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MESSAGE FROM THE EXECUTIVE

DIRECTOR, RSIL

The purpose behind establishing the Research Society of International Law (RSIL) was to build greater awareness and develop
institutional capacity in international law at the federal and provincial level in Pakistan to qualitatively enhance our domestic
and foreign policies and in turn elevate our reputation as a responsible member of the international community.

Pakistan's FATF experience is perhaps the most glaring example of why domestic expertise in international law is so crucial for
the country. As a nation, we have failed to properly grasp how rapidly international institutions are evolving in an increasingly
globalized world interconnected with multilayered legal frameworks. As a result, we are witnessing a shift in international gov-
ernance frameworks towards experimentalism, where broad standards are set at the supranational level and implementation
is contextualized domestically. The implementation of these standards is then subject to intense monitoring and diagnostics
and updated and revised in light of global experience.® In our opinion, this is indicative of a paradigm shift in international law
where traditional multilateral diplomacy predicated on treaty law is being replaced by mutually reinforcing and overlapping
frameworks and standards which are becoming highly effective in demanding real and immediate compliance by States.

Pakistan’s FATF experience thus provides a fascinating insight into the rapid evolution of international law and its implementa-
tion through ‘task-forces’ which are not based in treaty law yet are proving to be much more efficacious. Our research indicates
that international law will continue to evolve in this direction as the world grapples with contemporary challenges such as
climate change and health security, crises which will demand technical, whole of government approaches and rapid implemen-
tation by states.

This also means that countries with weak institutional capacity in international law will increasingly find themselves unable to
participate in the development of global standards while also being subject to a higher risk of non-compliance. It also exposes
these countries to the hostile intent of adversaries who may leverage global frameworks and standards to develop legal pres-
sure points and promote their strategic narratives.

Inthis context, RSIL has strived to play its part following Pakistan’s ‘grey-listing’ by FATF in June 2018 by generating knowledge
products and delivering countrywide trainings aimed at improving domestic implementation and capacity on AML/CFT while
also showcasing Pakistan’s compliance. Throughout this process, we have remained committed to our original mandate and
restricted ourselves to providing legal and technical analysis without engaging in partisanship or expressing any political bias.

This report is our most comprehensive work yet on Pakistan’s compliance with the FATF technical standards. It aims to provide
an objective, independent assessment of Pakistan’'s performance based on FATF methodology and the evaluation experience
of other states. Additionally, it seeks to provide clarity to both domestic and international policymakers while also addressing
misconceptions regarding Pakistan’s efforts to abide by its international obligations.

This report is a self-financed, indigenous effort by RSIL. As the largest legal think-tank in Pakistan today, we feel it is our
responsibility to raise the standard of legal research in the country and ensure continuous innovation in all our activities and
research. We are confident that Pakistan’s FATF experience provides the country with an opportunity to contribute to the
evolving global frameworks on AML/CFT which must be capitalized on in the coming years. It is hoped this report is a step in
that direction.

We hope you will enjoy reading this report and welcome your feedback.

Jamal Aziz

Executive Director

Research Society of International Law
May 2021

I Mark T. Nance, ‘Re-thinking FATF: an experimentalist interpretation of the Financial Action Task Force’ [2018] 69(2) Crime, Law and Social Change 131
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Introduction to the FATF

The Financial Action Task Force (FATF) is a global watchdog that develops policies for curbing money
laundering and financing of terrorism (ML/TF). It sets standards and guidelines for all countries to
adopt, as well as monitors and evaluates countries on their performance. The aim is to promote coun-
tries to adopt FATF Recommendations and in doing so, preserve the integrity of the global financial
system.?

The FATF and its regional bodies regularly monitor countries’ AML/CFT frameworks. The FATF con-
ducts peer reviews of each member on an ongoing basis to assess levels of implementation and pro-
vides analyzes of each country’s system for preventing criminal abuse of the financial system. These
evaluations, called Mutual Evaluation Reports (MERs), review how well a country’s AML/CFT frame-
works fulfill the FATF requirements (Technical Compliance), and broadly, how well these frameworks
are working to protect against ML/TF risks (Effective Compliance). The criteria that the FATF relies
upon to conduct these evaluations comprise of 11 Immediate Outcomes to measure Effective Compli-
ance, and 40 Technical Recommendations to measure Technical Compliance. Currently, the FATF is
holding its Fourth Round of AML/CFT Mutual Evaluations.

Countries that are not up to the par in terms of the FATF's standards are subject to further scrutiny
and evaluations until they satisfy the FATF requirements. The FATF places such countries into two cat-
egories —-Jurisdictions under Increased Monitoring” (the ‘grey-list’) and “Non-Cooperative Countries
and Jurisdictions subject to Call to Action” (the ‘black-list’). Being placed on the ‘grey-list’ has signifi-
cant reputational and financial implications for a country, such as being subject to harsher conditions
when pursuing international loans and increased scrutiny while conducting transactions through the
global financial system.

Countries on the grey-list are encouraged to work together with technical working groups within the
FATF body, such as the International Cooperation Review Group (ICRG), to identify and resolve issues
in their AML/CFT regimes. Countries often work together with FATF-style regional bodies and the
ICRG to create workable Action Plans to improve any deficiencies.

The FATF, along with its regional bodies such as the Asia Pacific Group (APG), then regularly conducts
assessments and evaluations of countries on the grey-list. Eventually, countries that improve their per-
formance are allowed to exit the grey-list and are removed from increased scrutiny.

Countries on the black-list are not considered part of the global financial system, and all matter of
transactions, whether with other countries or at the individual-level, are effectively banned. This pro-
vides countries on the grey-list an impetus to improve its compliance with the FATF standards and exit
the grey-list.

Pakistan and the FATF

In 2018, the FATF placed Pakistan on the ‘grey-list’ - citing ‘structural deficiencies’ that resulted in fail-
ure to effectively target TF/ML.2 In 2019, the Asia Pacific Group’s Mutual Evaluation Report (MER)*
provided a detailed assessment of the nature of these deficiencies. Some of the core reasons for being
grey-listed included:

. Lack of necessary legal frameworks to target TF/ML;

. Lack of coordination amongst governmental actors and law enforcement agencies;

2 Financial Action Task Force (FATF), “Mandate”
http://www.fatf-gafi.org/media/fatf/content/images/FATF-Ministerial-Declaration-Mandate.pdf

3 Shahbaz Rana, “Pakistan Formally Placed on FATF Grey-list,” The Express Tribune, June 29, 2018,
https://tribune.com.pk/story/1746079/1-pakistan-formally-placed-fatf-grey-list.

4The Asia/Pacific Group on Money Laundering, “Pakistan Mutual Evaluation Report October 2019”
https://www.fatf-gafi.org/media/fatf/documents/reports/mer-fsrb/APG-Mutual-Evaluation-Report-Pakistan-October%202019.pdf
(hereafter cited as MER 2019)
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o No coherent risk-based assessment tools;

. No laws/regulations for certain high-risk sectors such as Designated Non-Financial Businesses
and Persons (DNFBPs);

. Lack of mechanisms to promote international cooperation.

Consequently, a 27-point Action Plan was developed by FATF for Pakistan to align its AML/CFT frame-
works with international standards.” Since 2018, Pakistani authorities have resorted to multi-focal ac-
tion to improve the country’s performance, including extensive legislative and administrative reforms.
In 2020, this effort culminated into the passage and amendments of around 15 laws, including com-
prehensive amendments to the Anti-Terrorism Act, 1997/ and the Anti-Money Laundering Act, 2010
- which constitute the foundation of Pakistan's AML/CFT frameworks. Additionally, over 30 rules/
regulations were passed by authorities to further augment and enhance the implementation of the
amended legislation.

Cumulatively, these developments have resulted in Pakistan becoming compliant with 24 of 27 Action
Plan points by February 2021.¢ Pakistan regularly submits progress reports to the FATF, highlighting
all on-going developments, and also submits Follow-Up Reports (FURs) to the APG, requesting re-
rating on its performance.

At the time of writing, Pakistan is under-going two parallel evaluations: first, a regular evaluation as per
the Fourth Round; and second, an evaluation of its progress on the 27-Point Action Plan.

Scope of Report

This report contextualizes the expansive legal-administrative reforms undertaken in the year 2020
in light of the FATF's 40 Technical Recommendations. It analyzes every indicator under the Technical
Recommendations, providing an overview of Pakistan’s performance in the MER and the consequent
Follow-Up Report 2020 (FUR). The FUR 2020 contains an updated index of Pakistan’s rankings on
each of the 40 Technical Recommendations. This FUR 2020 rating is used as a baseline for this analysis.
After evaluating Pakistan’s performance, this report analyzes progress undertaken by comparable ju-
risdictions (i.e., countries that have either recently moved off the grey-list or have similar risk profiles).
Following this, an independent ranking is generated for each of the 40 Technical Recommendations.

The report relies on primary data in the form of laws, regulations, Follow-Up Reports and MERs of
other jurisdictions and FATF documents. All these documents are open-source information and are
readily available online.

REPORT STRUCTURE

This report is divided into eight chapters: the first introduces the topic and the methodology under-
taken in the report, while the remainder are categorized in line with the 40 FATF Recommendations.
The structure of the report is as follows:

. Chapter 1: Introduction and Methodology
. Chapter 2: AML/CFT Policies and Coordination (Recommendations 1-2)

. Chapter 3: Money Laundering and Confiscation (Recommendations 3-4)
. Chapter 4: Terrorism Financing and Proliferation (Recommendations 5-8)
. Chapter 5: Preventive Measures (Recommendations 9 - 23)

°>“FATF Plenary Meetings - Chairman’s Summaries,” Financial Action Task Force (FATF).
http://www.fatf-gafi.org/about/outcomesofmeetings/
¢ Ibid.
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. Chapter 6: Transparency and Beneficial Ownership (Recommendations 24-25)
. Chapter 7: Powers and Responsibilities of Competent Authorities (Recommendations 26-35)

. Chapter 8: International Cooperation (Recommendations 36-40)

RATING SCALE

This report uses the rating scale used by FATF for its 40 Recommendations under Technical Compli-
ance. The FATF rates its indicators on a 4-point scale, summarized as follows:

Non-Compliant (NC) No frameworks are available relevant to the indicator, and the country
does not meet the criteria for the FATF Recommendations.

Partially Compliant Some laws/regulations exist relevant to the indicator. However, major

(PC) deficiencies remain.

(
Largely Compliant (LC) [ The laws/regulations meet the major demands of the FATF indicator.
However, minor deficiencies remain.

Compliant (C) The laws/regulations in question are in alignment with the FATF Recom-
mendations. No deficiencies remain.

SUMMARY REPORT
Pakistan’s score according tothe FUR 2020 (as of February 2020) was as follows:

No. of Recommenda-
tions

Compliant (C)
Largely Compliant (LC) “

Partially Compliant

(PC)
Non-Compliant (NC)

Chapter 2: AML/CFT Policies and Coordination
FATF Technical Compliance FUR RSIL
Indicator 2020 2020
AML/CFT Poli- | Recommendation 1 - Assessing PC LC
cies and Coordi- | Risks and applying a Risk-Based
nation Approach

Recommendation 2 - National LC LC
Co-operation and Co-ordination

Inits evaluations, the FATF analyzes policies that allow for the identification and assessment of ML/TF
risks. It also looks at how relevant authorities coordinate action and resources in order to mitigate and
counter-act against existing risks.The MER 2019 noted that there were significant gaps in Pakistan’s
National Risk Assessment (NRA) 2017, including poor methodology, and lack of understanding of core
TF risks, particularly in the informal hawala/hundi sector.

In 2020, Pakistan incorporated extensive legislative and administrative changes to enhance coordi-
nation and application of risk-based approaches. Pakistan has amended the Anti-Money Laundering
Act (AMLA) 2010 with key additions such as Section 7A mandating the application of risk-based ap-
proaches and conducting Customer Due Diligence (CDD) for all regulated and reporting entities. The
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National Executive Committee and the General Committee under AMLA have expanded their man-
date as well. In our assessment, these actions merit a re-rating of LC under both these indicators.

Chapter 3: Money Laundering and Confiscation
FATF Technical Com- FUR RSIL
pliance Indicator 2020 2020
Recommendation 3 LC C
Money Launder- :
. - Money laundering
ing and Confis-
: offence
cation

Recommendation LC LC
4 - Confiscation and
provisional measures

The FATF requires countries to ensure that crimes contributing to money laundering are all accounted
for within the schedule of offences. Furthermore, authorities must have powers to freeze and confis-
cate all property or proceeds of crime. The aim is to ensure that money does not remain available to
offenders while ML investigations are underway.

In 2020, changes introduced through the AMLA (Second Amendment) Act, 2020 establish guidelines
for punishment for money laundering, rendering it a cognizable offence (section 21) and sanctions
have been made further strict in terms of both financial penalties and imprisonment terms (section 4).
In our assessment, Pakistan is re-rated on Recommendation 3 to fully Compliant, while it retains its
Largely Compliant rating in terms of confiscation as minor deficiencies remain.

Chapter 4: Terrorism Financing and Proliferation

FATF Technical Compliance FUR 2020 | RSIL 2020
Indicator

Recommendation 5 - Terrorism
financing offence

Recommendation 6 - Targeted
financial sanctions related to
terrorism and terrorist financ-

ing.

Terrorist Financing
and Proliferation

Recommendation 7 - Targeted
financial sanctions related to
proliferation

Recommendation 8 - Non- Proﬁt
Organisations

Similar to the ML offence, the FATF is also concerned with the provisions of the TF offence and its ap-
plication within domestic law. Countries are required to criminalize terrorist financing on the basis of
the Terrorist Financing Convention.” Furthermore, authorities are required to criminalize financing
of proscribed organizations/individuals even in the absence of a link to a specific terrorist act or acts.
Targeted financial sanctions (TFS), in line with the requirements of the UNSC Resolutions 1267 and
1373 are to be applied to ensure that no funds are available to any proscribed terrorist individual or
organization. Non-Profit Organizations (NPOs) are required to be regulated by authorities to ensure
ML/TF risks are accounted for.

In 2020, the Anti-Terrorism Act (ATA), 1997 was amended three times to ensure compliance with the
FATF regimes, including adding to the definition of persons under section 2 and further increasing fines
and imprisonment terms for violations. The addition of Section 11-OOO strengthened sanctions and
penalties, while entrenching compliance to the United Nations Security Council Resolutions within the

7UN General Assembly, “International Convention for the Suppression of the Financing of Terrorism”
https://www.un.org/law/cod/finterr.htm
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ATA framework. All regulators® created new regulations with TFS obligations, including harsh penal-
ties for violations. The strict requirements for due diligence also impacts the NPO sector, improving
compliance with the FATF recommendations. In RSILs assessment, Pakistan is re-rated to Compliant
for TF offence, and Largely Compliant with the remaining indicators.

Chapter 5: Preventive Measures

FATF Technical Compliance Indicator RSIL 2020
2020

Recommendation 9 - Financial institution secrecy
EWS

Recommendation 10 - Customer due diligence
Recommendation 11 - Record-keeping
Recommendation 12 - Politically exposed persons -_

Recommendation 13 - Correspondent bankmg

Recommendation 14 - Money or value transfer
services

. Recommendation 15 - New technologies -_
e e

S Recommendation 16 - Wire transfers L L
Recommendation 17 - Reliance on third parties

Recommendation 18 - Internal controls and foreign
branches and subsidiaries

transactions

ity

Recommendation 22 - DNFBPs: Customer due
diligence

Recommendation 23 - DNFBPs: Other measures

ML and TF now involve increasingly sophisticated techniques, such as layering, to conceal illicit funds. There-
fore, it is critical for the financial sector to apply preventive measures to identify and counter-act against poten-
tial TF/ML threats. Apart from the broader banking and insurance sectors, DNFBPs (Designated Non-Financial
Businesses and Professions) are also an important area to consider. DNFBPs include lawyers, accountants, real-
estate agents, dealers in precious metals/stones and trust and company service providers. Traditionally, such
individuals are often seen as the gate-keepers of AML regimes, as those with proceeds of crime often seek
technical advice on how to park, integrate or otherwise conceal illicit funds. Real estate agents and dealers in
precious metals/stones are also high-risk sectors for ML/TF activity. Regulating these professions and integrat-
ing a culture of adopting risk-based approaches within this area is crucial.

In 2020, major progress was registered to enhance preventive measures, particularly with the passage of the
AMLA (Second Amendment) Act, 2020 and all subsequent rules and regulations formed therein. Regulators are
now obligated to keep records, conduct expansive due diligence, limit reliance on third parties and have strict
internal controls in place when dealing with high-risk transactions or jurisdictions. In our assessment, Pakistan
has been re-rated to Compliant or Largely Compliant under most of these indicators.

Major new regulations have been introduced in the DNFBP sector. Previously, certain sectors within DNFBPs
were outside the realm of regulation. New regulations are now in place, with entities such as the Federal Board

8Regulators include State Bank of Pakistan, Securities and Exchange Commission of Pakistan, the Federal Board of Rev-
enue, Pakistan Post and Central Directorate for National Savings (CDNS).
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of Revenue, the Securities and Exchange Commission of Pakistan (SECP) and Ministry of Law and Justice all
providing oversight. Under the Anti-Money Laundering Sanctions Rules, 2020, failure of implementing these
laws and regulations will now result in serious penalties. Appreciating these developments, RSIL has upgraded
Pakistan’s rating on DNFBPs implementing due diligence measures to Largely Compliance. However, there are
structural, institutional and cultural challenges to the effective enforcement of DNFBP regulation. In our
assessment more work will need to be done in this area in the coming years for a risk-based culture to
develop, which is why Pakistan retains its PC rating under Recommendation 23.

Chapter 6: Transparency and Beneficial Ownership

FATF Technical Compliance FUR RSIL
Indicator 2020 2020
Recommendation 24 - Trans- PC LC
parency and Beneficial Own-

Transparency
and Beneficial

Ownership ership of Legal persons

Recommendation 25 - Trans-
parency and beneficial owner-
ship of legal arrangements

The FATF includes Beneficial Ownership (BO) in its recommendations. This requires countries to im-
plement transparency mechanisms so that it is clear who retains effective control over a company and
other legal arrangements. This is important in countering tax evasion, corruption, money laundering,
and the financing of terrorism. In 2020, Pakistan enacted key changes to the Companies Act, 2017 and
the Limited Liabilities Partnership Act, 2017 to align better with these recommendations, although mi-
nor deficiencies remain. In our assessment, Pakistan is re-rated upwards on each of these categories.

Chapter 7: Powers and Responsibilities of Competent Authorities and Other Institutional

Measures
2020 2020
Recommendation 26 - Regulation and su-
pervision of financial institutions
visors
supervision of DNFBPs
bilities of Competent gence units

Recommendation 31 - Powers of law
enforcement and investigative authorities

Recommendation 32 - Cash Couriers
Recommendation 33 - Statistics

Recommendation 34 - Guidance and PC PC
feedback

Recommendation 35 - Sanctions

Authqr|t|§s el O Recommendation 30 - Responsibilities PC LC
Institutional Mea- : ..
of law en-forcement and investigative
sures "
authorities

Regulators, supervisors, law enforcement agencies (LEAs) and other competent authorities are all
required to work in tandem to effectively counter ML/TF threats. It is also important to ensure that
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authorities are empowered to coordinate effective action on-ground. Importantly, all authorities are
required to have mechanisms to levy sanctions, including financial penalties, for non-compliance with
AML/CFT rules. Where required, supervisors and regulators should be able to wield a range of dis-
ciplinary and financial sanctions in cases of non-compliance, commensurate with the degree of non-
compliance.

Since Pakistan’s grey-listing in 2018, the regulation and supervision of financial institutions has been
considerably enhanced through multiple new rules, regulations, and policies. This effort has primarily
been led by the State Bank of Pakistan (SBP), the Securities Exchange Commission of Pakistan (SECP)
and the Financial Monitoring Unit (FMU). In 2020, extensive changes were made to the ATA/AMLA
frameworks promoting the powers and responsibilities of LEAs and other investigative authorities.
The FMU’s scope was laid out in detail in the AMLA (Second Amendment) Act, 2020, along with the
scope and role of AML/CFT Regulatory Authorities and Self-Regulating Bodies (SRBs) in enforcing
provisions therein. Special investigation techniques were legalized under both the ATA and AMLA,
allowing for enhanced evidence collection for ML/TF cases. However, more progress is required in
gathering, collecting and collation of data and statistics, and further consultative mechanisms need to
be integrated for complete compliance. In light of these developments, RSIL has re-rated Pakistan on
most of the indicators in this category.

Chapter 8: International Cooperation

2020 2020
Recommendation 36 - International
instruments
. sistance

operation Recommendation 38 - Mutual legal as-
sistance: freezing and confiscation
Recommendation 40 - Other forms of
international cooperation

The transnational nature of ML/TF offences requires countries to have established and well-func-
tioning mechanisms for approaching authorities abroad to exchange information and evidence in ML/
TF investigations. Multiple international conventions and legal instruments contain provisions rec-
ommending international cooperation between countries. Within this ambit, mutual legal assistance
(MLA) refers to the concept of countries mutually agreeing to gather and exchange information in an
effort to enforce public or criminal laws.

Traditionally, this has been aweak area for Pakistan. An MLA specific law did not exist to provide explic-
it legal cover with recourse being made to antiquated criminal justice procedures which were poorly
understood and applied by justice sector actors. In 2020, the passage of the Mutual Legal Assistance
(Criminal Matters) Act, 2020 along with the formulation of the Mutual Legal Assistance Internal Rules
2020 has beenintegral in upgrading Pakistan’'s MLA architecture and bolstering compliance under this
category. This has paved the way for better MLA and it is believed that international cooperation has
already improved under the new regime.

PAKISTAN’S IMPROVED COMPLIANCE ON TECHNICAL RECOMMEN-
DATIONS

Based on extensive legislative and administrative action undertaken by Pakistan in 2020, RSIL independent ranking of Pakistan is as fol-
lows:
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Rating No. of
Recommenda-
tions

Pertially Compliant (PQ) | 6|
[Non-Compliant (NC) | 0|
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This chapter introduces the FATF methodology, including the
scope of its regime and its multi-focal impact on countries
such as Pakistan. It then explores the FATF’s 2018 grey-listing
of Pakistan, and how it changed the country’s economic, legal
and regulatory landscape. This chapter then introduces the
aims of the report, its methodology to analyze Pakistan’s leg-
islative and administrative progress undertaken in the year
2020 with other countries.







FATF Technical Compliance
Indicator

AML/CFT Poli- Recommendation 1 - Assessing

cies and Coor- Risks and applying a Risk-Based
dination Approach

Recommendation 2 - National
Co-operation and Co-ordination

Overview

This chapter of the report analyzes the first two FATF Recommendations, pertaining to the assess-
ment or risks and applying risk-based approaches (RBAs), and national cooperation and coordination
to ensure the same. In its evaluations, the FATF analyzes the efficacy of a country’s AML/CFT poli-
cies and frameworks in countering existing risks of terrorism financing and money laundering. This
means looking at policies within a jurisdiction that allow for the identification and assessment of risks,
as well as designating relevant authorities to coordinate actions and resources in order to mitigate and
counter-act against existing risks. The scope of action undertaken by authorities within this context
includes coordination and cooperation between different law enforcement agencies, policy makers,
supervisors/regulators and other competent authorities to ensure that risks are mitigated. Mecha-
nisms, as such, need to exist between these institutions for smoother communication and exchange of
information, as well as to implement policies to curb ML/TF.

Pakistan’s Context

In 2018, it was evident that Pakistan was lacking in its compliance with FATF Recommendations 1 &
2. National Risk Assessments on the ML/TF risk were not institutionalized nor routinely conducted
by the government. Understanding and using ‘risk-based approaches’ with regards to ML/TF was vir-
tually non-existent, and cooperation and coordination between relevant federal, provincial and local
stakeholders on this area suffered from legislative, procedural and technical obstacles.

Pakistan's poor understanding of its ML/TF risks was reflected in the APG's assessment in the MER
2019. In Pakistan’s National Risk Assessment (NRA) 2017, the APG highlighted problems within the
methodology employed, and glaring gaps in analysis of TF risks, particularly in the informal hawala/
hundi sector. The NPO sector, long understood as the driver of covert TF transactions in particular,
was not included within the NRA 2017. However, these shortfalls were significantly improved upon
in the NRA 2019. The NRA 2019 was a comprehensive document, with a separate TF risk assess-
ment (known as the Terrorism Financing Risk Assessment - TFRA) of existing terrorism financing risks
within the jurisdiction. The methodology used in the NRA 2019 was more coherent, and its findings
were circulated widely within the public and private sector.

The improved understanding of ML/TF risks within the country amongst governmental authorities is a
welcome development. A better understanding of risks will lead to enhanced application of risk-based
frameworks to identify predicate offences. This would result in authorities effectively coordinating
action to mitigate and counter risks through avenues such as increasing inter-agency coordination,
creating streamlined mechanisms for law enforcement agencies (LEAs) and provincial CTDs and by
creating national policies and recommendations to further mitigate risks. Recommendation 2 seeks to
evaluate just that: how has a country or jurisdiction improved its coordination and cooperation frame-
works to mitigate ML/TF risks.

In Pakistan's case, ML/TF investigations suffered initially from poor coordination and cooperation be-
tween various LEAs. There were no national-level coordinating mechanisms that could allow for infor-
mation sharing between different LEAs, and often investigations were marred with operational issues,
such as faulty evidence collection, difficulty securing prior records, bureaucratic hurdles and delays,
etc. In 2018, 14 LEAs signed a memorandum, setting up coordination mechanisms and information
sharing to improve on-ground operations and investigations.
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Both these developments have been lauded in the APG FUR 2020. Later in 2020, Pakistan further in-
corporated extensive legislative and administrative changes to enhance coordination and application
of RBAs. Pakistan has amended the AMLA with key additions such as Section /A mandating the appli-
cation of RBAs and conducting CDD for all regulated and reporting entities. Sanctions have now been
defined in case of failure of conducting risk-assessments. The mechanism of the Joint Investigation
Team (JIT) under the Anti-Terrorism Act can now include persons from a wider range of departments,
allowing for increased coordination laterally across provincial and federal authorities. The National
Executive Committee and the General Committee under AMLA have an expanded their mandate as
well. The remainder of this chapter explores per indicator the nature of legislative changes to improve
compliance with the FATF Recommendations within this area.
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COMPLIANCE REPORT

Recommendation 1: Assessing Risks & Applying a Risk-Based Approach

SUMMARY OF INDICATOR!?¢

Countries should identify, assess, and understand ML/TF risks and take action, such as designating
an authority or implementing mechanisms to ensure risks are mitigated effectively. Based on that as-
sessment, countries should apply a risk-based approach (RBA) to ensure that measures to prevent or
mitigate money laundering and terrorist financing are commensurate with the risks identified. This
approach should be an essential foundation to efficient allocation of resources across the anti-money
laundering and countering the financing of terrorism (AML/CFT) regime and the implementation of
risk-based measures throughout the FATF Recommendations. Where countries identify higher risks,
they should ensure that their AML/CFT regime addresses these risks. Where countries identify lower
risks, they may decide to allow simplified measures for some of the FATF Recommendations under

certain conditions.

STATUS

MER 2019"

 Pakistan published a National Risk Assessment
(NRA) on ML/TF in 2017 based on the World
Bank’s NRA Tool.

e While the NRA covered several important as-
pects, there were still some gaps that were unad-
dressed.

e There is little information explaining the sourc-
es of ML predicate crimes identified.

e The analysisof TF risks was considered perfunc-
tory only and did not outline separate TF risks in
the various formal sectors including DNFBPs nor
in the informal hawala/hundi sector.

e There was no clear methodology explaining
how the vulnerability/risk ratings were assigned
to the various sectors.

» No definitions of the rating categories to assist
in understanding what the ratings categories ac-
tually mean.

e NPO sector was missing from the NRA

e The NRA was not widely circulated, particularly
in the private sector.

FUR 2020

e Pakistan requested a re-rating for this indicator
from the APG in February 2020.

e The report acknowledged that Pakistan re-
vamped its risk evaluation frameworks and con-
ducted a far-reaching risk assessment, publishing
findings in the National Risk Assessment 2019
(NRA 2019).

e A separate risk assessment was also conducted
for evaluating risks pertaining to financing of ter-
rorism within the jurisdiction known as the Ter-
rorism Financing Risk Assessment (TFRA).

e The FUR 2020 acknowledged this as “substan-
tial progress.

e However, DNFBPs and AML/CFT Rules for
CDNS and Pakistan Post contain “no penalties
for non-compliance” with these instruments, and
thus could not be considered “enforceable” with-
in the ambit of FATF's definition.

MER RATING: PC FUR RATING: PC

PROGRESS

Since February 2020, Pakistan has passed the Anti-Money Laundering (Second Amendment) Act,
2020, which mandates risk-based approaches being integrated into operations of all sectors and en-
tities. It further allowed for supervisory bodies and Self-Regulatory Bodies (SRBs) to be formed, and

1 FATF Recommendations 2020
¥ Anti-Money Laundering (Second Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1598354531_313.pdf
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risk assessments be carried out for all sectors. Multiple SROs formed under this delineated the rules
for enacting a risk-based approach such as mandating record-keeping of all transactions as well as car-
rying out risk analysis based on ML/TF risks and vulnerabilities. All Regulated Entities (SBP*8, SECP?,
Pakistan Post?® and the CDNS?!) have issued SROs mandating risk-based approaches, and penalties
are applicable commensurate to the risk involved. SROs have also been issued for DNFBPs by the
FBR?? ICAP?3 ICMAP?*and the FMU has further issued “Red Flags”?° guidelines and other documents
for practitioners falling within the ambit of DNFBPs to further aid in creating risk assessments. Federal
Government also issued AML/CTF Sanctions Rules 2020 under AMLA that provides for the sanctions
in case of non-compliance with the law or underlying regulations.

ANALYSIS

Iceland was re-rated from PC to C under this Recommendation.?® The main technical deficiencies in-
cluded risk assessments not being available easily for public and private sectors, hindering effective
resource allocation for AML/CFT efforts. Furthermore, financial institutions and DNFBPs were not
required to identify, assess and understand their ML/TF risks and preventive measures. Iceland imple-
mented the Act on Measures against Money Laundering and Terrorist Financing No. 140/2018 (new
AML Act) on 1 January 2019. According to Article 4(1) of the new AML Act, the National Commis-
sioner of the Icelandic Police (NCIP) issued Iceland’s second national risk assessment (NRA) on 5 April
2019. The second NRA, which is publicly available via the website of NCIP and other competent au-
thorities, provides a good grounding of the risks that are faced in Iceland. In addition, the new AML Act
requires all obliged entities to undertake a risk assessment of their operations and transactions based
on the NRA and engage in supervisory activities based on the same. Preventive measures including
EDD are now prescribed in the new AML Act, not through regulation.

In comparison, the APG in a FUR for Mongolia?’ gave weightage to the following criteria in its assess-
ments, deeming these essential for re-ratings:

. increasing the resources of several law enforcement agencies and supervising authorities;
. adopting risk-based examination;
. signing of memorandum of agreements between supervising entities, LEAs and FIUs to im-

prove surveillance and supervision; and
. conducting training to increase awareness of all stakeholders, among others.

Pakistan has long-existing frameworks to address these criteria, and with a bolstered legislative frame-
work it is likely to further improve its risk-assessment exercises broadly across all sectors of the econ-

18 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

7SRO 921(1)/ 2020 SECP Regulations 2020 - The Gazette of Pakistan
https.//www.dawoodtakaful.com/File/SECP-AML-CF T-Regulations-2020.pdf

20SRO 949 (1)/ 2020, Pakistan Post AML/CFT Regulations 2020- The Gazette of Pakistan
https://www.fmu.gov.pk/docs/Gazette-Notification-PPOD-AML-CF T-Regulations-2020.pdf

21SRO 956 (1)/ 2020, National Savings (AML and CFT) Regulations, 2020 Central Directorate of National Savings 2020- The Gazette

of Pakistan

22SRO 924 (1)/ 2020, Regulations for DNFBPs, Federal Board of Revenue 2020- The Gazette of Pakistan
https://download1.fbr.gov.pk/SROs/2020929179768055RO9242020.pdf

2 |CAP AML/CFT Regulations for Chartered Accountants, 2020
https://icap.org.pk/aml-supervision/

2 |CMAP AML/CFT Regulations, 2020
https://www.icmap.com.pk/News_Pdf/AML_CFT_Regulations_|CMAPakistan.pdf

25SRO 881 (1)/ 2020, Security and Exchange Commission Pakistan 2020 - The Gazette of Pakistan
https://www.secp.gov.pk/document/sro-881-i-2020-directive-red-flags-on-associates-of-proscribed-individuals/?wpdmd|=40248&re
fresh=>5ffaba?4c30fb16 10267284

% |celand: FUR 2020
http//www.fatf-gafi.org/media/fatf/documents/reports/fur/Follow-Up-Report-Iceland-2020.pdf

2 Mongolia: FUR 2020
https://www.fatf-gafi.org/media/fatf/documents/reports/fur/APG-3rd-Follow-Up%20Report-Mongolia-2020.pdf
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omy. Similar to Iceland, preventive measures are enacted via amendments to the AMLA, but further
enhancing these are regulations formulated by various regulatory authorities specific to the needs
of the regulated entities in question. In the FUR 2020, it was delineated that no defined penalties for
non-compliance was a “significant deficiency” primarily because the sectors in question (Pakistan Post,
CDNS, jewelers and real-estate) were designated as “highly vulnerable” sectors of the economy, and
thus regulation needed to be enforceable. The passage of five new SROs governing all integrating risk-
based approaches favorably reflects Pakistan's endeavors in improving its rating on Recommendation
1. However, the NRA is often not published publicly, which prevents Pakistan from reaching a fully
Compliant rating on this indicator. It is important to note that sharing the NRA publicly is not the ac-
tual requirement of FATF. Rather, the document is required to be shared with the authorities. The
same was done and acknowledged by APG with the NRA 2019. The remaining gaps are with regards
to lawyers, however most of the requirements under this Recommendation have been met, and thus,
are-ratingis warranted.

CONCLUSION
Re-rate to Largely Compliant (LC).
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Recommendation 2: National Cooperation and Coordination

SUMMARY OF INDICATOR?®

Countries should have national AML/CFT/CPF policies, informed by the risks identified, which should
be regularly reviewed, and should designate an authority or have a coordination or other mechanism
that is responsible for such policies. Countries should ensure that policy-makers, the financial intelli-
gence unit (FIU), law enforcement authorities, supervisors and other relevant competent authorities,
at the policymaking and operational levels, have effective mechanisms in place which enable them to
cooperate, coordinate and exchange information concerning the development and implementation of
policies and activities to combat money laundering, terrorist financing and the financing of prolifera-
tion of weapons of mass destruction. This should include cooperation and coordination between rel-
evant authorities to ensure the compatibility of AML/CFT/CPF requirements with Data Protection

and Privacy rules and other similar provisions (e.g. data security/localization).

STATUS

MER 2019

e The MER*” found that Pakistan’s 2018 AML/
CFT National Strategy was not based on the risks
identified in the 2017 NRA.

e The NRA 2017 was found to be general in na-
ture and lacked an operational risk-based focus.

e There was no indication of review mechanisms
inthe AML/CFT national strategy either.

» National policies prioritising key risk areas such
as hawala/hundi and real estate agents (for ex-
ample) were found to be lacking.

e The MER also noted that significantly TF was
not separated from general AML/CFT plans as
a separate category of risk requiring unique TF
strategies.

FUR 2020

e Since the MER, Pakistan updated its NRA in
2019 to address the deficiencies identified in the
2017 NRA.

» Pakistan has developed a multi-agency action
plan (referred to as a ‘roadmap’) to address the
deficiencies in the MER and issues included in its
ICRG action plan.

» However, the roadmap is not itself a compre-
hensive national AML/CFT policy that articulates
an approach to address ML/TF risk based on the
findings of the NRA.

e In relation to the new domestic information
sharing requirements, since the MER, Pakistan
has introduced new mechanisms to strengthen

domestic AML/CFT coordination, including a Na-
tional FATF Coordination Committee to guide the
development of policy and Pakistan’s response to
its FATF action plan and MER.

MER RATING: LC FUR RATING: LC

PROGRESS

In 2020, the National Counter Terrorism Authority (NACTA) Act, 2013 was amended to expand the
Board of Governors (Section 5) and changing the membership of the Executive Committee (EC) (Sec-
tion 8). The overarching aim was to include a greater number of governmental officials to streamline
the process of coordination with various law enforcement agencies and ensure speedy and timely ac-
tion on matters pertaining to terrorism and/or TF, as required. In the Anti-Terrorism (Second Amend-
ment) Act, 2020%%, Section 19 recommends that members of the Joint Investigation Team (JIT) be able
to co-opt any additional person from Federal or provincial institutions to aid in investigations. Fur-
thermore, Section 25 of the AMLA (Second Amendment) Act 2020% promotes coordination by ensur-
ing cooperation between federal officers and provincial officers, with failures to do so being charged

26 FATF Recommendations 2020

22 Anti-Terrorism (Second Amendment) Act, 2020
http://senate.gov.pk/uploads/documents/1599545548 451.pdf.

%0 Anti-Money Laundering (Second Amendment) Act, 2020
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for misconduct and sanctioned accordingly. The creation and formalization of the National Executive
Committee (NEC) and the General Committee (GC) under Section 5 of the AMLA Act further allow for
a cohesive, coordinated and systematic response to ML/TF challenges.

ANALYSIS

Fiji was re-rated from PC to LC under this Recommendation.®* When assessing Fiji’'s compliance to
Recommendation 2, the APG FUR noted that the main technical deficiencies related to a lack of poli-
cies and strategies informed by the NRA and an absence of a co-ordination mechanism for prolifera-
tion financing (PF).?? Later, the country revised its National AML/CFT Strategy in response to its na-

%?ﬁéé'rs‘%j MG R RS Eher § e ALgnIs L Detweem k. stratepy.and policy 3nd it was
cooperatlon and coordination in the investigation and prosecution of ML/TF offences. Legislatively,
several amendments have been made to key AML/CFT laws, whereas MOUs have also been signed (as
acknowledged by the FUR 2020), promoting coordination and cooperation between LEAs. However,
with the enhanced risk-based framework now in place, there is a need to further align action as per new
risk-ratings, and ensure that risk-based approaches are adopted when investigating or prosecuting
ML/TF offences. There is no restriction/data protection in any law if the matter involved is criminal in
nature. As such, Pakistan can improve further improve upon its deficiencies to achieve full compliance.

CONCLUSION
Retain Largely Compliant (LC) rating.

STFRiji: FUR 2017
http//www.fatf-gafi.org/media/fatf/documents/reports/mer-fsrb/FUR-Fiji-Oct-2017.pdf

2 Asia/Pacific Group on Money Laundering, “2nd Follow-Up Report Mutual Evaluation of Fiji, September 2018”
https://www.fatf-gafi.org/media/fatf/documents/reports/fur/APG-2nd%20Follow-Up%20Report%20Fiji-2018.pdf
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FATF Technical Compliance Indicator | FUR RSIL
v - 2020 2020
vioney Launder- Recommendation 3 - Money launder- LC C
ing and Confis- |.
. ing offence
cation

Recommendation 4 - Confiscation and LC LC
provisional measures

This chapter of the report analyzes FATF Recommendations pertaining to the application of the money
laundering offence, particularly how it is criminalized within a jurisdiction. The aim behind this is to en-
sure that countries are focusing on the widest range of predicate offences, and are applying the crime
of money laundering to all such offences. That is, countries need to ensure that crimes contributing
to money laundering are all accounted for within the schedule of offences. Furthermore, in cases of
ML, countries further need to ensure that all ambit of actions are available to the authorities to freeze
and confiscate all property or proceeds of crime without a criminal conviction (non-conviction based
confiscation), amongst other options. The aim is to ensure that money does not remain available for
further carrying out activities contributing to predicate crimes while ML investigations are underway.

Overview

Pakistan’s Context

The inclusion of money laundering as a criminal offence is fairly recent in Pakistan’s legislative and
criminal justice frameworks. The AML Ordinance was first introduced in 2007 in response to Paki-
stan’s first grey-listing by FATF around that period. This was followed by the passage of the AMLA in
2010. However, justice sector actors struggled with the investigation, prosecution, and adjudication of
this offence due to antiquated criminal justice procedures which made tracing money trails and linking
to predicate offences almost impossible to establish. AMLA 2010 remained a largely underutilized law,
as it suffered from significant procedural flaws which hindered its practical application®®.

However, the latest grey-listing has compelled Pakistani stakeholders to focus on the implementation
of this law and to iron out inconsistencies. Recently, the AMLA regime has been subject to several key
amendments recently to ensure further compliance with the FATF Recommendations and the tenets
of other international legal instruments such as the Vienna Convention®!, the Palermo Convention®’,
and the Terrorist Financing Convention.*¢ In 2020, more stringent sanctions with higher financial pen-
alties and imprisonment terms for violations were included in the AMLA framework. This is reflected
inthe Section 4 of AMLA Act that establishes guidelines for punishment for money laundering. Though
a minor deficiency, further progress is required in extending application of confiscation to instrumen-
talities as well. The remainder of the chapter analyzes progress under each indicator as per this cat-
egory in detail.

38 A major reason for this was the ‘non-cognizable’ nature of the ML offence under which investigation agencies could not begin the

investigation into a case without the permission of a court.

34 United Nations, “Vienna Convention on Diplomatic Relations, 1961”
https://legal.un.org/ilc/texts/instruments/english/conventions/9_1_1961.pdf

35 UN General Assembly, “United Nations Convention against Transnational Organized Crime and the Protocols Thereto”
https://www.unodc.org/documents/treaties/UNTOC/Publications/TOC%20Convention/TOCebook-e.pdf

% UN General Assembly, “International Convention for the Suppression of the Financing of Terrorism”
https://www.un.org/law/cod/finterr.htm
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Recommendation 3: Money Laundering Offence

SUMMARY OF INDICATOR?

Countries should criminalize money laundering on the basis of the Vienna Convention®® and the Pal-
ermo Convention.®” Countries should apply the crime of money laundering to all serious offences, with
aview to including the widest range of predicate offences.

STATUS

MER 2019 FUR 2020

e Pakistan's ML offence is generally compliant | ¢ The FUR did not comment on Recommendation
with the standards except for deficiencies in the | 3.
scope of predicate offences in the AMLA.

<?>

e Sanctions were considered inadequate for ML,
and thus were not proportionate and dissuasive,
especially if the proceeds generated involve large
amount of funds or high value properties.

MER RATING: LC FUR RATING: LC

PROGRESS

According to the Anti-Money Laundering (Amendment) Act, 2020,%° under Section 4, violators of the
law are now be subject to greater financial penalties. Fines have been increased from Rs. 25 million up
to Rs. 100 million in the recent amendments, while sentences have increased from two years up to ten
years imprisonment. In the AMLA Second Amendment Act*! offences under Section 21 would now be
considered “cognizable” offences as opposed to “non-cognizable” in line with the recommendations of
the Financial Action Task Force (FATF). Section 25 further promotes coordination by ensuring coop-
eration between federal officers and provincial officers.

Section 12 of Control of Narcotics Substances Act 1997, dealing with concealment or disguise by mak-
ing false declaration, has been amended as per the recommendation of the MER.#? As per section 12
(c) of CNS Act 1997, the scope / applicability of the said section has been confined to “making false
declaration with regard to ownership, source, location or true nature of assets.” Furthermore, Section
336A, 337(2) and (f) in addition to Section 337(3)(v) and (vi) were added to the schedule of AMLA to
cover grievous bodily injury.

ANALYSIS

In Uganda*® there were two sections that criminalized the offence of ML (Sections 3 and 116) but both
were inconsistent as they required a different standard of proof. This was a major deficiency due to
the confusion it brings as to which section will be applied and why. The offence of illicit trafficking in

87 FATF Recommendations 2020

% United Nations, “Vienna Convention on Diplomatic Relations, 1961”
https://legal.un.org/ilc/texts/instruments/english/conventions/9_1_196 1.pdf

%2 UN General Assembly, “United Nations Convention against Transnational Organized Crime and the Protocols Thereto”
https://www.unodc.org/documents/treaties/UNTOC/Publications/TOC%20Convention/TOCebook-e.pdf

40 Anti-Money Laundering (Amendment) Act, 2020
http://senate.gov.pk/uploads/documents/1594966135_597.pdf

41 Anti-Money Laundering (Second Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1598354531_313.pdf

42 Government of Pakistan, “The Control of Narcotic Substances Act, 1997”
https://www.fmu.gov.pk/docs/laws/Control%200f%20Narcotic%20Substances%20Act.pdf

4 The Eastern and Southern Africa Anti-Money Laundering Group (ESAAMLG), “Uganda Mutual Evaluation Report 2016”
https://www.fia.go.ug/sites/default/files/2020-06/ESAAMLG%20-%20UGANDA%20MUTUAL%20EVALUATION%20REPORT %20
2016_0.pdf
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narcotics and psychotropic substances was also not criminalized as a predicate offence for purposes
of ML. When this ambiguity was resolved, Uganda was re-rated from PC to C.

In terms of Pakistan, there is clarity on ML offences and predicate offences detailed in the Schedule
attached to the AML Act. Furthermore, minor deficiencies have also been identified and rectified.

CONCLUSION
Re-rate to Compliant (C).
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Recommendation 4: Confiscation and Provisional Measures

SUMMARY OF INDICATOR*

Countries should adopt measures similar to those set forth in the Vienna Convention,* the Palermo
Convention,* and the Terrorist Financing Convention,*” including legislative measures, to enable com-
petent authorities to freeze or seize and confiscate the following:

(a) property laundered,

(b) proceeds from, or instrumentalities used in or intended for use in money laundering or predicate
offences,

(c) property that is the proceeds of, or used in, or intended or allocated for use in, the financing of ter-
rorism, terrorist acts or terrorist organizations, or

(d) property of corresponding value.
Measures that should be undertaken that empowers authorities to:
(a) identify, trace and evaluate property that is subject to confiscation;

(b) carry out provisional measures, such as freezing and seizing, to prevent any dealing, transfer or
disposal of such property;

(c) take steps that will prevent or void actions that prejudice the country’s ability to freeze or seize or
recover property that is subject to confiscation; and

(d) take any other appropriate investigative measures.

Countries should consider adopting measures that allow such proceeds or instrumentalities to be con-
fiscated without requiring a criminal conviction (non-conviction based confiscation), or which require
an offender to demonstrate the lawful origin of the property alleged to be liable to confiscation, to the
extent that such a requirement is consistent with the principles of their domestic law.

STATUS

MER 2019 FUR 2020

» While Pakistan had legislative measures to en- | « The FUR did not comment on
able their authorities to freeze, seize and prevent | Recommendation 4. <~

dealing with property subject to confiscation, the

confiscation of property of corresponding value

is not available aside from AMLA and NAQO.

e The CrPC does not extend the application of
confiscation to instrumentalities. Not all the rel-
evant legislations provide for void actions.

MER RATING: LC FUR RATING: LC

PROGRESS

4 FATF Recommendations 2020

4 United Nations, “Vienna Convention on Diplomatic Relations, 1961”
https://legal.un.org/ilc/texts/instruments/english/conventions/9_1_1961.pdf

4 UN General Assembly, “United Nations Convention against Transnational Organized Crime and the Protocols Thereto”
https://www.unodc.org/documents/treaties/UNTOC/Publications/TOC%20Convention/TOCebook-e.pdf

4 UN General Assembly, “International Convention for the Suppression of the Financing of Terrorism”
https://www.un.org/law/cod/finterr.htm
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In the Anti-Terrorism (Second Amendment) Act, 2020,*® changes have been made to Section 11-0O,
with clause (d) further strengthening freezing and seizure of assets. The authority seizing the property
in question is now required to take steps to ensure that the seized property or assets will not be made
available in any way to the proscribed person or organization, or other affiliates within 48 hours of
the seizure. Furthermore, documentation will also be kept to that effect. Additionally, Money or other
property acting on behalf of or at the discretion of proscribed persons or organizations is required to
be frozen or seized “without delay” as per section S.11-O(e). The state is also empowered to freeze the
accounts and travel documents of those found to be involved in terrorist activities. As per the amended
Section 21 of the AML Act, the offences would now be considered “cognizable” offences as opposed to
“non-cognizable” in line with the recommendations of the Financial Action Task Force (FATF). Further-
more, Section 25 AMLA promotes coordination by ensuring cooperation between federal officers and
provincial officers.

ANALYSIS

Mauritius was re-rated from LC to C under this indicator. The MER*’ stated that Mauritius does not
have a legal provision that covers confiscation of instrumentalities. Later Section 17 of the Asset Re-
covery Act by the AML/CFT Act was amended to specifically provide for the confiscation of instrumen-
talities. As this factor had a higher weightage in the MER, Mauritius was re-rated Compliant with R. 4.
In Pakistan’s case, Explanation Il provided under Section 3 of the AMLA Act allows for non-conviction-
based confiscation as well, however more progress can be made under this Recommendation.

CONCLUSION
Retain Largely Compliant (LC) rating.

48 Anti-Terrorism (Second Amendment) Act, 2020

http://senate.gov.pk/uploads/documents/1599545548 451.pdf
4?Mauritius: FUR 2019
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/ESAAMLG-Follow-Up%20Report-Mauritius-Sept-2019.pdf
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FATF Technical Compliance FUR 2020 RSIL 2020
Indicator
Recommendation 5 - Terror-
ism financing offence

Recommendation 6 - Targeted
financial sanctions related to
terrorism and terrorist financ-

ing.

Terrorist Financing
and Proliferation

Recommendation 7 - Targeted
financial sanctions related to
proliferation

Recommendation 8 - Non-
Profit Organisations

Overview

Similar to the ML offence, the FATF is also concerned with the provisions of the TF offence and its ap-
plication within domestic law. Countries are required to criminalize terrorist financing on the basis of
the Terrorist Financing Convention.”® Furthermore, authorities are required to criminalize financing
of proscribed organizations/individuals even in the absence of a link to a specific terrorist act or acts.
Targeted financial sanctions, in line with the requirements of the UNSC Resolutions 1267 and 1373
are also to be applied - so that it can be ensured that no funds are available to any proscribed terrorist
individual or organization. This requires the creation of mechanisms across multiple sectors within the
legal and regulatory frameworks to ensure that compliance with international law is maintained.

Furthermore, the FATF is also concerned with money being utilized for proliferation financing - that
is, proliferation of weapons of mass destruction (WMD).>* The connection is based on the fact that
proliferation might be a means for supporting the undertaking of terrorist activities. Its disruption is
therefore essential for the prevention of terrorist acts. Moreover, the practical undertaking of prolif-
eration financing often uses the same channels as terrorist financing. Measures to be applied in order
to disrupt proliferation financing would therefore often be similar to the measures applied to counter
terrorist financing.

Various UN Resolutions and treaties discuss the issue of proliferation, however the issue of prolifera-
tion financing is not explicitly discussed in such instruments. In order to counter this lacuna, Recom-
mendation 7 mandates TFS measures be undertaken to counter the risk of proliferation. Finally, Non-
Profit Organizations (NPOs) are considered highly vulnerable to TF abuse, and it is critical to apply
RBAs to the NPO sector to mitigate the high-risks emanating from this sector.

Pakistan’s Context

Pakistan's weak counter terrorism financing regime was a major factor in the country’s 2018 grey-
listing. Problems in applying TFS was also recurring theme in subsequent FATF plenaries, as close to
9 points on the 27-Point Action Plan pertained to curbing TFS. The lack of regulation over the NPO
sector was also concerning.

Many NPOs in Pakistan are unregistered entities, operating under the regulatory framework that sub-
jects their activities to supervision from authorities. The lack of regulation initially contributed to mis-
use of NGO activities, with many terrorist organizations setting up highly-organized and well-funded
fronts that operated as NGOs, further exacerbating the issue of terrorism financing. Additionally, in
terms of TFS, the MER 2019 particularly noted major shortcomings in frameworks to freeze assets
for natural and legal persons - thus preventing Pakistan from effectively applying the provisions of the
UNSC Resolutions 1267 and 1373.

Inthe intervening years however, Pakistan has rapidly upgraded its frameworks in this realm, with wide-

0UN General Assembly, “International Convention for the Suppression of the Financing of Terrorism”
https://www.un.org/law/cod/finterr.ntm

1 This includes the transfer and export of nuclear, chemical or biological weapons, their means of delivery and related materials.

40 Measuring Pakistan’s Technical Compliance with the FATF Recommendations



scale changes taking place in 2020. A serious effort was undertaken to map all stakeholders involving
in the TFS process and major regulatory overhaul took place in the NPO sector. With the passage of
the ATA/AMLA amendments, new guidelines were issued by regulators, including the State Bank of
Pakistan, the Securities and Exchange Commission, Institute of Chartered Accountants of Pakistan
(ICAP), Institute of Cost and Management Accountants of Pakistan (ICMAP), Pakistan Post, Central
Directorate for National Savings and the Federal Board of Revenue, that particularly integrate TFS
obligations for all regulated entities and lay out sanctions for non-compliance. Attempts have been
made to further improve scrutiny of the NPO sector. These attempts include promulgation of charity
laws in all four provinces of the country. However, further progress is required on this front in terms of
implementation. There is also increasing concern of the impact of sweeping regulation which has also
encompassed legitimate financial and NPO activity, raising broader due process and financial inclusion
concerns.

This chapter further elucidates upon these recommendations, and charts Pakistan’s progress through-
out these indicators.
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Recommendation 5: Terrorist Financing Offence

SUMMARY OF INDICATOR"?

Countries should criminalize terrorist financing on the basis of the Terrorist Financing Convention,>3
and should criminalize not only the financing of terrorist acts but also the financing of terrorist orga-
nizations and individual terrorists even in the absence of a link to a specific terrorist act or acts. Coun-
tries should ensure that such offences are designated as money laundering predicate offences.

STATUS

MER 2019 FUR 2020

e The report noted that Pakistan had criminalised TF | ¢ The FUR did not comment on
in accordance with the FATF standards. Recommendation 5.

e However, the law did not criminalize the financing

of individual terrorists or the financing of terrorist

organizations unless proscribed by the federal gov-

ernment.

e There was no definition of ‘property’ leaving the
scope of the financing offence ambiguous.

e There was ambiguity as to whether the offence
would extend to the financing of terrorism commit-
ted against foreign government or populations.

MER RATING: LC FUR RATING: LC

PROGRESS

The Anti-Terrorism (First Amendment) Act, 2020°* adds to the definition of person and intensifies
sanctions, as highlighted in the MER. Section 2 adds to the definition of the person, delineating it as
“any natural, legal person or body corporate” Amendments made in sub-section (2) of Section 11-0O,
Act of 1997, the “penalty of fine not exceeding Rs10 million” has been substituted with a maximum
fine of Rs25 million and the terms on conviction up to 10 years or both. Amendment was also made to
Section 11-N, with the penalty now increased to Rs. 50m in case of legal persons. In sub-section (3),
the fine has been increased up to Rs25 million, punishment of maximum 10 years on conviction or with
both if the director, officer or employees were found guilty of the violation.

A new section titled Section 11-O0O is added to the ATA framework, which enforces the decisions
of United Nations Security Council’s Resolutions (1267 and 1373). According to Section 11-O00,
any refusal or non-compliance of the orders of the federal government under section 2 of the United
Nations (Security Council) Act, 1948 was a punishable offence under Section 11-OOO. Any violation
of the UN Security Council Resolutions will result in imprisonment of ten years, or a fine of rupees
twenty-five million, or both. This not only strengthens sanctions and penalties against violations, but
also entrenches compliance to the UNSC Act, 1948 within the ATA framework. To put simply, because
TFS obligations are provided for within UNSC Resolutions 1267 and 1373, any violation of the same
will now result in strict imprisonment and/or fines under Section 11-OOO0 of the ATA.

In the ATA 2nd Amendment Act, 2020,>° Section 11EE-(2) was included prohibiting the provision of

2 FATF Recommendations 2020

**UN General Assembly, “International Convention for the Suppression of the Financing of Terrorism”
https://www.un.org/law/cod/finterr.htm

5 The Anti-Terrorism (Amendment) Act, 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1597043393_568.pdf

% Anti-Terrorism (Second Amendment) Act, 2020
http://senate.gov.pk/uploads/documents/1599545548 451.pdf
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loans or financial assistance to those associated with banned organizations and restricting all banks
and financial institutions from issuing credit cards to individuals on the proscribed persons list. This
amendment further states that arms licenses already issued to such individuals would be revoked and
weapons will be confiscated. No new licenses will be issued to such people and they will be penalized
for carrying weapons. According to Section 11-J, a person providing money, property or otherwise fa-
cilitating the travel of an individual for the purpose of perpetrating, participating in, assisting or prepar-
ing for a terrorist act or for providing or receiving training for terrorist activities, will have committed
an offence.

Penalties under section 11-N are made further strict as purported: “if a legal person commits an of-
fence under sections 11-Hto 11-K such person shall be liable on conviction to a fine not exceeding fifty
million rupees.” Every director, employee or officer of such a person found guilty of the same will be
fined up to twenty-five million rupees and/or imprisonment between 5-10 years. Furthermore, Section
11-O clause (d) further strengthens freezing and seizure of assets, requiring the person carrying out
the freeze/seizure to take steps within 48 hours, ensuring that no money or assets will be made avail-
able in any way to the proscribed person or organization, or other affiliates. Money or other property
acting on behalf of or at the discretion of proscribed persons or organizations will be frozen or seized
“‘without delay” as per Section 11-O(e). The state is also empowered to freeze the accounts and travel
documents of those found to be involved in terrorist activities.

ANALYSIS

Mauritius was re-rated from PC to C under this Recommendation.”® The original MER>” indicated cer-
tain shortcomings under this rating. Firstly, Mauritius had not criminalized the provision of funds to
and collection of funds for individual terrorists and terrorist organizations, when a terrorist act has
not occurred. Secondly, the legal framework for suppressing financing did not include the travel of
individuals who travel to a State other than their States of residence or nationality. To address this,
Section 4 of The Convention for the Suppression for the Financing of Terrorist Act was amended by
the Finance Act 2019 to criminalize TF including the collection or provision of funds to be used by a
terrorist organization or a terrorist. The Convention for the Suppression for the Financing of Terrorist
Act was further amended in sections 2 and 4 by section 7 of AML/CFT Act to criminalize the financing
of the travel of individuals who travel to a State other than their States of residence or nationality. Ad-
dressing all these issues allowed Mauritius to be re-rated to C.

In comparison, Pakistan has enacted similar amendments to its ATA framework, particularly with the
insertion of Sections 11-EE(2) and 11-J. These amendments to the ATA address the issue of financing
travel of individuals for the purpose of perpetrating or otherwise facilitating the commission of terror-
ism, whereas the provision of financial services such as loans and or credit cards are now prohibited for
those associated with proscribed individuals or organizations. These amendments are in line with the
concerns of the MER highlighted above, and therefore qualify for an upwards re-rating.

CONCLUSION
Re-rate to Compliant (C).

*¢Mauritius: FUR 2019
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/ESAAMLG-Follow-Up%20Report-Mauritius-Sept-2019.pdf

>/ Mauritius: FUR 2019
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/ESAAMLG-Follow-Up%20Report-Mauritius-Sept-201 9.pdf
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Recommendation 6: Targeted Financial Sanctions Related to Terrorism &
Terrorist Financing

SUMMARY OF INDICATOR?®

Countries should implement targeted financial sanctions (TFS) regimes to comply with United Nations
Security Council resolutions relating to the prevention and suppression of terrorism and terrorist fi-
nancing. The resolutions require countries to freeze without delay the funds or other assets of, and
to ensure that no funds or other assets are made available, directly or indirectly, to or for the benefit
of, any person or entity either (i) designated by, or under the authority of, the United Nations Security
Council under Chapter VIl of the Charter of the United Nations, including in accordance with resolu-
tion 1267 (1999) and its successor resolutions; or (ii) designated by that country pursuant to resolu-
tion 1373 (2001).

STATUS

MER 2019 FUR 2020

e Pakistan TFS framework was found to require | e Pakistan requested a re-rating on Recommen-

more work, particularly to give domestic effect
to UNSCRs 1267 and 137/3.

e Pakistan’s legal framework for TFS was found
lacking in availability of procedures to autho-

rize access to frozen funds, and providing the
competent authorities with the legal authority
to collect information in support of designa-

dation 6 from the APG, raising concerns re-
garding the process, analysis and rating for this
Recommendation.

* In line with the APG Mutual Evaluation Pro-
cedure, the matter has been referred to further
in-session discussion in APG Plenary meetings.
e Therefore, the FUR 2020 retains the MER

tions.
e |t also lacked enforceable requirements for
all natural and legal persons.

MER RATING: PC FUR RATING: PC

PROGRESS

Several key amendments were made in the ATA in 2020, adding to TFS obligations. A new section titled
Section 11-O00 is added which enforces the decisions of United Nations Security Council’s Resolu-
tions (1267 and 1373), pertaining to counter-terrorism measures to check terrorism financing. Ac-
cording to this, any violations of the UNSC Act 1948 or rules formed by the government enforcing the
same would be subject to harsh penalties and imprisonment terms.>? In the ATA (Second Amendment)
Act, 2020, providing money, property or otherwise facilitating the travel of an individual for the purpose
of perpetrating, participating in, assisting or preparing for a terrorist act or for providing or receiving
training for terrorist activities now constitutes an offence. Additionally, Section 11-O(d) strengthens
freezing and seizure of assets, ensuring that money or other property acting on behalf of or at the
discretion of proscribed persons or organizations will be frozen or seized “without delay” (S.11-O(e)).
The state is now also empowered to freeze the accounts and travel documents of those found to be
involved in terrorist activities. Both amendments also impose harsher financial penalties for violations
under the ATA. Collectively, these amendments further entrench compliance to the UNSC Act, 1948
and by extension, UNSC Resolutions 1267 and 1373, within the ATA framework.

2019 rating.

The AMLA (Second Amendment) Act, 2020 gives a legal definition to TFS, delineating it as “the freez-
ing and prohibition obligations in relation to the property of the designated or proscribed persons

%8 FATF Recommendations 2020

52 The Anti-Terrorism (Amendment) Act, 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1597043393_568.pdf

0 Anti-Terrorism (Second Amendment) Act, 2020
http://senate.gov.pk/uploads/documents/1599545548 451.pdf
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under the United Nations (Security Council) Act 1948 or the Anti-Terrorism Act, 1997 and any rules
or regulations made thereunder,” (Section 2(xli)). Section 6A empowers the AML/CFT regulatory body
to create rules imposing TFS obligations as necessary. Consequently, a multitude of SROs have been
passed at the institutional level, under the ambit of the AMLA amendment by authorities such as SBP¢Y,
SECP?%2, MoF¢3, FBR®4, ICAP®, ICMAP®¢, Pakistan Post®” and the CDNS%®, integrating TFS elements
into new rules and guidelines as well as sanctions for non-compliance.

Importantly, the Ministry of Foreign Affairs (MOFA) issued Guidelines on UNSC Targeted Financial
Sanctions/Proliferation Financing (TFS/PF).¢? The guidelines focus on the administrative arrange-
ments and channels that ensure the implementation of UNSC's resolutions in Pakistan. It further ex-
pands upon the legal framework in Pakistan for the implementation of UNSC Resolutions, including
the relevant provisions of the UNSC Act 1948, and the framework of SROs and other regulations acti-
vated to implement the same. Section V lays out penalties for sanctions violations, including violations
under the UNSC Act 1948 as well as non-compliance of other relevant SROs and legal provisions. The
Annex provides further guidance on potential red flags and elements that indicate proliferation financ-
ing, understanding of obligations and potential follow-up actions to mitigate proliferation-financing
and related risks.

ANALYSIS

Ethiopia was re-rated from NC to LC under this Recommendation. According to its MER,”® the main
technical deficiency was absence of legal and regulatory framework to implement TFS related to Pro-
liferation Financing. Ethiopia subsequently passed Proclamation 1132/2019 which provided for the
prevention and suppression of financing the proliferation of weapons of mass destruction. According
to Article 9 (4) of Proclamation 1132/2019, the Ethiopian FIU is mandated to communicate both dele-
tion and delisting of persons to FIs and DNFBPs by letter or through email or other means of commu-
nication within 24 hours. However, there was no specific provision which requires the FIU to provide
guidance to the Fls and DNFBPs that may be holding targeted funds or other assets on the obligation
to respect a de-listing or unfreezing action. Furthermore, Ethiopia did not have provisions which regu-
late the treatment of contracts, agreements or obligations which came into force prior to the date on
which the accounts became subject to targeted financial sanctions. Because of these shortcomings,
Ethiopia was not upgraded to a fully Compliant rating.

Pakistan has enacted similar provisions in its ATA frameworks, including the addition of the Guide-
lines on UNSC Targeted Financial Sanctions/ (TFS/) which further enhance the scope of action under
this indicator. Previously, under the ATA regime, Section 11-5(F)’* was regarded as the implementing

61 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

62SRO 921(1)/ 2020 SECP Regulations 2020 - The Gazette of Pakistan
https://www.dawoodtakaful.com/File/SECP-AML-CFT-Regulations-2020.pdf

93 SRO 881 (1)/ 2020, Security and Exchange Commission Pakistan 2020 - The Gazette of Pakistan
https://www.secp.gov.pk/document/sro-881-i-2020-directive-red-flags-on-associates-of-proscribed-individuals/?wpdmd|=40248&re
fresh="5ffaba?4c30fb1610267284

¢4SRO 924 (1)/ 2020, Regulations for DNFBPs, Federal Board of Revenue 2020- The Gazette of Pakistan
https://download 1.fbr.gov.pk/SROs/202092917976805SRO9242020.pdf

% |CAP AML/CFT Regulations for Chartered Accountants, 2020
https://icap.org.pk/aml-supervision/

¢ |CMAP AML/CFT Regulations, 2020
https://www.icmap.com.pk/News_Pdf/AML_CFT_Regulations_ICMAPakistan.pdf

67 SRO 949 (1)/ 2020, Pakistan Post AML/CFT Regulations 2020- The Gazette of Pakistan
https://www.fmu.gov.pk/docs/Gazette-Notification-PPOD-AML-CF T-Regulations-2020.pdf

%SRO 956 (1)/ 2020, National Savings (AML and CFT) Regulations, 2020 Central Directorate of National Savings 2020 - The Gazette

of Pakistan

¢?Guidelines on UNSC Targeted Financial Sanctions/Proliferation Financing (TFS/PF) by the CRMC, Ministry of Foreign Affairs- The

Gazette of Pakistan
http://secdiv.gov.pk/uploads/CRMC_Guidelines_on_TFS_for_PF-38da.pdf

/0 Ethiopia: FUR 2019
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/ESAAMLG-Follow-Up-Report-Ethiopia-2019.pdf

71 Section 11-F(5) of the Anti-Terrorism Act, 1997 is as follows:

“(5) A person commits an offence it he solicits, collects or raises [money or other property] for a proscribed organization.”
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legislative provision for the TFS offence. However, it was not used to try violations pertaining to TFS
for several years as it was not widely understood by justice sector actors. In recent years, law enforce-
ment agencies such as NACTA have played an important role in reimagining and operationalizing this
section. Now with the inclusion of Section 11-OOQ, further clarity has been afforded to implementing
TFS and abiding by UNSC Resolutions 1267 and 1373 — and it is likely that these developments would
bolster compliance under this Recommendation.

Moreover, the MOFA document provides guidance, including red flag indicators and other elements
that can aid in mitigating proliferation-financing and related risks. The Ministry also continues to gen-
erate SROs immediately implementing UNSC Resolutions on banned entities and countries, such as
Iran’? and North Korea”? - maintaining compliance with the UNSC Resolutions pertaining to TFS. With
harsh penalties for violations and non-compliance of SROs, this progress is in line with the demands of
the indicator. Therefore, in our assessment, Pakistan qualifies for a re-rating under this Recommenda-
tion.

CONCLUSION
Re-rate to Largely Compliant (LC).

72SRO 898 (I)/ 2020, UNSC Sanctions on Iran, Ministry of Foreign Affairs - The Gazette of Pakistan
http://secdiv.gov.pk/uploads/Consolidated%20SR0O%205ep%202020%20Iran-e6 34.pdf

72SRO 805 (I)/ 2020, UNSC Sanctions on DPRK/North Korea, Ministry of Foreign Affairs- The Gazette of Pakistan
http://secdiv.gov.pk/uploads/Consolidated%20SR0O%20N0%20805(i)2020_containing%20UNSC%20Sanctions%20Related%20
to%20DPRK _dated%2001%20September%202020-26fd.pdf
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Itiecommendation 7: Targeted Financial Sanctions related to prolifera-
ion

SUMMARY OF INDICATOR"*

Countries should implement targeted financial sanctions to comply with United Nations Security
Council resolutions relating to the prevention, suppression and disruption of proliferation of weapons
of mass destruction and its financing. These resolutions require countries to freeze without delay the
funds or other assets of, and to ensure that no funds and other assets are made available, directly or
indirectly, to or for the benefit of, any person or entity designated by, or under the authority of, the
United Nations Security Council under Chapter VII of the Charter of the United Nations.

STATUS

MER 2019 FUR 2020

e The report noted a lack of enforceable require- | ¢ The FUR noted Pakistan's progress, stating
ments to freeze for all natural and legal persons | that freezing obligations now apply to ‘any per-
and shortcomings in the protection of third par- | son’and the term ‘person’is defined in the UNSC
ties; measures for monitoring and ensuring com- | (Freezing and Seizure) Order, 2019 and includes
pliance; clarifying false positives; and providing | natural and legal persons.
guidance. e Further, guidance for de-conflicting false posi-
* It was also recommended that Pakistan give fur- | tives has been made available on the Strategic
ther domestic effect to UNSCRs through SROs. | Export Control Division (SECDIV) of the MoFA
e There were also major shortcomings in terms of | website.
lack of enforceable requirements to freeze for all | ¢ ROs are now being issued without delay, pub-
natural and legal persons. lished on the MOFA website and disseminated
immediately to entities that have registered for
updates.

MER RATING: PC FUR RATING: PC

PROGRESS

Section 6A of the AMLA 2nd Amendment Act, 2020 empowers AML/CFT regulatory authorities to
issue regulations and guidelines with respect to financing of proliferation obligations. The State Bank
of Pakistan (SBP) has issued the Anti-Money Laundering, Combating the Financing of Terrorism &
Countering Proliferation Financing (AML/ CFT / CPF) Regulations for SBP’s Regulated Entities (REs)”>
under powers conferred to it under Section 6A (2) of the Anti-Money Laundering Act, 2010.7¢ Accord-
ingly, any violation of the Regulations will now attract penal as well as administrative actions under
the applicable laws/rules/regulations, including the AML/ CFT Sanctions Rules, 2020. Under the SBP
Regulations,”” all REs are required to instill AML/CFT/CPF policies/controls/obligations/preventive
measures as required when conducting internal risk analyses. The AML/CFT Sanctions Rules 202078
further mandate that violations be sanctioned either via monetary penalty, by revoking licenses or
deregistering, imposing prohibitions/suspensions, issuing warnings or any other sanction as deemed
appropriate. Penalty amounts applicable are up to Rs. 100 million in accordance with the risk-based

74FATF Recommendations 2020

/> State Bank of Pakistan, “Anti-Money Laundering, Combating The Financing Of Terrorism & Countering Proliferation Financing (Aml/

Cft/ Cpf) Regulations For State Bank Of Pakistan’s Regulated Entities (Sbp-Res)”
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

76 Anti-Money Laundering Act, 2010
https://www.fmu.gov.pk/docs/Anti-Money-Laundering-Act-2010-amended-upto-Sep.%202020.pdf

’7SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

78 SRO 950 (1)/ 2020, AML/CFT Sanctions Rules 2020, Ministry of Interior 2020 - The Gazette of Pakistan
https://www.fmu.gov.pk/docs/AML-CFT-Sanction-Rules-2020-SRO-NO-2501-2020.pdf
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penalty scale.

Furthermore, the Inter-Agency Committee for Coordination, Review and Monitoring (CRMC)”? is
mandated to issue guidelines or operational procedures to be followed by all concerned for effective
implementation and enforcement of the decisions of the Federal Government taken in compliance of
the United Nations Security Council (UNSC) resolutions on countering proliferation financing. Pursu-
ant to this, Guidelines were issued by MOFA to effectively implement the provisions of the Targeted
Financial Sanctions against individuals/entities designated in the UNSC resolutions relating to prolif-
eration financing i.e. Lists maintained under UNSC Resolutions 1718 (2006) and 2231 (2015).

ANALYSIS

Zimbabwe was re-rated from NC to PC under this indicator. A major deficiency noted in Zimbabwe's
MER® was the lack of measures in place to implement requirements relating to prevention of pro-
liferation financing. In March 2019 Zimbabwe passed the Suppression of Foreign and International
Terrorism Regulations, 2019 issued through Statutory Instrument (SI) 56 of 2019 implementing the
TFS relating to proliferation financing. The country has also issued AML/CFT Directive 01/06/2019
toreporting entities to assist in implementing the Regulations. Both the Regulations and the Directive
have largely addressed deficiencies identified in the MER under this recommendation.

Comparatively, Pakistan has undertaken far more extensive administrative and regulatory reform, ad-
dressing proliferation concerns and revamping existing frameworks to ensure that UNSC Resolutions
are complied with in accordance with the requirements of this Recommendation.

CONCLUSION
Re-rate to Largely Compliant (LC).

77 Guidelines on UNSC Targeted Financial Sanctions/Proliferation Financing (TFS/PF) by the CRMC, Ministry of Foreign Affairs- The
Gazette of Pakistan

http://secdiv.gov.pk/uploads/CRMC_Guidelines_on_TFS_for_PF-38da.pdf
80Zimbabwe: FUR 2019

http://www.fatf-gafi.org/countries/u-z/zimbabwe/documents/fur2-zimbabwe-2019.html
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Recommendation 8: Non-Profit Organisations

SUMMARY OF INDICATOR?!

Countries should review the adequacy of laws and regulations that relate to non-profit organizations
which the country has identified as being vulnerable to terrorist financing abuse. Countries should
apply focused and proportionate measures, in line with the risk-based approach, to such non-profit
organizations to protect them from terrorist financing abuse, including:

(a) by terrorist organizations posing as legitimate entities;

(b) by exploiting legitimate entities as conduits for terrorist financing, including for the purpose of es-
caping asset-freezing measures; and

(c) by concealing or obscuring the clandestine diversion of funds intended for legitimate purposes to
terrorist organizations.

STATUS

MER 2019 FUR 2020

e The 2019 MER noted Pakistan’s identification | « The FUR 2020 noted Pakistan’s progress
some NPO risks, and had subsequent steps taken | in the NRA 2019, particularly its assess-
undertaken on a targeted basis to mitigate higher | ment of NPOs and details those NPOs that
risk NPOs. fall within the FATF's definition.
e However, Pakistan had not identified the subset | e« A detailed survey of all NPOs and updated
of NPOs that fall within the FATF definition; had | registration processes was also undertaken.
not reviewed the adequacy of measures that relate | As a result of the survey 48,464 inactive
to the high-risk subset of NPOs; and had not ad- | NPOs were deregistered and 1307 NPOs
opted a risk-based approach or undertaken steps | have been identified as high risk and will be
to promote effective supervision of NPOs. subject to enhanced inspection.
o ATF audit of all vulnerable NPOs was con-
ducted.
» QOutreach events have been held to edu-
cate NPOs on AML/CFT requirements and
TFS.
e Pakistan is further proposing to introduce
a new central registry of NPOs. This is re-
flected in charity laws that have been enact-
ed in all four provinces.

MER RATING: PC FUR RATING: PC

PROGRESS

Regulation 6 of Anti-Money Laundering, Combating the Financing of Terrorism and Countering Pro-
liferation Financing (AML/CFT/CPF) of the State Bank of Pakistan®? imposes stringent requirements
on CDD and recordkeeping on NPOs as well as all entities that can fall within this ambit, including
trusts and wagf properties. Furthermore, it is essential for all entities, including NPOs, to register or-
ganizations and reveal all information pertaining to beneficial owners, trustees/settlor, and other legal
arrangements at the time of registration - all DFls and are instructed to include these details in CDD
measures. The SBP Regulations as well as the SECP Regulations 2020 detail the documents required

81 FATF Recommendations 2020
82 State Bank of Pakistan, “Anti-Money Laundering, Combating The Financing Of Terrorism & Countering Proliferation Financing (Aml/
Cft/ Cpf) Regulations For State Bank Of Pakistan's Regulated Entities (Sbp-Res)”

https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf
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for CDD purposes from NGOs/NPQOs in the Annex.

ANALYSIS

Ethiopia was re-rated from PC to LC under this indicator. The key deficiencies for Ethiopia®® concern-
ing Recommendation 8 were: lack of a review of the NPO sector’s vulnerabilities to TF activities; lack
of provisions permitting sharing of information between authorities; lack of requirements to collect
information on associated NPOs and to maintain records on activities and ownership for a period of
five years. However, Recommendation 8 and its Interpretive Note were changed substantially in Oc-
tober 2016 and therefore analysis of progress was carried out based on what the country has donein
relation to the revised requirements.

Alater report found that Ethiopian authorities did not provide information to donors regarding the po-
tential vulnerabilities of NPOs to TF abuse and TF risks. Furthermore, the CSO Agency has not worked
with the NPO sector regarding the development and refinement of best practices to address terrorist
financing risks and vulnerabilities. However, since NPOs are required to conduct their financial trans-
actions through a bank account opened in the organization’s name, a re-rating to Largely Compliant
was allowed.

Comparatively, Pakistan's progress on charity laws has been expansive. The establishment of charity
commissions has been actively pursued and charity laws have been enacted in all provinces. Combined
with the expanded regulatory and administrative action, particularly through SBP and SECP Regula-
tions, it is expected that all financial transactions occurring through banking or alternative channels
will be under intense scrutiny owing to enhanced CDD measures.

At the same time, however, concerns arise over the lack of consultation with stakeholders affected by
these laws, especially the humanitarian and NPO sectors. Meanwhile, government officials respon-
sible for operationalizing the new legal frameworks are plagued by chronic technical capacity issues.
This means that the impact of domestic compliance measures on financial inclusion, human rights, due
process, or the broader collateral impact on humanitarian & NPO sectors is not necessarily a policy
priority as Pakistan scrambles to comply with vertical security requirements under intense political
pressure. It also provides a pathway for controversial policy measures to be adopted by the State un-
der the garb of FATF compliance. As such, in our assessment, the various frameworks which have been
developed to regulate the NPO sector to comply with FATF will need to be revisited periodically to
examine their efficacy and risk-based nature.

CONCLUSION
Re-rate to Largely Compliant (LC).

83 Ethiopia: FUR 2019
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/ESAAMLG-Follow-Up-Report-Ethiopia-2019.pdf
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FATF Technical Compliance Indicator FUR RSIL
2020 2020

secrecy laws

Recommendation 12 - Politically exposed PC LC
persons

Recommendation 13 - Correspondent banking

Recommendation 14 - Money or value transfer PC LC
services

Recommendation 15 - New technologies
Preventive | Recommendation 16 - Wire transfers

[ES
Recommendation 18 - Internal controls and
foreign branches and subsidiaries
transactions
Recommendation 21 - Tipping-off and confi-
dentiality
e il o
due diligence

Recommendation 23 - DNFBPs: Other mea-
sures

Overview

Efforts to launder money and finance terrorism have been evolving rapidly in recent years. With ML
activities now using ever more sophisticated mechanisms to conceal, layer and integrate funds, it is
critical for the financial sector to apply preventive measures to identify and counter-act against poten-
tial TF/ML threats. Therefore, banks, companies, DFls, and MFBs amongst others, are all required to
apply a wide range of measures to ensure that risk-based approaches are applied cohesively, internal
controls are in place and due diligence requirements and records are met. Recommendations 9-23
cover a range of activities that determine preventive measures - such as mandating record-keeping,
conducting customer due diligence (including provisions for enhanced or simplified measures com-
mensurate with the identified risks), ensuring mechanisms of money transfers and other channels have
built-in controls when dealing with high risk jurisdictions, and effective mechanisms to report suspi-
cious transactions to competent authorities in a prompt manner.

It is interesting to note the reliance on DNFBPs within the category of preventive measures. DNFB-
Ps (Designated Non-Financial Businesses and Professions), include lawyers, accountants, real-estate
agents, dealers in precious metals/stones and trust and company service providers. Traditionally, these
individuals in these professions are often seen as the gate-keepers of AML regimes, as those with pro-
ceeds of crime often resort to technical advice on how to park, integrate or otherwise conceal illicit
funds. Regulating these professions and integrating a culture of adopting risk-based approaches with-
in this area is crucial. The FATF not only evaluates how CDD is conducted by DNFBPs, but also how
internal controls are in place to mitigate risks encountered by DNFBPs in the form of dealing with
illicit funds, and to effectively report suspicious transactions to competent authorities promptly. Col-
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lectively, these recommendations ensure that the financial sector, as well as peripheral professions or
businesses (DNFBPs) that can serve as an outlet or gateway to the financial sector are all prepared to
identify, mitigate and counter-act against any ML/TF risks.

Pakistan’s Context

The landscape of financial regulation in Pakistan has maintained a higher level of adherence to interna-
tional standards. The private sector, particularly banking and insurance, have kept abreast with global
developments pertaining to AML/CFT standards and controls, owing to the cross-border nature of
transactions occurring as part of usual operations. Despite the high-level of threat emanating from this
jurisdiction, financial regulators in Pakistan, namely the State Bank of Pakistan (SBP) and the Securities
and Exchange Commission of Pakistan (SECP), have usually been at the forefront of impacting policies
promptly. Regulating banks, companies, DFIs and MFBs, the SBP and SECP already had robust mecha-
nisms to regulate all entities falling within their ambit.

With Pakistan’s grey-listing, the scope of regulatory framework was made further strict to ensure
complete compliance with the FATF Recommendations. Pakistan has registered substantial progress
under this category. With the passage of the AMLA (Second Amendment) Act, 2020 in particular, ex-
tensive regulations have been formed by the SBP and the SECP governing Recommendations 9 to 18,
with violations carrying financial penalties and other sanctions. The FMU has further developed rules
governing conducting transactions with higher risk jurisdictions, which are applicable to all regulations
formed the ambit of the AMLA.

The DNFBPs sector however, presents a major challenge to Pakistan. Unlike the formal financial and
securities sector, DNFBPs, with the exception of certain categories of accountants, traditionally had
either weak or non-existent regulatory authorities. Pakistan was rated NC and PC under preventive
measures in these areas, highlighting the prior lack of regulatory framework governing DNFBPs. From
the wider DNFBPs sector, only registered accountants (regulated by the ICAP and ICMAP) were sub-
ject to regulatory frameworks, applicable upon those professionals who were registered with these
authorities. The ICAP and ICMAP were thus better poised to implement AML/CFT-based rules and
regulations, including offering guidance on the observance of preventive measures mandated by the
FATEF, such as record-keeping, CDD and reporting of transactions, amongst others. However, unregis-
tered or ‘other’ accountants - regulated by the FBR along with real estate agents and dealers in pre-
cious metals and stones — comprise majority of the practitioners in the country, and thus remained out-
side the scope of regulation, until now. Meanwhile, the Pakistan Bar Council has traditionally adopted
a lethargic approach to AML/CFT regulatory standards and compliance monitoring and most lawyers
remain unaware of reporting requirements.

Following Pakistan's grey-listing, the Federal Board of Revenue has passed regulations formally bring-
ing DNFBPs under the ambit of the AMLA legislation, citing detailed requirements to be followed by
all reporting entities and sanctions for any violations as laid out by the AMLA Second Amendment
Act 2020. This, coupled with the AML Sanctions Rules 2020, now arm the law with teeth, allowing
all violations to be punishable with hefty financial sanctions and jail-terms for non-compliance. This
can positively contribute as ‘enforceable means’ in implementing the FATF Recommendations and is
thereby noted as significant progress in this report. The challenge now would be on demonstrating ef-
fectiveness, which will be an incremental process, requiring a cultural shift in many sectors including
real estate, precious metals and stones and even amongst the legal community.
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Recommendation 9: Financial Institution Secrecy Laws

SUMMARY OF INDICATOR?4

Financial institutions at times observe principles of privacy and secrecy, whereby an Fl and its client
conditionally agree that all foregoing activities remain secure, confidential, and private. This practice
paves the way for money laundering, terrorism financing, tax evasion, and other financial crimes as
well. Countries should ensure that financial institution secrecy laws in place do not inhibit implementa-
tion of the FATF Recommendations.

STATUS

MER 2019 FUR 2020

e Pakistan’s Fl secrecy laws do not inhibit imple- | ¢ The FUR did not comment on Recom-
mentation of the FATF Recommendations. mendation 9.
* AMLA provides the FMU and law enforcement

agencies with powers to gain access to relative
information and provides a framework to share
information between competent authorities, ei-
ther domestically or internationally.

MER RATING: C FUR RATING: C

PROGRESS

Reporting protection is provided under section 12. The provisions of AMLA have effect notwithstand-
ing any obligation as to secrecy or other restriction on the disclosure of information imposed by any
other law or written document. Moreover, section 25 of AMLA requires that “notwithstanding the
provisions of any other law, the officers of the federal government, provincial government, local au-
thorities and financial institutions shall provide requisite assistance to the investigating officers, FMU
and other authorities in the enforcement of this Act”8> Section 26 of the AMLA also stipulates that
the federal government may enter into an agreement on reciprocal basis with the government of any
country outside Pakistan.

ANALYSIS

Tunisia® attained the status of “fully compliant” with this recommendation by enforcing obligations on
banking and non-banking financial institutions. Pakistan has been rated compliant for this recommen-
dationinthe FUR.

CONCLUSION
Retain Compliant (C) rating.

84 FATF Recommendations 2020

8> Anti-Money Laundering (Amendment) Act, 2015
http://na.gov.pk/uploads/documents/14506 97492 862.pdf

8¢ Tunisia: FUR 2020
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/MENAFATF-FUR-Tunisia-2020.pdf
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Recommendation 10: Customer Due Diligence

SUMMARY OF INDICATOR?’

Customer due diligence (CDD) entails that financial institutions should be prohibited from keeping
anonymous accounts or accounts in obviously fictitious names. Financial institutions should be re-
quired to undertake customer due diligence measures when:

(i) establishing business relations;
(ii) carrying out occasional transactions above the applicable designated threshold:;
(ili)  thereis asuspicion of money laundering or terrorist financing; or

(iv)  thefinancial institution has doubts about the veracity or adequacy of previously obtained cus-
tomer identification data.

The principle that financial institutions should conduct CDD is to be set in law.

STATUS

MER 2019 FUR 2020

e The MER found that CDNS and Pakistan Post | e Pakistan has amended the CDD obliga-
were not subject to AML/CFT requirements. tions contained in the AML/CFT Regula-
e There were shortcomings in CDD require- | tions for Banks/DFls and for MFBs, as well
ments for banks and DFIs and in EDD require- | as the EC Manual.
ments for banks, DFls and ECs. e Pakistan has also issued new AML/CFT
e There were no requirements for banks, DFls | Rules for CDNS and Pakistan Post to im-
and MFBs to terminate the business relation- | pose AML/CFT obligations on these sectors.
ship when unable to complete CDD. These instruments both contain chapters on
CDD. However, while the AML/CFT Rules
for CDNS and Pakistan Post provide that
non-compliance will be punished, no penal-
ties have yet been specified for non-compli-
ance with these instruments and, as such,
they are not considered ‘enforceable means.

MER RATING: PC FUR RATING: PC

PROGRESS

Section 7A of the Anti-Money Laundering (Amendment) Act, 2020 deals with enhancing CDD mecha-
nisms.28 [t compels the reporting entities to conduct CDD in the following cases, a) entering into a busi-
ness relationship b) conducting an occasional transaction above the prescribed threshold; c) where
there is a suspicion of money laundering or terrorist financing; or d) where there are doubts about the
veracity or adequacy of previously obtained data. Section 7B also allows reporting entities to rely on
third parties to perform CDD. Under Section 7A, reporting entities are also ordered to maintain an
exhaustive record for all transactions. Section 7A also elaborates on risk understanding, compliance
strategies, policies and procedures for ensuring performance of CDD.

All regulations and guidelines formed under the ambit of the AMLA provisions integrate the complete
set of CDD measures - including the scope of enhanced due diligence (EDD) and simplified due dili-

87 FATF Recommendations 2020
88 Anti-Money Laundering (Amendment) Act, 2020
http://senate.gov.pk/uploads/documents/1594966135_597.pdf
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gence (SDD) commensurate with risk analyses. All regulatory authorities, notably including the SBP#?
SECP ICAP’* ICMAP’ FBR,” Pakistan Post? and CDNS?> have passed extensive regulations man-
dating this for all regulated entities. The FBR,? ICAP and ICMAP has further designed detailed Guide-
lines for DNFBPs that lay out examples and thresholds relevant to the application of CDD measures
for the ease of the user. The AML/CFT Sanctions Rules, 2020°7 further delineate that violations would
be sanctioned with fines ranging up to a maximum of rupees 100 million.

ANALYSIS

Fiji”® attained the status of “largely compliant” with this recommendation by amending its Financial
Transactions Reporting (FTR) Act, 2004 and Regulations to insert penalty provision for the contraven-
tion of any requirements in the legislation. As a result, the CDD requirements can be enforced where
liability for the offence is a fine or a term of imprisonment. In comparison, exhaustive procedure and
compliance guidelines for CDD are narrated in Pakistan's AMLA frameworks. Furthermore, penal-
ties of non-compliance with these sanctions are high, up to 100 million rupees in fines, aiding with the
implementation and adherence to this Recommendation.

CONCLUSION
Re-rate to Largely Compliant (LC).

82 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

0SRO 921(1)/ 2020 SECP Regulations 2020 - The Gazette of Pakistan
https://www.dawoodtakaful.com/File/SECP-AML-CFT-Regulations-2020.pdf

7V ICAP AML/CFT Regulations for Chartered Accountants, 2020
https://icap.org.pk/aml-supervision/

72 |CMAP AML/CFT Regulations, 2020
https://www.icmap.com.pk/News_Pdf/AML_CFT_Regulations_|CMAPakistan.pdf

7SRO 924 (1)/ 2020, Regulations for DNFBPs, Federal Board of Revenue 2020- The Gazette of Pakistan
https://download1.fbr.gov.pk/SROs/2020929179768055SRO9242020.pdf

7SRO 949 (1)/ 2020, Pakistan Post AML/CFT Regulations 2020- The Gazette of Pakistan
https://www.fmu.gov.pk/docs/Gazette-Notification-PPOD-AMI-CFT-Regulations-2020.pdf

7SRO 956 (1)/ 2020, National Savings (AML and CFT) Regulations, 2020 Central Directorate of National Savings 2020 - The Gazette

of Pakistan

76 FBR Guidelines for DNFBPs and other Guidance
https://www.fbr.gov.pk/introduction-aml-cft/152366/15236 7

77SRO 950 (1)/ 2020, AML/CFT Sanctions Rules 2020, Ministry of Interior 2020 - The Gazette of Pakistan
https://www.fmu.gov.pk/docs/AML-CFT-Sanction-Rules-2020-SRO-NO-2501-2020.pdf

7SRO 950 (1)/ 2020, AML/CFT Sanctions Rules 2020, Ministry of Interior 2020 - The Gazette of Pakistan
https://www.fmu.gov.pk/docs/AML-CFT-Sanction-Rules-2020-SRO-NO-2501-2020.pdf
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Recommendation 11: Record Keeping

SUMMARY OF INDICATOR??

Financial institutions should be required to maintain, for at least five years, all necessary records on
transactions, both domestic and international, to enable them to comply swiftly with information re-
qguests from the competent authorities. Such records must be sufficient to permit reconstruction of
individual transactions so as to provide, if necessary, evidence for prosecution of criminal activity. Fi-
nancial institutions should be required by law to maintain records on transactions and information
obtained through the CDD measures. The CDD information and the transaction records should be
available to domestic competent authorities upon appropriate authority.

STATUS

» There were a few inconsistencies in record-keeping obliga- | eThe FUR did not comment on Recommendation
tions within various reporting sectors. 11

«|n addition, the obligations on Pakistan Post are not enforce-

able means and the Archives Act with respect to CDNS is prob-

lematic

MER RATING: LC FURRATING: LC

PROGRESS

In the AMLA (Second Amendment) Act, 2020, Section 7-C requires every reporting entity to keep
transaction records. These provisions have been further included in regulations passed by most regu-
lators, including the SBP AML/CFT/CPF Regulations 20201, CDNS Regulations** and Pakistan Post
Regulations 20202, and the SECP AML/CFT Regulations, 2020.1° DNFBPs are also now obligated
to keep records as per multiple rules/regulations passed under the wider ambit of the AMLA (Second
Amendment) Act, 2020. Section 6 of FBR Regulations for DNFBPs'* stresses upon record keeping
mechanisms to be maintained by DNFBPs. The notification sets out internal policies, procedures, and
control to be maintained by regulated persons in order to comply with compliance programs set out in
Section 7G of the AML Act. Section 8 expands upon customer due diligence and mechanisms of ben-
eficial ownership to be undertaken by DNFBPs.

The Companies (Amendment) Act, 2020 was passed to ensure companies policies are in alignment
with FATF standards.'©> Section 123A has been introduced, which makes it compulsory for companies
toretaininformation and records of their ultimate beneficial owners, and to maintain aregister of their
particulars and any changes therein. Failure to comply with this can result in a penalty ranging from
one million rupees to ten million rupees. Finally, amendments have been made to section 431 pertain-
ing to the disposal of books and papers of a company. Hereby, it is stated that no responsibility will fall
on the company or the liquidators or anyone managing the books once five years have lapsed from the

7 FATF Recommendations 2020

100 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

101 SRO 956 (1)/ 2020, National Savings (AML and CFT) Regulations, 2020 Central Directorate of National Savings 2020- The Gazette

of Pakistan
http//www.finance.gov.pk/budget/NS AML_CFT_Regulations_2020.pdf.

102SRO 949 (1)/ 2020, Pakistan Post AML/CFT Regulations 2020- The Gazette of Pakistan
https://www.fmu.gov.pk/docs/Gazette-Notification-PPOD-AML-CFT-Regulations-2020.pdf

108 SRO 921(1)/ 2020 SECP Regulations 2020 - The Gazette of Pakistan
https://www.dawoodtakaful.com/File/SECP-AML-CF T-Regulations-2020.pdf

104 SRO 924 (1)/ 2020, Regulations for DNFBPs, Federal Board of Revenue 2020- The Gazette of Pakistan
https://download1.fbr.gov.pk/SROs/2020929179768055R09242020.pdf

105 Companies (Amendment) Act, 2020
http://senate.gov.pk/uploads/documents/1599202456_253.pdf
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dissolution of the company (increased from three years).

In line with the Companies (Amendment) Act, 2020 the Limited Liability Partnership (Amendment)
Act, 2020 was concurrently introduced in the Parliament, as well as the respective Standing Commit-
tee in the Senate.'® The aim was that jointly, these two legislations will work to ensure transparency
in terms of ascertaining ownership, and aid the AML framework in the country by providing effec-
tive methods to trace the money trail to the rightful owners, further curbing down benamidaars and
money launderers. Amendments to section 8 make it necessary for partnerships to “obtain, maintain
and timely update particulars of ultimate beneficial owner, including any change therein, of any person
whois a partner in limited liability partnership in such form, manner and submit such declaration to the
registrar as may be specified”

ANALYSIS

Fiji was re-rated from PC to C under this indicator. Inits 2017 FUR', it was noted that despite the
provisions of recordkeeping in the country’s Financial Transactions Reporting (FTR) Act, 2004, not
all institutions were adhering to these rules. Provisions were then added to the law, mandating Fls to
establish and maintain records of a person’s identity obtained for a minimum period of 7 years. Amend-
ments were made so that the Financial Transactions Reporting (FTR) Act, 2004 now requires that re-
cords be maintained in a manner and form that enables the financial institution to comply as soon as
practicable with requests from information from the FIU or a law enforcement agency ensuring timely
access customer data, CDD information, transaction records and other relevant information.

In light of these, Pakistan has extensively added to its recordkeeping frameworks. The SBP and SECP
have revised and updated record keeping requirements, whereas previously unregulated sectors such
as the DNFBPs are now also obligated to keep records of transactions. Furthermore, amendments to
the Companies Act, 2017 and the Limited Liability Partnerships Act 2017 further enhance adherence
to the Recommendation. However, serious challenges in the imposition and implementation of these
rules can be anticipated, and further work is required to ensure that regulators enforce recordkeeping
provisions. Therefore, in RSILs assessment, the current rating can be retained for this indicator.

CONCLUSION
Retain Largely Compliant (LC) rating.

106 Limited Liability Partnership (Amendment), 2020
http://senate.gov.pk/uploads/documents/1599202368_577.pdf

197 Fiji: FUR 2017
http://www.fatf-gafi.org/media/fatf/documents/reports/mer-fsrb/FUR-Fiji-Oct-2017.pdf
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Recommendation 12: Politically Exposed Persons (PEPs)

SUMMARY OF INDICATOR108

Recommendation 12 deals with the foreign politically exposed persons (PEPs) and requires financial
institutions to implement resources to deal with these PEPs, as well as regular customer due-diligence
measures. These requirements include having appropriate risk-management systems for the recogni-
tion of customers or the beneficial owners as politically exposed persons; obtaining senior manage-
ment approval for establishing (or continuing, for existing customers) such business relationships; tak-
ing reasonable measures for the establishment of the sources of wealth and funds; and conducting
enhanced ongoing monitoring of the business relationships. Further, financial institutions must take
reasonable measures for the determination of a potential domestic PEP or a person whois or has been
entrusted with a prominent function by an international organization. The requirements for all types
of PEP should also apply to family members or close associates of such PEPs.

STATUS

MER 2019 FUR 2020

e The Pakistan MER stated that the full range of | e Since the MER, Pakistan has revised the
measures relating to PEPs does not apply to ECs. Exchange Companies Manual and has in-
» There are no enforceable means for Pakistan Post | troduced new AML/CFT Rules for Pakistan
and CDNS. Given the ML and TF risks attached to | Post and CDNS, which include measures re-

ECsaswell as Pakistan Post and CDNS risks’ weight- | lated to PEPs.

ing, these are moderate deficiencies. » However, the AML/CFT Rules do not con-
stitute ‘enforceable means’, as no penalties
for non-compliance have yet been specified.

MER RATING: PC FUR RATING: PC

PROGRESS

Regulators such as the SBP AML/CFT/CPF Regulations 20207, CDNS and Pakistan Post Regulations
2020, and the SECP AML/CFT Regulations, 20209 governs PEPs, subjecting them to EDD measures
and subjecting reporting entities to sanctions for violations. Similar provisions are also included in the
Pakistan Post and CDNS AML/CFT Regulations.

ANALYSIS

Fiji was re-rated under this indicator, from Partially Compliant to Compliant.*** In March 2018 Fiji
issued Guideline 7 on PEPs, which contains additional measures relating to PEPs. The Guideline is an
enforceable instrument issued pursuant to the powers of the FIU under the Financial Transactions
Reporting (FTR) Act, 2004. It sets out requirements for financial institutions to take reasonable mea-
sures when first engaging with a customer to determine if a customer or the beneficial owner of a cus-
tomer is a domestic or international organization PEP, and to assess the risk of an identified domestic
or international organization PEP. Further it also mandates on-going diligence for existing non-PEP
customers.

Tunisia®? also enforced the obligation related to PEPs and set measures related to special attention

108 FATF Recommendations 2020

109 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

HMOSRO 921(1)/ 2020 SECP Regulations 2020 - The Gazette of Pakistan
https://www.dawoodtakaful.com/File/SECP-AML-CFT-Regulations-2020.pdf

11 Asia/Pacific Group on Money Laundering, “3rd Follow Up Report Mutual Evaluation of Fiji, August 2019”

http://www.fatf-gafi.org/media/fatf/content/images/APG-Follow-Up-Report-Fiji-2019.pdf

112 Middle East and North Africa Financial Action Task Force, “3rd Enhanced Follow-Up Report for the Republic of Tunisia, TC Re-

Measuring Pakistan’s Technical Compliance with the FATF Recommendations 59


http://www.fatf-gafi.org/media/fatf/content/images/APG-Follow-Up-Report-Fiji-2019.pdf

to non-face to face transactions, and measures for preventing the use of modern technology in ML/TF
operations. When resorting to third parties, entities are to verify CDD measures, obtain the required
data to identify the client, verify that such other parties are subject to ongoing monitoring and legisla-
tionrelated to AML/CFT, maintain the transaction records for at least 10 years following the execution
of the transaction or closure of the account and pay special attention to large and unusual transactions.

Comparatively Pakistan has implemented stringent measures, and therefore justifies a re-rating on
this indicator, given that strong regulators such as SBP and SECP are now mandating and implement-
ing stringent due diligence measures for PEPs. However, the stringent new frameworks for PEPs has
had a significant impact on economic activity as banks and other regulated entities have moved swiftly
to enforce them to avoid regulatory fines, often adopting a ‘rules-based’ as opposed to a risk-based
approach. This also raises financial inclusion concerns. Despite these concerns, because new rules and
regulations are aligned with the FATF standards, Pakistan qualifies for a re-rating under this indicator
as per RSIUs assessment.

CONCLUSION
Re-rate to Largely Compliant (LC).

Rating Request December 2018
http://www.fatf-gafi.org/media/fatf/content/images/APG-Follow-Up-Report-Fiji-2019.pdf
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Recommendation 13: Correspondent Banking

SUMMARY OF THE INDICATOR 113

Recommendation 13 pertains to cross-border correspondent banking and similar relationships. It
mandates financial institutions to implement resources to deal with these relationships, as well as reg-
ular customer due-diligence measures. The recommendation requires financial institutions to gather
sufficient information about a respondent institution to understand the nature, quality of supervision,
and reputation of the respondent’s business using publicly available information, including whether it
has been subject to a money laundering or terrorist financing investigation or regulatory action. More-
over, financial institutions must assess the respondent institution's AML/CFT controls; obtain approv-
al from senior management before establishing new correspondent relationships; clearly understand
the respective responsibilities of each institution. Finally, concerning “payable-through accounts”, the
financial institutions must be satisfied that the respondent bank has conducted CDD on the custom-
ers having direct access to accounts of the correspondent bank and that it can provide relevant CDD
information upon request to the correspondent bank. Financial institutions should be prohibited from
entering into, or continuing, a correspondent banking relationship with shell banks, and must be satis-
fied that the respondent institutions do not permit their accounts to be used by shell banks.

STATUS

MER 2019 FUR 2020

e The report noted requirements of compli-| ¢ The FUR did not comment on Recom-
ance as all inward remittance transactions and | mendation 13.”

outward transactions of ECs must be routed

through foreign currency accounts of the Ex-

change Companies maintained with banks in

Pakistan.

e Similar requirements are in place for MFBs,
which must route remittance inwards through
foreign currency accounts maintained with
banks in Pakistan.

MER RATING: LC FUR RATING: LC

PROGRESS

The SBP’'s AML/CFT/CPF Regulations 2020***mandate CDD and other diligence measures for AML/
CFT/CPF control for all correspondent banks in Regulation 9. All regulated entities are bound to en-
sure that correspondent banks that are engaged are also performing he appropriate CDD measures
and are conducting customer and client verification in line with requirements of the AMLA. EDD mea-
sures are to be applied when engaging with jurisdictions with high risks. Entering in to business rela-
tionships with shell banks or shell other corporations has been prohibited. Similar provisions are also
contained in the SECP AML/CFT Regulations 2020.1%

ANALYSIS

Tunisia®™® addressed the deficiencies related to this recommendation by amending law no. 75 to re-

113 FATF Recommendations 2020

114 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

115 SRO 921(1)/ 2020 SECP Regulations 2020 - The Gazette of Pakistan
https://www.dawoodtakaful.com/File/SECP-AML-CFT-Regulations-2020.pdf

¢ Tunisia: FUR 2019
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move ambiguity existing previously on reporting unusual transactions, requiring the subject to report
attempts of carrying out suspicious transactions, complying with the reporting obligation even after
executing the transaction, and start implementing effectively the reporting system.

Pakistan, following in Tunisia’s steps, can increase compliance rating by enforcing stricter mechanisms
toroute all inward remittance transactions and outward transactions of ECs must be through foreign
currency accounts. Though the current amendments move the country in the correct path, SBPS new
regulations are equally applicable on all RE including MFBs.

CONCLUSION

Retain Largely Complaint (LC) rating

http://www.fatf-gafi.org/media/fatf/documents/reports/fur/MENAFATF-FUR-Tunisia-2020.pdf
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Recommendation 14: Money or Value Transfer Services (MVTS)

SUMMARY OF INDICATOR!Y

Recommendation 14 deals with the license and registration of the persons that provide money or
value transfer services. The financial institutions must ensure that all persons offering MVTS are li-
censed and that there are adequate systems for monitoring and ensuring compliance with the relevant
measures called for in the FATF Recommendations. Actions must be undertaken for identification of
unlicensed MVTS transactions, and to apply appropriate sanctions. All such agents must also be iden-
tified, with the MVTS provider maintaining a list of agents which is accessible by the authorities. All
these providers and agents are required to be included in the country’s AML/CFT programmes and
monitored for compliance.

STATUS

MER 2019 FUR 2020

e According to the MER, Pakistan’s significant | e Since the MER, illegal MV TS was identified
deficiencies included: disproportionate and|as high risk in the 2019 NRA and amend-
dissuasive sanctions for illegal MVTS, lack of | ments to the Foreign Exchange Regulation
requirements for license and registration for | Act, 1947 to enhance the penalties are pro-
Pakistan Post and payment booths, lack of re-| gressing through Parliament.

quirements of monitoring agents for compliance | e Pakistan Post is in the process of regis-
with these programmes, and lack of supervision | tering the Pakistan Post Payment Services

of Pakistan Post for AML/CFT purposes. Company (PPPSC) as a subsidiary of Paki-
stan Post under the Payment System Com-
pany Act. This would bring PPPSC under
the AML/CFT regulation and supervision of
SBP.

e The revised EC Manual contains measures
related to payment booths.

MER RATING: PC FUR RATING: PC

PROGRESS

In 2020, the Foreign Exchange Regulation (Amendment), 20208 was passed, governing the move-
ment of foreign currency and other forms of monetary instruments such as securities and bullion. The
purpose behind the amendment in 2013 was to create a standardised regime allowing the State Bank
of Pakistan to act as a regulator in this field and to implement stricter punishments. Amendments were
made in section 23, that further strengthen the role of Tribunal, with new addition sub-section 3B stat-
ing that a Tribunal taking cognizance under subsection (1) will conclude proceedings within 6 months,
and extensions may be requested by writing. Further adding to this framework, the SBP’s enhanced
AML/CFT/CPF Regulations 2020 (Regulation 10) prohibits unauthorized foreign exchange includ-
ing illegal MVTS, rendering it punishable under FERA and AMLA. All REs providing money transfer
services are obligated to ensure effective AML/CFT/CPF measures and controls are in place so as to
identify and mitigate the ML/TF/PF risk during transactions. REs are now required to ensure that no
employees, branches, payment booths are allowed to conduct illegal MVTS, and that REs should moni-
tor for such activities. Failure to comply will result in sanctions as laid out in Section 6-A of the AMLA.

17 FATF Recommendations

118 Foreign Exchange Regulation (Amendment) Act, 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1584080780_632.pdf

119 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf
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Furthermore, Pakistan Post AML/CFT Regulations, 2020*°were also passed to mitigate ML/TF risks.
Chapter Three lays out a comprehensive framework for the management of identification and verifica-
tion of all customers and beneficial owners who conduct operations through this department. This is
intended to increase Pakistan Post's compliance with Section 7A of the Anti-Money Laundering Act. If
it fails to comply with the above regulations and procedures, the Pakistan Post will be subject to sanc-
tions imposed by the Supervisory Board.

ANALYSIS

Mongolia was re-rated from PC to C under this indicator.’?* Mongolia faced similar deficiencies such
as the non-identification and sanctioning of unlicensed or unregistered money or value transfer
service (MVTS) operators and disproportionate and dissuasive sanctions available. It then developed
a framework with a view to identify and sanction unlicensed MVTS. The framework includes regular
updates to the list of Financial Regulatory Commission (FRC) licensed entities; issuance of warning
to customers to deal with licensed entities only; exchange of information between FRC, licensed
entities (i.e. Mongolian Bankers Association and Commercial Banks), law enforcement (i.e. National
Police Agency), and other supervising entities (i.e. Bank of Mongolia); and establishment of AML/CFT
unit that would monitor unlicensed entities via social media and other mass media. These actions are
important steps toward identifying unlicensed or unregistered MVTS.

Pakistan has enacted changes to the FERA Act, while illegal MVTS is also covered within the ambit of
the AMLA regime. With the SBP’s and Pakistan Post’s enhanced framework, Pakistan has increased its
regulatory oversight under this indicator.

CONCLUSION
Re-rate to Largely Compliant (LC).

120 SRO 949 (1)/ 2020, Pakistan Post AML/CFT Regulations 2020- The Gazette of Pakistan
https://www.fmu.gov.pk/docs/Gazette-Notification-PPOD-AML-CF T-Regulations-2020.pdf

21 Mongolia: FUR 2020
https://www.fatf-gafi.org/media/fatf/documents/reports/fur/APG-3rd-Follow-Up%20Report-Mongolia-2020.pdf
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Recommendation 15: New Technologies

SUMMARY OF INDICATOR?22

Recommendation 15 requires countries to invest in research and development of newer technologies
that may be employed by money-laundering or terrorist financing risks arising concerning the devel-
opment of new products and new business practices, including new delivery mechanisms, and the use
of new or developing technologies for both new and pre-existing products. Financial institutions must
make this risk assessment before the launch of new products, business practices or the use of new or
developing technologies; appropriate measures must be undertaken to manage and mitigate those
risks. To manage and mitigate the risks emerging from virtual assets, countries should ensure that vir-
tual asset service providers are regulated for AML/CFT purposes, and licensed or registered and sub-
ject to effective systems for monitoring and ensuring compliance with the relevant measures called for
in the FATF Recommendations.

STATUS

MER 2019 FUR 2020

» The MER stated that Pakistan needed to man- | ¢ The FUR did not comment on Recom-
date all financial institutions with the criterion. | mendation 15.

e Thisincluded a requirement for the Banks and

DFls to identify and assess the ML/TF risks that

may arise concerning the development of new
products, services and business practices in-
cluding delivery mechanisms and the use of new
or developing technologies for both new and
pre-existing products.

MER RATING: PC FUR RATING: PC

PROGRESS

Regulation 12 of the SBP’s AML/CFT/CPF Regulations 202022 obligates all REs to identify and assess
ML/TF risks in relation to the development of any new products, practices or services for both new and
pre-existing products. All efforts to mitigate identified risks will be undertaken and REs will implement
automated Transaction Monitoring Systems (TMS) to create timely alerts based on customer profile
and other thresholds. ECs and EC-Bs are required to obtain prior approval from Exchange Policy De-
partment at SBP before offering any new product or service. The SECP AML/CFT Regulations 202024
in addition to CDNS & Pakistan Post regulations also allow for risk assessments to be undertaken be-
fore the launch of any new product, practice or delivery mechanism, and appropriate measures to miti-
gate risks are mandated.

ANALYSIS

Mauritius was re-rated from PC to C under this Recommendation.*?> Outstanding deficiencies includ-
ed weaknesses in identifying and assessing ML/TF risk that may arise on new products and technolo-
gies both at a country and Fl level. As a result, Mauritius AML Act was amended to require supervisory
authorities also to identify and assess the ML/TF risks that may arise in relation to new or developing

122 FATF Recommendations

123 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

124 SRO 921(1)/ 2020 SECP Regulations 2020 - The Gazette of Pakistan
https://www.dawoodtakaful.com/File/SECP-AML-CFT-Regulations-2020.pdf

125 Mauritius: FUR 2019
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/ESAAMLG-Follow-Up%20Report-Mauritius-Sept-2019.pdf
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technologies. The NRA has been completed and the vulnerabilities associated with Emerging and New
Products /services in relation to internet banking, mobile banking and prepaid cards has been under-
taken on the Banking industry. Under the 2019 NRA, it is highlighted that while it is recognized that
the use of FINTECH products and services such as Bitcoins, block chain and crowdfunding are being
widely used internationally, the impact of these products and services on the Mauritian economy is yet
to be assessed. Authorities later issued Guidance documents on how to safely use virtual currencies
and the Financial Services (Custodian Services (digital asset)) Rules 2019 were thereafter promul-
gated, prohibiting any person from carrying out custody services for digital asset in Mauritius without
a Custodian Services (digital asset) license. Consequently, the Banking Act was also amended to man-
date that Fls conduct risk assessment of ML/TF risks posed by new services, methods and technolo-
gies. Since all deficiencies were addressed, Mauritius was re-rated to Compliant.

In comparison, Pakistan has introduced stringent regulations, and its NRA now includes provisions for
new technologies and all associated ML/TF risks. SBP’s Regulations 2020 govern and provide guide-
lines to banking and financial institutions on how to mitigate risks posed by the introduction of new
technologies.. Additionally, the scope of Recommendation 15 was recently expanded by the FATF to
include virtual currencies as well - which is an area requiring further development. A mechanism pro-
hibiting or regulating virtual currency needs to be developed and implemented in order to achieve
full compliance with this Recommendation. Therefore, in RSILs assessment, Pakistan qualifies for an
upwards rating under this indicator, but still falls short of attaining a fully Compliant rating.

CONCLUSION

Re-rate to Largely Compliant (LC).
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Recommendation 16: Wire Transfers

SUMMARY OF INDICATOR2¢

Recommendation 16 requires financial institutions to update the information they receive regarding
wire transfers and related messages. The updated information should include accurate originator in-
formation and beneficiary information; this information must be available throughout the payment
chain. Further, the wire transfers must be monitored to detect lack of such information, with appro-
priate measure taken to enforce them. These measures include freezing actions and prohibitions on
the conduction of transactions to designated persons and entities, as per the obligations set out in the
relevant United Nations Security Council resolutions, such as resolution 1267 (1999) and its succes-
sor resolutions, and resolution 1373 (2001), relating to the prevention and suppression of terrorism
and terrorist financing.

STATUS

MER 2019 FUR 2020

e According to the MER, Pakistan’s framework | « The FUR did not comment on Recom-
had minor deficiencies which included lack of | mendation 16.5”
requirements for batch files to contain the in-

formation required, and, for ECs and Pakistan
Post, there are no requirements as beneficiary
financial institutions to adopt risk-based poli-
cies, procedures and controls.

MER RATING: LC FUR RATING: LC

PROGRESS

The SBP’s AML/CFT/CPF Regulations 2020'%’ rectifies these deficiencies with the introduction of
Regulation 11. This regulation obligates REs to identify and verify the originator and record adequate
details of the wire transfer. Where several individual cross-border wire transfers are bundled in a
batch file from a single originator, the batch file must contain the required and accurate originator
information (including account number or unique transaction reference number) and full beneficiary
information traceable within the beneficiary country. The responsibilities of beneficiary and interme-
diary institutions are also laid out in this document, applicable to transactions with MFBs, including
reporting of STRs to the FMU. Beneficiary intuitions are required to adopt risk-based internal policies
for identifying and handling incoming transfers. Intermediary institutions (REs) are required to keep
records of all transactions with complete information, and have risk-based policies and procedures in
place to execute, reject or suspend a wire-transfer lacking required information, including appropriate
follow-up action.

ANALYSIS

Zimbabwe was re-rated from LC to C in 2019.%?8 Inits FUR, the only outstanding deficiency related to
the absence of an explicit requirement for beneficiary Financial Institutions to apply a risk-based ap-
proach to wire transfers. They amended Section 27(9) of the principal Act by clause 32 of the Finance
Act, No. 1 /2019 to extend the RBA requirement to beneficiary Fls. The amendment places an obliga-
tion on both intermediary and beneficiary Fls to have in place risk-based policies and procedures for
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127 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

128 Eastern and Southern Africa Anti-Money Laundering Group, “Zimbabwe Technical Compliance Re-Rating September 2019”
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/ESAAMLG-Follow-Up%20Report-Zimbabwe-Sept-201 9.pdf
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determining when to execute, reject or suspend a wire transfer lacking required originator and benefi-
ciary information; and including appropriate follow-up action.

In Pakistan's case, detailed SBP Regulations cover the ambit of beneficiary institutions and
intermediary institutions. However, while the Pakistan Post’'s AML/CFT Regulations introduce the
concept of record-keeping, CDD, customer verification, conducting RBAs and reporting of suspicious
transactions, it does not explicitly mention applicability to beneficiary institutions. Pakistan Post has
recently amended its regulations to include beneficiary. As a result, Pakistan will retain its current LC
rating in our assessment.

CONCLUSION

Retain Largely Compliant (LC) rating.
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Recommendation 17: Reliance on Third Parties

SUMMARY OF INDICATOR?*??

Countries may permit financial institutions to rely on third parties to perform elements (a)-(c) of the
CDD measures set out in Recommendation 10 or to introduce business, provided that the criteria set
out below are met. Where such reliance is permitted, the ultimate responsibility for CDD measures
remains with the financial institution relying on the third party. The criteria that should be met are as
follows:

(a) A financial institution relying upon a third party should immediately obtain the necessary informa-
tion concerning elements (a)-(c) of the CDD measures.

(b) Financial institutions should take adequate steps to satisfy themselves that copies of identification
data and other relevant documentation relating to the CDD requirements will be made available from
the third party upon request without delay.

(c) The financial institution should satisfy itself that the third party is regulated, supervised or moni-
tored for, and has measures in place for compliance with, CDD and recordkeeping requirements.

(d) When determining in which countries the third party that meets the conditions can be based, coun-
tries should have regard to information available on the level of country risk.

The last condition (d) is not considered necessary for reliance in cases where all prior conditions and
FATF Recommendations are stringently applied.**

STATUS

MER 2019 FUR 2020

e The 2019 MER found that third party reliance | e Since the MER, the SBP and ECP Manual
is permitted but Pakistan has no regard to infor- | were revised for banks/DFls and MFBs to
mation available on the level of country risk. prohibit reliance on third parties.

e [t also found that SBP Fls were not covered by | e Pakistan had furtherissued AML/CFT Rules

strict third-party reliance rules and CDNS and | for CDNS and Pakistan.

Pakistan Post were not covered by the require- | « However, these instruments did not consti-

ments of the Recommendation. tute ‘enforceable means’ as no penalties for
non-compliance were specified.

MER RATING: PC FUR RATING: PC

PROGRESS

Section 7-B of the AMLA Second Amendment 2020%* states that a reporting entity may rely on third
party to perform CDD in the manner as may be prescribed. In line with this, Regulation 3 of the SBP’s
updated AML/CFT/CPF Regulations 2020%? lays out CDD requirements for REs relying on third par-
ties. Furthermore, under Regulation 14, REs are to ensure that third parties do not operate out of any

129 EATF Recommendations 2020
180\When a financial institution relies on a third party that is part of the same financial group, and (i) that group applies CDD and record-
keeping requirements, in line with Recommendations 10, 11 and 12, and programs against money laundering and terrorist financing,
in accordance with Recommendation 18; and (ii) where the effective implementation of those CDD and record-keeping requirements
and AML/CFT programs is supervised at a group level by a competent authority, then relevant competent authorities may consider that
the financial institution applies measures under (b) and (c) above through its group program, and may decide that (d) is not a necessary
precondition to reliance when higher country risk is adequately mitigated by the group AML/CFT policies.
181 Anti-Money Laundering (Second Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1598354531_313.pdf
132 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf
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jurisdiction listed as a “high risk jurisdiction.” REs are further mandated to ensure that STRs are issued
in accordance as per the AMLA requirements. Finally, all regulated entities are further required to
ensure that the third parties designated maintain not just compliance with CDD and record-keeping,
but also ensure data security and privacy of customers’ data. Alternatively, CDNS Regulations 2020,
the Pakistan Post Regulations 2020, the SECP AML/CFT Regulations 2020 further specify similar
provisions for all regulated entities under the ambit of the SECP.

ANALYSIS

Iceland was re-rated from PC to C on this indicator.***Originally, there was no requirement for Fls re-
lying on third parties to immediately obtain the necessary information concerning CDD and to consid-
er the country specific ML/TF risks when determining in which country the third party may be based.
However, with the implementation of the new AML Act, there is now an explicit requirement to ensure
the provision of the CDD information by third parties without delay. The new AML Act also requires
obliged entities relying on CDD from a third party to take into consideration the ML/TF risks in the
country that the third party is located.

In Pakistan, the addition of section 7-B in AMLA 2010 mandates CDD be performed by third parties
when engaged by reporting entities'*>. Failure to comply with this will be subject to sanctions as per
section 6A of the AMLA Act. The SBP Regulations 2020 and SECP AML/CFT Regulations 2020 in ad-
dition to CDNS Regulations 2020 and Pakistan Post Regulations 2020, formed herein further delin-
eate the scope of third-party engagement, ensuring adherence to CDD as well as that such parties are
not located in high risk jurisdictions. All regulated entities are further mandated to ensure reporting of
STRs as required under the AMLA. These additions are aligned with the requirements of Recommen-
dation 17, and therefore in our assessment, qualify for a re-rating.

CONCLUSION
Re-rate to Compliant (C).

183 SRO 950 (1)/ 2020, AML/CFT Sanctions Rules 2020, Ministry of Interior 2020 - The Gazette of Pakistan
https://www.fmu.gov.pk/docs/AML-CFT-Sanction-Rules-2020-SRO-NO-2501-2020.pdf

134 celand: FUR 2020
http//www.fatf-gafi.org/media/fatf/documents/reports/fur/Follow-Up-Report-Iceland-2020.pdf

135 Anti-Money Laundering Act, 2010
https://www.fmu.gov.pk/docs/Anti-Money-Laundering-Act-2010-amended-upto-Sep.%202020.pdf
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Recommendation 18: Internal Controls and Foreign Branches and Sub-
sidiaries
SUMMARY OF INDICATOR13¢

Financial institutions are required to implement programs against money laundering and terrorist fi-
nancing. Financial groups should be required to implement group-wide programs against money laun-
dering and terrorist financing, including policies and procedures for sharing information within the
group for AML/CFT purposes. Financial institutions should be required to ensure that their foreign
branches and majority-owned subsidiaries apply AML/CFT measures consistent with the home coun-
try requirements implementing the FATF Recommendations through the financial groups’ programs
against money laundering and terrorist financing.

STATUS

MER 2019 FUR 2020

e There were no enforceable AML/CFT require- | ¢ The FUR noted that since the MER,
ments to give effect to the requirements of this | Pakistan introduced AML/CFT Rules for
recommendation for CDNS and Pakistan Post. | CDNS and Pakistan Post that include
 Except for SECP regulated persons, there was | measures related to internal controls.

no explicit requirement for all Fls to implement | However, these did not qualify as ‘en-
programmes against AML/CFT, having regard | forceable means’, since no penalties for
to the ML/TF risk and the size of the business; | non-compliance have yet been specified.
or for financial groups to implement group wide

programs against ML/TF.

MER RATING: PC FUR RATING: PC

PROGRESS

Section 7-G of the AMLA 2010, introduced through an amendment, mandates regulated entities to
ensure compliance systems are maintained, training is provided and accounting for ML/TF risks and
adequate training programs are provided to compliance officers*s”

Regulation 13 of the SBP’'s AML/CFT/CPF Regulations 2020% lays out detailed guidelines for regu-
lated entities governing internal controls, including but not limited to: obligatory risk-based manage-
ment including maintaining compliance programs, procedure manuals, SOPs and other documents to
mitigate ML/TF/PF risks, effective reporting of CTRs and STRs as required, maintaining independent
audits, employee due diligence and ensuring that all foreign subsidiaries and branches abide by AML/
CFT/CPF Regulations as well as FATF's requirements, and that any violations are to be promptly re-
ported to the SBP. Furthermore, Pakistan Post AML/CFT Regulations 2020 (SRO 949)** and National
Savings (AML and CFT) Regulations 2020 (SRO 956)*° mandate risk-based assessments, CDD and
EDD measures, inclusion of internal controls, reporting of STRs/CTRs and record-keeping with re-
gards to operations, and customers. Failure to comply with these regulations will result in sanctions
issued by respective supervisory boards.

186 FATF Recommendations 2020

187 Anti-Money Laundering Act, 2010
https://www.fmu.gov.pk/docs/Anti-Money-Laundering-Act-2010-amended-upto-Sep.%202020.pdf

138 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

189 SRO 949 (1)/ 2020, Pakistan Post AML/CFT Regulations 2020- The Gazette of Pakistan
https://www.fmu.gov.pk/docs/Gazette-Notification-PPOD-AML-CFT-Regulations-2020.pdf

140 SRO 956 (1)/ 2020, National Savings (AML and CFT) Regulations, 2020 Central Directorate of National Savings 2020- The Gazette

of Pakistan
http://www.finance.gov.pk/budget/NS_AML_CFT_Regulations_2020.pdf
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ANALYSIS

Fijiwasre-rated from PCto C in2017.**! Inits FUR, it was noted that only banks and credit institutions
were required to identify and assess ML/TF risks prior to the launch of new products services or
delivery channels under the banking license requirements. There were no requirements under the
Financial Transactions Reporting (FTR) Act 2004 and Regulation for Fls to undertake risk assessments
of new products and new business practices, new delivery mechanisms and the use of new or developing
technologies for both new and pre-existing products.

Later, in January 2018 Fiji issued an enforceable Guideline under the FTR Act, 2004, Guideline 5 on
new technologies. This Guideline requires Fls to identify and assess the ML and TF risk of its products
or services and to mitigate and manage its risks. Guideline 5 also requires Fls to identify and assess the
ML and TF risks of new products, business practices (including delivery mechanisms), and the use of
new or developing technologies for both new and pre-existing products.

With new regulations formed by the SBP, Pakistan Post and CDNS, complete with sanctions enforced
by supervisory boards has allowed Pakistan to overcome the deficiencies indicated in the MER 2019.
Historically, financial institutions within the private sector have performed strongly and in line with
global standards in Pakistan. Much of this is because of a robust role played by the SBP as a regula-
tor, that has introduced timely and targeted regulations, developed guidelines and manuals as well as
conducted trainings on the same. Therefore, Pakistan warrants a re-rating to fully compliant under this
indicator.

CONCLUSION
Re-rate to Compliant (C).

#LEjji: FUR 2017
http://www.fatf-gafi.org/media/fatf/documents/reports/mer-fsrb/FUR-Fiji-Oct-2017.pdf
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Recommendation 19: Higher-Risk Countries

SUMMARY OF INDICATOR42

Financial institutions should be required to apply enhanced due diligence measures to business rela-
tionships and transactions with natural and legal persons, and financial institutions, from countries for
which this is called for by the FATF. The type of enhanced due diligence measures applied should be
effective and proportionate to the risks.

Countries should be able to apply appropriate countermeasures when called upon to do so by the
FATF. Countries should also be able to apply countermeasures independently of any call by the FATF
to do so. Such countermeasures should be effective and proportionate to the risks.

STATUS

MER 2019 FUR 2020

e The 2019 MER*” noted that there was a lack | e Since the MER, Pakistan had revised
of requirements for MFBs, CDNS, Pakistan Post | the AML/CFT Regulations and the Ex-
and ECs to apply EDD to business relationships | change Companies Manual applicable
and transactions from countries for which thisis | on Banks/DFls and MFBs to require the
called for by the FATF. application of EDD in the required cir-
e There was also a lack of requirements for Paki- | cumstances.
stan authorities except SECP to apply counter- | ¢ Pakistan has further issued AML/
measures proportionate to the risks. CFT Rules for CDNS and Pakistan Post,
which also require the application of
EDD in the required circumstances.
e Similar rules were also issued for
CDNS and Pakistan Post however these
did not qualify as ‘enforceable means’, as
no penalties for non-compliance were
specified.

MER RATING: PC FUR RATING: PC

PROGRESS

In 2020, multiple SROs were passed to integrate EDD measures, ensuring that such measures are
applied commensurate to the ML/TF risks identified by the regulated entities. Regulation 14 of the
SBP’s AML/CFT/CPF Regulations 2020 and Regulation 21-22 of the SECP AML/CFT Regulations
2020 call for counter-measures against high risk countries and jurisdictions proportionate to identi-
fied risks, as notified by the FATF and the National Executive Committee (NEC).

The Ministry of Finance further issued SRO 951: Counter Measures for High-Risk Jurisdiction Rules,
2020 under Section 43 of the AMLA Act. Under these, the NEC is now obligated to notify a list of
high-risk countries, subject to periodic reviews. The Rules further state that the Financial Monitoring
Unit shall publish the list of high-risk countries on its official website. The Financial Monitoring Unit
shall also promptly publish any subsequent updates to the list on its official website. All reporting and
regulated entities are now required to apply EDD measures in accordance with the ML/TF risk in all

42 FATF Recommendations 2020

143 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

144 SRO 921(1)/ 2020 SECP Regulations 2020 - The Gazette of Pakistan
https://www.dawoodtakaful.com/File/SECP-AML-CFT-Regulations-2020.pdf

145SRO 951 (1)/ 2020, Counter-Measures for High-Risk Jurisdiction Rules, 2020, Ministry of Interior 2020- The Gazette of Pakistan
https://www.fmu.gov.pk/docs/Counter-measures-for-High-Risk-Jurisdictions-Rules-2020.pdf
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business relationships and transactions with natural and legal persons (including financial institutions)
from any country on the high-risk countries list.

ANALYSIS

Fiji was re-rated from NC to C under Recommendation 19.1%¢ In its MER, it was noted that there was
no requirement for Fls to apply enhanced due diligence proportionate to the risks, business relation-
ships and transactions from countries for which this is called by the FATF. Furthermore, there was no
requirement to apply countermeasures when called upon to do so by the FATF and there were defi-
ciencies in advising Fls about the weaknesses in the AML/CFT regimes of other countries. In January
2018 Fijiissued Guideline 6 on higher risk countries. This enforceable Guideline requires Fls to apply
EDD to business relationships and transactions with customers from countries for which it is called
for by FATF.

The Guideline also requires Fls to apply countermeasures when called upon to do so by the FATF or
FIU, or when dealing with persons, entities or countries identified pursuant to the Public Order Act.
26. As noted in Fiji's MER, section 25(1)(h) of the Financial Transactions Reporting (FTR) Act, 2004
provides the FIU with powers to instruct Fls to take steps as may be appropriate in relation to any
information or report received by the FIU. The mechanism used to do this is through the issuance of
alert notices. In 2014 the FIU issued alert notices to Fls on Iran and DPRK. As all deficiencies were ad-
dressed, Fiji was re-rated to C.

In comparison, Pakistan has enacted similar regulations and SROs to ensure compliance with UNSC
Resolutions as well as implement EDD measures against jurisdictions with higher risks. High Risk
Jurisdiction Rules 2020 are an effective enforcement mechanism and ongoing monitoring and updat-
ing by FMU are likely to be effective in mitigating risks pertaining to such jurisdictions and fulfilling the
requirements of this indicator. Therefore, Pakistan warrants in RSILs assessment a re-rating to fully
Compliant under this Recommendation.

CONCLUSION
Re-rate to Compliant (C).

146 Fiji: FUR 2018
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/APG-2nd%20Follow-Up%20Report%20Fiji-2018.pdf
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Recommendation 20: Reporting of Suspicious Transactions

SUMMARY OF INDICATOR!¥

If a financial institution suspects or has reasonable grounds to suspect that funds are the proceeds of
acriminal activity, or are related to terrorist financing, it should be required, by law, to report promptly
its suspicions to the financial intelligence unit (FIU).

STATUS

MER 2019 FUR 2020

e The only deficiency identified in the MER | e At the time of this report, Pakistan
was that STRs are not required to be reported | was progressing an amendment to the

promptly. AMLA to require prompt reporting of
STRs.

MER RATING: PC FUR RATING: PC

PROGRESS

The only deficiency identified in the MER was that STRs are not required to be reported promptly.
Section 7(1) was accordingly amended to require the reporting entities to report STRs promptly. In
all consequent rules and regulations issued by regulators, including SBP,*4® SECP,**? Pakistan Post,**°
CDNS®™! and FBR,**?, ICAP'>® and ICMAP®* reporting of STRs and CTRs is mandatory, subject to
sanctions in case of violations.

Beyond the financial sector, the AMLA framework also subjects DNFBPs to these reporting require-
ments - however, not all regulators have introduced mechanisms ensuring that all suspicious transac-
tions are reported to the FMU promptly.

ANALYSIS

Uganda was re-rated from NC to C for this Recommendation.*> According to its MER, one major
deficiency was that financial institutions are not required to report suspicious transactions promptly
to the FIU. There was no obligation to report attempted transactions regardless of the amount of the
transaction. There was uncertainty on whether there is a national centre to report STRs given the
confusion created by having parallel AML provisions in both the FI Act and AMLA which impose dual
reporting obligations of STRs on financial institutions supervised by the BoU to both the FIA and BoU.
44.S.9 (2) of the AML (Amendment) Act 2017 obliges reporting institutions to submit STRs without
delay but no later than 2 working days. S.9 (1) of the AML (Amendment) Act 2017 requires report-
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148 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
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149 SRO 921(1)/ 2020 SECP Regulations 2020 - The Gazette of Pakistan
https://www.dawoodtakaful.com/File/SECP-AML-CFT-Regulations-2020.pdf

BOSRO 949 (1)/ 2020, Pakistan Post AML/CFT Regulations 2020- The Gazette of Pakistan
https://www.fmu.gov.pk/docs/Gazette-Notification-PPOD-AML-CF T-Regulations-2020.pdf

BLSRO 956 (1)/ 2020, National Savings (AML and CFT) Regulations, 2020 Central Directorate of National Savings 2020- The Gazette

of Pakistan
http://www.finance.gov.pk/budget/NS_AML_CFT_Regulations_2020.pdf

B2SRO 924 (1)/ 2020, Regulations for DNFBPs, Federal Board of Revenue 2020- The Gazette of Pakistan
https://download1.fbr.gov.pk/SROs/202092917976805SR0O2242020.pdf

13 |CAP AML/CFT Regulations for Chartered Accountants, 2020
https://icap.org.pk/aml-supervision/

B4 |CMAP AML/CFT Regulations, 2020
https://www.icmap.com.pk/News_Pdf/AML_CFT_Regulations_|CMAPakistan.pdf

> Uganda: FUR 2018
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/ESAAMLG-FUR-Uganda-2018.pdf
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ing institutions to submit reports on suspicious attempted transactions. The Financial Institutions Act
2004 was amended and sections 129 and 130 of the FIA, 2004 were amended by the Financial Institu-
tions (Amendment) Act, No.1 of 2016 to state that STRs and LCTs shall (now) be reported by financial
institutions to the Financial Intelligence Authority instead of the ‘national law enforcement agencies.
The repeal of Sections 129 and 130 and introduction of S. 9(1) of AML(Amendment) Act establish the
FIA as a national centre.

Following Uganda’s footsteps, Pakistan has introduced an Anti-Money Laundering (Amendment) Act,
2020, specifically within Section 7. All reporting entities, including DNFBPs, are now mandated to
report suspicious transactions to the FMU. In line with this, the FMU has issued detailed red-flags and
other guidance documents on how to report transactions for all reporting entities, including DNFBPs.
While progress remains uneven on the DNFBPs front, the AMLA provisions provide ample legal cover
and impetus for the formulation of more rules and mechanisms to ensure full compliance. In terms of
aligning its statutory requirements with Recommendation 20, it can be stated that Pakistan has satis-
fied all requirements and can be upgraded to a Compliant rating.

CONCLUSION
Re-rate to Compliant (C).
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Recommendation 21: Tipping-Off and Confidentiality

SUMMARY OF INDICATOR?3¢
Financial institutions, their directors, officers and employees should be:

(a) protected by law from criminal and civil liability for breach of any restriction on disclosure of
information imposed by contract or by any legislative, regulatory or administrative provision, if they
report their suspicions in good faith to the FIU, even if they did not know precisely what the underlying
criminal activity was, and regardless of whether illegal activity actually occurred; and

(b) prohibited by law from disclosing (“tipping-off”) the fact that a suspicious transaction report (STR)
or related information is being filed with the FIU.

STATUS

MER 2019 FUR 2020

e The 2019 MER noted that it was unclear | e No further comment was made in the FUR be-

whether the protections in the AMLA extended | yond the summarization of initial findings under
to directors, employees or agents of Fls. the MER 2019.

MER RATING: PC FUR RATING: PC

PROGRESS

According to Section 7-D of the AMLA Second Amendment Act, 2020, in case of inability to com-
plete CDD, reporting entities are instructed to not open the account, commence business relations or
perform the transaction. They can also terminate the business relationship if any and will promptly file
an STR. Where a reporting entity harbors a suspicion of money laundering or terrorist financing, and
reasonably believes that performing the CDD process will tip-off the customer, the reporting entity
shall not pursue the CDD process and shall file a STR. Furthermore, under Section 34 of the AMLA,
the directors, officers, employees and agents of any reporting entity or intermediary which report an
STR or are prohibited from disclosing information pertaining to STRs. Penalties comprise a criminal
violation now punishable by a maximum term of five years imprisonment or a fine which may extend to
two million rupees or both. Additionally, any confidential information furnished by a reporting entity
or any other person under or pursuant to the provisions of this Act, is to be kept confidential by the
FMU, investigation agency or officer as the case may be. Section 12 of AMLA was amended to extend
the scope of indemnity to include directors and employees of the Fls as well.

ANALYSIS

Mauritius was re-rated from NC to C under this Recommendation. The main shortcoming identified
in the MER included: a) Non-compliance with the provision which prohibits disclosure becomes an of-
fence only if the disclosure is made to some other person apart from the owner; and b) the provision
which prohibits disclosure does not include directors. Later, its AML/CFT Act was amended to widen
the scope of the tipping off offence to cover disclosures made to any person by requiring all reporting
persons and its officers, i.e. its director, employee, agent or other legal representative, not to disclose
that an STR or related information is being filed with the Financial Intelligence Unit. A new provision
under Section 16 of the Financial Intelligence and Anti-Money Laundering Act 2018 (section 16(3))
was added by the AML/CFT Act 2019 to ensure that the requirements in relation to tipping off do not
inhibit the sharing of information within reporting persons or at group level provided that adequate
safeguards regarding confidentiality and use of information are in place within the group. Pakistan has

156 FATF Recommendations
157 Anti-Money Laundering (Second Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1598354531_313.pdf
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enacted similar amendments to the AMLA as well, including the need for confidentiality and crimina

provisions applicable in case of violations.

CONCLUSION
Re-rate to Compliant (C).
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Recommendation 22: DNFBPs - Customer Due Diligence

SUMMARY OF INDICATOR!?3®

The customer due diligence and record-keeping requirements are required to be applied to designated
non-financial businesses and professions (DNFBPs) in the following situations pertinent to Pakistan:

(a) Real estate agents - when they are involved in transactions for their client concerning the buying
and selling of real estate.

(b) Dealers in precious metals and dealers in precious stones - when they engage in any cash transac-
tion with a customer equal to or above the applicable designated threshold.

(c) Lawyers, notaries, other independent legal professionals and accountants - when they prepare for
or carry out transactions for their client.

(d) Trust and company service providers — when they prepare for or carry out transactions for a client.

STATUS

MER 2019 FUR 2020

e The 2019 MER noted that while DNFBPs are | e« Since the MER, Pakistan has issued

reporting entities under the AMLA, the AMLA | AML/CFT Regulations for DNFBPs,

did not contain a definition of CDD or a time- | which include measures related to CDD,

frame for record keeping and there were no | record-keeping, PEPs, new technologies

other enforceable requirements to give effect | and third-party reliance.

to this Recommendation. e The AMLA provides that in case of
contravention by a company of any reg-
ulation made under the AMLA, the per-
son responsible shall be “punished ac-
cordingly”. The Regulations specify that
the designated AML/CFT Regulator/
Supervisor shall ensure that sanctions
are available to deal with DNFBP non-
compliance.
* However, no such sanctions have yet
been specified and therefore these Reg-
ulations do not constitute ‘enforceable
means’.

MER RATING: NC FUR RATING: NC

PROGRESS

Significant progress has been made in 2020 to bring DNFBPs under the required scope of regulation.
The AMLA 2nd Amendment Act, 2020%7 defines DNFBPs in terminology mirroring the FATF Recom-
mendation. Section 6A and 6C lay out a comprehensive regulatory framework for the AML/CFT Regu-
latory Authority and Oversight Body - which are later integral to the DNFBP regulatory framework
as informed by later SROs. Furthermore, Section 7A obligates all reporting entities to conduct CDD
while Section 7C mandates record-keeping of all transactions up to five years.

158 FATF Recommendations 2020
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Under AMLA, SRO 924: FBR Regulations for DNFBPs, 2020%¢° was issued later in 2020, along with
ICAP*! and ICMAP?? regulations. This lays down a comprehensive set of regulations governing
DNFBPs such as real estate agents, jewelers, and accountants. Section 3 of the notification expands
upon registration and market entry control of DNFBPs. The notification further emphasizes upon risk
assessment and mitigation by DNFBPs. Regulation 4 states that the DNFBPs shall take appropriate
steps in accordance with section 7F of the AML Act to identify, assess, and understand their risks for
customers, countries or geographic areas , and products, services, transactions, or delivery channels.
Regulation 6 of the notification stresses upon record keeping mechanisms to be maintained by DNFB-
Ps. The notification sets out internal policies, procedures, and control to be maintained by regulated
persons inorder to comply with compliance programs set out in Section 7G of the AML Act. Regulation
8 expands upon customer due diligence and mechanisms of beneficial ownership to be undertaken by
DNFBPs. The record to be maintained and furnished by the Accountants, Real Estate Agents and Jew-
elers under these rules and as required by AML Act shall be subject to inspection by FBR, as laid down
in section 6A(2)(f) of AML Act, who may be assisted by other law enforcement agencies. Any violation
is to be sanctioned under the provisions of the AMLA 20103,

Further implementing the above, SRO 1319 (DNFBPs (Regulatory Powers and Functions) Regula-
tions, 2020)%* lays down the designations of officers overseeing DNFBPs while Section 3 highlights
the jurisdiction and powers of all officers of the Directorate General DNFBPs. Finally, SRO 952 (Over-
sight Bodies for SRBs)'¢> designated the Institute of Chartered Accountants of Pakistan (ICAP) and
the Institute of Cost and Management Accountants of Pakistan (ICMAP) to be regulated by the SECP.
The Pakistan Bar Council will be regulated by the Ministry of Law and Justice. These oversight bodies
will approve AML/CFT Regulations for their respective regulated entities.

Beyond the financial sector, the AMLA framework also subjects DNFBPs to these reporting require-
ments — however, not all regulators have introduced mechanisms ensuring that all suspicious transac-
tions are reported to the FMU promptly. Accountants regulated through ICAP and ICMAP are subject
to strict reporting requirements. Alternatively, while the FBR frameworks provide guidance on how to
file STRs and conduct CDD, there are no other enforcement mechanisms to ensure regulated entities
are complying with these requirements. Furthermore, no such guidance has been issued by the Min-
istry of Law and Justice or Bar Councils (overseeing lawyers and notaries), and consequently, there
are no mechanisms to ensure compliance to these amongst lawyers/notaries as of yet. Therefore, the
progress on the DNFBPs front remains uneven, even as the AMLA mandates that DNFBPs be subject
to reporting requirements and customer due diligence measures.

ANALYSIS

Fiji was re-rated twice under this indicator. Initially NC, it was re-rated to PC in FUR 2017,*¢ and then
from PC to LC in FUR 2018.%’ The factors underlying the NC rating included: (1) the obligations on
dealers in precious metal and stones were not in force, contingent on prescribing a minimum threshold
for transactions to be covered; (2) the Financial Transactions Reporting (FTR) Act, 2004 obligations
had only recently been imposed upon DNFBPs and had not been implemented; and (3) the sanctions

10FederalBoardofRevenue, S.R.0924(1)/2020,AntiMoneylLaunderingand CounteringFinancingof TerrorismRegulationsforDNFBPs,2020”
https://download1.fbr.gov.pk/SROs/2020929179768055R0O9242020.pdf

1 ]CAP AML/CFT Regulations for Chartered Accountants, 2020
https://icap.org.pk/aml-supervision/

162 |CMAP AML/CFT Regulations, 2020
https://www.icmap.com.pk/News_Pdf/AML_CFT_Regulations_ICMAPakistan.pdf

163 Anti-Money Laundering Act, 2010
https://www.fmu.gov.pk/docs/Anti-Money-Laundering-Act-2010-amended-upto-Sep.%202020.pdf

164 Federal Board of Revenue, “SRO 1319(1)/2020, DNFBPs (Regulatory Powers and Functions) Regulations, 2020
https://download1.fbr.gov.pk/SROs/202012151512244106FinalSRO131%0f2020.pdf

165 Federal Board of Revenue, “‘SRO 952(1)/2020, Appointment of Competent Authorities as Oversight Bodies for SRBs
https://www.fmu.gov.pk/docs/Gazette-Notification-for-Oversight-Bodies.pdf

16 Fiji: FUR 2017
http//www.fatf-gafi.org/media/fatf/documents/reports/mer-fsrb/FUR-Fiji-Oct-2017.pdf

17 Fiji: FUR 2018
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/APG-2nd%20Follow-Up%20Report%20Fiji-2018.pdf
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prescribed under the Financial Transactions Reporting (FTR) Act, 2004 for breaches of obligations un-
der the Act were equally applicable to DNFBPs. Initially certain regulations were amended to ensure
CDD requirements were applicable to DNFBPs, however it did not legally cover the scope of casinos.
Recordkeeping was also mandated as were requirements to meet PEP requirements. This progress al-
lowed for a re-rating to PC. Later, Fiji authorities issued Guideline 5 (new technologies) and Guideline
7 (PEPs), and altered the definition of Fls to include DNFBPs, thus enabling DNFPBs to comply with
the PEP and new technology requirements, which allowed for a re-rating to LC.

Compared to Fiji, Pakistan has undertaken more expansive reforms to achieve compliance with this
FATF Recommendation. With wholesale changes to the AMLA framework, and extensive regulations
passed to implement the said changes, it has an entirely new DNFBP regime framework, complete
with sanctions for any violations. Risk-based frameworks are mandated in both regulations and the
text of the law, and relevant oversight bodies are in the process of issuing detailed guidelines and con-
ducting trainings to ensure CDD requirements are met. Implementing these regulations will present
steep challenges, and may require revisions in the upcoming months to tailor the regulations to the
needs of the sector to allow for smooth functioning. However, in terms of compliance with the FATF
Recommendations, it can be said that the legal architecture in place now for DNFBPs satisfies most of
the demands of the FATF Recommendation.

CONCLUSION
Re-rate to Largely Compliant (LC).
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Recommendation 23: DNFBPs - Other measures

SUMMARY OF INDICATOR?¢8

The requirements set out in prior Recommendations 18-21 (Internal Controls, High Risk Jurisdictions,
Reporting of STRs and Tipping Off and Confidentiality) are applicable designated non-financial busi-
nesses and professions, subject to the following qualifications:

(a) Lawyers, notaries, other independent legal professionals and accountants should be required to
report suspicious transactions when, on behalf of or for a client. Countries are strongly encouraged
to extend the reporting requirement to the rest of the professional activities of accountants, including
auditing.

(b) Dealers in precious metals and dealers in precious stones should be required to report suspicious
transactions when they engage in any cash transaction with a customer equal to or above the appli-
cable designated threshold.

(c) Trust and company service providers should be required to report suspicious transactions for a cli-
ent when, on behalf of or for a client.

STATUS

MER 2019 FUR 2020

e The 2019 MER found that while DNFBPs are | ¢ As noted under R.20 (reporting of
reporting entities under the AMLA, required to | STRs), at the time of this report Pakistan
submit STRs and bound by tipping off provisions, | was progressing amendments to the
there were deficiencies with regard to promptly | AMLA to require prompt reporting of
reporting STRs (R.20) and tipping off (R.21). STRs, including by DNFBPs.

e There were no other enforceable require-| e Pakistan also issued AML/CFT Regu-

ments to give effect to this Recommendation. lations for DNFBPs, which included
measures related to internal controls,
higher-risk countries and tipping off.
« However, these did not constitute
‘enforceable means’, as no penalties for
non-compliance were specified.

MER RATING: PC FUR RATING: PC

PROGRESS

According to Section 7 of the AMLA mandates the filing of STRs by reporting entities “promptly”. Ac-
cording to Regulation 14 of the FBR Regulations for DNFBPs, 20207, DNFBPs are further mandated
tofile STRs and CTRs to FMU, as per requirements prescribed by FMU as required under section 7 of
AML Act. Furthermore, as per Section 7-D of the AMLA Second Amendment Act, 2020'7°, in case of
inability to complete CDD, reporting entities are instructed to not open the account, commence busi-
ness relations or perform the transaction. They can also terminate the business relationship if any and
will consider filing an STR. Where a reporting entity forms a suspicion of money laundering or terror-
ist financing, and reasonably believes that performing the CDD process will tip-off the customer, the
reporting entity shall not pursue the CDD process and shall file a STR.

Reporting requirements are mandated under all ensuring regulations, including FBR Regulations for
168 FATF Recommendations 2020
169 SRO 924 (1)/ 2020, Regulations for DNFBPs, Federal Board of Revenue 2020- The Gazette of Pakistan
https://download 1.fbr.gov.pk/SROs/202092917976805SRO9242020.pdf
70 Anti-Money Laundering (Second Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1598354531_313.pdf
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DNFBPs.'”t Any violation is to be sanctioned under the provisions of the AMLA 2010%2. However,
not all DNFBP regulators have introduced mechanisms ensuring that all suspicious transactions are
reported to the FMU promptly. Accountants regulated through ICAP and ICMAP are subject to strict
reporting requirements. Alternatively, while the FBR frameworks provide guidance on how to file
STRs and conduct CDD, there are no other enforcement mechanisms to ensure regulated entities are
complying with these requirements. Furthermore, no such guidance has been issued by the Ministry
of Law and Justice or Bar Councils (overseeing lawyers and notaries), and consequently, there are no
mechanisms to ensure compliance to these amongst lawyers/notaries as of yet. Therefore, the prog-
ress on the DNFBPs front remains uneven, even as the AMLA mandates that DNFBPs be subject to
reporting requirements and customer due diligence measures.

ANALYSIS

Bhutan was re-rated from PC to LC.V3 In its MER, Bhutan was rated PC due to deficiencies for DNFB-
Ps pertaining to internal controls, lack of counter-measures for higher-risk jurisdictions, reporting of
suspicious transactions and tipping off measures. Changes were made to its AML/CFT Act, whereby
all REs (including DNFBPs) were required to submit STRs, yet there was still a lack of clarity on any
confidentiality protections during the provision of legal advice related to STRs. Furthermore, fresh
AML/CFT Regulations were passed to ensure compliance with internal controls and measures against
high-risk countries. As a result, Bhutan was re-rated to LC.

Pakistan's revamped DNFBPs’ framework accounts for counter-measures against high-risk jurisdic-
tions, including the scope of EDD and other measures, as well as includes internal controls. Tipping off
and confidentiality provisions are also included in the AMLA regime, however further guidelines can
be issued to DNFBPs for further clarity. As of now, guidance has been issued by DNFBP regulators
and supervisors, however there are steep challenges in terms of implementation of these guidelines.
Furthermore, there are no mechanisms or other inspection frameworks in place to check for compli-
ance with these requirements on the ground. It is also appreciated that implementing these frame-
works presents an uphill challenge for regulators, however there is a need to enact actionable rules
and regulations to allow for effective enforcement. As a result, Pakistan retains its Partially Compliant
rating under this indicator, pending further progress.

CONCLUSION
Retain Partially Compliant (PC) rating.

71SRO 924 (1)/ 2020, Regulations for DNFBPs, Federal Board of Revenue 2020- The Gazette of Pakistan
https://download1.fbr.gov.pk/SROs/2020929179768055R09242020.pdf

72 Anti-Money Laundering Act, 2010
https://www.fmu.gov.pk/docs/Anti-Money-Laundering-Act-2010-amended-upto-Sep.%202020.pdf

73 Bhutan: FUR 2018
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/APG-2nd%20Follow-Up%20Report-Bhutan-2018.pdf
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FATF Technical Com- | FUR 2020 | RSIL 2020
pliance Indicator
Recommendation 24 PC LC

Transparency |- Transparency and
and beneficial | Beneficial Ownership

ownership of |of Legal persons

legal persons | Recommendation 25
- Transparency and
beneficial ownership of
legal arrangements

Overview

The issue of ultimate beneficial owners or controllers has become increasingly important internation-
ally: it plays a central role in transparency, the integrity of the financial sector, and law enforcement
efforts. Beneficial owners (BO) are natural persons who own or control a legal entity or arrangement,
such as a company, a trust, a foundation, etc. Sometimes, money launderers use complex forms of lay-
ering, including BO arrangements, in attempts to conceal illicit activities or funds. Anonymity in such
arrangements can enable many illegal activities to take place hidden from law enforcement authorities,
such as tax evasion, corruption, money laundering, and financing of terrorism. It is thus important to
know the BOs of legal entities and arrangements to prevent misuse. The FATF includes BO require-
ments, outlined in Recommendations 24 and 25. Determining whether the countries have access to
information on the BOs of legal entities and arrangements is critical in combatting tax evasion, corrup-
tion, money laundering, and the financing of terrorism.

Pakistan’s Context

In prior evaluations, Pakistan was noted as lacking transparency requirements concerning beneficial
ownership and control of legal persons. The provisions of the Companies Act 2017 and the Limited
Liability Partnership Act 2017 lay down frameworks governing ownership, however there is a lack
of clarity and various lacunae concerning these frameworks. As such, BO arrangements are not ap-
plicable on DNFBPs at all. It was noted further that the information required to be included in trust
agreements on trustees, settlors and beneficiaries did not cover the concept of beneficial ownership.
It was also noted that registration of trust information is decentralized and remains in manual records
making it very difficult for law enforcement agencies to access in practice.

Within this context, Pakistan has recently made substantive progress in laying down the legal and ad-
ministrative framework to promote the documenting of beneficial owners and/or legal arrangements.
Key amendments to the Companies Act 2017 and the Limited Liabilities Act 2017 have been enacted
to promote adherence to these recommendations. The SECP has also passed multiple SROs to give ef-
fect to changes inthe law, and created rules and annexures detailing the types of information required
in order to detail all beneficial ownership arrangements with transparency. Furthermore, all future
business transactions, conducted via formal banking channels or DNFBPs, will be subject to trans-
parency rules with regards to beneficial ownership. This chapter explores the technical amendments
pertaining to bearer share and bearer warrant instruments in more detail.
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Recommendation 24: Transparency and Beneficial Ownership of Legal
Persons

SUMMARY OF INDICATOR?""4

Countries should take measures to prevent the misuse of legal persons for money laundering or ter-
rorist financing. Countries should ensure that there is adequate, accurate and timely information on
the beneficial ownership and control of legal persons that can be obtained or accessed in a timely fash-
ion by competent authorities. In particular, countries that have legal persons that are able to issue
bearer shares or bearer share warrants, or which allow nominee shareholders or nominee directors,
should take effective measures to ensure that they are not misused for money laundering or terrorist
financing. Countries should consider measures to facilitate access to beneficial ownership and control
information by financial institutions and DNFBPs undertaking the requirements set out in Recommen-
dations 10 and 22.

STATUS

MER 2019 FUR 2020

e The 2019 MER found that there was a lack of | e Since the MER, Pakistan has assessed
ML and TF risk mitigation measures for bearer | the ML/TF risks associated with legal
share and bearer warrant instruments and for | persons as part of the 2019 NRA.

nominee shareholders and directors. At the time of publishing, Pakistan was
* |t also noted an absence of requirements for | drafting beneficial ownership regula-
the Registrar and/or companies themselves to | tions and considering amendments to

hold beneficial ownership information. the Companies Act, 2017.
e Home Departments were requested
to issue instructions to all cooperatives
to maintain certain information records,
including beneficial ownership informa-
tion, and share this information with the
provincial Home Department.

MER RATING: PC FUR RATING: PC

PROGRESS

In 2020, the Companies Act'’> was amended to ensure companies policies are in alignment with FATF
standards. A new section (60A) was introduced, which delegitimized practices involving bearer shares,
prohibited the allotment, issuing, selling, transferring or assigning of any bearer shares, bearer share
warrants or any other equity or debt security of a bearer nature. Furthermore, subsections of 60A
were introduced which require the registration or cancellation of such shares, along with a penalty of
up to one million rupees for a person, or ten million rupees for a company upon failure to comply. Sec-
tion 123A has also been introduced, which makes it compulsory for companies to retain information
and records of their ultimate beneficial owners, and to maintain a register of their particulars and any
changes therein. Failure to comply with this can result in a penalty of up to one million rupees for a
person, or ten million rupees for a company.

Finally, amendments have been made to section 431 pertaining to the disposal of books and papers of
a company. Hereby, it is stated that no responsibility will fall on the company or the liquidators or any-
one managing the books once five years have lapsed from the dissolution of the company (increased

from three vears).

74 FATF Recommendations 2020
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In line with the Companies (Amendment) Act, 2020, the Limited Liability Partnership (Amendment)
Act, 20207 was also amended. Amendments to section 8 make it necessary for partnerships to “ob-
tain, maintain and timely update particulars of ultimate beneficial owner, including any change therein,
of any person who is a partner in limited liability partnership in such form, manner and submit such
declaration to the registrar as may be specified.” Furthermore, penalties of up to one million rupees for
a person, or ten million rupees for a limited liability partnership are introduced upon failure to comply
with the requirements of this section.

These provisions were further operationalized via amendments to existing rules through SROs.
Amendments were made to Limited Liability Regulations, 2018 (SRO 925)'/, the Foreign Compa-
nies Regulations, 2018 (SRO 926),78 the Companies (Incorporation) Regulations, 2017 (SRO 927)17?
and Companies Regulations 2018 (SRO 928).18° Similar in nature, these amendments were based on
strengthening transparency by registering the Ultimate Beneficial Owner (UBO) with details such as
name, father's name, CNIC, nationality etc. all to be formally made part of the record.

ANALYSIS

Iceland was re-rated from PC to LC under this Recommendation.'®! In its MER, Iceland was found to
have serious gaps with respect to the availability of beneficial ownership information and measures
to keep basic information accurate and updated for all types of legal persons. Also, where an Icelandic
company had elements of foreign ownership, the availability of this information was further imped-
ed. The new Act on the Registration of Beneficial Ownership now requires all legal persons operating
in Iceland or are registered in the Business Register, including branches of foreign public or private
limited companies, to collect, record and provide beneficial ownership (BO) information to the Busi-
ness Register. In addition, the BO Act No. 82/2019 provides a mechanism to identify and describe the
process for obtaining and recording BO information. Obliged entities are now required to notify any
changes relating to registration within two weeks. In addition, the second NRA assessed risks con-
cerning all types of legal persons. Competent authorities and the financial intelligence unit (FIU) now
have timely access to BO information. The sanctions against failure to comply with BO requirements
are now proportionate and dissuasive. However, not all types of legal persons are required to list cat-
egories of shares or voting rights. Non-commercial foundations are still not required to register in a
company registry. These developments warranted a re-rating from PC to LC.

In line with the Companies (Amendment) Act, the Limited Liability Partnership (Amendment) Act was
concurrently introduced to ensure transparency in terms of ascertaining ownership, and aid the AML
framework in the country by providing effective methods to trace the money trail to the rightful own-
ers, further curbing down benamidaars and money launderers. The rules amended therein all ensure
that transparency is maintained with regards to the identity of the UBO. These measures in our as-
sessment, qualify for a re-rating to Largely Compliant.

76 | imited Liability Partnership (Amendment), 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1599202368_577.pdf
77 SRO 925 (1)/2020, ML CFT Powers Functions Rules 2020 Security and Exchange Commission Pakistan 2020 - The Gazette of
Pakistan
https.//www.secp.gov.pk/document/sro-925-i-2020-amendments-to-the-limited-liability-partnership-regulations-2018/?wpdmd|=4
0349&refresh=5ffaba?4a5e1d1610267284
78 SRO 926 (1)/ 2020, Security and Exchange Commission Pakistan 2020 - The Gazette of Pakistan
https://www.secp.gov.pk/document/sro-226-i-2020-amendments-to-the-foreign-companies-regulations-2018/2wpdmd|=40354&ref
resh=>5ffaba94b3f9d1610267284
79 SRO 927 (1)/ 2020, Security and Exchange Commisison Pakistan 2020 - The Gazette of Pakistan
https://www.secp.gov.pk/document/sro-927-i-2020-amendments-to-the-companies-incorporation-regulations-2017-2/?wpdmd|=4
03526&refresh=5ffaba94bé 5¢31610267284
180 SRO 928 (1)/ 2020, Security and Exchange Commission Pakistan 2020 - The Gazette of Pakistan
https://www.secp.gov.pk/document/sro-928-i-2020-amendments-to-the-companies-general-provisions-and-forms-regulations-
2018/?wpdmd|=40346&refresh=5ffaba94ab2841610267284
81 ]celand: FUR 2020
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/Follow-Up-Report-Iceland-2020.pdf
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CONCLUSION
Re-rate Largely Compliant (LC) rating.
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Recommendation 25: Transparency and Beneficial Ownership of Legal
Arrangements

SUMMARY OF INDICATOR?#2

Countries should take measures to prevent the misuse of legal arrangements for money laundering or
terrorist financing. In particular, countries should ensure that there is adequate, accurate and timely
information on express trusts, including information on the settlor, trustee and beneficiaries, that can
be obtained or accessed in a timely fashion by competent authorities. Countries should consider mea-
sures to facilitate access to beneficial ownership and control information by financial institutions and
DNFBPs undertaking the requirements set out in Recommendations 10 and 22.

STATUS

MER 2019 FUR 2020

e |t was noted that the information required | ¢ Since the MER, FMU has issued the neces-
to be included in trust agreements on trustees, | sary Guidelines to MOI to have instructions
settlors and beneficiaries did not cover the con- | for trusts issued by the provincial Home De-
cept of beneficial ownership. partments.

e |t was also noted that registration of trust in-

formation is decentralized and remains in man-

ual records making it very difficult for law en-
forcement agencies to access in practice.

e There are no measures in place to mitigate the
risk of ML and TF associated with trust struc-
tures and other legal arrangements such as
wagfs.

MER RATING: NC FUR RATING: NC

PROGRESS

In addition to the AMLA, the Islamabad Capital Territory Trust Act, 2020 and the Islamabad Capi-
tal Territory Wagf Procedure Act, 20208+ were passed in 2020, to ensure proper management, su-
pervision and administration of trust and wagf properties in the territorial limits of Islamabad Capital
Territory. Under the ICT Trust Act, 2020, Section 13 mandates the application for registration of the
trust, section 14 discusses the verification of trust application, and section 15 requires registration of
all moveable and immovable properties under the name of the trust. Section 16 requires a certificate
of registration to be issued to the trustee once all legal requirements have been met under sections
13-15. The registration of the application may be refused if “the purpose of the trust is unlawful or the
trust proceeds are suspected to be proceeds of crime.” The director can also refer the application back
tolaw enforcement agencies for legal or other action if any person associated with the trust or exercis-
ing effective control over the trust are declared ‘proscribed’ under the Anti-Terrorism Act 1993, or the
United Nations Security Council Act, 1948 (5.16(2)). Section 19 further mandates the maintenance of
aregister of trusts, which will contain the name and complete details of every trust, its purpose, author,
trustee, beneficiaries, any person exercising effective control over the trust and any other information
as outlined by the department.

According to Section 22 of the ICT Wagf Procedure Act, 2020. information pertaining to ownership,
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183 The Islamabad Capital Territory Trust Act, 2020
http://senate.gov.pk/uploads/documents/1599545842 287 .pdf

184 |slamabad Capital Territory Wagf Properties Act, 2020
http://www.na.gov.pk/uploads/documents/1598354469_547 pdf
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including all beneficial ownership arrangements will be readily provided to competent authorities, in-
cluding domestic and international authorities for the purposes of investigation'®. According to Sec-
tion 26, failure to comply with the provisions of Act will result in imprisonment of 1-5 years, as well as a
fine equivalent of the amount of benefit derived from the waqgf property. Certain sections from the ICT
Trust Act, 2020 and ICT Waqgf Procedure Act, 2020 were passed by all four provinces, with regulations
enacting the same.

ANALYSIS

Zimbabwe was re-rated from NC to LC under this indicator.?¢ In its FUR 2019, it was noted that the
major deficiencies included no requirement to obtain information on a natural person who exercises
ultimate control over the trust; trustees of express trusts are not required to obtain and hold ade-
quate, accurate, and current information on the identities of persons involved including the natural
person exercising ultimate effective control over the trust, as well as of regulated agents of, and ser-
vice providers to, the trust, including investment advisors or managers, accountants, and tax advisors.
Later, key amendments to the Deeds Registries Act have addressed most of the deficiencies identified
in the MER under this criterion although weaknesses still remain. S.28(1) of the Money Laundering
and Proceeds of Crime Act makes it an offence for any person who fails to make information available
in atimely manner in response to a lawful request by the FIU or a competent supervisory authority for
such books or records. However, one weakness is that the provision does not include other competent
authorities such as LEAs acting on a lawful authority, hence the failure in reaching a C rating.

Pakistan has made substantive progress in laying down the legal and administrative framework to pro-
mote the documenting of beneficial owners and/or legal arrangements. While laws detailing CDD, EDD
and record-keeping of beneficial owners and arrangements has been passed, the limited scope of the
legislative cover afforded by the ICT Trust Act, 2020 and the ICT Wagf Procedure Act, 2020 means
that these two laws only apply to the Islamabad Capital Territory®™’. Similar laws and frameworks have
been introduced and re-bolstered at the provincial level, however more formalized avenues for infor-
mation-sharing between LEAs, Home Departments and MOI can be introduced pertaining to trust
and wagf properties. Thus in our assessment, Pakistan qualifies for an upwards re-rating to Partially
Compliant under this indicator, pending further progress.

CONCLUSION
Re-rate Partially Compliant (PC) rating.

18> |slamabad Capital Territory Wagf Properties Act, 2020
http://www.na.gov.pk/uploads/documents/1598354469 547 pdf

186 Zimbabwe: FUR 2019
http://www.fatf-gafi.org/countries/u-z/zimbabwe/documents/fur2-zimbabwe-2019.htm|

187 |slamabad Capital Territory Wagf Properties Act, 2020
http://www.na.gov.pk/uploads/documents/1598354469_547 pdf
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Recommendation 35 - Sanctions

Overview

Regulators, supervisors, law enforcement agencies and other competent authorities are all required
to work in tandem and cooperate to effectively counter ML/TF threats in a jurisdiction. Countries
should ensure that financial institutions are subject to adequate regulation and supervision and are
effectively implementing the FATF Recommendations. Competent authorities or financial supervisors
should take the necessary legal or regulatory measures to prevent criminals or their associates from
holding, or being the beneficial owner of, a significant or controlling interest, or holding a management
function in, a financial institution. Supervisors should have adequate powers to supervise or monitor,
and ensure compliance by, financial institutions with requirements to combat money laundering and
terrorist financing, including the authority to conduct inspections. Law enforcement and investigative
authorities require a range of investigative powers to be made available to them effectively collect
evidence required for ML/TF cases, such as conducting parallel investigations, identifying and seizing
property and proceeds of crime, and liaising with other authorities or governments to initiate inves-
tigations. Special investigation techniques, such as going undercover and controlled delivery, need to
be made available as well. Authorities are also required to develop guidelines, provide feedback and
gather statistics in order to measure the impact of policy implementation. Importantly, all authorities
are required to have mechanisms to levy sanctions, including financial penalties, for non-compliance
with AML/CFT rules. Where required, supervisors and regulators should be able to wield a range of
disciplinary and financial sanctions in cases of non-compliance, commensurate with the degree of non-
compliance.

With all competent authorities armed with the appropriate powers and responsibilities, it is expected
that ML/TF risks can be effectively mitigated. Particularly, it will allow a range of evidence to be col-
lected in ML/TF cases, resulting in successful investigations and prosecutions of ML/TF offenders.

Pakistan’s Context
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Historically, Pakistan’s financial regulators (SBP and SECP) have had robust mechanisms at their dis-
posal inimplementing policies towards financial institutions and companies. Similarly, Pakistan’s finan-
cial intelligence unit, the Financial Monitoring Unit (FMU), has been armed with all required powers
for analysis of STRs, which it then forwards off to law enforcement agencies to further aid in investiga-
tions.

However, investigation and prosecution quality has been poor, primarily due chronic institutional
weaknesses and lack of training, resources and powers available to effectively investigate financial
crimes. Money launderers often employ sophisticated layering and integration technigues to conceal
the origin of illicit funds. This requires not only detailed knowledge of documents that can be used as
financial evidence, but also a thorough understanding of financial systems and how they operate. Of-
ten times, investigators leading such cases are incapable of collecting or identifying what can count as
evidence, which results in poor performance at the court. Therefore, capacity-building is required at
the broadest level to enhance the effectiveness of justice sector actors in countering ML/TF.

Extensive changes were made to the ATA/AMLA frameworks promoting the powers and responsibili-
ties of Law Enforcement Agencies (LEAs) and other investigative authorities. The FMU’s scope was
laid out in detail in the AMLA Second Amendment Act, along with the scope and role of AML/CFT Reg-
ulatory Authorities and Self-Regulating Bodies (SRBs) in enforcing provisions therein. SECP further is-
sued regulations aimed at delineating the scope of its functions as an oversight body over ICAP and |C-
MAP. The Customs Act 1969 and Income Tax Ordinance 2001 were further amended to enhance the
functions of existing LEA mechanisms and promote coordination to curtail cash smuggling. Pakistan’s
sanctions regime under ATA/AMLA was intensified, including sanctioning violations of TFS obligations.
However, more progress is required in gathering, collecting and collation of data and statistics, and fur-
ther consultative mechanisms need to be integrated for complete compliance. This chapter explores in
detail the scope of powers now available to law enforcement agencies and the degree of its compliance
with the FATF Recommendations.
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Recommendation 26: Regulation and Supervision of Financial Institu-
tions

SUMMARY OF INDICATOR 188

Countries should ensure that financial institutions are subject to adequate regulation and supervi-
sion and are effectively implementing the FATF Recommendations. Competent authorities or financial
supervisors should take the necessary legal or regulatory measures to prevent criminals or their as-
sociates from holding, or being the beneficial owner of, a significant or controlling interest, or holding
a management function in, a financial institution. Countries should not approve the establishment, or
continued operation, of shell banks.

For financial institutions subject to the Core Principles, the regulatory and supervisory measures that
apply for prudential purposes, and which are also relevant to money laundering and terrorist financ-
ing, should apply in a similar manner for AML/CFT purposes.*®’ This should include applying consol-
idated group supervision for AML/CFT purposes. Other financial institutions should be licensed or
registered, regulated, and subject to supervision or monitoring for AML/CFT purposes, with regard to
the risk of money laundering or terrorist financing in that sector. At a minimum, where financial institu-
tions provide a service of money or value transfer, or of money or currency changing, they should be
licensed or registered, and subject to effective systems for monitoring and ensuring compliance with
national AML/CFT requirements.

STATUS

MER 2019 FUR 2020

e The 2019 MER noted a lack of risk-based su- | ¢ Since the MER, SBP and SECP have
pervision manuals or a framework to conduct | amended their AML/CFT risk-based
risk-based supervision. supervisory approaches based on the
e The MER also found a lack of requirements | 2019 NRA.
for banks, DFls, MFBs, EC and modarabastoin-| ¢ SECP has amended the Prudential
clude fit and proper tests relevant to beneficial | Regulations for Modarabas to require
owners. CDNS and Pakistan Post were not su- | fit and proper testing of beneficial own-
pervised for AML/CFT. ers. Pakistan has also issued AML/CFT
Rules for CDNS and Pakistan Post to
impose AML/CFT obligations on these
sectors and has established AML/CFT
supervisory boards to supervise the im-
plementation of these Rules.
e However, the FUR concluded that
these Rules did not constitute ‘enforce-
able means, as no penalties for non-
compliance were specified.

MER RATING: PC FUR RATING: PC

PROGRESS

In accordance with the powers conferred by Section 6A (2) of the Anti-Money Laundering Act, 2010
(Act), SBP issued the Anti-Money Laundering, Combating the Financing of Terrorism & Counter Pro-
liferation Financing (AML/ CFT/ CPF) Regulations for Regulated Entities (REs).?”° These regulations

188 FATF Recommendations 2020

187 Core Principles refers to the following: Basel Committee on Banking Supervision, “Core Principles on Effective Banking Supervision”
https://www.bis.org/publ/bcbs230.pdf.

190 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
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update the previous AML/CFT Regulations passed in 2018, adding comprehensively to risk-based
frameworks, record-keeping and reporting of transactions operationalized in the banking sector. Reg-
ulations governing technical banking operations, such as correspondent banking (Regulation 9), MVTS
(Regulation 10), wire/funds transfer (Regulation 11), and use of new technologies (Regulation 12) are
also provided for with mandatory CDD/EDD/SDD functions. Regulated entities are further mandated
to ensure verification, ensure adherence to AML/CFT regulations during transactions and allow for
risk mitigation wherever possible. Moreover, any violation of the aforesaid AML/ CFT/ CPF Regula-
tions shall attract penal as well as administrative action under the applicable laws/rules/regulations.

The SECP AML/CFT Regulations 2020 also mandate the same. Formed under the powers conferred
by Section 6A of the AMLA, Regulations 4-5 lay down mechanisms for risk assessment to be taken by
aregulated personin addition to risk mitigation steps that compel the regulated person to apply a risk-
based approach. The notification further states that the regulated entity shall conduct Customer Due
Diligence (CDD) in the circumstances and matters set out in section 7A(l) and 7(E) of the AML Act,
including ongoing due diligence on the business relationship. The notification also lays down mecha-
nisms for enhanced due diligence, simplified due diligence and the tests that must be applied to existing
customers based on prior risk-based assessments. It further mandates record-keeping and creation of
extensive compliance programs by regulated entities to record and enforce these regulations. Finally,
Regulation 31 provides for penalties in failing to adhere to these regulations, as laid out in the enabling
legislation (S.6A of the AMLA).

Similar regulations have also been passed for Pakistan Post and CDNS. In the Pakistan Post AML/CFT
Regulations, 2020, Regulation 3 mandates Pakistan Post Office Department (PPOD) to carry out risk
assessments and consequently mitigate risks when there is reason to suspect money laundering or
terror financing operations. Chapter Three lays out regulations governing identification and verifica-
tion of all customers and beneficial owners who conduct operations through this department. This is
intended to increase Pakistan Post’s compliance with Section 7A of the Anti-Money Laundering Act.
Regulation 5 holds that Pakistan Post will be held liable for any failure on the part of the third party, and
that it must ensure that such a third party takes measures which are compliant with the AML Act. The
PPOD is also obligated to maintain clear and organized records which must be promptly delivered if
the Supervisory Board requests them. If it fails to comply with the above regulations and procedures,
the Pakistan Post will be subject to sanctions imposed by the Supervisory Board.

For the CDNS, Regulation 3 states that the CDNS will take the necessary steps and precautions to
identify, assess and consequently mitigate risks of ML and TF. Identification and verification of all cus-
tomers and beneficial owners will be conducted. Regulation 5 allows CDNS to rely on a third party to
carry out such identification but reminds us that if there is any failure or violation of the regulations
listed previously, CDNS will be held liable. CDNS is also required to ensure that the third party’s mea-
sures comply with the obligations of the AML Act. Chapter 5 focuses on the need and methods to
maintain internal controls including ongoing employee training programs etc. to ensure a system of
checks and balances. Chapter 8 requires maintaining effective and clear records which can promptly
be submitted to the Supervisory Board at any moment they request. Failure to comply with these reg-
ulations or any such violation will be met with sanctions.

Collectively, these amendments and regulations resulted in regulators such as the SBP, SECP and
CDNS qualitatively improving its risk-based supervision and now have a revised an update supervi-
sion mechanism that is driven from the risk identified in the NRA.

ANALYSIS

Sri Lanka retained its PC rating.'”* In its FUR 2018, it was noted that Sri Lanka’s frameworks had gaps
in market entry fit and proper, explicit prohibitions on shell banks, weaknesses in risk-based super-
vision, including supervisors reviewing risk profiles of sectors and individual enterprises or groups.

https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf
91 Sri Lanka: FUR 2020
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/APG-Follow-Up-Report-SriLanka-2020.pdf
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Later, supervisors implemented elements of risk ratings based on offsite supervision and other factors
with banks, securities and insurance, and then moved to more robust risk-based onsite supervisions to
address the issues identified in the MER. Some gaps remained with NBFIs, including non-bank MV TS
providers. The FIU and relevant supervisory authorities have begun to conduct periodic reviews on
the ML/TF risk profile of Fls.

In comparison, Pakistan has comprehensively amended and improved its supervisory frameworks and
specifically introduced key regulations. As such, the demands of the MER are now met with the intro-
duction of these new regulations. In RSILs assessment, Pakistan qualifies for a re-rating under this
indicator.

CONCLUSION
Re-rate Largely Compliant (LC).
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Recommendation 27: Powers of Supervisors

SUMMARY OF INDICATOR??2

Supervisors should have adequate powers to supervise or monitor, and ensure compliance by, finan-
cial institutions with requirements to combat money laundering and terrorist financing, including the
authority to conduct inspections. They should be authorized to compel production of any information
from financial institutions that is relevant to monitoring such compliance, and to impose sanctions, in
line with Recommendation 35 (Sanctions), for failure to comply with such requirements. Supervisors
should have powers to impose a range of disciplinary and financial sanctions, including the power to
withdraw, restrict or suspend the financial institution’s license, where applicable.

STATUS

MER 2019 FUR 2020

e The 2019 MER found that SBPand SECPwere | e Since the MER, both SBP and SECP
authorized to impose sanctions, but the range of | have revised their penalty policies to
sanctions was limited. make them more risk-sensitive and have
e The MER also found that CDNS and Pakistan | started disclosing penalties imposed on
Post were not subject to AML/CFT supervision. | their websites.
e Pakistan has also issued AML/CFT
Rules for CDNS and Pakistan Post to
impose AML/CFT obligations on these
sectors and has established AML/CFT
supervisory boards to supervise the im-
plementation of these Rules.
o However, the FUR noted that these
Rules did not constitute ‘enforceable
means, as no penalties for non-compli-
ance had been specified.

MER RATING: PC FUR RATING: PC

PROGRESS

The AMLA Second Amendment 202072 introduced Section 6A into the legislation, governing the
AML/CFT Regulatory Authority, including the ambit of its functions and powers. In accordance with
the powers conferred by Section 6A (2) of the Anti-Money Laundering Act, 2010 (Act), SBP issued
the Anti-Money Laundering, Combating the Financing of Terrorism & Counter Proliferation Financing
(AML/ CFT/ CPF) Regulations for Regulated Entities (REs) in 202074, These regulations update the
previous AML/CFT Regulations passed in 2018, adding comprehensively to risk-based frameworks,
record-keeping and reporting of transactions operationalized in the banking sector. Any violation of
the aforesaid AML/ CFT/ CPF Regulations now attracts penal as well as administrative action under
the applicable laws/rules/regulations.

The SECP AML/CFT Regulations 20207 also mandate the same. Formed under the powers also con-
ferred by Section 6A of the AMLA, Regulations 4-5 lay down mechanisms for risk assessment to be
taken by a regulated entity in addition to risk mitigation steps that compel the regulated person to

apply a risk-based approach. The notification further states that the regulated person shall conduct

192 EATF Recommendations 2020

% Anti-Money Laundering (Second Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1598354531_313.pdf

194 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

195 5RO 921(1)/ 2020 SECP Regulations 2020 - The Gazette of Pakistan
https://www.dawoodtakaful.com/File/SECP-AML-CFT-Regulations-2020.pdf
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Customer Due Diligence (CDD) in the circumstances and matters set out in section 7A(l) and 7(E) of
the AML Act, including ongoing due diligence on the business relationship. Regulation 31 provides for
penalties in failing to adhere to these regulations, as laid out in the enabling legislation (Section 6A of
the AMLA).

ANALYSIS

Iceland was re-rated from LC to C.17¢ Initially it was noted that the range of sanctions imposed by the
financial supervisors were not dissuasive or proportionate, and did not include the power to withdraw,
restrict or suspend a financial institution’s license or to apply administrative sanctions directly for
AML/CFT breaches. However, with the application of a new AML Act the sanctions are now dissuasive
and proportionate as they include daily fines, administrative fines, suspension of the board of directors
and manager and the revocation of an FI's operating license. Administrative sanctions can be applied
by the Financial Supervisory Authority for AML/CFT breaches. Pakistan has also revamped its AML
Act by empowering AML/CFT Authorities to impose sanctions, with a penalty of Rs.100m per viola-
tion to be levied in cases of non-compliance. The SBP and the SECP have been robust in regulating all
entities falling within their jurisdictions, and as such, have all necessary mechanisms at their disposal
toimplement new rules and apply sanctions where required. In light of this context and the passage of
robust regulation, RSIL assesses that Pakistan warrants a re-rating under this indicator.

CONCLUSION
Re-rate Largely Compliant (LC).

196 |celand: FUR 2020
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/Follow-Up-Report-Iceland-2020.pdf
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Recommendation 28: Regulation and Supervision of DNFBPs

SUMMARY OF INDICATOR?®?”

Countries should ensure that the other categories of DNFBPs are subject to effective systems for
monitoring and ensuring compliance with AML/CFT requirements. This should be performed on a
risk-sensitive basis. This may be performed by (a) a supervisor or (b) by an appropriate self-regulatory
body (SRB), provided that such a body can ensure that its members comply with their obligations to
combat money laundering and terrorist financing.

The supervisor or SRB should also (a) take the necessary measures to prevent criminals or their associ-
ates from being professionally accredited, or holding or being the beneficial owner of a significant or
controlling interest or holding a management function, e.g. through evaluating persons on the basis of
a “fit and proper” test; and (b) have effective, proportionate, and dissuasive sanctions in line with Rec-
ommendation 35 available to deal with failure to comply with AML/CFT requirements.

STATUS

MER 2019 FUR 2020

e The 2019 MER found that there was no des- | e Since the MER, Pakistan has is-
ignated AML/CFT supervisory authorities for | sued AML/CFT Regulations for DNFB-
Ps and in accordance with the AMLA,
has by way of SROs appointed the fol-
lowing authorities for supervision and
oversight:
- EBR: Dealers in precious metals
/ stones (DPMS) and real estate
agents and other accountants;
Pakistan Bar Council: Lawyers/No-
taries;
Institute of Chartered Accountants
|CAP) and the Institute of Cost and
Management Accountants (ICMAP):
registered members with SECP be-
ing the ultimate regulator and super-
visor.

MER RATING: NC FUR RATING: NC

PROGRESS

The AMLA 2nd Amendment Act, 20208 introduced Section 6A and 6C, which creates provisions
for the AML/CFT Authority and other Oversight Bodies to govern and monitor SRBs. Regulators and
SRBs under Section 6A are empowered to issue licenses/registration for entities, issue regulations
pertaining to Sections 7Ato 7H, provide feedback to reporting entities. Importantly. The Authority can
also compel production of information and impose sanctions, including monetary and administrative
penalties for non-compliance. In Section 6C, the functions and powers of the oversight bodies include
making regulations for the SRBs with respect to the provisions of AMLA, monitoring and overseeing
the SRB, imposing sanctions when SRBs fail to comply and exercising any other functions after being
notified in the Gazette.

197 EATF Recommendations 2020

i Anti-Money Laundering (Second Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1598354531_313.pdf
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Consequently, the AML/CFT Sanctions Rules 2020 (SRO 950)* to expand the scope of sanctions
applied and further align them with the provisions of the FATF Recommendations. Rule 3 elaborates
upon the power of these rules to sanction and states that sanctions pursuant to these Rules shall be
applied by the respective AML/CFT Regulatory Authority without prejudice to the sanctions in other
laws. Rule 4 of the notification sets out the type of sanctions and penalty amounts. It further states
that the Oversight Body for SRBs may impose any or all of the sanctions in respect of a contravention
provided in sub-rule (3) of rule 3. The AML/CFT Regulatory Authority shall apply monetary penal-
ties upto Rs. 100 Million per violation, in accordance with the risk-based penalty scale of the respec-
tive AML/CFT Regulatory Authority. When an AML/CFT Regulatory Authority or Oversight Body for
SRBs imposes a sanction, it shall issue a notice in writing to the person or SRB in question. Moreover,
the person or SRB in respect of whom a sanction has been imposed shall have the right to file an ap-
peal against the imposition of such sanction. Within this framework, the SECP and Ministry of Law and
Justice have been designated as the Oversight Bodies to supervise and implement the DNFBPs under
their jurisdiction.

In light of these, the FBR,?® ICAP?°* and ICMAP?°? also issued regulations for the governance of re-
spective DNFBPs. The FBR has further issued detailed Guidelines for the Real Estate Sector?°® and
Accountants.?®*While the SECP has developed guidance for ICAP and ICMAP to implement, any guid-
ance from the Ministry of Law and Justice for lawyers and notaries remains glaringly absent. Thus,
while most of the DNFBP sectors have been brought into the regulatory framework , there are still
outstanding gaps, particularly with regards to lawyers and notaries — which can impede upon the effec-
tive regulation of all DNFBPs.

ANALYSIS

Sri Lanka was re-rated from NC to PC under this indicator. In its FUR 20182%, deficiencies included
the operation of unlicensed casinos, no system in place for monitoring DNFBPs' AML/CFT compliance
and no designated supervisor for DNFBPS. Later, Sri Lanka made important progress with risk-based
regulation and supervision of some DNFBP sectors, however casinos remain outside of the framework
for market entry fit and proper controls or AML/CFT supervision. Real estate agents, identified as high
risk, are not licensed or registered and are not subject to market entry fit and proper. Progress has
been made with outreach and risk-based supervision of other DNFBP sectors, including real estate,
and the FIU has greatly enhanced its supervisory capacity and the conduct of risk-based supervision,
including enforcement action as required.

Pakistan has comprehensively added to its DNFBPs regulatory framework, including updating the
AML Act, issuing SROs with Oversight bodies making further rules and regulations to allow DNFBPs
to adhere to the revamped AML/CFT frameworks. However, this progress has been uneven, and criti-
cal gaps still remain, particularly with regards to regulating lawyers/notaries. Furthermore, there are
uphill challenges associated with the practical implementation of the new regulations, as they also re-
quire a broad-scale cultural shift in applying RBAs during usual business operations. However, given
that Pakistan had minimal supervisory frameworks for DNFBPs prior, this registers as a positive de-
velopment, and warrants a re-rating up to Partially Compliant under this indicator, pending further
progress.

199 Federal Board of Revenue, “SRO 950(1)/2020, AML/CFT Sanctions Rules 2020”
https://www.fmu.gov.pk/docs/AML-CFT-Sanction-Rules-2020-SRO-NO-250I-2020.pdf

200 Federal Board of Revenue, “‘SRO 924(1)/2020 Anti-Money Laundering and Countering Financing of Terrorism Regulations for DNFBPs, 2020
https://download1.fbr.gov.pk/SROs/202092917976805SRO9242020.pdf
201 |CAP AML/CFT Regulations for Chartered Accountants, 2020
https://icap.org.pk/aml-supervision/
202 |CMAP AML/CFT Regulations, 2020
https://www.icmap.com.pk/News_Pdf/AML_CFT_Regulations_ICMAPakistan.pdf
Federal Board of Revenue, ‘Anti-Money Laundering and Counter  Financing of Terrorism  Guidelines for Real Estate Agents”
https://download1.fbr.gov.pk/Docs/2020122215124210546AML-CFTRealEstateAgents.pdf
204 Federal Board of Revenue, “‘Anti-Money Laundering and Counter Financing of Terrorism Guidelines for Accountants”
https://download1.fbr.gov.pk/Docs/202116111219989AMLCFTComplianceProgramGuidelines_Accountants(Final).pdf

205 5rj Lanka: FUR 2020
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/APG-Follow-Up-Report-SriLanka-2020.pdf
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https://download1.fbr.gov.pk/Docs/2020122215124210546AML-CFTRealEstateAgents.pdf
https://download1.fbr.gov.pk/Docs/202116111219989AMLCFTComplianceProgramGuidelines_Accountants(Final).pdf

CONCLUSION
Re-rate to Partially Compliant (PC).
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Recommendation 29: Financial Intelligence Units

SUMMARY OF INDICATOR?2¢

Countries should establish a financial intelligence unit (FIU) that serves as a national center for the
receipt and analysis of: (a) suspicious transaction reports; and (b) other information relevant to money
laundering, associated predicate offences and terrorist financing, and for the dissemination of the re-
sults of that analysis. The FIU should be able to obtain additional information from reporting entities,
and should have access on a timely basis to the financial, administrative and law enforcement informa-
tion that it requires to undertake its functions properly.

STATUS

MER 2019 FUR 2020

e Pakistan was rated PC in the MER for R.29.| e« Since the 2019 MER, Pakistan has
The 2019 MER found that Pakistan’s FIU, the amended the Income Tax Ordinance,
Financial Monitoring Unit (FMU), was not able 2001, which now allows FMU to
to access detailed tax records. have access to tax records and infor-
e |t also found that FMU could not spontane- mation maintained by FBR.

ously or upon request disseminate information | ¢ In addition, provincial CTDs have
and the results of its analysis to provincial police been designated as investigation

counter terrorism departments (CTDs), which and prosecution agencies under the
are the designated TF investigation authori- Anti-Money Laundering Act, 2010,
ties. CTDs could access FMU information and which means FMU can now dissemi-
financial intelligence during a TF investigation nate information to them without a
but only with permission of the court. Given the court order.

high risk of TF in Pakistan, significant weight | « The FUR 2020 re-rated Pakistanto C.
was given to this deficiency.

MER RATING: PC FUR RATING: C

PROGRESS
The FUR 2020 re-rated Pakistan to Compliance under this Recommendation.

ANALYSIS

Uganda is rated PC on this indicator.?” In its 2016 MER it was found that a number of criteria under
this was met, yet significant deficiencies were outstanding. Although, the Ugandan FIA was empow-
ered to carry out analysis of reports and information disclosed, it did not conduct strategic analysis. It
also does not have a detailed process governing protection of information. The requirement for an FIU
to be a “national centre” is key to its work, the current dual reporting of STRs existing both in terms of
the AMLA and FI Act has created confusion and inconsistencies with the Fls in reporting STRs. Lack
of information being reported on cross-border transportation of cash due to absence of implementing
regulations to section 10 of the AMLA. The current provisions of the AMLA setting out the functions
of the Board do not guarantee the operational independence of the FIA. The FIA has not taken steps to
apply for EGMONT membership.

Pakistan was re-rated to C by the FUR 2020. While Pakistan has already applied for membership
towards the EGMONT group, this re-rating can serve as a positive contribution in securing that the

206 EATF Recommendations 2020

207 Yganda: FUR 2018
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/ESAAMLG-FUR-Uganda-2018.pdf
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membership to promote information-sharing on financial matters.

CONCLUSION
Retain Compliant (C) rating.
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Recommendation 30: Responsibilities of Law Enforcement and Investi-
gative Authorities

SUMMARY OF INDICATOR?208

Countries should ensure that designated law enforcement authorities have responsibilities for con-
ducting ML/TF investigations within the framework of national AML/CFT policies. At least in all cases
related to major proceeds-generating offences, these designated law enforcement authorities should
develop a pro-active parallel financial investigation mechanism when pursuing money laundering, as-
sociated predicate offences and terrorist financing. This should include cases where the associated
predicate offence occurs outside their jurisdictions. Countries should ensure that competent authori-
ties have responsibility for expeditiously identifying, tracing and initiating actions to freeze and seize
property that is, or may become, subject to confiscation, or is suspected of being proceeds of crime.
Countries should also make use, when necessary, of permanent or temporary multi-disciplinary groups
specialized in financial or asset investigations. Countries should ensure that, when necessary, coopera-
tive investigations with appropriate competent authorities in other countries take place.

STATUS

» The 2019 MER identified gaps in relation to parallel investiga- | « The FUR 2020 reiterated the findings of the MER
tions and powers to take expeditious action in relation to prop- | 2019 while noting that Pakistan was progressing

erty that is, or may be, subject to confiscation. amendments to the AMLA to address these deficien-
cies at the time of publication.

MER RATING: PC FUR RATING: PC

PROGRESS

In 2020, multiple changes were incorporated into the ATA and AMLA frameworks to address these
deficiencies. In the ATA Second Amendment Act, 2020,%°? changes were made to Section 11-O, with
clause (d) further strengthening freezing and seizure of assets, by ensuring that those responsible en-
sure within 48 hours that the seized property or assets cannot be made available in any way to the pro-
scribed person or organization, or other affiliates. Money or other property acting on behalf of or at
the discretion of proscribed persons or organizations is also required to be frozen or seized “without
delay” (S.11-O(e)). Furthermore, Section 19 recommended that members of the JIT be able to co-opt
any additional person from Federal or provincial institutions to aid in investigations. A new sub-section
(6A) was also added to Section 11-Q, whereby courts were empowered to forfeit any other property
of the accused in the event that the initial property in question cannot be forfeited.

Section 25 of the AMLA Second Amendment Act?'® promotes coordination by ensuring cooperation
between federal officers and provincial officers. Accordingly, all the LEAs have updated their SOPs
instructing their respective officer to take expeditious actions including in identification and confisca-
tion of assets.

ANALYSIS

Mauritaniawas re-rated from PC to LC.?** According to the initial MER, Mauritanian authorities issued
the laws which determine the courts and the law enforcement authorities concerned with combat-

208 FATF Recommendations 2020
209 Anti-Terrorism (Second Amendment) Act, 2020
http://senate.gov.pk/uploads/documents/1599545548 451.pdf.

210 Anti-Money Laundering (Second Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1598354531_313.pdf

211 Mauritania: FUR 2020
http://www.fatf-gafi.org/media/fatf/content/images/MENAFATF-2nd-Enhanced-Follow-Up-Report-Islamic-Republic-Mauritania.pdf
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ing ML/TF offences, but did not how authorities can identify, trace, and initiate freezing and seizing
of property or suspected proceeds of crimes. To address these shortcomings, Article 15 of the Im-
plementing Decree states that the Competent Authority should, upon conducting investigation, con-
duct parallel financial investigation including financial investigations as well as criminal investigation
about ML/TF crimes and predicate offences Also, prosecution and investigative authorities and courts
can undertake the investigation, accusation, case initiating and all procedures and measures related
thereto in accordance to the Criminal Procedures Law and may order to conduct criminal or parallel
financial investigations to uncover the financial aspects of the criminal activity whether in conjunction
with, or independent from, the predicate offences investigations. Judicial police that is responsible for
Anti-corruption have powers to trace, freeze and seize assets.

The investigation of ML/TF offences has been a longstanding challenge for Pakistan's law enforce-
ment and investigation agencies. Pakistan has taken serious and focused measures to comply with
FATF Recommendation 30. However, capacity in understanding these responsibilities will remain a
huge challenge and will be crucial in improving effectiveness compliance. Despite these, amendments
in the ATA and AMLA frameworks enhance the investigative scope of action available to LEAs, and
are awelcome development in promoting compliance to the FATF Recommendation. From a technical
perspective, Pakistan’'s measures in our assessment warrant an upward rating.

CONCLUSION
Re-rate to Largely Compliant (LC).
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Recommendation 31: Powers of Law Enforcement and Investigative Au-
thorities

SUMMARY OF INDICATOR?12

When conducting investigations of money laundering, associated predicate offences and terror-
ist financing, competent authorities should be able to obtain access to all necessary documents and
information for use in those investigations, and in prosecutions and related actions. This should in-
clude powers to use compulsory measures for the production of records held by financial institutions,
DNFBPs and other natural or legal persons, for the search of persons and premises, for taking witness
statements, and for the seizure and obtaining of evidence.

Countries should ensure that competent authorities conducting investigations are able to use a wide
range of investigative techniques suitable for the investigation of money laundering, associated predi-
cate offences and terrorist financing. These investigative technigues include: undercover operations,
intercepting communications, accessing computer systems and controlled delivery. In addition, coun-
tries should have effective mechanisms in place to identify, in a timely manner, whether natural or le-
gal persons hold or control accounts. They should also have mechanisms to ensure that competent
authorities have a process to identify assets without prior notification to the owner. When conducting
investigations of money laundering, associated predicate offences and terrorist financing, competent
authorities should be able to ask for all relevant information held by the FIU.

STATUS

MER 2019 FUR 2020

e The 2019 MER identified gaps in relation to| ¢ Since the MER, Pakistan authorities,
limited investigation powers for most LEAs, in- | including FMU, FIA, FBR-Customs and
cluding an inability to undertake undercover op- | CTDs entered into a multi-party MOU
erations, access computers, controlled delivery. | to share intelligence and coordinate ef-
» The MER also noted a lack of legal provisions | forts in ML/TF cases.

for all competent authorities to request relevant | e Provincial CTDs have been designated

information held by FMU. as investigating and prosecuting agen-
cies under AMLA, which means FMU is
able to disseminate information to them
without a court order.

MER RATING: PC FUR RATING: PC

PROGRESS

Both the ATA and AMLA frameworks have been amended to enhance the scope of investigative pow-
ers available to authorities. In the ATA Third Amendment, 2020,2%° Section 19-C allows investigating
officers to use techniques such as going under cover, intercepting communications, assessing com-
puter systems and controlled delivery amongst others in order to tackle cases involving “financing of
terrorism under the law in force.?'*” Such techniques will be in force for 60 days, after which the court
can extend it for another 60 days.?® Furthermore, in subsection 2, the Federal Government is empow-
ered to frame rules of operation for the purposes of enforcing section.

212 FATF Recommendations 2020

218 Anti-Terrorism (Third Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1600179304_607.pdf

214 Anti-Terrorism (Third Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1600179304_607.pdf

215 Anti-Terrorism (Third Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1600179304_607.pdf.
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Similarly, Section 9 A of the AMLA Second Amendment Act, 2020,?'¢ empowers the investigating offi-
cer to conduct investigation using techniques like the going undercover, intercepting communications,
assessing computer systems and controlled delivery. Such techniques will be in force for 60 days, after
which the court can extend it for another 60 days. Furthermore, in subsection 2, the Federal Govern-
ment is empowered to frame rules of operation for the purposes of enforcing section.

ANALYSIS

Mauritania was re-rated from PC to C under this indicator.?*” According to its MER, LEAs are empow-
ered to use some special investigative techniques, however, they do not include undercover opera-
tions and controlled delivery. The issued laws granted LEAs and judicial authorities the powers and
mechanisms to combat ML/TF crimes, however, no deadlines or provisions on timeliness were set for
conducting their tasks. The supervisors have absolute powers to collect information and data from Fls
and DNFBPs based on the Article 28 of AML/CFT Law. Also, Article 12 of AML/CFT Law obligated the
FIs and DNFBPs to urgently make available all transactions, accounts, correspondences, records and
documents to the competent authorities upon request. Moreover, Article 9 of the Law Implementing
Decree stated that Fls and DNFBPs should urgently provide all information, CDD and EDD measures,
all accounts, transactions, correspondences, records and documents to the competent authorities
upon request. Article 29 of AML/CFT Law provides that the Mauritanian FIU exchanges information
with competent authorities on all the notifications, information, STRs, and other data, information and
reports, in a timely manner and through protected and secure channels, which means that the compe-
tent authorities (i.e. the investigation and prosecution authorities and the courts) possess the power
to request whatever information they deem appropriate from the FIU. Also, the competent authorities
have procedures enabling them to identify accounts and assets without prior notification to the owner.
Mauritania was therefore re-rated to Compliant.

In comparison, Pakistan has improved the scope of legal and investigative powers under both the ATA
and AMLA regimes. Furthermore, information sharing pathways via the signing of MOUSs has also
added to these frameworks, with the FMU now at the apex of disseminating information to all rele-
vant prosecutorial and investigative bodies. Pakistan has further enhanced the scope of investigative
powers through amendments to both ATA and AMLA, including undercover operations and controlled
delivery, and as a result, investigations in terrorism financing cases and money laundering cases will
be strengthened thereby increasing the conviction rate and reducing acquittals. The utilization of a
broad range of investigative techniques will contribute to improved collection of critical evidence, and
the provision of a time limit will ensure that investigation officers are mindful of the need to gather
evidence in a timely manner.

CONCLUSION
Re-rate to Largely Compliant (LC).

216 Apti-Money Laundering (Second Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1598354531_313.pdf

217 Mauritania: FUR 2020
http://www.fatf-gafi.org/media/fatf/content/images/MENAFATF-2nd-Enhanced-Follow-Up-Report-Islamic-Republic-Mauritania.pdf
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Recommendation 32: Cash Couriers

SUMMARY OF INDICATOR?8

Countries should have measures in place to detect the physical cross-border transportation of cur-
rency and bearer negotiable instruments, including through a declaration system and/or disclosure
system. Countries should ensure that their competent authorities have the legal authority to stop or
restrain currency or bearer negotiable instruments that are suspected to be related to terrorist fi-
nancing, money laundering or predicate offences, or that are falsely declared or disclosed.

Countries should also ensure that effective, proportionate and dissuasive sanctions are available to
deal with persons who make false declaration(s) or disclosure(s). In cases where the currency or bear-
er negotiable instruments are related to terrorist financing, money laundering or predicate offences,
countries should also adopt measures, including legislative measures to enable the confiscation of
such currency or instruments.

STATUS

MER 2019 FUR 2020

e The 2019 MER noted a number of shortcom-| ¢ Since the MER, Pakistan has amended
ings including limited cooperation between | the Customs Act 1969 by way of Presiden-
FMU and FBR-Customs and the absence of | tial Ordinance to introduce a graded penal-
proportionate and dissuasive sanctions for false | ty regime for false declarations and failure
declarations. to declare, with penalties ranging from ad-
ministrative fines to criminal penalties <.
e The declaration information is captured
by Customs through the Currency Decla-
ration System (CDS), which is integrated
with FIA's Immigration System (Integrated
Border Management System (IBMS)).
e Furthermore, the FUR noted that Paki-
stan has a 14-agency multi-party MOU
to support information exchange. FBR-IR
have also been given access to CDS to ana-
lyze data for necessary action under tax
law.
» Border task forces have been established
along the borders to monitor the currency
cases and share information.

MER RATING: PC FUR RATING: PC

PROGRESS

In June 2020, the government announced monetary penalties and imprisonment for individuals found
involved in the smuggling of goods. Under the Finance Act of 2020, it was sought that goods smuggled
into or out of Pakistan be liable to confiscation and any person concerned in the offence be liable to
face penalty and imprisonment.?*” Under Finance Bill 2020-21 tabled in Parliament, the Federal Board
of Revenue (FBR) also sought powers to legally bind the Border Military Police (BMP) to assist Paki-
stan Customs in checking smuggling.

218 FATF Recommendations 2020
219 Finance Act, 2020
https://download1.fbr.gov.pk/Docs/2020731075425133Gazetteof TheFinanceAct2020.pdf
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The Finance Act, 2020%?° amended Section 7 of the Customs Act, 1969, to empower the Federal Board
of Revenue (FBR) to mandate the Border Military Police (BMP) to assist Pakistan's Customs in check-
ing and curbing smuggling activities.??* The definition of smuggling in Section 2(s) of the Customs Act
was also made more comprehensive by including “carrying, transporting, removing, depositing, har-
boring, keeping or concealing” of smuggled goods in it.??? Section 156 of the Customs Act, 1969, was
also amended, which included offences relating to the smuggling of currency and goods, as well as their
prescribed punishments.??® Section 179 was also amended to decrease the time limit for adjudicating
cases of smuggling under Section 2 from 90 to 30 days to make them consistent with the COVID-19
(Prevention of Smuggling) Ordinance, 2020.??* In addition, Section 187 was amended by placing bur-
den of proof on the accused to prove that the possession of goods or any property acquired in question
is lawful. Section 194B was also amended to decrease the time for deciding appeals in cases of smug-
gling from sixty to thirty days.?#

ANALYSIS

Iceland was re-rated from PC to C under this indicator.??¢ The main technical deficiencies pertained
to there being no obligation to declare cash or bearer negotiable instruments transported by cargo;
sanctions were not effective, proportionate or dissuasive and at the time of the onsite, there was no
coordination between customs and other competent authorities. The Act No. 9/2019 on the amend-
ment of the Customs Act No. 88/2005 came into force on 1 May 2019 and now provides an obligation
to declare cash and bearer negotiable instruments transported by cargo. According to the amended
Customs Act, funds may be seized if illegally imported, or if there is reasonable ground to believe that
they will be used in conjunction with the provisions of the Penal code. In addition, an importer, ex-
porter, customs agent, traveler or crew member who deliberately or by gross negligence makes a false
declaration can now be fined.

The Icelandic Directorate of Customs now works closely with its FIU, the police at the borders and the
National Commissioner of the Icelandic Police regarding the implementation of R. 32 (and other mat-
ters). There have been meetings and outreaches between these authorities and there is a representa-
tive from the Directorate of Customs participating in the Steering Committee. As Iceland addressed
all deficiencies, it was re-rated to C.

Pakistan has introduced strict measures to prevent smuggling of goods and cash and has further deep-
ened its coordination mechanisms with border police forces to ensure action against cash couriers.
While these grossly improve Pakistan’s sanctions regime against cash couriers, further improvements
can be made to further strengthen outreach and coordination between different authorities, such as
the FMU and Customs/BMP and other relevant stakeholders.

CONCLUSION
Re-rate to Largely Compliant (LC).

220 Finance Act, 2020
https://download1.fbr.gov.pk/Docs/2020731075425133Gazetteof TheFinanceAct2020.pdf

221 The Customs Act, 1969
https://download1.fbr.gov.pk/Docs/2011716157283728%customsAct.pdf

222 The Customs Act, 1969
https://download1.fbr.gov.pk/Docs/2011716 157283728 %customsAct.pdf

223 The Customs Act, 1969
https://download1.fbr.gov.pk/Docs/2011716157283728%customsAct.pdf

224 The Customs Act, 1969
https://download1.fbr.gov.pk/Docs/2011716 157283728 %customsAct.pdf

225 The Customs Act, 1969
https://download1.fbr.gov.pk/Docs/2011716157283728%customsAct.pdf

226 |celand: FUR 2020
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/Follow-Up-Report-Iceland-2020.pd
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Recommendation 33: Statistics

SUMMARY OF INDICATOR??

Countries should maintain comprehensive statistics on matters relevant to the effectiveness and ef-
ficiency of their AML/CFT systems. This should include statistics on the STRs received and dissemi-
nated; on money laundering and terrorist financing investigations, prosecutions and convictions; on
property frozen, seized and confiscated; and on mutual legal assistance or other international requests
for cooperation.

STATUS

MER 2019 FUR 2020

e The 2019 MER found that not all statistics | e Since the MER, the FMU has started
provided during the ME were comprehensive | sharing a statistics report with LEAs on
and could not be broken down into meaningful | a quarterly basis with statistics such as
and relevant information when requested. STRs received and disseminated, bro-
» The MER also noted that inconsistent statis- | ken down by region, predicate offence
tics on the same issue were provided through- | and agency.
out the assessment process. * NACTA has also developed a database
of TF investigations, prosecutions and
convictions, in consultation with provin-
cial CTDs.
At the time of publishing, Pakistan was
also preparing to introduce a central
data management system.

MER RATING: PC FUR RATING: PC

PROGRESS

Section 6(d) of the AMLA Second Amendment Act, 20202%¢ empowers the FMU to compile statistics
and maintain adatabase of all STRs and CTRs, related information and such other materials relevant to
the work of the FMU. The AML/CFT Regulatory Authority in Section 6A(i) is also required to maintain
statistics of the actions performed in respect of the functions and powers conferred by this Act, in or-
dertoreport tothe National Executive Committee and the General Committee as required. The AMLA
framework now also empowers both the NEC and GC to seek reports from competent authorities,
including analysis of STRs/CTRs, statistics concerning the investigations and prosecutions conducted
in relation to ML/TF offences, statistics of supervisory actions taken by the AML/CFT regulatory au-
thorities under Section 6A or by the oversight body for SRB according to Section 6C. The Secretary of
the NEC or GC can also call for periodic reports from the AML/CFT regulatory authorities.

ANALYSIS

Bangladesh was re-rated from PC to C on this indicator.??” The 2016 MER identified gaps in statistics
relating to the conduct of investigations, including use and results of powers of investigation, gaps
in the amounts of seizures/confiscations, and the number of cases in which seizures and confiscation
occurred and statistics are not well maintained for informal cooperation. Bangladesh later gathered
and provided statistics on a multitude of themes, including: ML cases relating to high risk predicate

227 FATF Recommendations 2020

228Anti-Money Laundering (Second Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1598354531_313.pdf

229 Bangladesh: FUR 2020
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/APG-Follow-Up-Report-Bangladesh-2020.pdf
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offences, data on investigations, prosecution, convictions on different types of predicate offences, sta-
tistics on each type of ML including stand-alone ML, and break down on investigations, prosecution,
and convictions and penalties applied for ML convictions; and data on prosecutions and convictions
on terrorist offences. In addition, Bangladesh has provided statistics for confiscation in unexplained
wealth matters and details on predicate offences involved in cases where seizing/freezing and con-
fiscation were pursued, which were both gaps identified in the 2016 MER. Bangladesh has provided
statistics on informal cooperation and creation and regulation of legal persons and arrangements and
for the registration of NPOs.

While Pakistan has the necessary legal and regulatory framework to begin compilation of statistics
and data, is now needs to implement the provisions of the AMLA, as well as implementing the central
data management system. However, more capacity-building is required to produce useful statistics
employing meaningful data.

CONCLUSION
Retain Partially Compliant (PC) rating.
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Recommendation 34: Guidance and Feedback

SUMMARY OF INDICATOR?3°

The competent authorities, supervisors and SRBs should establish guidelines, and provide feedback,
which will assist financial institutions and designated non-financial businesses and professions in ap-
plying national measures to combat money laundering and terrorist financing, and, in particular, in de-
tecting and reporting suspicious transactions.

STATUS

MER 2019 FUR 2020

e The 2019 MER found that formal consulta-| e Since the MER, Pakistan has conducted out-
tion mechanisms and feedback for DNFBPs was | reach workshops for DNFBPs, CDNS and Paki-
lacking and CDNS and Pakistan Post had not | stan Post.

received AML/CFT guidance. Since the MER, | « Additional guidance has been issued and out-

Pakistan has conducted outreach workshops | reach conducted for Fls by SBP and SECP.
for DNFBPs, CDNS and Pakistan Post. Addi-

tional guidance has been issued and outreach

conducted for Fls by SBP and SECP.

MER RATING: PC FUR RATING: PC

PROGRESS

The AMLA Second Amendment Act, 20207 provides for the AML/CFT Authority to provide “feed-
back to reporting entities for the purpose of compliance” with the provisions of the Act. In Section 5,
the National Executive Committee (NEC) is also tasked with providing guidance and recommenda-
tions to Federal Government in making rules and regulations under this Act.

The FBR,%? ICAP?% and ICMAP?** also issued regulations for the governance of respective DNFBPs,
bringing all four professions in question into the regulatory framework. The FBR, ICAP, and ICMAP
have further issued detailed Guidelines for the Real Estate Sector?®> and Accountants?3¢ respectively,
which detail CDD processes, reporting mechanisms, detailed case scenarios of conducting risk-based
assessments and tests, amongst other guidelines. In addition to this, the FMU is also actively involved
in issuing Circulars and Red Flag indicators for DNFBPs and other regulated entities. Furthermore,
other regulatory bodies, including SRBs, are also engaged in conducting workshops and other forms of
trainings for its members to better implement the provisions of the FATF Recommendations.

The FBR?*”and the SECP?*® also issued regulations for the governance of respective DNFBPs, bringing

230 FATF Recommendations 2020
231 Anti-Money Laundering (Second Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1598354531_313.pdf
2325R0O 924(1)/2020 FBR Regulations for DNFBPs, 2020
https://download1.fbr.gov.pk/SROs/2020929179768055R0O9242020.pdf
233 |CAP AML/CFT Regulations for Chartered Accountants, 2020
https://icap.org.pk/aml-supervision/
284 |CMAP AML/CFT Regulations, 2020
https://www.icmap.com.pk/News_Pdf/AML_CFT_Regulations_ICMAPakistan.pdf
235 FBR AML/CFT Guidelines for Real Estate Agents (REAS)
https://download1.fbr.gov.pk/Docs/2020122215124210546AML-CFTRealEstateAgents.pdf
236 FBR AML/CFT Guidelines for Accountants
https://download 1.fbr.gov.pk/Docs/202116111219989AMLCFTComplianceProgramGuidelines_Accountants(Final).pdf
27FederalBoardofRevenue,SRO 924(1)/2020AntiMoney Launderingand CounteringFinancingof TerrorismRegulationsfor DNFBPs,2020"
https://download1.fbr.gov.pk/SROs/202092917976805SRO9242020.pdf
28 Securities & Exchange ~ Commission of Pakistan, ~ “SRO 921(1)/2020,  Securities & Exchange
Commission  of  Pakistan  (Anti  Money Laundering and Countering Financing of  Terrorism) Regulations
https://www.dawoodtakaful.com/File/SECP-AML-CFT-Regulations-2020.pdf
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most DNFBPs into the regulatory framework. The FBR, ICAP, and ICMARP have further issued detailed
Guidelines for the Real Estate Sector?®” and Accountants.?*® However, such guidance remains missing
from the Ministry of Law and Justice and Bar Councils who are mandated to oversee lawyers/notaries.

ANALYSIS

Iceland was re-rated from PC to C under this indicator.?** In its MER, Iceland was found to have defi-
ciencies in relation to the fact that the Icelandic FIU (FIU-ICE) had not provided sufficient guidance
on suspicious transaction reports (STRs) to either Fls or DNFBPs and there had been only very lim-
ited outreach to DNFBPs by supervisors. Since the 4th round MER, the Icelandic FSA has undertaken
proactive steps to make obliged entities under its supervision aware of their obligations and to give
feedback on compliance. With the appointment of the DIR as supervisory authority for DNFPBs, out-
reach and guidance have improved, including issuance of guidance on red flags for the legal sector,
accountancy sector, cash intensive businesses and real estate agents. In addition, the FIU-ICE issues
warnings and attends meetings/presentations either separately or alongside the DIR and the FSA. It
has also published 15 reports covering typologies, trends and red flags. In relation to feedback on the
use of STRs, the FIUICE provided examples of information shared with commercial banks and credit
undertakings. The FIU-ICE has also developed a special form for reporting STRs to the FIU-ICE, there-
by addressing all deficiencies and earning the Compliant rating.

In comparison, Pakistan's FMU has provided extensive guidelines and regulations for reporting ob-
ligations for STRs and CTRs. Improvements have also been made to offer guidance and feedback
to DNFBPs, especially with the formulation of Guidelines by the FBR, ICAP, and ICMAP governing
DNFBPs, however thereis a need to ensure that DNFBPs and other regulated entities can also convey
feedback. Improvements can be further made by mandating trainings and workshops for DNFBPs as
wellas CDNS and PPOD officials, as well as holding further consultative sessions during policy-making.

CONCLUSION
Retain Partially Compliant (PC) rating.

239 Federal Board of Revenue, “Anti-Money Laundering and Counter Financing of Terrorism Guidelines for Real Estate Agents”
https://download 1.fbr.gov.pk/Docs/2020122215124210546AML-CFTRealEstateAgents.pdf
240 Federal Board of Revenue, “Anti-Money Laundering and Counter Financing of Terrorism Guidelines for Accountants”
https://download 1.fbr.gov.pk/Docs/202116111219989AMLCFTComplianceProgramGuidelines_Accountants(Final).pdf
21 ]celand: FUR 2020
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/Follow-Up-Report-Iceland-2020.pdf
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Recommendation 35: Sanctions

SUMMARY OF INDICATOR?%2

Countries should ensure that there is a range of effective, proportionate and dissuasive sanctions, whether criminal, civil or administra-
tive, available to deal with natural or legal persons that fail to comply with AML/CFT requirements. Sanctions should be applicable not
only to financial institutions and DNFBPs, but also to their directors and senior management.

STATUS

e The 2019 MER found that sanctions outside the banking sec- | e At the time of the publishing of the FUR, Pakistan
tor relating to AML/CFT requirements were limited; TFS sanc- | was progressing amendments to the UNSC Act and
tions were not dissuasive; there were no AML/CFT-related | ATA to ensure sanctions for violations are propor-
sanction powers for NPOs or for DNFBPs in relation to preven- | tionate and dissuasive. SECP and SBP also amended
tive measures. their penalty scales and increased penalties for TFS
violations.
e The AML/CFT supervisory boards for CDNS and
Pakistan Post were in the process of developing en-
forcement policies, which will specify penalties for
non-compliance with the new AML/CFT Rules for
these sectors. Amendments to the AMLA and AML/
CFT Regulations for DNFBPs were also being pur-
sued to introduce sanctions for DNFBPs that fail to
comply with AML/CFT obligations.

PROGRESS

Since the FUR, extensive laws and regulations have been passed to strengthen Pakistan’s sanctions regime. The ATA and AMLA frame-
works were overhauled, with stronger penalties in place. The UNSC regime was also further entrenched, particularly into the ATA frame-
work. In the ATA First Amendment Act, 2020243 amendments were made in sub-section (2) of Section 110, Act of 1997, with violations
now carrying a maximum fine of Rs25 million and imprisonment terms up to 10 years or both. In sub-section (3), the fine was increased
up to Rs25 million and/or punishment of maximum 10 years on conviction if any of the directors, officers or employees were found guilty
of the violation. A new section titled Section 11-O0O is added which allows for the enforcement of the decisions of United Nations Se-
curity Council’'s Resolutions (1267 and 1373) in the domestic law. In the ATA Second Amendment Act, 2020244 penalties under section
11-N are made further strict with fines up to fifty million rupees. Every director, employee or officer of such a person found guilty of the
same will be fined up to twenty-five million rupees and/or imprisonment between 5-10 years.

In the AMLA First Amendment Act, 2020245 Section 4 imposed harsher penalties with fines increased from 25 million rupees to 100
million rupees, and sentences increased from two years to ten years imprisonment. In the AMLA Second Amendment Act, 2020246 the
AML/CFT Regulatory Authorities were empowered to impose these sanctions on all regulated entities as per section 6A(2)(h), including
directors, senior management and officers in violation of provisions of this Act and/or those who fail to comply with the TFS regulations.
According to Section 6C, Oversight Bodies for SRBs were also empowered to impose sanctions for violations under this Act, and any
rules or regulations made thereunder.

All rules and regulations formed under the updated AMLA framework all entrench sanctions, including TFS obligations with penalties for
violations. The Ministry of Finance passed SRO 950, AML/CFT Sanctions Rules 2020247 which lays out a comprehensive framework

242 FATF Recommendations 2020

243 The Anti-Terrorism (Amendment) Act, 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1597043393_568.pdf

244 Anti-Terrorism (Second Amendment) Act, 2020
http://senate.gov.pk/uploads/documents/1599545548 451.pdf

245 Anti-Money Laundering (Amendment) Act, 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1594966135_597.pdf

246 Anti-Money Laundering (Second Amendment) Act, 2020
http://na.gov.pk/uploads/documents/1598354531_313.pdf

247 SRO 950 (1)/ 2020, AML/CFT Sanctions Rules 2020, Ministry of Interior 2020 - The Gazette of Pakistan
https://www.fmu.gov.pk/docs/AML-CFT-Sanction-Rules-2020-SRO-NO-2501-2020.pdf
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for sanctions for AML/CFT Regulatory Authorities and Oversight Bodies for SRBs. Rule 3 elaborates upon the power of these rules to
sanction and states that sanctions pursuant to these Rules shall be applied by the respective AML/CFT Regulatory Authority without
prejudice to the sanctions in other laws. Rule 4 of the notification sets out the type of sanctions and penalty amounts. The rules further
state that the Oversight Body for SRBs may impose any or all of the sanctions in respect of a contravention provided in sub-rule (3) of
rule 3. The AML/CFT Regulatory Authority is now also empowered to apply monetary penalties up to Rs. 100 million per violation, in ac-
cordance with the risk-based penalty scale of the respective AML/CFT Regulatory Authority. When an AML/CFT Regulatory Authority
or Oversight Body for SRBs imposes a sanction, it shall issue a notice in writing to the person or SRB in question. Moreover, the person
or SRB in respect of whom a sanction has been imposed shall have the right to file an appeal against the imposition of such sanction.

Consequent AML/CFT regulations issued by the SBP248, SECP249, Pakistan Post250, CDNS,251 FBR, ICAP252 and ICMAP253 gov-
erning DNFBPs254 all entrench TFS obligations on all regulated/reporting entities and allow for sanctions against violators, with pen-
alties determined on a risk-based scale. All these developments further strengthen Pakistan’s sanctions regime and improve upon its
recognized deficiencies.

ANALYSIS

Mongolia was re-rated from PC to LC.255 In its FUR 2020, Mongolia made significant improvements in overcoming its deficiencies,
including raising fines for violations of Law on Countering Weapons of Mass Destruction Proliferation and Terrorism and resolving the
scope deficiencies of DNFBPs subject to AML/CFT requirements with the exception of the TCSP sector. Later, Mongolia included crimi-
nal sanctions for persons and reporting entities for violations of some elements of AML/CFT law in its Criminal Code. Where criminal
intent cannot be satisfied, administrative sanctions under the Infringement Law will apply. Mongolia has identified article 18.6 on Crimi-
nal Code which sanctions ML violations of AML/CFT Law only. The administrative sanctions in the Infringement Law apply more broadly,
and can be assessed as being dissuasive and proportionate. Mongolia has increased fines applicable under Article 5.10 Infringement law
in relation to violations of the Law on Countering Weapons of Mass Destruction Proliferation and Terrorism (LCTP) which are propor-
tionate and dissuasive and address the identified deficiency for penalties previous contained in the ATL. These penalties are understand-
ably higher than those available for breaches of the AML/CFT Law.

Pakistan’s revamped sanctions regime allows for a range of sanctions to be applied, thereby improving upon its deficiencies as identi-
fied in the MER. The provisions of the AMLA Act, particularly sections 6A and 6C, in tandem with the AML/CFT Sanctions Rules, 2020
expand the scope of sanctions applied and further align them with the provisions of the FATF Recommendations. All these warrant an
upwards rating as per our assessment under this indicator.

CONCLUSION

Re-rate Largely Compliant (LC) rating.

248 State Bank of Pakistan, “Anti-Money Laundering, Combating The Financing Of Terrorism & Countering Proliferation Financing (Aml/
Cft/ Cpf) Regulations For State Bank Of Pakistan’'s Regulated Entities (Sbp-Res)”
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf
25 Securities & Exchange Commission of Pakistan, ‘SRO 921(1)/2020, Securities & Exchange
Commission  of  Pakistan  (Anti  Money Laundering and Countering Financing of  Terrorism) Regulations
https://www.dawoodtakaful.com/File/SECP-AML-CFT-Regulations-2020.pdf
Z0SRO 949 (1)/ 2020, Pakistan Post AML/CFT Regulations 2020- The Gazette of Pakistan
https://www.fmu.gov.pk/docs/Gazette-Notification-PPOD-AML-CF T-Regulations-2020.pdf
21 SRO 956 (1)/ 2020, National Savings (AML and CFT) Regulations, 2020 Central Directorate of National Savings 2020 - The Gazette
of Pakistan
http://www.finance.gov.pk/budget/NS_AML_CFT_Regulations_2020.pdf.
22 |CAP AML/CFT Regulations for Chartered Accountants, 2020
https://icap.org.pk/aml-supervision/
253 |CMAP AML/CFT Regulations, 2020
https://www.icmap.com.pk/News_Pdf/AML_CFT_Regulations_|CMAPakistan.pdf
254 Federal Board of Revenue, “‘SRO 1319(1)/2020, DNFBPs (Regulatory Powers and Functions) Regulations, 2020
https://download1.fbr.gov.pk/SROs/202012151512244106FinalSRO13190f2020.pdf
2>>Mongolia: FUR 2020
https://www.fatf-gafi.org/media/fatf/documents/reports/fur/APG-3rd-Follow-Up%20Report-Mongolia-2020.pdf
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FATF Technical Compliance FUR 2020 RSIL 2020
Indicator

Recommendation 36 - Interna-
tional instruments

Recommendation 37 - Mutual
legal assistance

International Recommendation 38 - Mutual

Cooperation legal assistance: freez-ing and
confiscation

Recommendation 39 - Extradi-
tion

Recommendation 40 - Other
forms of international coopera-
tion

Overview

The transnational nature of ML/TF offences requires countries to have mechanisms of approaching authorities abroad to exchange
information and evidence as required. Multiple international conventions and legal instruments contain provisions recommending inter-
national cooperation between countries to tackle ML/TF. Within this ambit, mutual legal assistance (MLA) refers to the concept of coun-
tries mutually agreeing to gather and exchange information in an effort to enforce public or criminal laws. As well, countries signatory to
key UN Conventions are recommended to set up avenues of international cooperation to tackle transnational crime. Some relevant con-
ventions in this regard include the Vienna Convention, 1988, also known as the United Nations Convention on lllicit Traffic in Narcotic
Drugs and Psychotropic Substances; Palermo Convention, 2000, also known as the United Nations Convention against Transnational
Organized Crime; United Nations Convention against Corruption, 2003; and Terrorist Financing Convention, 1999.

Pakistan’s Context

Pakistan’s existing risk assessments point to an elevated risk of TF/ML as funds are generated both at home and in foreign countries for
funding or otherwise supporting terrorist organizations and terrorist operations within the country and abroad. The challenges to trace
financial links for moving TF funds in or out of the country include large undocumented/informal economy, extensive use of cash, signifi-
cant illegal hawala/hundi activity, use of cash couriers, Pakistan's geographical landscape with porous borders and existence of Afghan
refugees in the country. While such TF risks continue to evolve over time, authorities at national level continue to engage with all agen-
cies including law enforcement to update information wherever required and disseminate the understanding for targeting, investigating
and prosecuting TF activities in line with the risks.

Nevertheless, international cooperation has also been a persistently weak area for Pakistan’'s law enforcement and investigation agen-
cies, with glaring legal gaps existing inits mutual legal assistance procedures in civil and criminal matters. FATF's grey-listing provided the
impetus for Pakistan to improve its frameworks for international cooperation. Pakistan has now started to pursue international coopera-
tion and provide timely and qualitative responses to incoming requests from other countries as well. In addition to this, Pakistan also
signed bilateral treaties with certain countries, promoting exchange of information directly. The passage of the Mutual Legal Assistance
(Criminal Matters) Act, 2020 along with the formulation of the Mutual Legal Assistance Internal Rules 2020 has been integral in upgrad-
ing Pakistan’s MLA architecture and bolstering compliance under this category. This chapter further explores Pakistan's compliance with
relevant international instruments, and the impact of the MLA Act 2020 in improving compliance with the FATF Recommendations.
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Recommendation 36: International Instruments

SUMMARY OF INDICATOR?¢

Recommendation 36 mandates that countries should be a party to and implement the following conventions: Vienna Convention, 1988,
also known as the United Nations Convention on lllicit Traffic in Narcotic Drugs and Psychotropic Substances; Palermo Convention,
2000, also known as the United Nations Convention against Transnational Organized Crime; United Nations Convention against Cor-
ruption, 2003; and Terrorist Financing Convention, 1999.

STATUS

« Pakistanwas rated Largely Compliant (LC) with Recommenda- | e The FUR 2020 did not comment any further on Rec-

tion 36 by virtue of ratifying all of the aforementioned conven- | ommendation 36.5
tions.

PROGRESS

Pakistan was rated Largely Compliant (LC) with Recommendation 36 by virtue of ratifying all of the aforementioned conventions.?”
However, in order to be fully compliant, Pakistan needed to overcome the following shortcomings as highlighted by the FATF:

Inconsistency with VC 1988 regarding definition regarding definition on money laundering offence
No domestic legal provisions for confiscation of property of equal value, as required by both VC 1988 and PC 2000.

Local definitions of public officer do not include foreign public officials and officials of public international organizations as required by
UNCC 2008.

In July 2020 Pakistan expanded the scope of Money Laundering by adding the relevant section of Pakistan Penal Code in the schedule
of AMLA to include grievous bodily injury. Domestic legal provisions for confiscation of property has also been expanded under the new
ATA regime. In the Anti-Terrorism (Second Amendment) Act, 2020,2°¢ changes have been made to Section 11-O, with clause (d) further
strengthening freezing and seizure of assets, by ensuring no money will not be made available in any way to the proscribed person or
organization, or other affiliates - and that documentation will be kept to that effect. Money or other property acting on behalf of or at the
discretion of proscribed persons or organizations will also be frozen or seized “without delay” (S.11-O(e)). The state is also empowered
to freeze the accounts and travel documents of those found to be involved in terrorist activities.

ANALYSIS

Ethiopiawas re-rated from PC to C.?*? Initially, Ethiopian authorities did not provide information on how the following articles have been
implemented in the respective domestic laws: (a) Vienna Convention: Articles 13-11, 15, 17 and 19 (b) Palermo Convention: Articles 5
-7,10- 16, 18- 20,24 -27,29 - 31 & 34. (c) Terrorist Financing Convention: Articles 2 - 18, and (d) Merida Convention: Articles 14 - 17,
23-24,26-31,38,40,43 - 44, 46,48, 50- 55,57 - 58. In a later report, it was conveyed that Ethiopia had acceded to the Vienna Con-
vention in 1994 and ratified the Palermo, the Merida and the Terrorist Financing Convention through Proc. No. 526/2007, 544/2007
and 734/2012 respectively. Ethiopia had incorporated the Vienna, Merida, Palermo, UNCAC, and the terrorism financing conventions
into its legal system. The ratification of these conventions through the above-mentioned proclamations has made the convention to be
an integral part of the country’s legal system. Furthermore, the relevant principles and standards that are enshrined in these conven-
tions are included in different legal instruments enacted by Ethiopia. For example, proclamation no. 414/2004, the Criminal Code, the
AML/CFT proclamation no. 780/2013, the Anti-terrorism proclamation no. 652/2009, the Anti-corruption proclamation 881/2015 and
Custom proclamation no. 859/2014. The criminalization of participation in an organized criminal group, money laundering, terrorism
26 FATF Recommendations 2020
»’”MER 2019
258 Anti-Terrorism (Second Amendment) Act, 2020

http://senate.gov.pk/uploads/documents/1599545548 451.pdf.

259 Ethiopia: FUR 2019
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/ESAAMLG-Follow-Up-Report-Ethiopia-2019.pdf
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financing, the establishment of an FIU, the establishment of provisional measures for the identification, freezing seizure and confiscation
of illicit proceed and fund or property that was laundered, the liability of legal person, the criminalization of corruption, the establish-
ment of interagency network are among the examples of the principles derived from such conventions that are important in achieving
compliance under this Recommendation.

In the case of Pakistan, the legal provisions, particularly changes made in the ATA regime, clearly highlight the progress made by it in
trying to meet the requirements of Recommendation 36. Particularly, the addition of section 11-O(d) will be instrumental in ensuring
that the demands of the international conventions are met. However, there is space for more legislative work, especially with regards to
requirements of definition of public officer as per UNCC 2003. Yet it can be said that Pakistan has met most of the requirements under
international instruments.

CONCLUSION

Re-rate to Compliant (C).
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Recommendation: 37 Mutual Legal Assistance (MLA)

SUMMARY OF INDICATOR?¢°

Recommendation 37 requires states to have effective and efficient means of providing legal assistance to other countries with issues to
crimes related to money laundering, as well as its predicate offences. Legal assistance should also extend to investigations and prosecu-

tions in cases of terrorist financing.

STATUS

e The 2019 MER found that Pakistan was unable to provide | « At the time of the publishing of the FUR report,
MLA to foreign countries in the absence of a treaty for ML of- | Pakistan was progressing a Mutual Legal Assistance

fences; there was a lack of legal basis to provide MLA in terror- | (Criminal Mat-ters) Bill through Parliament to ad-
ism, TF and most predicate offence cases; and LEAs lacked pow- | dress the deficiencies identified.
ers to execute MLA requests.

MER RATING: PC FUR RATING: PC

PROGRESS

Pakistan passed the Mutual Legal Assistance (Criminal Matters) Act, 2020, formally setting up an MLA regime in the country.?** The pro-
visions of this act can be seen as sufficient to fulfill the compliance deficiencies with regards to Recommendation 37. Section 3 of the Act
addresses the issue of providing assistance to other countries. It highlights the principle of reciprocity as the primary basis of providing
MLA to other countries. It also provides instructions on dealing with MLA requests in absence of reciprocal agreements. Section 4 ad-
dresses the shortcoming regarding rapid execution of MLA requests by making it mandatory for the Central Authority to dispose of MLA
requests in a timely manner. Furthermore, Section 8 of the Act requires requesting states to place a timeframe on their requests. Section
4 of the Act makes the Central Authority responsible for receiving and dealing with MLA requests from other countries.

Sections 8 and 18 deal with weaknesses in confidentiality surrounding MLA requests. The former requires requesting states to provide
details regarding confidentiality. The latter makes it mandatory for all officials authorized by law to ensure maximum confidentiality re-
garding a request for MLA, its details and its subjects. It also criminalizes failure to maintain confidentiality. Section 9 provides detailed
instructions for law enforcing agencies on how to proceed with investigations. Furthermore, Sections 19 and 20 bring electronic data

into the scope of investigations.?¢?

Under the MLA Act 2020, the Ministry of Interior (MOI) passed the Mutual Legal Assistance Internal Guidelines.?¢® These Guidelines
have been designed to assist foreign countries understand the steps which are to be followed when requesting international coopera-
tion from Pakistan and the information which is required to be sent for meaningful reply. These guidelines also intend to raise awareness
amongst the officials in all relevant ministries, departments, agencies, or organizations, etc. of Pakistan with respect to seeking interna-
tional cooperation from other countries and providing in-time quality response on incoming requests from other countries. The process
of executing incoming and outgoing MLA requests is detailed, including methods and details of assistance requested as well as the condi-
tions for refusal of MLA request. The functions and powers of the Central Authority are also detailed, with the International Coopera-
tion Wing of the MOl being set up to scrutinize and follow-up with all MLA requests. LEAs and other authorities will also be involved in
international cooperation requests, and time-frames for such requests are also provided for. Prioritization of requests for international
cooperation is also provided for, with requests for cooperation in TF/ML cases being top-priority for the MOI.

ANALYSIS

Sri Lanka was re-rated from PC to C.2¢“ Initially, Sri Lanka lacked a comprehensive case management system with standard procedures,
260 FATF Recommendations
261 Mutual Legal Assistance (Criminal Matters) Act, 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1597661983_546.pdf
262 Mutual Legal Assistance (Criminal Matters) Act, 2020
http://senate.gov.pk/uploads/documents/1597661983_546.pdf
263 MLA Internal Guideline, Ministry of Interior 2020 - The Gazette of Pakistan
https://interior.gov.pk/index.php/downloads/category/ 1-forms?download=212:mla-guidelines.
264 Sri Lanka: FUR
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/APG-Follow-Up-Report-SriLanka-2020.pdf
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accountability and clear time lines for handling MLA. In, 2018 Sri Lanka's amendments of the Mutual Assistance in Criminal Matters
Act 2002 (MACMA\) addressed the identified deficiencies. The amendments allow Sri Lanka to provide MLA on the basis of reciprocity,
provide clear responsibilities and accountabilities for processing incoming and outgoing requests and require confidentiality for officers
working on MLA requests. Sri Lanka has also established a case management system with standard procedures, accountability and clear
time lines for handling MLA cases. As a result, Sri Lanka was re-rated from PC to C based on these actions.

It is clear that Pakistan has made revamping its MLA frameworks a policy priority. The provisions of the Mutual Legal Assistance (Crimi-
nal Matters) Act 2020 provided a significant upgrade to Pakistan’s existing MLA frameworks, and also covered the previously identified
deficiencies. However, Pakistan has yet to create SOPs for LEAs and other investigating agencies concerning timelines for handling MLA
cases as well as establish an effective cash management system ensuring the same. Because of this, Pakistan cannot be re-rated to fully
compliant, but its substantive progress thus far clearly justifies in our assessment a re-rating to LC.

CONCLUSION

Re-rate to Largely Compliant (LC).
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Recommendation 38: Mutual Legal Assistance - Freezing & Confiscation

SUMMARY OF INDICATOR?¢>

Recommendation 38 requires states to have the legal framework and institutional capacity to identify, freeze, seize and confiscate prop-
erty that has been obtained from proceeds of money laundering, its predicate offences or terrorist financing. The interpretative note to
Recommendation 38 suggests the establishment of an asset forfeiture fund for depositing forfeited property and taking measures for
sharing confiscated property with other countries. It also requires countries to have the capacity to freeze or confiscate assets in cases
where the offender has passed away or absconded, and even in cases where the offender is unknown.

STATUS

e The 2019 MER found that there was no legal basis to provide | ¢ As noted under R.37 (Mutual Legal Assistance),
MLA in terrorism, TF and most predicate offence cases; there | Pakistan was progressing a MLA Bill through Parlia-
was a requirement for a bilateral treaty or other arrangement | ment to address the deficiencies identified at the time

to meet foreign MLA requests concerning ML; and a general | of publishing.
framework for assistance in relation to predicate offences with
no link to ML was lacking.

MER RATING: NC FUR RATING: NC

PROGRESS

Pakistan recently passed the Mutual Legal Assistance (Criminal Matters) Act, 2020.2¢ The provisions of this act can be seen as sufficient
to overcome some of the deficiencies with regards to Recommendation 38. Section 3 of the Act has provided an alternate pathway for
executing MLA requests in the absence of a bilateral or multilateral treaty between Pakistan and the requesting countries. Section 14
of the Act empowers the Central Authority to enter into agreements for transfer of proceeds from the confiscated property. Section
calls for addressing MLA requests in cases where the alleged offence is also a criminal offence under Pakistani laws. Similarly, Section 13
provides guidance on foreign requests for seizing property provided that the property has been obtained from proceeds of a criminal
activity under Pakistani law.

Pakistan’s Ministry of Interior (MOI) passed the Mutual Legal Assistance - Internal Guidelines?’ to give effect to the MLA Act 2020.
These Guidelines have been designed to assist foreign countries understand the steps which are to be followed when requesting in-
ternational cooperation from Pakistan and the information which is required to be sent for meaningful reply. The process of executing
incoming and outgoing MLA requests is detailed, including methods and details of assistance requested as well as the conditions for
refusal of MLA request. According to Section 4.3, where the central authority approves a request of a country to restrain dealings in
any properties, some or all of which are located in Pakistan, the central authority may apply to the court for a freezing or seizure order.

Additionally, where a competent court of requesting country has passed a freezing or seizure order, or has passed any amendment in
respect thereof, the central authority shall apply to have the same registered with the court and the freezing or seizure order, or the
amendment thereof, as the case may be, shall not be effective in Pakistan until it is so registered. Where a foreign freezing or seizure
order is registered in accordance with this section, a copy of any amendments made in the order of the country, whether before or after
registration, may be registered in the same manner as the order was registered, but shall not have effect for the purpose of MLA Act
2020 until they are soregistered. Finally, the court shall, on application by the central authority, cancel the registration of a foreign freez-
ing or seizure order, if it appears that the order has ceased to have effect in that country.

ANALYSIS

Sri Lanka was re-rated from PC to LC.?® In Sri Lanka, there was insufficient clarity in relation to the ambit of the provisions in the Mutual
Assistance in Criminal Matters Act 2002 (MACMA) for asset tracing, freezing and confiscation. Provisions in the MACMA for asset

265 FATF Recommendations 2020

266 Mutual Legal Assistance (Criminal Matters) Act, 2020
http://senate.gov.pk/uploads/documents/1597661983_546.pdf

267 MLA Internal Guideline, Ministry of Interior 2020 - The Gazette of Pakistan
https://interior.gov.pk/index.php/downloads/category/1-forms?download=212:mla-guidelines.

268 5ri Lanka: FUR
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/APG-Follow-Up-Report-SriLanka-2020.pdf
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tracing, freezing and confiscation were not broad enough to cover a wide range of foreign orders. Important legislative changes
to the MACMA in 2018 give a clear legal basis for Sri Lanka to take expeditious action in response to requests by foreign countries to
identify, freeze, seize, or confiscate the widest range of property. This should be given particular weight. Sri Lanka has begun to support
implementation of elements of asset sharing, and it is clear that there are no legal restrictions in relation to sharing of confiscated assets
when confiscation is a result of coordinated law enforcement action.

As highlighted above, FATF evaluations attach significant weight to MLA in matters of terrorism and terrorist financing. While the sec-
tions of the Mutual Legal Assistance (Criminal Matters) Act, 2020 that have been highlighted above do not specifically mention terror-
ism, terrorist financing or drug related offences, it should be remembered that all these are criminal offences under Pakistani law. How-
ever, according to the MOI's MLA Internal Guidelines, TF/ML cases are top-priority. The ATA and AMLA frameworks include detailed
provisions for terrorism financing and money laundering, as well as criminalization of predicate offences. Punishments and sanctions
both monetary and in terms of prison sentences have also been enhanced. Pakistan also has coordination mechanisms in place for LEAs
and other investigative agencies, however detailed SOPs for asset-tracing and freezing with regards to MLA requests can further be
developed to achieve full compliance with this Recommendation.

CONCLUSION

Re-rate to Partially Compliant (PC).
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Recommendation 39: Extradition

SUMMARY OF INDICATOR?¢?

Recommendation 39 deals with extradition of individuals who have been accused of money laundering and terrorist financing. It calls on
states to execute such requests in a timely manner, and also prohibits them from providing safe havens to individuals accused of financing
terrorism.

STATUS

e The MER 2019 found Pakistan’s domestic legal framework | « The FUR 2020 did not comment further on Recom-
largely compliant with the demands of the Recommendation. | mendation 39.%*

However, it was noted that there were no case management
system and simplified procedures available for extradition.

PROGRESS

Pakistan was rated largely compliant with Recommendation 39. This was due to the inclusion of Money Laundering and Terrorist Financ-
ing as extraditable offences under its domestic legal framework. Furthermore, Pakistan does not place any restrictions on the extradition
of its own nationals. Pakistan’s failure to be rated as compliant can be put down on the following reasons: absence of a case management
system for extradition. This makes it unclear as to the processes followed from the time an extradition request is received, to the time it
is executed or denied.?”°

ANALYSIS

Mauritania was re-rated from PC to LC.?’* According to the MER, there is no case management system or clear procedures for the
execution of the extradition requests in a timely manner. It does not appear that there is an explicit legal text requiring the concerned
authorities to extradite criminals who are their citizens or to refer the case without delay to the competent authorities in case they refuse
to extradite the criminals on the grounds of nationality. To address the shortcomings, the Article 2/51 of the AML/CFT Law states that
the competent judicial authority may, upon a request by judicial authority in other country, with which Mauritania has valid agreement
or upon the reciprocal principle in the punishable acts pursuant to the applicable laws in Mauritania, provide legal assistance in investi-
gations, trials or proceedings related to crime on urgent basis, provided the delivery should be according to valid agreement between
Mauritania and requesting country or upon the reciprocal principle. If the extradition request for the wanted person is rejected in that
crime, such person shall be tried in Mauritania, using the investigations provided by the country requesting the extradition. Also, all
concerned authorities should prioritize international cooperation requests related to ML/TF and execute the same urgently and to take
effective measures to maintain the confidentiality of the received information. If extradition requests are received from many countries
simultaneously for the same crime, the preference for extradition is given to the country suffered damages to its interests because of
the crime or to the country which the crime took place onits jurisdiction. If the simultaneous requests are related to different crimes, all
circumstances, especially its relative risk, place of crimes, date of each request and the undertaking made by each requesting country to
make reciprocal extradition, should be taken into consideration to determine the preferred one.

CONCLUSION

Retain Largely Compliant (LC) rating.

267 EATF Recommendations 2020

270 MER 2019

271 Mauritania: FUR 2020
http://www.fatf-gafi.org/media/fatf/content/images/MENAFATF-2nd-Enhanced-Follow-Up-Report-Islamic-Republic-Mauritania.pdf
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Recommendation 40: Other Forms of International Cooperation

SUMMARY OF INDICATOR?72

Recommendation 40 calls on states to adopt a proactive approach to cooperation with other countries in the matters of money
laundering and terrorist financing. It requires all such cooperation to have a legislative backing instead of being done on an ad-
hoc basis. It also calls for streamlining of processes to ensure that all MLA requests are executed in a timely manner. The interpre-
tive note to Recommendation 40 highlights principles applicable to all forms of international cooperation. These include obliga-
tions on requesting countries to provide factual and accurate information in MLA requests, prohibitions on unduly restrictive
information exchange measures, safeguards on information exchange and empowering local authorities to search for information.
The interpretive note also highlights principles applicable to specific forms of international cooperation. These include informa-
tion exchanges between financial intelligence units (FIUs), financial supervisors, law enforcement authorities and non-counterparts.

STATUS

e The 2019 MER noted that there was limited information on |  Since the MER, FMU has signed seven new MOUs
how requests are coordinated nationally by region or LEA and | with China, Kazakhstan, Lebanon, Malawi, Qatar, Sey-

that different states appeared to operate in silos. chelles and the UK to improve its informal exchange
of information.

MER RATING: PC FUR RATING: PC

PROGRESS

Pakistan was rated partially compliant on Recommendation 40. In order to achieve full compliance, Pakistan needs to ensure the follow-
ing:

a.Pakistan’s existing MLA regime provides different powers to different authorities. However, there needs to be more clarity as to how
this information is coordinated at national and regional levels, as well as between Law Enforcement Agencies.

b. At present, it appears that different state entities operate in silos. There needs to be a more coordinated effort to tackle ML and TF.272

The recently passed Mutual Legal Assistance (Criminal Matters) Act, 2020 can play help in overcoming deficiencies with regards to
Recommendation 40. This is due to provisions such as Section 4 of the Act expands on the functions of the Central Authority which is
the primary body to carry out the functions of the Act. The Central Authority is responsible for receiving and dealing with MLA requests
from other countries. This can help in overcoming deficiencies related to national and regional coordination, as well as the problem of
entities operating in silos. Various sections of the Act require the Central Authority to reach out to the courts, who then involve the law
enforcing agencies to act on the MLA request.

ANALYSIS

Tunisia retained its LC rating.?’4 Tunisia addressed the deficiencies related to this recommendation by granting the supervisors of finan-
cial sector the powers to exchange information on the international level, signing many agreements with counterparts as well as joining
international organizations to improve the level of information exchange on a wider scope.

LEAs and other agencies in Pakistan now have detailed coordination mechanisms with the FMU, through which information is shared
and administrative action is conducted. The provisions of the MLA Act and the Central Authority as laid out above further enhance com-

pliance with this provision. Therefore, Pakistan can be re-rated to LC.

CONCLUSION

Re-rate Largely Compliant (LC) rating.

272 FATF Recommendations 2020

273 MER 2019

274 Tunisia: FUR 2019
http://www.fatf-gafi.org/media/fatf/documents/reports/fur/MENAFATF-FUR-Tunisia-2020.pdf
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CONCLUSION

Pakistan has enacted key foundational changes to its AML/CFT frameworks, particularly indicated by the passage of amendments to the
Anti-Terrorism Act, 1997 and the Anti-Money Laundering Act, 2010. The rules and regulations now being formed under the ambit of the
AMLA in particular have significantly impacted the regulatory landscape of Pakistan. Particularly, the stringent regulation of DNFBPs
under the new AMLA regime has transformative potential for the economy, if applied to the full extent of the law.

Legislatively, Pakistan’s rating on the FATF’s Technical Recommendations is likely to improve. However, it is critical to note that the APG-
FATF take into account broad-scale governmental action during their assessments. This means analyzing both legislative/regulatory
frameworks as well as practical implementation. With this report, we have strived to chart Pakistan’s legislative and regulatory perfor-
mance Vvis-a-vis other comparable jurisdictions, and Pakistan’s own deficiencies as recognized in the MER.

Along with targeted action and law-making, it is critical that large scale capacity building endeavors in AML/CFT are undertaking by Paki-
stan for all justice sector actors across the country along with entities responsible for the implementation of FATF Recommendations.
Pakistan’s criminal justice system is, in general, plagued with antiquated laws, procedures, and operational failures during investigation
and prosecution. The nature of terrorism financing and money laundering today requires expertise in specialist investigative techniques
and reliance on evidence that goes beyond traditional ocular testimony and confessions. Despite enhanced AML/CFT frameworks, im-
plementation and effective measurement of results is critical in gauging the success of new laws and policies, as well as in conveying
Pakistan’s progress to the FATF and other international bodies.

Pakistan’s experiences as a frontline state in the war on terror have been of immense value to countries all over the world. Its successes
in counter-terrorism and counter-insurgency operations, from the former FATA region to Karachi, are perhaps without precedent and
have been lauded globally. However, it did not effectively leverage its AML/CFT framework to augment its successes even further. In
this context, the FATF grey-listing may have provided Pakistan with a historic opportunity for sustained, focused institutional reform
and capacity-building which will have positive spillover effects for its economy and justice systems in the long run. It will also pave the
way for Pakistan to eventually become a full-member of FATF and contribute to the evolution of the global framework on AML/CFT as

aresponsible State.
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ABOUT US

The Research Society of International Law (RSIL) is a private sector research and policy institution based in Pakistan. Founded in
1993, by Mr. Ahmer Bilal Soofi, RSIL’s mission is to conduct research on the intersection between international law and the Pakistani
legal context. Today, it is the largest legal think-tank in Pakistan with a highly qualified research staff, possessing a broad spectrum of
specializations in both international and domestic law. For almost three decades, RSIL has been at the forefront of generating knowledge
products and creating the basis for further research in areas vital to Pakistan’s future. At this critical juncture, when Pakistan finds itself
‘Grey-Listed’ by the Financial Action Task Force and is in the midst of addressing serious concerns with its international anti-money
laundering and counter-terrorism financing obligations, RSIL is once again playing its part in the national debate by developing detailed
research material and training guides on Pakistan's AML/CFT frameworks as well as on-going academic commentary and analysis on
recent developments. In the past 12 months, our research team has trained nearly 250 justice sector actors on this area in all four prov-
inces of the country and is in the process of finalizing a web portal featuring comprehensive legal information and analysis relating to
Pakistan's AML/CFT frameworks.

RSIUs research team, in collaboration with international experts, has developed a comprehensive Guide on the Effective Investigation
and Prosecution of Terrorism Financing and Money Laundering Offences in Pakistan, which can be accessed at https://ctfpak.com/
guide-download/.

For more information on our work, please write to us at info@rsilpak.org or visit our website www.rsilpak.org.
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PAKISTAN'S COMPLIANCE WITH THE
FATF TECHNICAL RECOMMENDATIONS

As of February 2020
(APG-FUR)

Category FATF Recommendation Rating

Compliant Largely Partially Non-
(C) Compliant | Compliant | Compliant
(LC) (PC) (\[@)]

AML/ 1. Assessing risks & applying a risk-based approach v
CFT Policies &
Coordination

ML & Confiscation L ML Offence

National cooperation and coordination

Confiscation and provisional measures

TF & Financing of E TF Offence
Proliferation

Targeted financial sanctions relations to terrorism and
TF

Targeted financial sanctions related to proliferation
Non-Profit Organizations (NPOs)

Preventive Mea- , Financial Institution Secrecy Laws
sures

Customer Due Diligence

Record-Keeping

Politically Exposed Persons (PEP)

Correspondent Banking

Money or Value Transfer Services (MVTS)

New Technologies

Wire Transfers

Reliance on Third Parties

Internal Controls and foreign branches and subsidiaries

Higher Risk Countries

Reporting of Suspicious Transactions

Tipping-off and confidentiality
DNFBPs: Customer Due Diligence
DNFBPs: Other Measures

Transparency & b Transparency and BO of legal persons
BO

Transparency and BO of legal arrangements

Powers and b Regulation and supervision of financial institutions
Responsibilities
of Authorities &
Other Measures b Regulation and supervision of DNFBPs

Powers of supervisors

Financial Intelligence Units (FIUs)

Responsibilities of law enforcement agencies and inves-
tigative authorities

Powers of law enforcement and investigative authorities

Cash Couriers

Statistics

Guidance and Feedback

Sanctions

International b International Instruments
Cooperation

Mutual Legal Assistance

Mutual Legal Assistance: Freezing and confiscation

Extradition

Other forms of international cooperation
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RSIL'S UPDATED RATING TECHNICAL
COMPLIANCE - PAKISTAN

As of December 2020

Category FATF Recommendation Rating

Compliant Largely Partially Non-
(C) Compliant | Compliant | Compliant
(LC) (PC) (\[@)

AML/ 1. Assessing risks & applying a risk-based approach v
CFT Policies &
Coordination

ML & Confiscation L ML Offence

National cooperation and coordination v

Confiscation and provisional measures

TF & Financing of E TF Offence
Proliferation

Targeted financial sanctions relations to terrorism and
TF

Targeted financial sanctions related to proliferation
Non-Profit Organizations (NPOs)

Preventive Mea- ; Financial Institution Secrecy Laws
sures

Customer Due Diligence

Record-Keeping

Politically Exposed Persons (PEP)

Correspondent Banking

Money or Value Transfer Services (MVTS)

New Technologies

Wire Transfers

Reliance on Third Parties

Internal Controls and foreign branches and subsidiaries

Higher Risk Countries

Reporting of Suspicious Transactions

Tipping-off and confidentiality
DNFBPs: Customer Due Diligence
DNFBPs: Other Measures

Transparency & b Transparency and BO of legal persons
BO

Transparency and BO of legal arrangements

Powers and b Regulation and supervision of financial institutions
Responsibilities
of Authorities &
Other Measures b Regulation and supervision of DNFBPs

Powers of supervisors

Financial Intelligence Units (FIUs)

Responsibilities of law enforcement agencies and inves-
tigative authorities

Powers of law enforcement and investigative authorities

Cash Couriers

Statistics

Guidance and Feedback

Sanctions

International b International Instruments
Cooperation

Mutual Legal Assistance

Mutual Legal Assistance: Freezing and confiscation

Extradition

Other forms of international cooperation
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Anti-Terrorism (First Amendment) Act, 2020?

The original penalties already provided in the Anti-Terrorism Act, 1997 were not deemed sufficient for
violations of asset seizure provision in section 11-O and the amount of fine was deemed insufficient.
The new amendment Act sought to remedy the same.

Section 2 adds to the definition of the person, delineating it as “any natural, legal person or body cor-
porate” Amendments made in sub-section (2) of Section 110, Act of 1997, the “penalty of fine not
exceeding Rs10 million” has been substituted with a maximum fine of Rs25 million and the terms on
conviction up to 10 years or both.

In sub-section (3), the fine has been increased up to Rs25 million, punishment of maximum 10 years on
conviction or with both if director, officer or employees were found guilty of the violation. Further, if
any public servant is found negligent in complying with these provisions, the respective authority will
take administrative actions against him under the respective service rules.

A new section titled Section 11-OQO is added which enforces the decisions of United Nations Secu-
rity Council’s Resolutions (1267 and 1373), pertaining to counter-terrorism measures to check ter-
rorism financing by making and enforcing such provisions in the domestic laws. According to Section
11-O0Q0, any refusal or non-compliance of the orders of the federal government under section 2 of
the United Nations (Security Council) Act 1948 was a punishable offence under Section 11-OO. Vio-
lation of the UN Security Council Resolutions - and the person shall be liable to imprisonment of ten
years, or a fine of rupees twenty-five million, or both. This not only strengthens sanctions and penalties
against violations, but also entrenches compliance to the UNSC Act, 1948 within the ATA framework.

Anti-Terrorism (Second Amendment) Act, 20203

The second amendment to the ATA in 2020 alters Section 11EE-(2) adding a clause that prohibits the
provision of loans or financial assistance to those associated with banned organizations and restricting
all banks and financial institutions from issuing credit cards to individuals on the proscribed persons
list. It further states that arms licenses already issued to such individuals would be revoked and their
weapons confiscated. No new licenses will be issued to such people and they will be penalized for car-
rying weapons.

Accordingto Section 11-J, a person providing money, property or otherwise facilitating the travel of an
individual for the purpose of perpetrating, participating in, assisting or preparing for a terrorist act or
for providing or receiving training for terrorist activities, will have committed an offence.

Penalties under section 11-N are made further strict as purported: “If a legal person commits an of-
fence under sections 11H to 11K such person shall be liable on conviction to a fine not exceeding fifty
million rupees.” Every director, employee or officer of such a person found guilty of the same will be
fined up to twenty-five million rupees and/or imprisonment between 5-10 years.

Changes have also been made to Section 11-O, with clause (d) further strengthening freezing and sei-
zure of assets, by ensuring within 48 hours that the seized property or assets will not be made available
in any way to the proscribed person or organization, or other affiliates — and that documentation will
be kept to that effect. Money or other property acting on behalf of or at the discretion of proscribed
persons or organizations will be frozen or seized “without delay” (S.11-O(e)). The state is also empow-

1 The Anti-Terrorism (Amendment) Act, 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1597043393_568.pdf

2 Anti-Terrorism (Second Amendment) Act, 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1599545548 451.pdf
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ered to freeze the accounts and travel documents of those found to be involved in terrorist activities.
Moreover, in Section 11-O0(1), the ambit of necessary medical, educational and subsistence allow-
ances has been considerably expanded to include basic expenses, foodstuffs, rent/mortgage, medical
treatment or medicines, taxes, insurance premiums, public utility charges, reasonable professional
fees, service charge for frozen funds or such money as may be required for meeting “extraordinary
expenses.

A new sub-section (6A) adds to Section 11-Q, whereby courts are empowered to forfeit any other
property of the accused in the event that the initial property in question cannot be forfeited. In Section
19, itisrecommended that members of the JIT be able to co-opt any additional person from Federal or
provincial institutions to aid in investigations.

Lastly, failure to observe the clauses in Section 21-EE (Power to call information), will now result in
harsher punishments, up to three years imprisonment and/or fines of up to one million rupees (up from
two years imprisonment and fine of one hundred thousand rupees prior).

The Anti-Terrorism (Third Amendment) Act, 20203

Formerly introduced as the Code of Criminal Procedure (Amendment) Bill, 20204, this amendment
seeks to update investigation techniques, particularly in cases pertaining to ML/TF. The amendment,
through the addition of Section 19-C in the Anti-Terrorism Act (ATA) 1997, allows investigating of-
ficers to use techniques such as going under cover, intercepting communications, assessing computer
systems and controlled delivery amongst others in order to tackle cases involving “inancing of ter-
rorism under the law in force.”” Such techniques will be in force for 60 days, after which the court can
extend it for another 60 days, to be requested in writing.

Furthermore, in subsection 2, the Federal Government is empowered to frame rules to regulate the
procedure and execution of order for the purposes of this section.

Anti-Money Laundering (First Amendment) Act, 20207

In September 2019, the Anti-Money Laundering (Amendment) Bill 2019 was laid in the National As-
sembly. The purpose of the amendment was to strengthen the current Anti Money Laundering regime
in the country with more stringent provisions. Its title was formally changed to Anti-Money Launder-
ing (Amendment) Act, 2020 as deliberations continued into the following year.

According to Section 4, violators of the law would now be subject to greater financial penalties i.e. fines
would be increased from 1 million rupees to 5 million rupees, and sentences would be increased from
two years to ten years imprisonment.

Anti-Money Laundering (Second Amendment) Act, 2020

Amongst the 3 outstanding points on FATF's 27-point Action Plan, Pakistan is required to specifically
8 Anti-Terrorism (Third Amendment) Bill, 2020 - as passed by the National Assembly
http://na.gov.pk/uploads/documents/1600179304_607.pdf

4The Code of Criminal Procedure (Amendment) Bill, 2020 - as introduced in the National Assembly
http://www.na.gov.pk/uploads/documents/1595864770_207.pdf

> Anti-Terrorism (Third Amendment) Bill, 2020 - as passed by the National Assembly
http://na.gov.pk/uploads/documents/1600179304_607 .pdf

¢ |bid.

7 Anti-Money Laundering (Amendment) Act, 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1594966135_597.pdf

8Anti-Money Laundering (Second Amendment) Bill, 2020 - as Passed by the National Assembly
http://na.gov.pk/uploads/documents/1598354531_313.pdf
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strengthen its TF regime.

The AMLA (Second Amendment) Act attempts to particularly address these concerns. Interms of legal
clarity, multiple definitions have been amended and enhanced in Section 2. Furthermore, functions and
powers of AML/CFT regulatory authorities have been clearly defined with powers to issue licenses,
regulate and perform other ancillary functions to comply with provisions of the AML Act. Penalties
have been made more stringent, with fines increased from 5 to 25 million rupees for money launder-
ing, with the fine for legal persons rising up to 100 million (Section 4).

In terms of ensuring enhanced collaboration between different agencies and authorities, Section 5
establishes the National Executive Committee (NEC). Section 6A further introduces an AML/CFT
regulatory authority, as well as mandates international cooperation by regulators while setting up an
oversight Body for SRBs (Self-Regulatory Body) for broader oversight.

Additions were made to Section 7, with Customer Due Diligence (CDD) mandated, including relying
onthird parties to ensure CDD. Section 7A specifies requirement to hold records obtained via CDD up
to 5 years, while 7F mandates the integration of risk-based assessments within organizations. Profes-
sional training and compliance programs are mandated (7G), and 7| imposes sanctions for reporting
bodies not conforming to the new sections.

Importantly, offences under Section 21 of AMLA would now be considered “cognizable” offences as op-
posed to “non-cognizable” in line with the recommendations of the Financial Action Task Force (FATF).
Section 25 promotes coordination by ensuring cooperation between federal officers and provincial
officers.

Finally, schedules were amended and added pertaining to listing Members of National Executive Com-
mittee, listing Members of General Committee as well as listing the regulators for AML/CFT regula-
tory authorities for the purposes of the Bill.

Mutual Legal Assistance (Criminal Matters) Act, 2020°

The MLA Act 2020, formalizes the processes of requesting and providing legal assistance to and from
foreign governments when investigating criminal conduct. Section 3 of the Act states that the manner
of MLA may be provided on the basis of a reciprocal agreement or other arrangements; and if both do
not exist, then the provisions of the MLA Act will prevail.

As per Section 7, Pakistan would receive and act upon requests relating to a criminal offence either
committed or suspected to have been committed in a foreign country when notified. Section 4 lays
out the functions of central authority in coordinating MLA requests. After an MLA request has been
sought by Pakistan, the central authority may authorize temporary detention in Pakistan of the of-
fender, if he has been in detention in the sending state.

Section 17 stipulates that Pakistan may refuse the request of assistance to a foreign government if it
jeopardizes its national security interests, if the request made is contrary to the laws of Pakistan, if it
is prejudicial to an investigation or on-going proceedings, or if it violates international conventions of
human rights.

This Act was designed to accommodate international cooperation in criminal matters through mutual
legal assistance. In the statement of objectives and reasons, it is mentioned that the Act intends to
bridge existing gaps in countries towards effective law enforcement.

? Mutual Legal Assistance (Criminal Matters) Act, 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1597661983_546.pdf
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Companies (Amendment) Act, 20201

The Companies Act has been amended to ensure companies policies are in alignment with FATF stan-
dards. Anew section (60A) has been introduced, which delegitimizes practices involving bearer shares,
stating “no company shall allot, issue, sell, transfer or assign any bearer shares, bearer share warrants
or any other equity or debt security of a bearer nature, by whatever name called, and any allotment, is-
sue, sale, transfer, assignment or other disposition of any such bearer shares or bearer share warrants
or any other equity or debt security of a bearer nature, shall be void.” Furthermore, subsections of 60A
which require either registration or cancellation of such shares, as well as subsections which introduce
a penalty of up to one million rupees for a person, or ten million rupees for a company upon failure to
comply.

As well, section 123A has also been introduced, which makes it compulsory for companies to retain
information and records of their ultimate beneficial owners, and to maintain a register of their par-
ticulars and any changes therein. Failure to comply with this can result in a penalty of up to one million
rupees for a person, or ten million rupees.

Finally, amendments have been made to section 431 pertaining to the disposal of books and papers of
a company. Hereby, it is stated that no responsibility will fall on the company or the liquidators or any-
one managing the books once five years have lapsed from the dissolution of the company (increased
fromthree years).

Limited Liability Partnership (Amendment) Act, 2020**

In line with the Companies (Amendment) Act, the Limited Liability Partnership (Amendment) Act was
concurrently introduced in the Parliament, as well as the respective Standing Committee in the Sen-
ate. The aim was that jointly, these two legislations will work to ensure transparency in terms of ascer-
taining ownership, and aid the AML framework in the country by providing effective methods to trace
the money trail to the rightful owners, further curbing down benamidaars and money launderers.
Amendments to section 8 make it necessary for partnerships to “obtain, maintain and timely update
particulars of ultimate beneficial owner, including any change therein, of any person whois a partnerin
limited liability partnership in such form, manner and submit such declaration to the registrar as may
be specified” Furthermore, penalties of up to one million rupees for a person, or ten million rupees for
a limited liability partnership are introduced upon failure to comply with the requirements of this sec-
tion.

Islamabad Capital Territory Trust Act, 2020%2

This Act governs the registration, administration and monitoring of trusts registered within the ter-
ritorial limits of Islamabad Capital Territory since the Trust Act, 1882 (11 of 1882) does not cater ef-
fective administration and financial monitoring and evaluation of trusts presently. The Act also further
enhances oversight and trust property management, thereby contributing to FATF Immediate Out-
come 3 concerning expanded supervision.

Section 2 defines trust as the “obligation annexed to the ownership of property and rising out of the

confidence reposed in and accepted by the owner or declared and accepted by him for the benefit of
10 Companies (Amendment) Act, 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1599202456_253.pdf
" Limited Liability Partnership (Amendment), 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1599202368_577.pdf
2 |slamabad Capital Territory Trust Act, 2020 - The Gazette of Pakistan
http://senate.gov.pk/uploads/documents/1599545842_287 pdf
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the beneficiary.” Section 3-11 further lay down rules regarding the validity of trusts, creation of trusts,
and who may be eligible to be beneficiaries or trustees.

Section 13 mandates the application for registration of the trust, section 14 discusses the verification
of trust application, and section 15 requires registration of all moveable and immovable properties
under the name of the trust. Section 16 requires a certificate of registration to be issued to the trustee
once all legal requirements have been met under sections 13-15. The registration of the application
may be refused if “the purpose of the trust is unlawful or the trust proceeds are suspected to be pro-
ceeds of crime.” The director can also refer the application back to law enforcement agencies for legal
or other action if any person associated with the trust or exercising effective control over the trust are
declared ‘proscribed’ under the Anti-Terrorism Act 1993, or the United Nations Security Council Act,
1948 (S.16(2)).

Moreover, section 17 empowers the director of the trust, or the district magistrate (ICT) or the pro-
vincial government to summon any information relation to the trust for any purpose. The director can
be fined up to rupees one million if the trustee is found to be in violation of the purpose of the trust, or
fails to provide information (S.17(3)). According to Section 109, the Chief Commissioner of ICT is also
empowered to make rules with regards to the Act within sixty days of its enactment, as required.

Islamabad Capital Territory Waqf Procedure Act, 202013

Introduced jointly with the ICT Trust Property Act 2020, this Bill seeks to enhance the effectiveness
of the implementation of the Orders passed by the Federal Government by ensuring proper manage-
ment, supervision and administration of waqgf properties in the territorial limits of Islamabad Capital
Territory.

Section 2 defines “waqgf property” as property of any kind permanently dedicated by a Muslim for any
purpose recognized by Islam as religious, pious or charitable, but does not include property of any
wagf such as is described in section 3 of the Mussalman Wagf Validating Act, 1913 (VI of 1913), under
which any benefit is for the time being claimable for himself by the person by whom the wagf was cre-
ated or by any member of his family or descendants.

According to Section 3, the Chief Commissioner, ICT shall appoint a chief administrator Augaf for the
Islamabad Capital Territory (ICT) and may by order, vest in him, the waqgf properties situated in the
territorial limits of ICT including all rights, assets, debts, liabilities and obligations relating thereto. This
will bring wagf properties into administrative control. Section 21 further empowers the chief adminis-
trator to issue instructions as required.

Section 6 mandates registration of wagf property and the administrator is required to fulfill all legal re-
quirements pursuant to this. Section 22 states that information will be readily provided to competent
authorities, including domestic and international authorities, including but not limited to “beneficial
ownership of wagf property, the residences of the staff who have control over the waqgf properties,
any assets held or managed by a reporting entity in relation to wagf property or any other information
relating to the waqf as specified in Anti Money Laundering Act, 2010 (VII of 2010).” According to Sec-
tion 26, failure to comply with the provisions of Act will result in imprisonment of 1-5 years, as well as
a fine equivalent of the amount of benefit derived from the waqgf property.

% |slamabad Capital Territory Wagf Procedure Bill, 2020 - as Passed by the National Assembly
http://www.na.gov.pk/uploads/documents/1598354469_547 pdf
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SBP’S AML/CFT/CPF Regulations for Regulated Entities 20204

In accordance with the powers conferred by Section 6A (2) of the Anti-Money Laundering Act, 2010
(Act), SBP issued the Anti-Money Laundering, Combating the Financing of Terrorism & Counter Pro-
liferation Financing (AML/ CFT/ CPF) Regulations for Regulated Entities (REs). These regulations
update the previous AML/CFT Regulations passed in 2018, adding comprehensively to risk-based
frameworks, record-keeping and reporting of transactions operationalized in the banking sector. Tar-
geted financial sanction (TFS) obligations (Regulation 4) are also included in these regulations, man-
dating that banks ensure that no funds are made available to any proscribed individual or entity as per
UNSC Freezing and Seizure Order, 2019 - and that necessary mechanisms be put in place to ensure
complete adherence to UNSC Resolutions 1267 and 1373 via relevant provisions of the ATA 1997
and the UNSC Order 2019.

Regulations governing further technical banking operations, such as correspondent banking (Regu-
lation 9), MVTS (Regulation 10), wire/funds transfer (Regulation 11), and use of new technologies
(Regulation 12) are also provided for. Regulated entities are further mandated to ensure verification,
ensure adherence to AML/CFT regulations during transactions and allow for risk mitigation wherever
possible. Regulations governing internal controls and counter-measures for high-risk jurisdictions are
also important as they ensure that transnational inflow/outflow of funds is accounted for, and transac-
tions with high-risk jurisdictions are subject to appropriate monitoring. Moreover, any violation of the
aforesaid AML/ CFT/ CPF Regulations shall attract penal as well as administrative action under the
applicable laws/rules/regulations.

SRO 921: SECP AML/CFT Regulations 2020%°

The notification allows for the creation of the SECP AML/CFT Regulations 2020, based on powers
conferred under Section 6A of the AMLA. Regulations 4-5 lay down mechanisms for risk assessment
to be taken by a regulated person in addition to risk mitigation steps that compel the regulated person
to apply arisk based approach. The notification further states that the regulated person shall conduct
Customer Due Diligence (CDD) in the circumstances and matters set out in section 7A(l) and 7(E) of
the AML Act, including ongoing due diligence on the business relationship. The notification also lays
down mechanisms for enhanced due diligence, simplified due diligence and the tests that must be ap-
plied to existing customers based on prior risk-based assessments. Regulated persons shall apply the
countermeasures including but not limited to, enhanced due diligence proportionate to the risk as in-
dicated by the Federal Government, pursuant to recommendations by the National Executive Com-
mittee and when called upon to do so by the FATF. The notification also highlights TFS obligations un-
der the United Nations (Security Council) Act 1948 in Regulation 25, mechanisms for record keeping,
compliance programs, correspondent relationship, and penalties. It further mandates record-keeping
and creation of extensive compliance programs by regulated entities to record and enforce these regu-
lations.

SRO 924(1)/2020 FBR Regulations for DNFBPs, 20201¢

The notification applies to Designated Non-Financial Businesses and Professions (DNFBPs), recog-
nized by the NRA 2019 with significant inherent ML/TF vulnerabilities. This SRO lays down a compre-
hensive set of regulations governing DNFBPs such as real estate agents, jewelers, and accountants.
Section 3 of the notification expands upon registration and market entry control of DNFBPs. The noti-

4 SBP AML/CFT/CPF Regulations for Regulated Entities 2020 - The Gazette of Pakistan
https://www.sbp.org.pk/bprd/2020/C5-Annex.pdf

5SRO 921(1)/ 2020 SECP Regulations 2020 - The Gazette of Pakistan
https://www.dawoodtakaful.com/File/SECP-AML-CFT-Regulations-2020.pdf

16 SRO 924 (1)/ 2020, Regulations for DNFBPs, Federal Board of Revenue 2020- The Gazette of Pakistan
https://download1.fbr.gov.pk/SROs/2020929179768055R0O9242020.pdf
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fication further emphasizes upon risk assessment and mitigation by DNFBPs. Section 4 states that the
DNFBPs shall take appropriate steps in accordance with section 7F of the AML Act to identify, assess,
and understand their risks for customers, countries or geographic areas, and products, services, trans-
actions, or delivery channels. Section 6 of the notification stresses upon record keeping mechanisms
to be maintained by DNFBPs. The notification sets out internal policies, procedures, and control to be
maintained by regulated persons in order to comply with compliance programs set out in Section 7G of
the AML Act. Section 8 expands upon customer due diligence and mechanisms of beneficial ownership
to be undertaken by DNFBPs. The notification expands upon enhanced due diligence and simplified
due diligence. It also sets out compliance mechanisms for DNFPs to fulfill requirements of Section 7H
of the AML Act. The DNFBP shall file STR and CTR to FMU, as per requirements prescribed by FMU
as required under section 7 of AML Act. The record to be maintained and furnished by the Accoun-
tants, Real Estate Agents and Jewelers under these rules and as required by AML Act shall be subject
to inspection by FBR, as laid down in section 6A(2)(f) of AML Act, who may be assisted by other law
enforcement agencies.

SRO 949: Pakistan Post AML/CFT Regulations, 2020?’

The Pakistan Post Supervisory Board, exercising powers granted under Section 6A of the AMLA lays
down a comprehensive set of regulations governing the Pakistan Post through the AML/CFT Regula-
tions, 2020. Regulation 3 mandates Pakistan Post Office Department (PPOD) carrying out risk assess-
ments and consequently mitigating risks when there is reason to suspect possible money laundering or
terror financing operations. Chapter Three of this document is a lengthy discussion on the importance
and management of identification and verification of all customers and beneficial owners who con-
duct operations through this department. This is intended to increase Pakistan Post’s compliance with
Section 7A of the Anti-Money Laundering Act. Chapter Four elaborates upon the situations in which
third parties can be relied upon to identify customers. Regulation 5 holds that Pakistan Post will be
held liable for any failure on the part of the third party, and that it must ensure that such a third party
takes measures which are compliant with the AML Act. This document also highlights the require-
ments of the AML Act when it comes to maintaining internal controls and makes it obligatory upon the
Pakistan Post to ensure these are in place. Section 7 discusses Targeted Financial Sanctions (TFS) and
obligations as specified under the Anti-Terrorism, or UNSC, Act and the AML Act. Regulation 8 fur-
ther outlines Pakistan Post’s duty to report suspicious transactions and attempted transactions to the
FMU as required under the AML Act, regardless of the value of the transaction. The PPOD is also also
obligated to maintain clear and organized records which must be promptly delivered if the Supervisory
Board requests them. If it fails to comply with the above regulations and procedures, the Pakistan Post
will be subject to sanctions imposed by the Supervisory Board.

Pakistan Post (Targeted Financial Sanctions) Guidelines, 202018

These guidelines direct the Pakistan Post to abide by its TFS obligations as per domestic legal instru-
ments laid out under the United Nations Security Council Act, 1948, United Nations Security Council
Freezing and Seizure Order 2019, SROs issued under UNSC Act, Anti-Terrorism Act, 1997 and the
AML Act, 2010. They elaborate on the guidelines provided by MOFA and NACTA, ensuring that Paki-
stan Post would educate its user in cases of wrongful or inadvertent freezing.

7SRO 949 (1)/ 2020, Pakistan Post AML/CFT Regulations 2020- The Gazette of Pakistan
https://www.fmu.gov.pk/docs/Gazette-Notification-PPOD-AML-CF T-Regulations-2020.pdf

18 Pakistan Post (Targeted Financial Sanctions) Guidelines, 2020- The Gazette of Pakistan
https://www.fmu.gov.pk/docs/SB-Notification-PPOD-TFS-Guidelines-2020.pdf
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SRO 956: National Savings (AML and CFT) Regulations, 20207

These regulations were issued by the National Savings (AML and CFT) Supervisory Board for National
Savings Schemes in accordance with the powers granted under Section 6A of the AML Act, 2010. The
National Savings (AML and CFT) Regulations, 2020 allows for the application of AML/CFT regulations
to the operations of the Central Directorate of National Savings (CDNS). Regulation 3 states that the
CDNS will take the necessary steps and precautions to identify, assess and consequently mitigate risks
of ML and TF. Identification and verification of all customers and beneficial owners will be conducted.
Regulation 5 allows CDNS to rely on a third party to carry out such identification but reminds us that
if there is any failure or violation of the regulations listed previously, CDNS will be held liable. CDNS
is also required to ensure that the third party’s measures comply with the obligations of the AML Act.
Chapter 5 focuses on the need and methods to maintain internal controls including ongoing employee
training programs etc. to ensure a system of checks and balances. Targeted Financial Sanctions (TFS)
are also discussed along with their obligations under the Anti-Terrorism Act which dictate that the
CDNS is obligated to develop mechanisms to screen and monitor existing and potential customers.
If any matches in such processes are found with proscribed persons, then the protocol is also listed
which the CDNS must comply with. The CDNS are also required to report any suspicions of criminal
activity, money laundering or terrorist financing to the FMU. Chapter 8 of this document requires that
they maintain effective and clear records which can promptly be submitted to the Supervisory Board
at any moment they request. Failure to comply with these regulations or any such violation will be met
with sanctions as noted in the final chapter of this document.

Guidelines on UNSC Targeted Financial Sanctions/Proliferation Financ-
ing (TFS/PF) by the CRMC (30th September)?°

The Guidelines on UNSC Targeted Financial Sanctions/Proliferation Financing were issued as a re-
sponse to UNSC's resolution 1718, under which sanctions were imposed on the Democratic Peoples’
Republic of Korea (DPRK). The guidelines focus on the administrative arrangements and channels that
ensure the implementation of UNSC's resolutions in Pakistan. Under the Resolution 1718, sanctions
have been imposed on Arms related material Embargo and direct or indirect supply of nuclear related
items, ballistic missiles, and weapons of mass destruction. It further expands upon the legal frame-
work in Pakistan for the implementation of UNSC Resolutions, including the relevant provisions of the
UNSC Act 1948, and the framework of SROs and other regulations activated to implement the same.

The guidelines also explain the relevance of the FATF Technical Recommendation for Proliferation Fi-
nancing, and further explains the provisions of travel ban, asset freeze and arms embargo as per UNSC
Resolutions 1267 and 1373. Section V lays out penalties for sanctions violations, including violations
under the UNSC Act 1948 as well as non-compliance of other relevant SROs and legal provisions. The
Annex provides further guidance on potential red flags and elements that indicate proliferation financ-
ing, understanding of obligations and potential follow-up actions to mitigate proliferation-financing
and related risks.

SRO 950: AML/CFT Sanctions Rules 20201

In exercise of the powers conferred by section 43 of the Anti-Money Laundering Act 2010 (Act VII of

7SRO 956 (1)/ 2020, National Savings (AML and CFT) Regulations, 2020 Central Directorate of National Savings 2020- The Gazette
of Pakistan
http://www.finance.gov.pk/budget/NS_AML_CFT_Regulations_2020.pdf.
20 Guidelines on UNSC Targeted Financial Sanctions/Proliferation Financing (TFS/PF) by the CRMC, Ministry of Foreign Affairs- The
Gazette of Pakistan
http://secdiv.gov.pk/uploads/CRMC_Guidelines_on_TFS_for_PF-38da.pdf
21SRO 950 (1)/ 2020, AML/CFT Sanctions Rules 2020, Ministry of Interior 2020 - The Gazette of Pakistan
https://www.fmu.gov.pk/docs/AML-CFT-Sanction-Rules-2020-SRO-NO-250I-2020.pdf
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2010) read with clauses 6A and 6C, the Ministry of Finance laid out AML/CFT Sanctions Rules, 2020
to expand the scope of sanctions applied and further align them with the provisions of the FATF Rec-
ommendations. Rule 3 elaborates upon the power of these rules to sanction and states that sanctions
pursuant to these Rules shall be applied by the respective AML/CFT Regulatory Authority without
prejudice to the sanctions in other laws. Rule 4 of the notification sets out the type of sanctions and
penalty amounts. It further states that the Oversight Body for SRBs may impose any or all of the sanc-
tions in respect of a contravention provided in sub-rule (3) of rule 3. The AML/CFT Regulatory Author-
ity shall apply monetary penalties upto Rs. 100 Million per violation, in accordance with the risk-based
penalty scale of the respective AML/CFT Regulatory Authority. When an AML/CFT Regulatory Au-
thority or Oversight Body for SRBs imposes a sanction it shall issue a notice in writing to the person or
SRB in question. Moreover, the person or SRB in respect of whom a sanction has been imposed shall
have the right to file an appeal against the imposition of such sanction.

SRO 951: Counter-Measures for High-Risk Jurisdiction Rules, 2020%2

The notification states that in exercise of the powers conferred by section 43 of the Anti-Money Laun-
dering Act, 2010 the Federal Government, in consultation with the National Executive Committee
(NEC) has enacted Counter-measures for High Risk Jurisdictions Rules, 2020. The National Executive
Committee (NEC) is now obligated to notify a list of high-risk countries, subject to periodic reviews
by the NEC. The Rules further state that the Financial Monitoring Unit shall publish the list of high-
risk countries on its official website. The Financial Monitoring Unit shall also promptly publish any
subsequent updates to the list on its official website. The National Executive Committee, through the
Financial Monitoring Unit and the AML/CFT regulatory authorities, shall advise the reporting enti-
ties of concerns about weaknesses in the AML/CFT systems of other countries. Moreover, every re-
porting entity shall, proportionate to the money laundering and/or the terrorist financing risks, apply
enhanced due diligence measures to business relationships and transactions with natural and legal
persons (including financial institutions) from any country on the high-risk countries list.

SRO 952: Oversight Bodies for SRBs?

Through this notification, the Federal Government appoints the competent authorities, who will serve
as Oversight Bodies for the Self-Regulatory Bodies for DNFBPs as allowed under section 6C read
with section 2(xxiv) of the Anti-Money Laundering Act, 2010 (VI of 2010). The Institute of Chartered
Accountants of Pakistan (ICAP) and the Institute of Cost and Management Accountants of Pakistan
(ICMAP) will be regulated by the SECP. Whereas the Pakistan Bar Council will be regulated by the
Ministry of Law and justice. These oversight bodies will approve AML/CFT Regulations for their re-
spective regulated entities.

Mutual Legal Assistance - Internal Guidelines?

These guidelines were issued in pursuance of the Mutual Legal Assistance Act 2020, and UNSC reso-
lution 1373 which called upon all States to “find ways of intensifying and accelerating the exchange of
operational information” and “exchange information in accordance with International and domestic
laws”. These Guidelines have been designed to assist foreign countries understand the steps which are
to be followed when requesting international cooperation from Pakistan and the information which
is required to be sent for meaningful reply. These guidelines also intend to raise awareness amongst
the officials in all relevant ministries, departments, agencies, or organizations, etc. of Pakistan with

22SRO 951 (1)/ 2020, Counter-Measures for High-Risk Jurisdiction Rules, 2020, Ministry of Interior 2020 - The Gazette of Pakistan
https://www.fmu.gov.pk/docs/Counter-measures-for-High-Risk-Jurisdictions-Rules-2020.pdf

22 SRO 952 (1)/ 2020, Oversight Bodies for SRB, Ministry of Interior 2020- The Gazette of Pakistan
https://www.fmu.gov.pk/docs/Gazette-Notification-for-Oversight-Bodies.pdf

24 MLA Internal Guideline, Ministry of Interior 2020 - The Gazette of Pakistan
https://interior.gov.pk/index.php/downloads/category/1-forms?download=212:mla-guidelines.
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respect to seeking international cooperation from other countries and providing in-time quality re-
sponse on incoming requests from other countries. The process of executing incoming and outgoing
MLA requests is detailed, including methods and details of assistance requested as well as the condi-
tions for refusal of MLA request. The functions and powers of the Central Authority are also detailed,
with the International Cooperation Wing of the MOI being set up to scrutinize and follow-up with all
MLA requests. LEAs and other authorities will also be involved in international cooperation requests,
and time-frames for such requests are also provided for. Prioritization of requests for international
cooperation is also provided for, with requests for cooperation in TF/ML cases being top-priority for
the MOI.
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