(s) of a customer; beneficial ewf a business legal entity (as
provide the legal | well as of an organizational formation not represeg a legal entity, provided for in
text with  your the Georgian legislation) shall be the direct atinect ultimate owner, holder or/and
reply) controlling natural person(s) of 25% or more offseatity’s share or voting stock, or
natural person(s) otherwise exercising control direr management of the business
legal entity.”

Risk-Based Approach
Please indicate the | In February 2010, the NBG issué¢de Guidance on the Risk-Based Approach tg
extent to which | Combat lllicit Income LegalizatiofGuidance provides some principles of Risk-Base
financial Approach for the assessment of risks related toewydaundering) for financial
institutions  have | istitutions.

been perr_mtted ©0 | Based on the FATF Recommendations, the above-nmetigrinciples define the
use a risk-based |. - e . . ) .
approach to | indicators for the classification _of_ customers adogy to the risks associated with
discharging certain | them and the procedures for their identification. _ _ _ _ _
of their AML/CFET According to this document, when establishing bess$nrelationship, a financial
obligations. institution shall determine the initial risk assateid with the customer by assessing the
following risk categories:

- Country risk;

- Customer risk;

- Product/services risk.

TheGuidance on the Risk-Based Approach to Combattliicome Legalizatiornas
been issued for the following financial instituttonmicrofinance organizations,
insurance companies and non-state pension schenmeldis, entities performing
money remittance services, currency exchange bsiresggurities' registrars, broker
companies, credit unions.

“ For relevant legal texts from the EU standardsAggeendix 1.
® Please see Article 3(6) of th¥ Birective reproduced in Appendix II.
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Politically Exposed Persons

Please indicate
whether criteria for
identifying PEPs in
accordance with th
provisions in the
Third Directive and
the  Implementatior
Directive® are
provided for in your
domestic legislation
(please also provid
the legal text with

your reply).

* The draft amendments to the AML Law submitted ® Barliament of Georgia is aim¢
at implementation of the Recommendation 6.

| According to this amendment, the definition of Redilly Exposed Persons (PEP

" his/her family members and a person having clossinbas relationship with th
Politically Exposed Person (PEP) will be the follog
v) Politically Exposed Persons (PEPs) - foreigizeits, who have been entrusted w
prominent public functions in a respective courand / or carry out significant publi
and political activities. They are: Heads of State of government, members ¢
government, their deputies, senior officials of gament institutions, members ¢

Eparliament, members of the supreme courts and iagimtal court, high ranking
military officials, members of the central (natibnbank’s council, ambassadors, sen
executives of state owned corporations, politiatyp (union) officials and members ¢
executive body of the political party (union), atf@ominent politicians, their family
members as well as persons having close busines®mne with them; a person shall &
considered as a politically exposed during a yebowing his/her resignation from th
foregoing positions.

w) Family member — spouse of a person, his/hempgrsiblings, children (including ste

— children) and their spouses.

X) Person having close business relationship vki¢ghRolitically Exposed Person (PEP
natural person who owns or/and controls a shameoting stock of that legal entity, i

which a share or voting stock is owned or /and radled by the Politically Expose

Person (PEP); also, a person having other typdosk dousiness relationship with t
Politically Exposed Person (PEP).”

According to the draft law the following Article" @ill be also added to the AML Law
Georgia:
“Article 6. Obligations of Monitoring Entities with respead Politically Exposeo
Persons (PEPS)

1. Monitoring entity shall identify whether the pen having a business relations with
entity or his/her beneficial owner belongs to thetegory of Politically Expose
Persons (PEPS).

. If a person having the business relationshig whte monitoring entity or/and it
beneficial owner represents a Politically Exposedsén (PEP), in addition to th
steps stipulated under this Law, the monitoringtgshall take the following actions
a)Obtain permission from the management to establisiness relationship with su

person;
b)Take reaonable measures to ascertain the origin of fuhdsich person as well
the identity of the beneficiary of the account;

c)Perform permanent monitoring over its businekgions with such person.

. If the person (its beneficial owner) becomestieally Exposed Person (PEP) aff
establishing business relations with the monitoemgity, the latter shall undertal
measures provided for in Paragraph 2 of this Aatialgainst such person up

the

joN

er
e
on

availability of the aforementioned information.”

® please see Article 3(8) of th¥ Birective and Article 2 of Commission Directive@8J70/EC reproduced in Appendix II.
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“Tipping off”

Please indicate As it was already mentioned, Article 208 the Criminal Code of Georgigrohibits
Wheht.';?'f < _thc‘le only the “Tipping off’of the transaction report.

tporo 'tr:t(_'}on t:ang:l::tt?or However, according tad\rticle 274 of the Criminal Procedure Code of Georgla
report or also covers investigator and prosecutor are obliged to enshiae the information concerning the
ongoing ML or TF| criminal case shall not be unveiled. For the abmestioned purpose, investigator gnd
investigations. prosecutor have right to take written obligatioonfrthe participants of the investigative
action that without his/her prior permission they will tndisclose the information
concerning the criminal case and to urge about dhiminal responsibility if the
information is anyway disclosed. The sanctionstfa infringement of the previously
mentioned obligation are provided by Article 374tloé Criminal Code of GeorgiaThe
above-mentioned sanctions are as follows: fineasrective work up to two years or
deprivation of liberty up to one year.

With respect to the In case of the application of Article 20& the Criminal Code of Georgighere are no

prohibition of “tipping | specific circumstances where prohibition is lifted.

off” please indicate As for the cases defined by Article 274 of tBeminal Procedure Code of Georgand

whether there  are apticle 374 of the Criminal Code of Georgia, asvids mentioned above, if participant of

fr'ﬁecum;:gﬂﬁ)eitsionvvh?sreinvestigative action is not duly urged by investigeand/or prosecutor, that person shall
not be subject to criminal liability for the disslare of the information concerning the

lited and, if so, thg =" °
details of  such Criminal case.

circumstances.

“Corporate liability”

v

Please '“d'cati Yes, according to Article 137of the Criminal Code of Georgigorporate liability can be
Yiv;tﬁlti?er Cacnorpor:; applied where crime is committed on behalf of, king of and/or for the benefit of the
applie)(lj where  a legal er_1tity by a responsib_le person. _ . _
infringement is| According to the same article the ter@sponsible persois defined as follows:
committed for the 1he person who is responsible for the managemeptesentation of the legal entity or
benefit of that lega| making decision on behalf of the legal entity andé the member of supervisory,
person by a personcontrolling or auditing body of the legal entity.

who  occupies a

leading position|

within  that legal

person.

Can corporate Yes, due to the amendments made toGhieninal Code of Georgiamn September 26,

liability be applied| 2008, the criminal liability of legal person can d&eplied where the crime is committed
where thel for the benefit of the legal person as a resultaok of supervision or control by the
infringement IS| persons who occupy a leading position within tegal person.

committed for the
benefit of that legal
person as a result (
lack of supervision o
control by persons
who occupy a leading
position within that
legal person.

In this respect th€riminal Code of Georgialso uses the term responsible person, which
fcompletely covers the person who occupies a legatisgion within the legal person.
Please see above the definition of the responpéiison.
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DNFEBPs

Please specify
whether the|
obligations apply to
all natural and legal
persons trading in a
goods wherg
payments are made
cash in an amount of
15 000 or over.

IFinancial Monitoring Service of Georgiwas approved on February 16, 2010 un

nconcerning the real estate acquisition.
obligation of identification of a person having ess relations with the Public Regist

Namely, subject to monitoring shall be:

- transactions if the amount of the transactions eds&0 000 GEL;

- suspicious transactions;

- transactions (regardless its amount) if theress@position that a person involved
in the transaction is or might be related withrdgsts or persons supporting
terrorism;

- transactions, regardless its amounts, implementedhé person registered in
watch or suspicious zone.

Article 4 sets the obligations of the Agency conagg the internal control.

Article 5 requires from the Agency to designatesarployee (or employees) in charge
monitoring.

Article 8 requires from the Agency to keep inforinat (documents) presented f
identification of a person and all other recordd dncuments for the period not less th
6 years.
Article 9 establishes an obligation of the Agenoysubmit the report on transactio
subject to monitoring by the FMS.
According to the AML Law of Georgia the same reguoients are set forth for notarie
customs authorities, entities, organizing lottedad other commercial games (includi
casinos), entities engaged in activities relateghriecious metals, precious stones

The Regulation on Receiving, Systemizing and Psowgsthe Information by the
National Agency of Public Registry — Legal EntifyPaiblic Law and Forwarding to the

Decree #2 of the Head of the Financial Monitorireyv&e of Georgia. The National
Agency of Public Registry is kegal entity of Public Lawregistering all agreements

€ The Regulation is in conformity with all requirente of the AML Law, including the

Article 3 of the Regulation defines also transawtigoperations) subject to monitoring.

der

S,

ng
and

products thereof, as well as antiquities.
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6.

Statistics

Money laundering and financing of terrorism cases

a. Statistics provided in the last progress report:

2005
Investigations Prosecutions Conylctlons Proceeds frozen| Proceeds seized Prqceeds
(final) confiscated
amount amount
) . amount
cases| persons| cases| persons| cases| persons| cases (in cases (in cases (in EUR)
EUR) EUR)
ML 16 - 6 17 2 10 1 572000| - - 1 572 000
FT
2006
Investigations Prosecutions Conylct|ons Proceeds frozen | Proceeds seized Pro_ceeds
(final) confiscated
amount
amount : amount
cases| persons| cases| persons| cases| persons| cases (in EUR) cases (in cases (in EUR)
EUR)
10 - 4 4 3 5 2 4 548 000 1 3 214 000
(was
ML frozen in
year 2004)
FT
2007
Investigations Prosecutions Cony|ct|ons Proceeds frozen | Proceeds seized Pro_ceeds
(final) confiscated
amount
amount 2 amount
cases| persons| cases| persons| cases| persons| cases (in EUR) cases (in cases (in EUR)
EUR)
ML 9 2 2 2 1 949 000
FT
2008 (January-May)
Investigations Prosecutions Conylct|ons Proceeds frozen| Proceeds seized Prqceeds
(final) confiscated
amount
amount : amount
cases| persons| cases| persons| cases| persons| cases (in EUR) cases (in cases (in EUR)
EUR)
ML 3 1 1 3 3 1 1 936 000 1 1 936 000
FT
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b) Please complete, to the fullest extent possibléhe following tables since the adoption of the fst
progress report.

2008 (June — December)
Investigations Prosecutions Conylct|ons Proceeds frozen | Proceeds seized Prqceeds
(final) confiscated
amount amount eI
cases| persons| cases| persons| cases| persons| cases (in EUR) cases (in EUR) cases| (in
EUR)
6815609, 2 543 486| 1 87 248
ML 6 N/A 2 3 1 2 1 EUR EUR EUR
FT
2009
Investigations Prosecutions Conylctlons Proceeds frozen | Proceeds seizec Pro'ceeds
(final) confiscated
amount amount amount
cases| persons | cases| persons| cases| persons| cases (in EUR) cases| (in cases| (in
EUR) EUR)
1738 200 Please see the
ML 9 N/A 4 6 1 L 5 EUR note below.
FT |

Note: In 2009 on one criminal case 400 000 EUR was renhdk@m the possession of criminal by means of

imposing fine instead of confiscation. Before ussugh measure, the above-mentioned money was plactte
bank account of the offender’s mother.

2010 January
S . Convictions Proceeds ' Proceeds
Investigations Prosecutions . Proceeds seize(q .
(final) frozen confiscated
amount amount amount
cases| persons | cases| persons| cases| persons| cases (in cases (in cases| (in
EUR) EUR) EUR)
ML 7 N/A 4 5 1 46 500 1 10 590
FT
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¢) AML/CFT sanctions imposed by supervisory authotties.

Please complete a table (as beneath) for admitivgtraanctions imposed for AML/CFT infringements in

respect of each type of the supervised entityérfithancial sector (eg, banks, insurance, secsirtie).
If similar information is available in respect affervised DNFBP, please provide an additional tédnleables),
also with information as to the types of AML/CFTringements for which sanctions were imposed.
Please adapt the tables, as necessary, also tatediny criminal sanctions imposed on the inite@atof

supervisory authorities and for what types of mfem

ent.

2007 2008 2009
for comparison
Number of AML/CFT violations identified by the [ 7 banks 10 Banks- 10 banks-
supervisor 82 currency | 159 currency | 67 currency
exchange exchange exchange
bureaus bureaus bureaus

Type of measure/sanction*

Written warnings

Fines| 583 100 GEL| 1,347,600 GEL| 464 800 GEL
(255,052 EURO) | (615,736 EURO)| (199,442 EURO)
for banks, for banks, for banks,
41,000 GEL | 8,250 GEL (3,770 21,750 GEL
(17,934 EURO) | EURO) for | (9,333 EURO)
for currency | currency for currency
exchange exchange exchange
bureaus bureaus bureaus
Removal of manager/compliance officer
Withdrawal of licensg
Other**
Total amount of fines 624, 100 GEL 1, 355, 850 GEL | 486,550 GEL

(272,986 EURO)

(619,506 EURO)

(208,775 EURO)

Number of sanctions taken to the court (where
applicable)

Number of final court order

Average time for finalising a court ord

J
e

-

* Please amend the types of sanction as necesstargover sanctions available within your jurisdi¢ion

** Please specify
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7. STR/ICTR

a. Statistics provided in the last progress report

2005
Statistical Information on reports received by theFIU Judicial proceedings
notifications
reports about cases o0 law
suspicious opened . t/ indictments convictions
transactions | by FIU enforcemen
reports about prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
()] ()] ()] (]
threshold |y | T ML |FT| Mo |FT| 8] Sl 8 S| 8 E] 8 &
gl 2l 8| 2]l @| 2| 8| 2
o (] o (] o (] o ()
o o o o
commercial banks 23122 483
insurance companies 278 0
Notaries 2704 10
Currency exchange 238 0
broker companies 654 18
" . 67 37
securities' registrars 291 47 28 7 5 | 6| + s | %
lawyers - - 1 7
accountants/auditors 3 3
company service provider 3 -
others (please specify
and if necessary add - -
further rows)
Total 27287 558

" Based on 2005 notification by FIU
8 Based on 2004 notification by FIU




2006

Statistical Information on reports received by theFIU

Judicial proceedings

reports about cases nottlgclztlv\?ns
suspicious opened . t/ indictments convictions
transactions by FIU entorcemen
reports about y prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(] (] ()] ()]
threshold 1w | Fr M |rr|me | e | 81 51 8| S 2| E] 8 S
gl 2|l | 2| @| 2| ]| 2
o () o () o (] o (]
o o o o
commercial banks 37627 2214 1
insurance companies 448 0
Notaries 3996 7
Currency exchange 159 0
broker companies 436 31 i i
3
securities' registrars 204 29 3315 9 S 3 2*1-0 4to
lawyers 3 3
accountants/auditors - -
company service provider i -
others (Customs) 14 0
Total 42884 2281 1

° Based on 2005 notification by FIU
19 Based on 2004 notification by FIU

9¢




2007

Statistical Information on reports received by theFIU

Judicial proceedings

reports about cases nottlgclztlv\?ns
suspicious opened . t/ indictments convictions
transactions by FIU enforcemen
reports about y prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(2] (2] (2] (2]
threshold 1 vy | e M ler | M | T |l 2 El g €]l g 2| g &
gl 2|l @| 2|l @| 2| & 2
o (] o (] o (O] o (O]
o o o o
commercial banks 48570 4591
insurance companies 382 0
Notaries 8574 19
Currency exchange 990 18
broker companies 1165 24 14
securities' registrars 310 16 o | U &l g e 1JI2
lawyers 3 3
accountants/auditors - -
company service provider i i
others (Customs) 57 0
Total 60048 4668

1 Based on 2007 notification by FIU
12 Based on 2006 notification by FIU
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2008 (January-May)

Statistical Information on reports received by theFIU

Judicial proceedings

reports about cases nottlgclztlv\?ns
suspicious opened . t/ indictments convictions
transactions by FIU entorcemen
reports about y prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(] (] (] (]
threshold |y | Fr M |rr M | FT | 81 5| 8| S 8| E| 8] S
gl 212|288 2] & 2
o () o () o () o ()
o o o o
commercial banks 18782 3625 1
insurance companies 92 1 -
Notaries 4341 7 3
Currency exchange 500 2 3
broker companies 106 1 - 21
13
securities' registrars 104 7 3 Ak e . o= g 1JI4
lawyers - - 3
accountants/auditors - - -
company service provider i - -
others (Customs) 56 ® ®
Total 23981 3643 1

13 Based on 2005 notification by FIU
14 Based on 2006 notification by FIU
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b) Please complete, to the fullest extent possible gtfiollowing tables since the adoption of the®1Progress
Report

Explanatory note:

The statistics under this section should providewarview of the work of the FIU

The list of entities under the headingdnitoring entitieis not intended to be exhaustive. If your jurigin covers
more types of monitoring entities than are listed)( dealers in real estate, supervisory authsréte.), please add
further rows to these tables. If some listed eggtitire not covered as monitoring entities, plelseiadicate this in
the table.

The information requested under the headihgdfcial proceedindsrefers to those cases which were initiated due to
information from the FIU. It is not supposed to eoyudicial cases where the FIU only contributeccéses which
have been generated by other bodies, e.g. theepolic

“Cases openédefers only to those cases where an FIU does iihare simply register a report or undertakes only a
IT-based analysis. As this classification is nathawon in all countries, please clarify how the téoases open” is
understood in your jurisdiction (if this systemnigt used in your jurisdiction, please adapt théetady your country
specific system).

2008 (June — December)
Statistical Information on reports received by theFIU Judicial proceedings
notifications
reports about cases to law
suspicious opened enforcement/ indictments convictions
reports about | transactions | by FIU prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
%] (%)) (%)) (]
threshold | vy | er ML |rT Mo | FT | 8 2|8 2138 E| 8 S
@ 21c8 2]lc 2l & @
o (] o (] o (] o ()
o o o o
Commercial Banks 24384 3715 2
130 i i
Insurance Companies
Notaries 5245 - -
Currency Exchange 1155 B B
Broker Companies 35 S )
28 | 2 5 2
Securities' Registrars 129 3 B
Lawyers B B B
Accountants/Auditors } } )
Company Service Provider ) - )
Customs authorities 91 - -
Total 31169 3723 2




2009 - Statistical Information on reports receivd by the FIU

2009 - Judicial proceedings

reports about cases MEHiTEHEE
AF to law A i
suspicious opened f N indictments convictions
transactions by FIU entorcemen
- reports about prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(%)) (] (] (]
threshold |y | Fr M |rr M | FT | 8 218 2| 39| E| 8| S
2] (7] 2] 7] 2] 7] 2] 7]
] = 1] = 1] = ] =
o (] o () o () o ()
o o o o
40595
Commercial Banks 6277 3
176 1 )
Insurance Companies
Notaries 5994 1 )
Currency Exchange 2541 - -
Broker Companies 13 114 B
Securities' Registrars 258 4 -
Lawyers B B B
Accountants/Auditors i} ) )
32| 3 5 3| 2| 4
Company Service Providers 3 3 )
Customs authorities 293 ) )
Entities, organizing lotteries
. 19 - -
and other commercial games
Microfinance organizations 1387 7 )
. 2 - -
Casino
Entities performing money remittange 4 ) )
services
Total 51 282 6404 3

15 Based on 2008 notification by FMS
16 Based on 2008 notification by FMS
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2010 (January)
Statistical Information on reports received by theFIU Judicial proceedings
EPOLES notifications
about cases
A to law - -
suspicious opened enforcement/ indictments convictions
reports transaction by FIU
o about prosecutors
aenioigg transactions ?
entities, e.g. S ToE ML FT ML FT
(2] (2] (2] (2]
threshold |y | Fr M | FT | Mo |FT| 81 2|18 E] 38| 2] 4] 2
2} 7} 2} 7} 2} 7} 2} 7}
®© = (1] = (1] = (1] s
o () o () o () o (]
o o o o
Commercial Banks 2885 555 -
Insurance Companies 10 - .
Notaries 274 - -
Currency Exchange 261 - -
Broker Companies 20 4 -
Securities' Registrars 14 - -
Lawyers - - -
Accountants/Auditors - - -
: - 14 0 3 0
Company Service Providers - - -
Customs authorities 15 - -
Entities, organizing lotteries 4 ) )
and other commercial gameg
Microfinance organizations 130 1 -
Casino - - -
Entities performing money ) ) )
remittance services
Total 3613 560 -

Note: Information concerning the alleged facts of tegurifinancing displayed above in the statisticsasbivhich
were submitted by the Financial Monitoring ServideGeorgia to the law enforcement authorities obfga,
did not trigger the investigation, as far as inth abovementioned cases there was mere coineidémames
of suspects with the names indicated in the likteroorists issued by the respective competenybod
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APPENDIX | - Recommended Action Plan to Improve theAML / CFT System

FATF 40+9 Recommendations

Recommended Action (listed in order of priority)

1. General

2. Legal System and Related
Institutional Measures

Criminalisation of
Laundering (R.1 and 2)

Money

Clarify legislative provisions to ensure that adlpacts of
the physical and material elements in the Viennd
Palermo Conventions are covered;

preparation/conspiracy to commit money
should be fully covered in Georgian law;

launde

Simple possession or use of laundered proceedddsheu

covered;

Financing of terrorism should be covered in dediggh
categories of predicate offences, and insiderngdhould
be fully covered,

The exemption for crimes committed in the tax i
Customs sphere in the definition of illicit inconme the
preventive law should be removed;

The financial value threshold should be removed;

Further clarification of the evidence required &iablish
underlying predicate criminality in autonomous mypi
laundering prosecutions should be considered, aock
emphasis placed on autonomous money laundé
prosecutions (especially in relation to foreign dicates)
for a fully effective criminalisation of money ladering;

Georgian authorities should provide for criminakjilcor
administrative liability for money laundering inspeect of
legal entities.

an

ing

and

ne
m
2ring

Criminalisation of Terroris

Financing (SR.II)

An autonomous offence of financing of terrorism wgdobe
introduced which addresses all aspects of SR.Il @8(
Interpretative Note.

)

Confiscation, freezing and seizif
of proceeds of crime (R.3)

19

It should clarified that the objects of money laerdg and
instrumentalities can be subject to mandatory fnfe in a
stand alone money laundering case.

New confiscation, freezing and seizing provisioresed
embedding into the general criminal process.

Freezing of funds used for terror
financing (SR.III)

St

A clear legal structure for the conversion of deaigpns
into Georgian Law under UNSCR 1267 and 1373 or u
procedures initiated by third countries is required

A designating authority is required for UNSCR 1373;
Clarification required that freezing should be with delay

nde

and not await the completion of transactions beliste are




checked;
Clearer guidance on obligations required;
Publicly known procedures for considering de-ligtiand

unfreezing are required, and for persons inadviiyten

affected;

All supervisors should actively check compliancethw
SR.1I

The Financial Intelligence Unit
and its functions (R.26, 30 and 32

More public reports with statistics, typologies amelnds
should be provided.

Law enforcement, prosecution a
other competent authorities (R.2
28, 30 and 32)

The Georgian authorities should proactively pursue

investigations / prosecutions in respect of autcmesn
money laundering cases (particularly foreign pratis).
Power to postpone or waive arrest or seize moneyar
circumstances specified in Criterion 27.2 needsfgiag.

SR. IX Cross border declaration al
disclosure

nd

An effective system of monitoring by Customs of retamy
units in excess of 30,000 GEL needs to be putdngl
FMS needs full information on the levels of crossder
cash movements;

The sanctions regime for breaches of the Custonde
should be reviewed;

A clear and effective system needs to be put icel@
stop and restrain currency or bearer negotiabkeuimgnts
for a reasonable time in order to ascertain whethigtence
of money laundering or terrorist financing may berfd;
Clearer coordination arrangements with other
enforcement bodies involved in cross-border issiesild
be put in place;

aw

A database including lists of high risk groups reed

creating, and Customs need sensitising and training

detect cross-border movements associated with mpney

laundering and financing of terrorism.

3. Preventive Measures—Financia
Institutions

Risk of money laundering «

financing of terrorism

=

Financial institution secrecy ¢
confidentiality (R.4)

There should be consistent provisions in legisht
ensuring that requests for information by the FM@not
be challenged because of confidentiality / secrecy.
Financial institutions should be authorised to sl
information for the implementation of Recommendatit
and SR.VILI.

Customer due diligence, includin
enhanced or reduced measures (}
R.7)

Orhe evaluators advise that obligations in the AMEIC
Rrpethodology marked with an asterisk are put int AML
Law.

10€
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There should be a specific provision clearly prahig the
opening of anonymous accounts or accounts in iGiost
names in respect of all financial institutions wWhare able tdg
keep accounts for physical and legal persons.

The AML Law should provide full CDD requirementsdan
requirements for on-going due diligence.

Explicit legal requirement on the financial institlns to
implement CDD measures when:

- financial institutions carry out (domestic ortdmational)
transactions which appear to be linked and are aalibe
threshold of US$/Euro 15,000,

- carrying out occasional transactions that are wansfers,
- there is a suspicion of ML and FT,;

- financial institutions have doubts about the wuiya or
adequacy of previously obtained customer identificedata.

Financial institutions should be obliged to identithe
beneficial owner as defined in the FATF Recommanda
and also to verify the identity of the beneficialrer.

There needs to be an obligation on financial ingtihs to
obtain information on the purpose and nature oflthginess
relationship or to conduct on-going due diligence.

The Georgian authorities should consider introdyi@n‘“risk
based approach”, performing enhanced and simpliG&D
measures for different categories of customers,inbas
relationships, transactions and products.

For higher risk customers the monitoring entitidsowd
conduct enhanced due diligence and as necessarglisdge
independent documents other than those set oliteirAML
Law.

A clear obligation on the financial institutions twmnsider,
making an STR to the FMS in case of failure tos$atitorily
complete CDD requirements before account opening

or

commencing business relations or where the business

relationship has commenced and doubts about treeitaetor
adequacy of previously obtained data arise needdep
provided for.

An obligation to apply CDD requirements to existing

customers on the basis of materiality and risk tindonduct
due diligence on such existing relationships atramyate
times is required.

(R.6) The Georgian AML/CFT system should introduce erdatie
measures concerning the establishment of business
relationships with politically exposed persons (BEP
Enforceable measures need taking to require fiahnci

(R.8) institutions to have in place or take measuresrevgnt the

misuse of technological developments in AML/CFT estles
and to address the specific risks associated vatiface to
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face business relationships or transactions.

(R.9)

Record keeping and wire transf
rules (R.10 and SR.VII)

ey

AML Law should require the maintenance of necessary

records of all domestic and international transastiand
not exclusively those transactions “subject to rwimg”.

Financial institutions should be permitted by law
regulation to keep all necessary records on tréaiesecfor
longer than five years if requested to do so ircéjgecases
by a competent authority upon proper authority.

Financial institutions should be required to keep

identification data for longer than five years wder

requested by a competent authority in specific casg
proper authority.

There should be a comprehensive legal framework

addressing all the requirements as set out in SRirV|
regard of commercial banks and the Georgian Post..

Monitoring of transactions an
relationships (R.11 and 21)

Financial institutions should be obliged to payation to
and to analyse all complex, unusual large transestor
unusual patterns of transactions, that have norappar
visible economic or lawful purpose.

Financial institutions should proactively analysdl

complex, unusual large transactions or unusuaéettof
transactions, that have no apparent or visible @odn or
lawful purpose beyond those transactions “subjec
monitoring” under the AML Law.

There should be a specific requirement in the AMiwlLor
in FMS Decrees, to set forth the findings of finah

institutions on complex, large and unusual patteohs

transactions, that have no apparent or visible @odn or
lawful purpose, in writing and to keep these firgin
available for at least 5 years.
There should be a specific requirement on the &z
institutions to examine the background and purpob
transactions (with persons from or in countries aluhilo
not or insufficiently apply FATF Recommendationd)igh
have no apparent economic or visible lawful purpese
set out their findings in writing and to make thawailable
to the competent authorities.

A more targeted method for advising financial ituibns
of countries which insufficiently apply the FAT
Recommendations should be considered.
Mechanisms need to be considered for applying ey
measures.

a

N

N

1%

Int

Suspicious transaction reports
and other reporting (R.13 and 1

4,

The reporting requirement which should be in law

or

regulation should clearly cover all predicate offes
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19, 25 and SR.IV)

required under RecommendationTh&. requirement t
report suspicious transactions should clearly caesr
matters.

There should be a clear legal requirement to refpods
suspected to be linked or related to financingeafarism
as required by criterion 13.2.

The language of “grounded supposition” should
replaced with “reasonable grounds to suspect”.

More guidance and outreach required to ensure atha
financial institutions are reporting suspiciousigactions.

Safe harbour provisions should cover temporary ek
as permanent staff.

The protection in Article 12 (3) AML Law should eldy
apply to criminal as well as civil liability.

A clear provision of general application coverimgping
off by employees of financial institutions (as wa#fl the
financial institutions themselves) should be predd

Sector specific guidance on suspicious transactieesls|
to be provided and adequate and appropriate fekd
needs to be given to financial institutions (and ABR)
required to make suspicious transaction reportéinia
with the FATF Best Practice Guideline on Provid
Feedback to Reporting Financial Institutions andheD
Persons.

A clear requirement in law or regulation for finéaig
institutions to report where they suspect or h
reasonable grounds to suspect that funds of lagell
physical persons (whether licit or illicit) are Kied or
related to, or to be used for terrorism, terroaists or by
terrorist organisations or those who finance tésnor
should be provided for.

Internal controls, compliance, audlif

and foreign branches (R.15 and 2!

?)

A clear provision should be made for compliancécefs
to be designated at management level.

Financial institutions should be generally requirtd
implement and maintain an adequately resourced
independent audit function.

Ongoing training for employees on current ML/
techniques, methods and trends is needed.

Financial institutions should establish screen
procedures to ensure high standards when h
employees.

A requirement on financial institutions to apq
AML/CFT measures to foreign subsidiaries consis
with home country requirements should be introduoed
the future.
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The supervisory and oversig
system — competent authorities g
SROs roles, functions, duties a
powers (including sanctions)
(R.17, 23, 29 and 30)

ht
nd
nd

Administrative sanctions system should clearly edté
CFT. A clearly harmonised approach to sanctior
across all supervisory authorities needs to beldped.

The sanctions regime should be much more effec
dissuasive and proportionate.

A Decree is required for brokers companies comgi
sanctionable obligations.

The Ministry of Economic Development needs le
powers to sanction for AML/CFT.

Sanctions should apply to Directors and Se
management in appropriate cases.

Sanctions should apply to dealers in precious metat
dealers in precious stones, and casinos for
compliance with the AML Law.

The Ministry of Economic Development shod
commence its AML/CFT supervisory activities in resp
of the Georgian Post and supervision of exchangedos
needs strengthening.

A programme of inspections needs to be implemefute
the postal services.

There should be a general clear power for all stpars
to compel documents in all cases.

Shell banks (R.18)

There should be an explicit provision prohibitinige
establishment of shell banks.

Financial institutions should be prohibited to enigo, or
continue, correspondent banking relationship wilells
banks.

Financial institutions should satisfy themselvesat
foreign respondent financial institutions do notrrpie
their accounts to be used by shell banks.

Financial institutions — market ent
and ownership/control (R.23)

¥

Fit and proper criteria for shareholders, directars
managers of insurance companies and founders of
State pension schemes need developing and prowi
regulating market entry for currency exchange husea

A licensing regime should be put in place reguta
money remittances.

A consistent and harmonised approach should b tiak
the assessment of the fitness and propriety ofopet
holding significant interests in financial instituns.
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Ongoing supervision
monitoring (R23, 29)

an

The Ministry of Economic Development shod
commence its AML/CFT supervisory activities in resp
of the Georgian Post and supervision of exchangedos
needs strengthening.

d
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AML/CFT Guidelines (R.25)

Sector specific guidance on suspicious transacteesls|

to be provided and adequate and appropriate fekdbac
needs to be given to financial institutions (and HBR)
required to make suspicious transaction reportéina
with the FATF Best Practice Guideline on Providing
Feedback to Reporting Financial Institutions andheDt
Persons.
Money or value transfer services value transfer business should be licensed/register
(SR.VI)
4. Preventive Measures —
Designated Non-Financial
Businesses and Professions
Customer due diligence and recofd- The changes recommended for CDD requirements, for
keeping (R.12) financial institutions should be applied also toEBP.

e Customer due diligence and record keeping requinésne
set out in Recommendations 5, 6, and 8 to 11 sheqybtly
to real estate agents, lawyers and accountantshen t
situations described in Recommendation 12.

Monitoring of transactions and. Requirements under Recommendation 13 to 15 ang 21

relationships (R.12 and 16) should apply to real estate agents, lawyers, a¢antsand
trust and company service providers subject to |the
gualifications in Recommendation 16.

e More outreach and guidance to those DNFBP with
reporting obligations is required to explain th@aring
obligation.

Regulation, supervision arlce Licensing of casinos should include inquiry inte fitness

monitoring (R.17, 24-25) and propriety of holders or beneficial owners gihdicant
or controlling interests in casinos and those mgdi
management functions.

» An effective inspection programme regarding supséovi
of casinos should be put in place.

* Monitoring on AML/CFT issues in respect of dealé@ns
precious metals and dealers in precious stonessrteee
developed.

Other designated non-financial
businesses and professions (R.20
5. Legal Persons and
Arrangements and Non-profit
Organisations
Legal Persons—Access to benefigial It is recommended that the register should include
ownership and control informatign information on the beneficial ownership and contobl
(R.33) legal persons.
Legal Arrangements—Access o
beneficial ownership and control

information (R.34)

111



Non-profit organisations (SR.VIII)

An overall review of the risks in the NPO sectoeds to
be undertaken.

The Ministry  of
monitoring for entities engaged in extension ofngsaand

Finance should begin AML/CHT

charity assistance. Consideration should be given t

effective and proportionate oversight of the whbdlBO
sector.

Closer liaison between the governmental departments

involved is required and greater sharing of infaiora
between them and with law enforcement.

STR guidance should be issued in respect of tréinsadn
this sector below the 30,000 GEL.

6. National and International Co-
operation

National Co-operation
Co-ordination (R.31)

an

The examiners advise that a coordination of serffarials
responsible for AML/CFT in each of the relevantteexis
set up to assess the performance of the systenwasla

and make recommendations, as necessary, to govetnme

The Conventions and UN Spec
Resolutions (R.35 and SR.I)

al

Provide for adequate criminalisation of financind
terrorism and ensure that there is a comprehersiya
structure for the implementation of UN Resolutiofite
requirements of the UN Conventions should be resit
ensure that Georgia is fully meeting all its ohbligas
under them..

(0]

Mutual Legal
36-38, SR.V)

Assistance (R.3

Enact an autonomous financing of terrorism offetze

improve the capacity for rendering MLA.

Consideration should be given to an asset forieifund
and a system for sharing of confiscated assets atitér
countries where confiscation is a result of co-uatid
law enforcement action.

Extradition (R.32, 37 and 39,

and SR.V)

Enact an autonomous offence of terrorist financiag
improve extradition capacity in relation to finamgi of
terrorism offences.

Other forms of co-operation
(R.40 and SR.V)

More MOUs should be considered by supervis
authorities and statistical information should teptkand

ory

made available to demonstrate extent of co-operatio

More information should be kept on informal exches
of information between police authorities.
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APPENDIX II

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 @ Directive):

(6) "beneficial owner" means the natural persom{sd ultimately owns or controls the customer
and/or the natural person on whose behalf a tréiosaar activity is being conducted. The beneficial
owner shall at least include:

(a) in the case of corporate entities:

(i) the natural person(s) who ultimately owns ontrols a legal entity through direct or indirect
ownership or control over a sufficient percentagi¢he shares or voting rights in that legal entity,
including through bearer share holdings, other thaaompany listed on a regulated market that is
subject to disclosure requirements consistent Witlmmunity legislation or subject to equivalent
international standards; a percentage of 25 % @hasshare shall be deemed sulfficient 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 fouwndati and legal arrangements, such as trusts, which
administer and distribute funds:

() where the future beneficiaries have alreadynbdetermined, the natural person(s) who is the
beneficiary of 25 % or more of the property of gdearrangement or entity;

(ii) where the individuals that benefit from thgdé arrangement or entity have yet to be determined
the class of persons in whose main interest thed Bgangement or entity is set up or operates;

(iii) the natural person(s) who exercises contreéro25 % or more of the property of a legal
arrangement or entity;

Article 3 (8) of the EU AML/CFT Directive 2005/60EC(3“ Directive):

(8) “politically exposed persons" means naturalspes who are or have been entrusted with
prominent public functions and immediate family nieErs, or persons known to be close associates,
of such persons;

Excerpt from Commission directive 2006/70/EC of Lglst 2006 laying down implementing
measures for Directive 2005/60/EC of the Europeariidment and of the Council as regards the
definition of ‘politically exposed person’ and thechnical criteria for simplified customer due
diligence procedures and for exemption on groutidsfimancial activity conducted on an occasional
or very limited basis.

Article 2 of Commission Directive 2006/70/EC (Implmentation Directive):

Article 2

Politically exposed persons
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1. For the purposes of Article 3(8) of Directive0BI60/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, exicegtceptional circumstances;

(d) members of courts of auditors or of the boafdsentral banks;

(e) ambassadors, chargés d'affaires and high-rquakficers in the armed forces;

() members of the administrative, management pestsory bodies of State-owned enterprises.
None of the categories set out in points (a) tooffthe first subparagraph shall be understood as
covering middle ranking or more junior officials.

The categories set out in points (a) to (e) offtte subparagraph shall, where applicable, include
positions at Community and international level.

2. For the purposes of Article 3(8) of DirectiveOBI60/EC, "immediate family members" shall
include the following:

(a) the spouse;

(b) any partner considered by national law as edent to the spouse;

(c) the children and their spouses or partners;

(d) the parents.

3. For the purposes of Article 3(8) of DirectiveOBI60/EC, "persons known to be close associates"
shall include the following:

(a) any natural person who is known to have joimdiicial 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 ositig of a legal entity or legal arrangement which
is known to have been set up for the benefit dofatthe person referred to in paragraph 1.

4. Without prejudice to the application, on a rsgasitive basis, of enhanced customer due diligence
measures, where a person has ceased to be entwitted prominent public function within the
meaning of paragraph 1 of this Article for a periofdat least one year, institutions and persons
referred to in Article 2(1) of
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