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INSTITUTE

Welcome to the Strategi Institute AML/CFT Manual. This manual has all the material you will need to
SylotS @&2dz G2 YSS (bbligafodsNihdet KB Add/bdeyLyuRderdhy and ( & Q
Countering Financing of Terrorism Act 2009 (hereafter referred to as the Act). In particular, the
manual will provide you with the key information, processes and templates to undertake your
mandatory risk asessment and develop your tailored AML/CFT policies and procedures.

On 10 August 2017, the Afloney Laundering and Countering Financing of Terrorism Amendment
Act 2017 was passed to bringal estate agentsto its fold from 1January2019 (if they provide

certain specified services, set out in the definitiordesignated no#financial business or profession
(DNFBPIn section 5(1) of the Acin the ordinary course of busines3herewasno transition period

so real estate agentwith obligations under the Act havgeen requiredo comply from 1January

2019.

This manual is designed primarily fonall to mediumsizedreal estate agenciesith 2-20 staff,
when they conductaptured activities which fall within thecopeof the Act The manual can be
used by largereal estate agenciebut the methodologies suggested here may be too simplistic.
Largereal estate agenciemay have dedicated thouse compliance staff and may require
sophisticated systems and processes to be put in place to handle spécif@ (money laundering/
financing of terrorism) risks they are likely to faGair sister company, Strategi Limited, will be
happy to provide tailored advice to these largeal esate agencies

This manual is to be used as a guide only and suggests the level of detail that an AML/CFT risk
assessment and AML/CFT programme should contain in order to be compliant with the current
regulation, legislationand theCode of Professional Conduct and Client Camenot automatically
accept the suggested template wording that is provided. Your policies and procedures MUST be
relevant to youragencyand the risks it faces. Accordingly, there will be sections of this manual that
can be deleted or modified to suit your requirements.

In 2013 the Act was introduced in New Zealand, and banks, casinos and a range of financial service
providers (collectively known as Phase 1 reporting entities) came under its grip. Strategi Group
(comprising Strategi Limited, and Strategi Institute Linjitees a key player mssistinghese

reporting entities to get up to speed quickly with the then new AML/CFT compliance regime. Using
that accumulated experience, and expertise, Strategi Institute can provide you with ongoing
AML/CFT assistance via educatprogrammes, while Strategi Limited can provide you with your
three-yearly AML/CFT audit.
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In preparing this manuabtrategi Institute referred to the Act and relevant regulations, the relevant

joint supervisory guidelines published by the AML/CFT superviSodgs of Practicéational Risk
Assessment 2019 (FIU), tbesignated Noifrinancial Businesses and Professions and Casinos Sector
Risk AssessmenDecember 2019by the Department of Internal Affairs (DIAY)e AML/CFT Risk
Assessment and Programme: Prompts and Notes for DIA reporting eqtiliesember 201,/User

Guide: Annual AML/CFT Report by Designatedfpancial Businesses and Professipharch

2018 (published by the DIAhe Amended ldentity Verification Code of Practice 2013, the Identity
Verification Code of PractieggExplanatory Note updated ifuly 2021the Guideline Real Estate
Agentspublished, in August 2018, by théAncludingthe new regulation for nominee directors and
nominee general partners July 2he Anti-Money Laundering and Countering Financing of

Terrorism (Definitions) Amemaent Regulations (No 2) 2028nti-Money Laundering and

Countering Financing of Terrorism (Requirements and Compliance) Amendment Regulatigns 2023
guidelinesupdated andssued by the AML/CFT supervisors in Agmil May 2024hat include

Y. SYSTAOAI f h ¢BhRaNBRKCULIMEr dule Bifigerce/Gi0ae dza (G 2 Y SNJ 5 dzS
5AfATSYOSY [/ 2 YLAz&A25YAS NJ dZAdRSS fSAAESAH Sy OS Y afdA YA G SR t |
W/ dzAG2YSN) 5dz8S 5AfA3ISYyOSY ¢NHza(la DdARStAYySQ

Please note:

1. The wordcustomerisused insome instances, and the worlientin others. This is because
the Act uses the word customer when describing some matters such as customer due
diligence whereas the real estate profession (and the Real Estate Agents Act 2008) uses the
word client We have attempted to map th usagen the manual. As aesult,when the
context is the Act, it refers toustomer When the context is other than the Acljentis used.
2. Real estate agentsll under thedesignated no#inancial business practicategoryas
provided by s 5(a) ohe Act To maintain consistency with the Act and the Real Estate Agents
'OG HnnysS GKAA YIlydzrt gAff NBF SWOARLIGKSQ W AN Y

For more information contact:

David GreensladeBA, MBA, Dip MgDip Bus Studies (PFRYML, MInstD
Strategi Institute Limited

ExecutiveDirector

Tel: + 64 9 414 1302

Mob: +64 21 400 600

david.greenslade@strateqgi.co.nz

www.Sstrateqi.co.nz

Disclaimer:The authors, consultants, editors plus the directors and staff of Strategi Institoieedexpressly disclaim all and any liability
and responsibility to any person, whether a purchaser or reader of this publication or not, in respect of anything, @xcbostguences

of anything, done or omitted to be done by any such person in reliancethghwholly or partially, upon the whole or any part of the
contents of this publication. No responsibility is taken by Strategi Institute Ltd for any omissions or errors in youe@fia/ARIL/CFT
manual. Nothing contained in this manual is, and shdedonstrued as, legal advice and should not be relied upon without first seeking
independent advice.

© Strategi Institute Limited AML/CFT Manual fdReal Estate Agent® June2024 ii


mailto:david.greenslade@strategi.co.nz
http://www.strategi.co.nz/

Document control

1 Anti-Money Laundering and Counterin
Financing of Terrorism (Definitions)
Amendment Regulations (No 2) 2023

1 Anti-Money Laundering and Counterin
Financing of TerrorisnRequirements
and ComplianceAmendment
Regulations 2023

Considered the following guidelines issued by
the AML/CFT supervisors in April 2024:
T ! LIRIFGSR W. SYySTAOA

DdzA RSt Ay S0

Serial Version number/details of amendment Author Date
1 New document version 1 D Greenslade | 1 September2018
2 a. UpdatedFinancing of Terrorism section to
include expanded description.
b. Updated sector risk assessment (SRA)
National Money Laundering and Terrorisn
Financing Risk Assessment, released by |
Financial Intelligence Unit (FIU) of NZ Pol
in, November 2019.
c. Addition of Wire Transfers section. V Ciurlionis 1 October 2020
d. Updated Corruptions Perception Index to
reflect 2019 results.
e. Amended risk assessment in relation to tg
returns.
Addition of Annual Report section in
AML/CFT Programme template.
3 a. Updatedl f f NBFSNByOSa
under s59 of AML/CFT Act (i 2 Wi K
b. Amended CDD and enhanced CDD
references throughout document to reflec
need to conduct CDD and enhanced CDC
nominee directors, shareholders and 3 Ganly 21 September021
general partners.
c. Updatedto reflect changes introduced by
AML/CFT (Definitions) Amendment
Regulations 2021
d. Add definition of designated business gro
in section 1.11
4 Updated all references to the most up to | R McGee
date documents released authors.
5 Updated to reflect applicable changes in stag{ A Alvarado/D 6 June2024
1 and 2 introduced by Greenslade
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1 Updated Enhanced Customer Due
5Af A3SyOS DdzA RSt A
Y UpdatedW/ dza G 2 YSNJ 5 dzS
/| 2YLI yASa DdzA RSt A
9 Customer Due Diligence: Limited
t F NIYSNBRKALA DdzA R

Considered guideline issued in May 2024:
'LIRFGSR W/ dza G2 YSNJ 5 dz
DdzA RSt Ay SQ
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bS¢é w%SIflyRQa ! atddat/canbatingBahdnatiGnaind RryaNiEed crime, is
comprised of two phases: Phase 1, and Phase 2.

Phase 1whichcame into effect on 30 June 2013, apgltte AML/CFT regime to banks, casinos, and
financial institutions.

Phase Zameinto effectviathe Anti-MoneyLaundering and Countering Financing of Terrorism
Amendment Act 2017Phase 2 applied the AML/CFT regime to lawyers, conveyancers, accountants in
practice, real estatagents(all collectively known as Designated Neimancial Businesses or

Professions (DNFBRsports and race betting, and businesses that deal in cehigimvaluegoods

(e.g. cars, boats, jewellery, precious metals and stones, artefacts and art)

As per the implementation scheduler Phase 2the AML/CFT regimeasapplied to real estate
agentssincel January2019.

The purposes of the AML/CFT Act are to:

i detect and deter money laundering and the financing of terrorism (ML/FT); and
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f YLAYGFAY FyR SyKIyOS bSg %SkthyROa AyGSNytGA2y
in the New Zealand context, recommendations issued byFihancial Action Task FordeAT}:
and

1 contribute to public confidence in the financial system.

Phase? implementationimprovesii KS Ay GSaNAR e |yR aidloArAftAraide 2F bSs
expanding the transparency of financial transactions in New Zealand. illigs/e/ our international

partners greater comfort when dealing with New Zealand businesses and ensure international trading
opportunities remain open to New Zealand entities.

bS¢é %S|t yRQa wasavhluatedthy the\BAHR02G The findings were issued a
report dated April 2021 (Refer to the DIA websité)s important that our AML/CFT regime is
assessed dseingd 2 1 K G SOKYAOFIffe O2YLIX ALYyl FYyR STFFSOUGALDSO
regimec or any perceived gaps ingRA NBOGft & I F¥FSOGa bSs %SIHt.l yRQa AY

¢KS 110G LWX ASa G2 SyidAaidAasSa OFNNBAy3d 2dzi OSNIFAY
SYdAidASaQod LF GKS ALISOATFASR | Ol xnenithe AG doesindl B OF NNJ
apply. In such casgthe AML/CFT obligations prevailing (if any) in thésgliction from where the

financial activities are carried out may apply.

Money LaunderingMLa [ A& GKS LINRPOSaad 2F YI]1AYy3d atHRieNI 8 Q Y2
f221 WOESIyQ FyR AGNRLI AlG 2F Ada ONAYAYIE LI ado |

ML typically happens in three stages:

1. Placementt KS LINPOSSRa 2F ONAYAYLlIf FOGAGAGASEA || NB
system.

2. Layeringlayering involves a single transaction or series of multiple complex transactions. The
objective is to return the dirty money back to the launderer in a manner that appears to be
legitimate income. E.g. the buying and selling of real estate or the bugithgedling of
securities through an unregistered or registered trading platform such as NZX.

3. Integration:¢ KS f I dzy RSNBENJ NBAYyGSaINI GSa GKS Wil dzyRSNB
through the normal financial system.
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Terrorist Financing (TFJF is providing financial support to terrorists. The source of money involved in
TF can be legitimate, unlike ML

To understandhe linkage between money laundering and financing of terroristmay help toknow

that the methodsused to launder money are essentially the same as those useidédhe sources of
fundsandtheir uses for terrorist financing. Funds used to support terrorism may originate from
legitimate sources, criminal activities or both. If the source can be concealed, it remains available for
future terroristfinancing activities. Similarly, it is important for terrorists to conceal the use of the
funds so that the financing activity goes undetected.

The Act appliet areal estate agem who carries out, in the ordinary course of businesse or more
activities described in the definition disignated noffinancial business or profession (DNFBP).

Section 5( of the Actdescribes these activities:

a. acting as a formation agent of legal persons or legal arrangenfenjssetting up trusts, or
companies for clients);

b. acting as, or arranging for a person to act as, a nominee director or nominee shareholder or trustee
in relation to legal persons or legal arrangements

c. providing a registered office or a business address, a correspondence address, or an administrative
address for a company, or a partnership, or any other legal person or arrangement (unless it's
solely for a service which isn't covered by the Act)

d. managing client fund®ther than sums paid as fees for professional servi@spounts, securities,
or other assets

e. providingreal estate agency work to effect a transactiamd

f. engaging in or giving instructions on behalf of a customer to another pers@myoctonveyancing,
a transaction, the transfer of a beneficial inter@stand or other real propertyand other
transactions listed isection 5(1).

The terns Ykal estate agency wofknd Wansactiortare defined in section 4(1) of the Real Estate
Agents AcR008andare explained below:

Real estate agency work:

a. means any work done or services providiedirade, on behalf of another person for the
purpose of bringing about mansactior; and

b. includes any work done by a branch manager or salesperson under the directioroof, or
behalf of an agento enable the agent to do the work or provide the services described il
paragraph (a); but doasot include:
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Section OneOverview



i. the provision of general advice or materials to assist owners to locate and negotiate
potential buyers; or

ii. the publication of newspapers, journals, magazines, or websites that include
advertisements for the sale or other disposal of any land or business; or

iii. the broadcasting of television or radio programmes that include advertisements for tt
sale or other disposal of any land or business; or

iv. the lending of money on mortgage or otherwise; or

v. the provision of investment advice; or

vi. the provision of conveyancing services within the meaning of_theyers and
Conveyancers Act 2006

Transactionmeans any 1 or more of the following:

a. the sale, purchase, or other disposal or acquisition of a freehold estate or interest in lan

b. the grant, sale, purchase, or other disposal or acquisition of a leasehold estate or intere
land (other than a tenancy to which tliResidential Tenancies Act 1986plies);

c. the grant, sale, purchase, or other disposal or acquisition of a licence that is registrable
the Land Transfer A@017

d. the grant, sale, purchase, or other disposal or acquisition of an occupation right agreen
within the meaning of th&ketirement Villages Act 200and

e. the sale, purchase, or other disposal or acquisition of any business (either with or witho
any interest in land).

Example

Lucy Best is a real estate agent holding a real estate 8dience issued by The Real Estate
Authority (REA). Lucy is engaged by Joe Bloggs tisdallestment property. As part of the work,
Lucy:.

a. Providesguidance to Joe about how to prepare the property for sale, and
b. Undertakesmarketing of the property in local real estate publications.

In addition to the above, ucyobtainsaLIM report for the property, organises open hognkeeps a
list of potential buyers and the offers matlg them,and presents thseoffers to Joe. Lucy explain
how to complete the sale, and purchase egment and recommends few legal firms for
undertaking the conveyancing.

In the above example, the work done by Luexceptfor the workRSa ONA 6 SR , Ay W
constitutes real estate agency work. The work done is for the purpose of bringing about the s:
the investment property (i.e. the transaction is the sale of the investment property).

f. Engagingn, or giving instructions on behalf of a clieat
- carry out a real estate transaction (as defined in sectif) df the ReaEstate Agents Act
2008)
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- carry out a transaction on behalf of any person in relation to the buying, transferring or selling
of a business or legal person (for example, a company) and any other legal arrangement;

- creating, operating, and managing a legal person and any other legal arrangement

- transfer a beneficial interest in land or other real property.

h¥ GKS fAald 2F | O A O idaheState afeSts raoSthkenScarry buf, inthe Q (i 2
ordinary course of business, the two activities below:

i. Real estate agency work; and

ii.  Managing client funds.

Accordingly, the Act will apply to the real estate agents when they carrgraubr both ofthe above
two activities.

Property management activitiasdertaken by theeal estate agentéincluding managing client funds
when providing property management activitiege excluded from the Act. This exclusion is under
Regulatior21Bof the AML/CFT (DefinitionRegulation®011 Accordinglythe following activities are
not captured by the Act:

a. Negotiating with prospectiveesidentialtenantson behdf of clients(broadly the work of finding
residentialtenants, and negotiatingesidentialrentals etc.);

b. Collectingholdingor disbursingnoney for theuse, maintenance, or repairsnprovement or
oversightof anyproperty (commercial or residential); and

c. Handling money (e.g. holding or making payments) for the advertising of any property (commercial
or residential)

Note: Acting, or offering to actfor reward in respect of the negotiation, grant approval, or assignment
of a tenancy agreement for commercial premises (whether described as a lease, tenancy agreement,
right to occupy, or otherwise) in relation to commercial premises (within the mearfingation

2(1)of the Residential Tenancies Act 1986hota ‘Property management activify

Reporting entities are exempt from all provisions of the waen they provide a relevant servichat

usually attracts AML/CFT obligatiots arecipient who is related . WNB €t | G PRisSy G A G e Q
exclusion idound inRegulationl6 of the AML/CFTExemption¥Regulations 2011Accordinglya

reporting entity(A)A & WNXBf I (i S R Q, thé &cipient 6f the seiiGa@)LI NI &

a) Bisl Qa K2f RAy3 O2YLIl ye 2NJ adz0 &aARAL NB
b) There is another body corporate to which A and B are both related

c) A controls B, or vice versa,

d) A and B are both controlled by a third person,

e) A and B are in partnership
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f) The businesses of A andi carried on in a way so thtite separate businegs are not
readily identifiable.
Note: This is not an exhaustive ligt¥ LI NI1ASa GKIFG Y@ 6S WNBfIFGISR Sy
the AML/CFT Adh relation to services provided by A to B. sgyulation 16 of th&ML/CFT
(Exemptions) Regulations 20fbt the complete list.

The Act applies to eeal estate agenonly if theyundertake the activities described in the definition of

5bC.t Ay GKS W2NRAYINE O2dzNBES 2F o0dzaAySaaQ odz/f S
i.e. thereal estate agengynot to be a reporting entity for the purposes of the Adthe two activities

that real estate agents are most likely to carry out are real estate agency work to effect a transaction

and managing client funds

The other activitiegdescribed in the definition of DNFBd&E less likely to be relevant to real estate
agents These activities are:
T Acting as a formation agent for legal persons or legal arrangements
1 Acting as, or arranging someone to act as, a hominee director, nominee shareholder or
trustee; and
1 Providing an office or address for a company or legal arrangement

If, however, real estate agent®nduct any of theboveactivities in the ordinary course of business,
thenit is important to understand what ordinary course of business means. This is explained below

Arriving at a conclusion whether (or not) an activity undertaken is, or is likely to be, in the ordinary
course of business is largely a matter of common sense, or judgement. On thatba@sibestate
agencyshould consider certain factors that may assist in determining whether (or not) an activity is
tfA1Ste G2 0SS O2yaARSNBR WAY GKS 2NRAYINE O2dz2NAS
the factors are:
a. How frequentlyisthe activity undertaken? If it is undertaken regWathen it is likely to be
considered in the ordinary course of business.
b. Have significant resources (esaff) been allocated for undertaking the activity? If yes, then it
is likely to be considered in the ordinary course of business.
c. Isthat activity advertised on the website, or marketing brochures? If yes, then it is likely to be
with the intention to generate revenue argblikely to beconsidered in the ordinary course of
business.
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It is important to consider the above factors together when determining whether an activity
dzy RSNIF 1Sy A& 62NJ Aa ftA1Ste (2 0S0 WAYy (G(KS 2NRAY]

Some of the services provided [Bal estate agerst are often used by criminals to hadd move

funds without being detectedl'he FIU has stated that the real estate sector is highly susceptible to ML

as itsresearch indicates thaeal estateistt KS Y2y S& f | dzy R SNhepibfessibnala SG 2 F
services provided beal estate agentare attractive to money launderers because they are widely

available Buying and selling property assists in disguising the origin of fundsldition,the buying

and selling of property involves higlalue transactions which allows offenders to move large amounts

of laundered funds withoutaising suspiciomAnoffender@relationship with a real estate agent will

usually be of a short duration, further aiding the offender in avoiding detection.

Effectively, the services offered by real estate agentateradditional steps in the MET chain by real
estate being used tmtroduceillicit funds into the legitimate economy. Due to the sheer amount of
real estate transactions nationally each year, the real estate sector has been assessed as having a
medium-high inherent risk of ML/FT by the DIAtime Designated Noifrinancial Businesses and
Professions and Casinos Sector Risk Assessesember 2019

bS¢g %SItlyR KLod aSRAJIFSIRINE FYONR &i112 ! a[ k/ Ctd ¢CKAA gA
challenges facinggal estate agencidsaving AML/CFT obligations. In a ffiglsed regime, no

prescriptive guidance is available on how to comply. Eaeahestate agencfthat is areporting entity)

is required to identify and assess their ML/FT reghd implement systems and controls to adequately

mitigate the identified risks. The upside of this approach is the flexifolitthe reporting entityto

GFNBSGOG GKS I JF A -NJH {S@nbiftiNigd e hee@rpliance costskK A 3 K

Arisk-based approach recognises that there can never be atskaituation. Everylient type,

service, or transaction presents some degree (no matter how small) d¥ vk, and reporting

entities must determine the level of METexposure they can tolerat& herisk-based approackoes

not exempt lowrisk clientsandservices fronbeing subject tcAML proceduredt is only that he
appropriate procedures will be less onerous than for those thought to present a higher level of risk.

! Designated NotfFinancial Businesses and Professions and Casinos Sector Risk Asse3so@nber 2019
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Forreal estate agentghe riskbased approach allows the flexibility to approach AML/CFT obligations
using specialist skills and responsibilities. This requir@sestate agentto take a wide and objective
view of their activities and clientand have agoodunderstanding of theML/FTrisks andoe able to
exercise sound judgement. This turn,requires the building of expertise including for example,
through training, recruitmenttaking professional advice, ahehrning by doing.

The alternativeand likely sulmptimal, approachisthat resources are either applied evenly, or that
resources are targeted, but on the basis of factors other than risk. This can inadvertently letackto a
boxapproachwith afocus on meeting regulatory requirements rather than on combating money
laundering or terrorist financing efficiently and effectively.

However, a ristbased approach is not without its challengBgal estate agentmay find that some

staff members are uncomfortable making Hs&sed judgements. This may lead to overly cautious
decisions, or disproportionate time spent documenting the rationale behind a decision. This may also
be true at various levels of managemaitreal estate agencie§o make it worsen situations where
management fails to recogniser underestimatesthe risks, a culture may develop that allows for
inadequate resurces to be devoted to compliance, leading to potentially significant compliance
failures

1.7.1 How to implement a riskased AML/CFT regime
A riskbased approach involves taking the following steps:
1 Identify and assess the ML/FT risks arising frontiqdar clients, services, and the

geographical areas of operatiaf the agencyand its clientgthis is explained iBection
Three, Preparing thask assessment)

1 Manage and mitigate thassessed risks by the application of appropriate and effective
measures, procedures and contralkié is explained iGection Four, Developing &ML/CFT
programme)

1 Continuously monitothe procedures and controls put in place to combat ML/FT risks; and

9 Ensure through initial and ongoing training, uniform application of the procedures, and
controls across thagency

What does this mean for you?
LT @2dzNJ  3SyO0eé A& NBfFGA@GSte avyrfts gAlK
consists mainly of clients you have previously dealt with and you deal in simple and straightfo

sales and purchases, then a Hisksed regime means your risk assessment and AML/CFT
programme could be relatively short and simple.
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If you are a reporting entity, your key AML/CFT obligations are:
1 Appointment of an AML/CFT compliance officer within dgency

1 A written risk assessmenand
T An AML/CFT programme including your poligeecedures, and controls for:
- Managing and mitigating the risks identified in the risk assessment
- Vetting of staff (if you have any)
- Training of relevant staff (if you have any)
- Applying appropriate customer due diligence (CDD)
- Reporting suspiciouactivities
- Reporting prescribed transactions
- Ensuring adequate record keeping
- Managing, and mitigating risks of ML/FT
- Keeping the AML/CFT programme-topdate
- Preventing products and/or transactions that favour anonymity being used for ML/FT
- Ensuring youagencyadheres to its AML/CFT programme
- Reviewing your AML/CFT programme and getting it audited.

A reporting entity that fails to comply with the various requirements of the AML/CFT Act may face
penalties ranging from a formal warning or enforceable undertakings, (this is an undertaking of a
certain course of action a reporting entity makes to an ABETsupervisor, which is enforceable by
law), to serious criminal and civil penalties.

Penaltiesange from fines up to $200,000 for an individual, and up to $2 million for entities. Examples
of breaches could include faikito conduct CDD as prescribéaijure to establish, implement, or
maintain an AML/CFT programrrfailure to keep recordsandfailure to submitprescribed

transactions report

Certain offences (such as relating to suspicictsvity reports) can attract a fine up to $300,000
and/or a term of imprisonment up ttwo years for individuals, and a fine up to $5 million for an
entity.

Note: The informatiombove elating to breaches and penalties is for illustrative purposes only. This is
not an exhaustive list of offences and penalties under the AML/CFT Act. Refer tofRhe Actfor
complete information relating to offences and penalties.
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Every year (or as required by the DIA) you MUST file an annual r@benteport must be in the
prescribed form and submitted between 1 July and 31 August each year to cover the preceding 12
months until 30 June.

The annual report provides information tbe DIAabout how you are complying with your obligations
under the Act.

Refer toAppendix 1dor details of the information that must be contained in the annual AML/CFT

Report. The form and the content of the annual report is prescribe8idinedule 2A ofhe Ant

Money Laundering and Countering Financing of Terrorism (Requirements and Compliance) Regulations
2011.

A member of a designated business groDBQ can rely on another member to carry out some
obligations on their behalf, as set out in section 32 of the-Muihey Laundering an@ountering
Financing of Terrorism Act 2009 (tAet). Thesebligationsincludeconducting therisk assessment,
parts of an AML/CFT programme, and making suspicious activity reports or prescribed transaction
reports.

A designated business group is defined in section 5(1) of the Act.

Relatedreal estate agerst or subsidiaries of real estate agents can form DBGs in some cases, where
each member ia reporting entity in New Zealand (or the equivalent in another country that has
sufficient AML/CFT systems and that is supervised or regulated for AML/CFT purpdsdés)nally,

other relatedentities,companies, limited partnerships, law firms, conveyancers, trusts etc can form
DBGs if they satisfy the definition in the Act.

Refer toSection 5(1) of the Aédr the full definition of a designated business group
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You must prepare two key documeritsmeet the requirements of the Act. These are:
1. A risk assessment; and

2. An AML/CFT programme.

The following two checklists contain a series of questions/activities that need to be
considered/undertaken when developing these documents for yamency

It is important to understand that meeting the requirements is more than just creating the
documents. The reporting entity actually needs to undertake the woik just follow a template.

Work your way through each question/activity and cross reference to the guidance provided in
Sections Three and Four of this manual for further explanation on what is required.

These checklists may need to be provided at a later date to your AML/CFT auditor, or any other
person who needs information on how the3 S yridkkagsé@ssment and AML/CFT programme were
put together.
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Serial Activity Yes/No/NA Comment

Have we identified the aspects of owork that may be susceptible to ML/FT?

Have we taken into accourfpplicable guidance material produced by the DIA or the FIL
current at the time of preparing the risk assessment?

1. O9ELYLX Sa 2F GKS FLIWLX AOIo6fS 3IdzAREFEYOS Y9 EHBN
Designated Noifrinancial Businesses and Professions and Casinos Sector Risk Ass&soeaniber
201 CL! Q& vdzZE NISNI & ¢eLf238 wSLR2NIAaAX SO

2. Have we used a valid, and reliable, methodology to prepare our risk assessment?
3. Have we clearly defined risk?

Have weconsidered the inherent risks of METin preparing the risk assessment?
(Inherent risks are the risks of NiTbeforeapplying risk mitigation measures)

Have we addressed the residual risks of MIih preparing the risk assessment?
5. (Residual risks are the risks of Tthat continue to be faced by thegencyafter the application of
risk mitigation measures)

Is the risk assessment clear, concise, and effective, and prepared in a manner that hel
6. AML/CFT compliance officer to explain it to the staff, and senior management afdahe
estate agency

Have we made a list of products and services we offer, which may allow our clients to |
their identity?

7. _ .
(E.g. products that may be purchased with cash, or services that may allow movement of funds
rapid manner, making it hard to trace.)
3 Have we addressed the METrisk presented by occasional transactions, and activities
' undertaken by clients through oagency
© Strategi Institute Limited AML/CFT Manual fdReal Estatédgentsvs June2024 Page2 of 9

Section Two: AML/CFT Checklists



Serial

Activity

Have we identified the way we deliver our services and products?
(E.g. faceao-face;Zoom Teamstelephone; email)

Have we identified the aspects of owork that may be susceptible to ML/FT?

Yes/No/NA

Comment

Have we identified our client types?

o (E.g. Individuals, family trusts, charitable trusts, companiegidiZesidents)
Do we have any clients who could qualify as politically exposed persons (PEPs)?
(An individual who holds, or has held in the immediately preceding 12 mamtsy overseas countr
the position of:
I Head of State/country/government
I Government minister (or equivalent senior politician)

11. ¢ Highranking member of the armed forces
1 Senior foreign representative, ambassador, high commissioner
1 Board chair, CEO, CFO of atate enterprise located overseas
f ! &L dzASkLI NIYySNkOKAf RKkOKAf RQa alLl2dzaS 2NJ

also PEP.

Refer to Appendix 3 for the definition of a PEP).
Have we established whether any of our clients that@mpanies have nominee

11A shareholders or directors, and whether any of our clients who are limited
partnerships/overseas limited partnerships have nominee general partners?

12. Do we have clients who run their own business?

13. L¥ & S abovezare any af these clients involved in a cash intensive business?

14 Is any client business likely to involve potential for a high level of corruption (e.g. arms

" dealers)?
15. Do we have clients who conduct business through their lawyess@ountants?
16. Do we have clients referred to us by accountants and lawyers?
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Serial Activity Yes/No/NA Comment

17. Have we identified the countries oagencydeals with?

Have we checked if any of our clients are from countries subject to UN sanctions or
18. embargoes?
(See Appendix 4 for a list of these countries)

Have we identified the aspects of owork that may be susceptible to ML/FT?

Have we checked if any of our clients are from countries considered as tax havens?

= (See Appendix 4 for list of these countries)

Have we checked if any of our clients are from countries having significant levels of
20.  corruption?
(See Appendixfér list of these countries)

Have we checked if any of our NZ pessident clients are from countries associated with
21. illicit drug production and/or transhipment?
(See Appendix 4 for list of these countries)

22. Do we deal with shell companies?

Do we deal with shell banks?
23. (A shell bank is an entity that is formed and authorised to carry on banking business in a countr
NZ, but does not have a physical presence in that country.)

o4 Do we rely on overseas person/s to conduct customer due diligence?
’ (E.g. identity verification and address verification for overseas clients)

Having identified the risks, have we assessed the likelihood dgemcybeing used for ML/FT?

Have we undertaken the exercise of rating the likelihood that the aspect/s cigamcywe

25. identified as susceptible to ML/FT could actually result in ML/FT?
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Serial Activity Yes/No/NA Comment

Reviewing the risk assessment

Does the risk assessment describe how we will keep it current?
26 (E.g. registering with websites of organisations like DIA, and the FATF to receive periodic upda
" AML/CFTF this should be included in the description. Providing version control to the risk assess
document may help in demonstrating this requirement.)

Have we diarised to periodically review our risk assessment to identify any deficiencies
(E.g. every six months)

Audit of risk assessment

28. Have we decided who will eur independent AML/CFT auditor?

27.

If we intend to appoint an internal person to audit the risk assessment, then have we

29.
selected that person?
30 If the auditor is an internal person, then have we ensured that person had no involvem
" setting up the risk assessment programme?
31 Have we considered training requirements for the internal person to be appointed as o
" risk assessmergduditor?
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Once you have completed and reviewed your risk assessment you need to prepare an AML/CFT programme. This documentseeidxshowdgou
meet your AML/CFT obligations via systems, procedures, documents and training, in order to mitigate the rigsksdatified in your risk assessment.

To assist you with this, refer to the below tablg¢ describes the key parameters to ensure your programme is sufficiently detailed. The AML/CFT
programme guidance in Section Three provides detail on what is required to be addressed in each elenseptagrdimme.

s

1. Have we taken into accouapplicable guidance material produced by the DIA or the FIU, current at the time of preparing the
AML/CFT programme?
O9EI YL S& 2F GKS FLILX AOIo6fS 3AdzA R yOS Y9 6 5 Nbsigiated NowihadzialBusinésSes and
Professions and Casinos Sector Risk Assessbeoéember 201®8 CL! Qa vdzr NoISNI & ¢eLl2f23& wSL}2NIa

2. Is the AML/CFT programme based on the risk assessment?

Is the AML/CFT programme clear, concise, and effective and prepared in a manner that helps the AML/CFT compliance off
explain it to the staff, and senior management of tieal estate agen&

Have we appointed a designated perd®fML/CFT compliance officer) responsible for administering, and maintaining the AML

4.
programme?
5 Have we considered appointing a deputy to the AML/CFT compliance officer to fill the role when the AML/CFT compliarise
’ absent, or away?
6. Have we ensured the AML/CFT compliance officer reports to the senior manager as per that requirement under the Act?
7. Vetting
Does our AML/CFT programme contain policies, procedures, and controls for vetting senior managers, AML/CFT compliant
and any other employees whose roles involve AML/CFT duties?
(If applicable, include vetting by third parties in this above description.)
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Activity 1';'; :)\IIZteen

8. Training
Does our AML/CFT programme contain policies, procedures, and controls for traildMLé8FT matters for senior managers,
AML/CFT compliance officers and all other employees with roles involving AML/CFT duties?
(Describe the scope and nature of the training, who delivers it, how frequently it is delivered, how knowledge undeistassisged, and how
you track who has completed the training.)

9. Customer die diligence (CDD) (including egoing CDD)

9.1 Does our AML/CFT programme, based on risk assessment completed earlier, describe how we undertake CDD on our clier
(This includes documenting the policies, procedures and controls around the CDD #garnityeindertakes. It also includes describing how the
requirements of the Amended Identity Verification Code of Practice 2013 (IVCOP) are met.)

9.2 If applicable, does our AML/CFT programme describe the policies, procedures, and controls when we rely on CDD conduct
behalf by another person?

9.3 Does the AML/CFT programme describe how we handle exceptions to the IVCOP?
(Includepolicies, procedures and controls around the circumstances under which exceptions may occur and the approval procsgh to dea
those exceptions.)

9.4 Does the AML/CFT programme describe how we deal with clients who araE&®nts who are companies/limited
partnerships/overseas limited partnerships with nominee directors, shareholders, and/or general partners

9.5 Does the AML/CFT programme describe how we define, and identify if there has been a material change in the nature, and
of a business relationship with our clients?

(The Act does not provide a standard definition of material change, but it should be based on your risk assessmenttasitictharadertaken in the ordinary
course of business.)

9.6 Does the AML/CFT programme describe the client typesigencywill not form a business relationship with?
9.7 Does the AML/CFT programme describe the triggers that will prompt undertaking a review of CDD?

9.8 Does the AML/CHIrogramme describe the circumstances in which we will not establish or continue a business relationship
customer if we are unable to conduct CDD in accordance with the Act?

9.9 Does the AML/CFT programme describe policies, proceduresaamtibls for undertaking omgoing CDD?

9.10 Does the AML/CFT programme describe policies, procedures and controls when relying on third parties to complete CDD o
enhanced CDD actions.
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Activity 1';'; :)\IIZteen

10. Account monitoring/Transaction monitoring
Does the AML/CFT programme describe poligiss;edures and controls for account (or transaction) monitoring?

11. Written findings

111  Does the AML/CFT programme describe policies, procedures and controls for maintaining written findings relating to busine
relationships andransactions with countries that do not have, or have insufficient, AML/CFT systems irfvtécie also includes
any country identified by the Financial Action Task Force as being-agkighrisdiction subject to a call for actién)

11.2 Does theAML/CFT programme describe policies, procedures and controls for maintaining written findings on any activity the
likely by nature to be related to ML/FT?

12. Suspicious activity reports (SARS)
12.1  Does the AML/CFT programme desciiidicies, procedures and controls for reporting suspicious activities to the New Zealanu
Police FIU?

12.2  Does the AML/CFT programme describe policies, procedures and controls to manage tipping off provisions in the Act?

12.3  Does the AML/CHIrogramme describe policies, procedures and controls to ensure we submit SARs within the requireththre
time frame prescribed by the Act?

12.4  Does the AML/CFT programme describe policies, procedures and controls for submitting suppigetty reports under the
Terrorisn Suppression Act 2002?

13. Prescribed transactiosreports (PTRS)
Does the AML/CFT programme describe policies, procedures and controls for submitting PTRs?
(Depending on the services offered, there may NOT loblégation to submit PTRs. If the obligation does not apply, then provide a simple
description explaining why the obligation does not apply. In this circumstance there is no requirement to describepui®ikeses, and
controls relating to filing PTHs

14. Record keeping
Does the AML/CFT programme describe policies, procedures and controls to ensure the record keeping requirements of th
AML/CFT Act are met?
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15. Products and transactions that favour anonymity
Does the AML/CFT programme describe poligiss;edures and controls for ensuring prevention of the use of products and
transactions favouring anonymity?
(If you do not offer products, or undertake transactions, favouring anonymity, then there may NOT be an obligation ® idedetdil the
policies, procedures, and controls relating to ensuring their prevention. If the obligation does not applyptids pisimple description
explaining why the obligation does not apply. In this circumstance there is no requirement to describe policies, pranddioagpls relating to
ensuring prevention of the use of products and transactions favouring anonymity

16. Managing and mitigating risk
Does the AML/CFT programme describe the policies, procedures, and controls to manage and niskigyate
1 when introducing new products or services;
9 against new or emerging ML/FT methods; and
9 identified in the risk assessment.

17. Ensuring compliance with the AML/CFT programme
Does the AML/CFT programme describe the policies, procedures and controls that set out lrm&rbgwill monitor and manage
compliance with the AML/CFT programme?

18. Review of the AML/CFT programme
Does the AML/CFT programme describepib#icies, procedures, and controls to review the AML/CFT programme, including a
description about how it will be kept current?

19. Audit of the AML/CFT programme
Does the AML/CFT programme describe the policies, and procedures in place to appoint an auditor to audit our AML/CFT
programme everyhree years, or at any other time prescribed by the regulations, or at the request of the DIA?
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2019. These obligations only apply teal estate agentsrho undertake certain activities, specified in
the Act, in the ordinary course of business.

If you have obligations under the Act, you MUST have in place:

1 A written risk assessment;

1 An AML/CFT programme, which includes your poligies;edures, and controls for:
Managing and mitigating the risks identified in your risk assessment
Vetting of staff
Training of relevant staff
Applying appropriate customer due diligence (CB@@cifically when and how

you will apply
A Simplified
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A Standard
A Enhanced
Using third parties to assist you with any part of CDD

Suspicious activity reports (SARS)

Prescribed transaction reports (PTRS)

Ensuring adequate records are kept

Keeping your AML/CFT programmetopdate;

Preventing products and/dransactions that favour anonymity being used for
ML/FT;,

Ensuring youagencyadheres to its AML/CFT programpaand

The review and audit of your AML/CFT programme.

This section and the two following, provide guidance on the three key obligations. This section
coversthe preparation of the risk assessment, Section Four focusd¢kepreparation of the
AML/CFT programme, and Section Five covers the audit of your risk assessment and AML/CFT
programme.

3.1.1 What is a risk?

A risk is the chance or possibility of something happening that will have a negative effect. The level
of risk reflects the likelihood of the unwanted event, and the severity of the potential consequences
of the unwanted event. Put differently, risk cas@lbe defined as the likelihood of an event and the
consequence of that event.

3.1.2 What is a risk assessment?

Undertaking a risk assessment means assessing the risk of money laundering/financing terrorism
(ML/FT), you as a reporting entity, may reasonably expect to face in the course of your business.

3.1.3 What is a risk assessment methodology?
I NR&| lFaasSaaySyid YSiK2R2t23& A& GKS NBLRZ2NIAYSZ
conducting the risk assessment. A methodology document typically includes:

a. A detailed description of procedures to follow in undertaking the risk assessment;

b. The scoring system used along with definitions and weights;

c. A statement as to the frequency of updates to the methodology; and
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d. The use of the risk assessment methodology in designing or shaping the AML/CFT
programme.

3.1.4 Legal obligations relating to risk assessments

A risk assessment must;:
1 Be set out in writing;

1 Identify the ML/FT risks yoagencyreasonably expects to face, having regard to:

the nature, size, and complexity of yoagency
- the products and services offered

- the way products and services are delivered
- the types of customers dealt with

- the countries dealt with

- the institutions dealt with

- any applicable guidance material produced by AML/CFT supervisors relating to
risk assessments

- any other factors that may be provided for in regulations;

1 Enable you to determine the level of risk involved in relation to your obligations under the
Act;

1 Enable you to prepare an AML/CFT programme to manage and mitigate the identified
risks (applying the risk assessment);

1 Include a description of how you will keep it tgpdate (review of the risk assessment);
and

1 Be audited (audit of the risk assessment).

This requirement is sexplanatory and will be met whemal estate agerst put in place their risk
assessment using thguidance provided in each of the following steps below.

3.2.1 Identify ML/FT risks yoagencyis likely to face

Based on your knowledge and understanding of yamency you should be in a positido identify
the ML/FT risks youagencyis likely to face. Section 58(2) of the Act prescribes the factors you must
consider when identifying risks. These are listed below:

1. The nature, size, and complexity of yobusiness
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Anagencywith two or threereal estate agentds likely to be less complex than agencywith a
large number ofeal estate agentsfn agencythat does not accept cash from its clients is likely to
be at less risk compared tmagencyacceptingcash.

2.  The products and services yoagencyoffers

Products and services that may allow your clients to hide their identity or move money in a way that
is hard to trace, are likely to be at higher risk

3. The way youragencydelivers products and services

The real estate sector involves more faoeface interaction with customers than other sectors
GKAOK LINPGARSA 3ANBFGSNI 2LILRNIdzyAGe (2 ARSYGATFe 3

4. The types of customers yowagencydeals with

Wadz¥Y FYR RIFERQ (@l OdzaG2YSNRARI AYRADGARIZ £ & SINYAy
considered high risk compared to, for example, customers who run their own business (especially if
operating that business on a cash basis). Similarstpmers who are politically exposed persons

(PEP3, and customers who are companies/limited partnerships/overseas limited partnerships with

nominee directors, shareholders, or general partrarshigh-risk customers requiring appropriate

customer due diligence to be carried out befaneboarding Family trust customer@vith the

settlors and any protectorgequire a high level of customer due diligence compared to customers

who are natural persons.

5. The countries youagencydeals with

If you provide real estate services to rmsidens you may be required to conduct a country risk

assessment. Countries associated with high rates of corruption or terrorism, countries considered to

0SS GIE KI@Sy&as |yR O2dzy i NAS& 6 A Kompatedto! a[ k/ C¢ |
countries having stringent AML/CFT laws and belonging to the FATF. Siodlantyies subject to

UN sanctions, embargoes or similar, (e.g. Iran, Iragq, Somalia) are congidgreidk countries.

(Refer to Appendix Four for a list of these countries.)

6. The institutions youragencydeals with

If youragencyhas relationships with shell companies (companies which serve as a vehicle for
business transactions without themselves having any significant assets or operatiase
companies, often, exist only on paper and have no physical presence or staff working foitlleam
it is likely to be exposed to a higher risk than some of the standard institutions suchragisig&red
companies and banks.

2 Information on PEPs provided in Appendix 3
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Examples of clients posing a high ML/FT risk are those:

1 Involved in caslintensive businesseshichmay be used by criminals to mask illegally
obtained funds (antique dealers, arms dealers, etc.).

1 With a history oicthangindawyers banks and/or real estate agents.

Either under or overvaluing properties.

1 Involved in a large number of real estate transactions. For example, the buyer/seller has
' KA&G2NE 2F WFEALILAYIAQ LINBLISNIASa®

1 There is a significant distance between the agent/agency and the customer.

1 Inrespect of whom the source of funds is unusual (such as an unrelated party funding
fees, or a tax liability) and no legitimate explanation is provided by tistomer.

=

Appendix Four provides examples of:

1 States or entities under UN sanctions;

9 Countries lacking adequate AML/CFT systems/measures or controls;

9 Countries with higher level of corruption (Corruption Perceptions Index80ctuntries
across the globe);

1 Tax havens; and

1 Countries associated with illicit drug production and/or transhipment.

3.2.2 Tips on how to identify your risks

1. Write a list of all the types of customers, institutions, products and services, delivery methods,
and countries youagencydeals with. These are the factors you should consider when assessing
the risk to youragency

22bSEGY 6KAES NBFRAYy3I SIHOK 2F (KS LINBGA2dzat e A&
1 What is it about the nature, size and complexity of yagencythat makes it vulnerable to
ML/FT? Write this above the list, as it relates to all products, delivery methods etc.
1 Of the products or services yoagencyoffers, which ones, when considered with the rest
of youragency are vulnerable to ML/FT? Note the reasons each product/service is
vulnerable alongside the product/service. Do this with all factors below, too.
1 How does the way youagencydeliver its services make it vulnerable to ML/FT? (E.g.
meeting customers facto-face before providing any services is likely to present a low risk
of ML/FT, compared to accepting engagements and providing services without first
meeting customers fac-face.)
1 Do you have relationships with any financial institutions that may makedgeacy
@dzt ySNI 60fS (2 a[kC¢ 6SoP3Id WAKSEEQ O2YLI yASa
countries)?

3 Based orGuide forReal Estate Agenfsublished by theDIA
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1 Of the countries youagencydeals with, which countries are considered to be corrupt/to
have low AML/CFT standards/to be associated with profitable crime or terrorism? If you do
not know about a country, you may wish to err on the side of caution and treat it as higher
risk.

9 Of the types of clients yowrgencydeals with, taking into account all of the above, which
types are more likely to be able to launder money or finance terrorism through your
business?

Refer to Appendix 9 for a worksheet to help you identify relevant risks.

An agencymay demonstrate that it has obtained the appropriate information for assessing the risk
that a business relationship or ofwdf transaction will involve ML/FT risk, where it collects certain
information, or takes into account the following:

(Note: The information described in the table below is illustrative, and not exhaustive)

Parameter Description of information

Customer type risk a. Type (e.g. natural persons, trusts, etc.), volume and value of acti
expected.

b. Source of funds, e.g. nature and details of occupation or
employment.

c. Details of any existing relationships with treal estate
businessagency

d. ¢ KS Opuipéein étering intany activity/transaction forming
GKS olaira 2F (GKS LINRLRASR Sy3d
seeking services where not related to a specific transaction.

e. Type of business activities (or employmeast the case may be
depending on the customer type).

f. If an entity, has it been subject to insolvency proceedingss it in
the course of being (or has it been) dissolved/struck off?
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Parameter

Description of information

. If an individual, has s/he been subject to bankruptcy proceedings

. If a company olimited partnership/overseas limited partnership,

disqualified as a director?

then are there any nominee directors, shareholders or general
partners?

Service risk . Ability to make payments to, or receive from, third parties.
. Ability for customers to maintain anonymity.
Delivery risk . Ability for the client to deal through intermediaries.

. Non faceto-face relationshipg service delivered exclusively by po

telephone, internet etc. where there is no physical contact with th
client.

Country risk

. CountriesclientR S| f GgAGK 02N O2dzy i NR §

. Countries subject to UN or EU sanctions, if clients have dealings

conducted from). Theollowing types of countries or territories may
be considered to present a higher risk:

9 those that are generally considered to be-cmoperative in the
fight against money laundering and the financing of terrorism

9 those identified by the FATF as having strategic deficiencies
ML/FT and

1 those that are vulnerable toorruption, e.g. those with poor

N} GAy3a Ay ¢NFyaLlk NByoOe Lyi
Index.

such countries

Institution risk

. Possibility of having to deal with shell banks on behalf of clients.

. Possibility of having to deal, on behalf of clients, with institutions

with poor AML/CFT measures.
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The aim is to rate the likelihood and severity that the aspecigaf agencythat you have identified
as susceptible to ML/FT, could result in ML/FT.

1 The risk assessment is baseddatermining the frequency (likelihood of occurrence) and the
severity. Consider assessing the likelihood first.

1 Allow for all the different situations which currently arise in yagency (or are likely to arise in
the foreseeable future, e.g. from proposed new products, serymeslient types). For example,
a longstanding, welknown client from a highisk country (e.g. A NZ resident working in a high
risk country) may pose a lower risk than a new client (e.g. new migrant to NZ) from the same
country.

1 The end result of this step will be a likelihood rating for each of thiésktareas of youagency
For example, you could rate each area as either very likely, likely, possihldikely to be used
for ML/FT. These ratings will allow yagencyto apply the appropriate standard of customer
due diligence in your AML/CFT programme.

An example of this likelihood rating could be:

Unlikely Very likely

There is a moderate chance of| There is a high chance of ML/F
ML/FT occurring in this area of| occurring in this area of your
your agency(perhaps 10% of | agency(perhaps 20% of such
such transactions). transactions).

There is very little chance of
ML/FT occurring in this area of
youragency

3.4.1 Inherent vs residual risk

The DIAthe AML/CFT supervisor fogal estate agensexpects reporting entities to address
inherent riskdn the risk assessment.

Inherent risk is the risk of ML/FT to the reporting entity in the absence of any actions it may take to
FfGSNI SAGKSNI GKS NAaA1Qa ftA1SEAK22R 2NJ AYLI Ol tc
types, types of services, and products, gmu do not take into account your current business

practices which reduce or mitigate your risks (such as asking for source of funds, asking for identity,

etc.) This is because the inherent risks do not vary by reporting entities or region. A reporting

entA 1&8Qa FEYAEAINRGE GAGK LI NIAOdzZ F NI Odzad 2 YSNI G
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adjusting the residual risk by the implementation of appropriate controls, and not into adjusting the
inherent risk.

Residual risk is the risk of ML/FT that remains after the application of necessary controls to reduce
the likelihood or impact of the risk. An acceptable level of residual risk is determined by the risk
tolerance (or risk appetite) of the reporting entifye. thereal estate agenqy

Example 1

If a real estateagencyhas a large number of family truslients then the inherent risk of ML/FT
to the agencyfrom this customer type is high. However, tagencymay know all its family trust
clients, all the trustees may be based in New Zealandnaagbenatural persons (mum and dac
type), and thereal estateagencymay have a robust customer due diligence process in place
making the high inherent risk low. Likelihood rating reflects the chances of ML/FT occurring
before any controls are taken into account (i.e. the likelihood rating assesses the risk basec
who youdeal with/ how you deal with/ what services you offer them etc.)

Example 2

If you havdadentified migrants as a higher risk area, then the likelihood of one of these clien

using youmbusinesdor ML/FT will depend on factors such as whether:

9 The client is from a country that is considered high risk (for example because they have
instances of illegal drug trafficking or weak/inadequate AML/CFT legislation);

1 The client is new or an existing customer;

1 The client is a PEP from a country that is internationally known for high corruption rates
amongst government officials/politicians;

1 The services that younusinessffers this client could be used to transfer funds across
borders; and

9 Your agency offers this client the opportunity to conduct transactions through intdrastd
trading accounts.

Continuing with the example, if yobusinesshas existing clients from countries that are know

to have high instances of illegal drug trafficking and you offer these clients real estate servi

without requiring a facdo-face contact, then you would probably rate the likelihood of your

agencybgf3 dzaASR F2NJ a[kC¢ o0& GK2aS Of ASyida |

Your AML/CFT programme should then address this high risk with appropriate control mea

Source: Risk Assessment Guideline released by the three AML/CFT supervisors (Financial Markets
Reserve Bank of NZ, and the Department of Internal Affairs)

© Strategi Institute Limited AML/CFT Manual fdReal Estate Agent® June2024 Paged of 11
Section Three: Preparing the risk assessment



3.4.2 Assessing severity

You can think of the consequences in terms of how it may affectggemcyand the resulting
damage it could cause to yoagency.

Severity is assessed as low, medium, or high.

Using a common typolo@yof depositing cash in the financial system, the severity matrix can be
built as shown below:

Medium

No cash is received by the [ Some clients may pay fees | Clients pay by cash for the
agency All clients pay cash. This accounts for 2% | services rendered. 5% to 10%
electronically or by a NZ 5% ofyourclient base. The | yourclients are in this category
bank account cheque for | clients are usuallthose who | These clients areew migrants

services rendered. operate a homebased who may be looking to buy
business andra weltknown | property withinthe first few
to us weeks of arrival into New

Zealand and may not have set
up a bank account.

Your risk assessment must enable you to prepare a comprehensive AML/CFT programme. It must
enable you to meet your obligations under the Act and the AML/CFT Regulations, especially
obligations to conduct CDD (and ongoing CDD). Ttivésed inSection Four relating to developing
your AML/CFT programme.

The risk assessment can be applied in a number of different ways, including to determine:

1 The extent of due diligence required to be undertaken for each client (e.g. requiring senior
management approval tonboardcertain types of customers such as PEPS);

1 The frequency and scope for reviewing the risk assessment; and

1 The training requirements for staff in roles involving AML/CFT duties.

4 Method used for ML/FT
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The Act requires you to describe how you will keep your risk assessment current. You can do this by
describing how you plan to stay tpdate with ML/FT methods, and how you will change your risk
assessment if ML/FT methods change in a way which affects the risks faced byggocy

Examplewording

1 The staffprofessional development plan prepared at the beginning of each year coatains
reference to undertaking CPD training on AML/CFT via the Radar platform offered by Str.
Institute.

1 The AML/CFT compliance offisebscribsto the updates on the websites of organisations
such as (but not limited to) FATF, and DIA.

1 The AML/CFT compliance officeads and familiarise him/herself with the Quarterly Typolog
Report published by the FIU of NZ Police. This tigeSML/CFT compliance officer
information about new techniques used by money launderers worldwide. Using this
information, an assessentis made as tovhetherour agencycould be susceptible to similar
ML/FT risks.

3.6.1 How frequently should the risk assessment be reviewed?

Although the Act does not prescribe the frequency for reviewing risk assessments, at a miamum
as best practicethe risk assessment should be reviewed at least annually. A review of the risk
assessment may be warranted in the following situations:

I When a new service is introduced

1 When new markets/clients are targetedr

1 Inthe event of changes tihe Act or the Regulations.

3.6.2 Audit of the risk assessment

The Act requires you to ensure that your risk assessment is audited teveeyears (orduring a
different time period prescribed by regulations, oraaty other time as required by DIA).
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The audit must be undertaken by a person not involved in the development of your risk assessment,
or the establishment, implementation, or maintenance of your AML/CFT programme (described in
Section Four). Section Five provides detailed information aftveududit of your risk assessment.
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NOTE: The preequisite for preparation of an AML/CFT programme is completion of your risk
assessment.

Your AML/CFprogramme MUST be based on your risk assessment. Therefore, before you start to
develop your AML/CFT programme, you should have completed your risk assessment as described in
Section Three of this manual.

Your AML/CFT programme must take into account the risksagemcycan reasonably expect to
face from ML/FT.

An AML/CFT programme is a written recordhaf policies (i.e. a set of expectations), procedures
(day-to-day actions required to meet the expectations set) and controls (tools to ensuraggrecy
meets the expectationsetby undertaking the requiredctiong you have in place to manage the
risks you have identified in your risk assessment and comply with your AML/CFT obligations. The
policies, procedures and controls must be adequate, effectiad sufficiently robust to reasonably
address the risks idified in the risk assessment. Refer to Appendix 8 for a sample AML/CFT
programme.

Forexampledi @2dz NI} 0SSR | LJ NI A Odz youdiskiasdeiSmedtFthe@yolr Sy i | &
customer due diligence (CDD) in your AML/CFT programme should reflect this risk rating with
adequate and effective policies, proceduraad controls.

This could include a policy to conduct enhanced due diligence on such customers, the procedures for
doing so and the controls necessary to ensure that happens.

It is a requirement of the AML/CFT Act (s 56(2)) that you designate an employee afjgooyas
an AML/CFT compliance officer.

You can fulfil the role yourself if there are no employees (e.g. arsalestate agengyas it does
not have to be a standalone position. In many smesdl estate agencies, single person may be
responsible for the functions of front office, back office, money laundering reporting, and senior
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management. This fact should be taken into account in designing-aassd AML/CFT programme.
The type and extent of measures to be taken for implementing the AML/CFT programme should be
appropriatein relationto the size of theeal estate agency

If you choose not to fulfil this role yourself and you have an assistant or a PA/secretary, that person
can be the compliance officer and report to you (you may be the director of your congugendy

and/or the senior managei.e.a person in a position to influence the management or

administration of theagency. The AML/CFT compliance officer can carry out other duties not

related to AML/CFT compliance.

If you do not wish to act in the role then you must appoint a suitable person to act as an AML/CFT
compliance officer.

A job description for an AML/CFT compliance officer is in Appendix 11.

Tip
It is best practice (i.e. not a requirement prescribed by the Act) to nomimatge possiblea
second person to take over the role of the AML/CFT compliance officer to cover situations w

the AML/CFT compliance officer is away on leave, or he/she resigns and finding an appropr
replacement takes time.

The AML/CFT compliance officer must have the competence, knowledge, and ghifioion the

role. The recommended qualification for this role is the AML/CFT compliance officer (level 4) micro
credential provided by Strategi Institute Limited. This is an NZQA approved course and provides
NZQA credits plus CPD hours.

An effective AML/CFT programme begins with the establishment of a strong governance framework
clearly outlining:

a. A culture of compliance;

b. Senior management/board support and oversight of the AML/CFT responsibilities of the
agencyas a reporting entity;

c. Appointment of an AML/CFT compliance officer with wdellined responsibilitieand the
appropriate training

d. A robust procedure for undertaking and maintaining the risk assessment;
e. Arobust customer due diligence framework;
f. A robust suspicious activity and prescribed transactions reporting programme;

g. Provision for initial and ongoing AML/CFT training, customised for staff, and senior
management according to their roles;
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h. Incorporation of AML/CFT compliance into job descriptions and performance evaluations of
appropriate personnel;

i.  Arobust procedure for periodic reviews of the risk assessment, and the AML/CFT
programme; and

j-  The procedure for undertaking independent audits prescribed by the Act.

4.3.1 How to cultivate a strong culture of compliance

A culture of compliance is one in which the management and the staff oEtleestate agency

always do the right thing because they know what is expected of them (and thaggrecywill

support them), and where compliance issues are not hidden or suppressed for fear of retribution, or
retaliation.

While there is no right or wrong way to build a compliance culttgal estate agenciesan create a
compliance culture through:

a. Ensuring the efforts to manage and mitigate the risks of ML/FT are not compromised by
revenue interests;

b. Assigning adequate human and financial resources to the compliance function;

c. Embedding compliance into business processes (e.g. client onboasdigmjngrelationship
management, etc.)

d. Providing rolespecific customised training on AML/CFT matters;
e. Requiring everyone to attest to a code of conduct as a condition of employment; and

f.  Clear communication, and enforcement of consequences forawnpliance with the Act.

A risk assessment can be used in many ways to develop the AML/CFT programme. For example:

1 Development of an AML/CFT strategy for #igency(e.g. discontinue, and prohibit
provision of services to customers who do not supply customer due diligence inforngation
such as information about the source of their funds);

9 Allocation of resources (e.mvesting in PEP checking tools to test the PEP status of
customers);

1 Development of targeted initial, and egping AML/CFT training for staff, and senior
management;

1 Development of account monitoring procedures, and controls; and

91 Deciding the frequency for reviewing the AML/CFT procedures, and controls.
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There are a number of minimum requirements that must be described by all AML/CFT programmes.
Even if a particular requirement does not apply to yagency there must be a section in the
programme that explains that theequirement is not applicable, and the reasons why it is not
applicable. The next sections in this part of the manual consider each of the minimum requirements
that must be addressed.

+SGGAY3 Aa OKSOlAy3d a2YS2ySQa ol O13INRdzyR (2 RS

agency making sure they are who they claim and the information they have provided is correct. Its
purpose is to avoid hiring a person who may use ym@ncy(or allow their associates to use your
agency for ML/FT.

Under the Act, your AML/CFT programme must set out your policies, procedures and controls for
vetting senior managers, your AML/CFT compliance officer, and any other employees whose roles
involve AML/CFT duties.

You must take into account the risks identified in your risk assessment in designing your policies,
procedures and controls for vetting of employees, including vetting by third parties. You should then
relate these risks to the roles performed by the enyaes.

Policies, procedures, and controls can require:

1 Checks to identify any criminal convictions prospective or current employees may have. (The

¢
S
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website);

1 Character references or any other background checks including criteria for managing any
negative or undesirable information;

9 Different levels of vetting for different staff, depending on the level of ML/FT risk your
agencyfaces from people in those positiorend

1 People who conduct background checks on prospective or current staff to have the
appropriate skills and experience to do so.

If you already have comprehensive and effective policies in place for staff vetting you could include
them in this section of your AML/CFT programme if they are suitable for AML/CFT purposes.
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Exampleof Vetting described in an AML/CFT programme
My agencyhastwelveemployees:

1 anoffice manager

9 four salespeople;

1 one branch manager (who is also the AML/€#ipliance officerjand
1 six real estate agents, including myself.

At the time of becoming Bcen®d real estate agent,satisfied the Fit and Proper person
requirementsrescribed by the Real Estate Authority (REA). | am also a member of the Real
Institute of New Zealand (REIN&)d subscribe tahe Code of Professional Conduct and Client (
(Real Estate Agents Act (Professional Conduct and Client Care) Rules@d@h2)REINZ Codes «
Agency Practice.

Thebranch managehas been employed by me for over 20 years and | have no reason to do
her integrity and moral character.

| have the following policy, procedure, and control to meet the AML/CFT requirements.
Policy:

9 To recruit new staff using reputable employment agencies who conduct appropriate crim
history checks before referring the candidate for an interview. If recruitment is undertake
referrals then the following is required:

- Criminal history check;

- Credit check usingquifax and
- Two referees

9 Itis our policy to vet ALL staff, regardless of position or status withiagiecy prior to
recruitment or engagement.

Procedure

1 Obtain written confirmation from the recruitment agency, before conducting the interviev
that they have completed a satisfactory criminal history check, and reference check fron

referees.

fLY K2asS aAiildz daAz2yaz y20i Ay@2t @Ay3a | NB
for conducting a criminal histogheck, credit check, and reference check from at least twc
referees.

falAydrAy gNAGGSY NBO2NRA 2y GKS O yRARLE
by myself as well as those by the recruitment agencies.

1 As part ofongoingemployee due diligence, we may undertake criminal history checks of ¢
staff (regardless of position or status within thgency, every two years.

Control

1 The offer of employment is not made without appropriate vetting as described above.
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The main purpose for providing AML/CFT training is to ensure that relevant employees are aware of
the risks of ML/FT faced by yocagencyand how they should respond when confronted with such
risks.

Under the Act, your AML/CFT programme must set out your policies, procedures and controls for
training on AML/CFT matters for senior managers, your AML/CFT compliance officer and any other
employees with roles involving AML/CFT duties.

Training should highlight to everyone in tagency the importance of the contribution they can
individually make to the prevention and detection of ML/FT. There is a tendency, in partcular

the part of more junior staff, to mistakenly believe that the role they play is less pivotal than that of
their senior colleagues. Such an attitude can lead to failures to disseminate important information
(e.g. suspicious activity of clients) becausentftaken assumptions that the information will have
alreadybeen identified and dealt with appropriately by senior colleagues.

It is common fomagencie to give training on AMLETto staff without any formal record being kept

of that training (e.g. through cthe-job training). If training is giveon the jobthen the trainer

should make a note of what was covered in the session and sign and date that record. If you cannot
produce records of employee training, then there may be no defence against a prosecution for
failing to report a suspicion of ML/FT

Your AML/CFT programme could document the following:

1 The scope and nature of the training (e.g. you could include training on relevant AML/CFT
legislation, your AML/CFT policies, procedures and controls, your ML/FT risks (as set out in
your risk assessment), trends and techniques of ML/FT, and how to idantisual
behaviour).

9 Tasks or duties which can only be carried out by staff who have had appropriate AML/CFT
training.

1 How you will apply the AML/CFT training, including frequency and delivery methods. The
frequency of training events can be influenced by changes in legislation, regulation,
professional guidance, case law and judicial findings (both domestic and interaitias well
asbychangesintregenc@d NA A1 LINBPFAES YR LINPOSRAINBA D

1 Ariskbased approach to training. This means staff undertaking elaginhg duties (such as
on-boarding,suspicious activitynonitoring, etc.) can be provided more frequent training (e.g.
every quarter to ensure they are aware of new red flags identified by the FIU in its quarterly
typology reports). Senior management and staff not in roles involving AML/CFT duties can be
provided training on an annual basis in the form of refresher training.
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1 How you will track that relevant staff have completed the required training.
9 How training is tailored for different employees depending on the tasks carried out.

1 When training should be completed. Tagencyshould ensure new staff are trained promptly
(e.g. within three months of joining thegency. Subsequent ogoing training can comprise
2F O2yOA&S dz2JRI(Sa G2 KStLI NBFNB&AK FyR SELJI YR
how important effective AML/CFT work is.
1 Whether and how employees are assessed for knowledge, application and retention of the
AML/CFT training.

Example ofTrainingdescribed in an AML/CFT programme

1 We recognise e of the most important tools available to us to assist in the prevention an
detection of ML/FT is to have walhined staff alert to the potential risks of ML/FT. (oticy,
procedure, and control ardesigned on this basis.

Policy

9 Provide adequate, and relevant initial, and ongoing AML/CFT training to enable staff, an
senior management, to fulfil their respective responsibilities under the AML/CFT Act.

Procedure

9 At the beginning of each year, as part of my professional developmericangd real estate
agent, | identify the areas relating to new legislation, such as AML/CFT, | need to be trair

1 1 also sit with my staff to identify the areas of development they would like to undertake c
the year. One of the elements in this plan is to keeoegate with the legislation (including
AML/CFT).

1 We have registered with Strategi Institute Limited (SI) for the use of their online CPD pla
Radar. Sl is our preferred provider of AML/CFT training. We undertake CPD modules rel
AML/CFT (e.g. AML/CFT risk assessment, development and maietenancAML/CFT
LINEINF YYSE LYUGUNRBRdAzOUGAZ2Y (G2 WLRSyGAGe =S
is delivered online and includes a series of questions which are marked to confirm we he
understood the material.

9 The areas covered in the AML/CFT training include (but are not limited to):

- Background on ML/FT;

Suspicious activities, and red flagsrieal estate agers;

- Amended Identity Verification Code of Practice 2013;

- How to complete a risk assessment and AML/CFT programme
- Consequences of namompliance with the Actand

- CDD and suspicious activity reporting.

1 The AML/CFT compliance officer undertakes AML/CFT modules on Radar that are relev
her role as the AML/CFT compliance officer.
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1 Radar automatically records the training we have completed and the CPD hours allocate
Sl.

1 The effectiveness of the AML/CFT training is measured by reviewing the score achieved
person completing the CPD module on Radar.

9 I also include the AML/CFT training, undertaken using Radar, in my CR&X logm required
to maintain to complyvith the rules set by the Real Estate Authority.

1 We also subscribe to the updates on the websites of DIA and the FATF to-keeatgpon
the AML/CFT legislation. In addition, we subscribe to Stratges which carry information
on AML/CFT updates.

1 As a member dREINZ may also undertake relevant AML/CFT training offered by them.

I We may also obtain AML/CFT training by attending rela@ws conducted by DIA, the REihnd
other relevant organisations on AML/CFT.

Control

1 The AML/CFT compliance officer reviews the CPD log every year to ensure relevant trai
AML/CFT matters is undertaken by everyone iratfency

1 For new recruits, the AML/CFT compliance officer checks relevant initial AML training ha
provided before they are actively involved in the-ttagay operations involving AML/CFT
duties.

In addition, undertaking ogoing (or refresher) AML/CFT training is included in the job
descriptions of all staff, and senior management (as part of meeting all the compliance oblig
applicable to ouagency, and completion of that training is one of the requirements taken intc
account at the time of annual performance appraisals. The CPD log (or the training log) of e
staff member (including senior management) is reviewed by the AML/CFT compliancdarffice
the manager of the staff membere.g branch managerto check the AML/CFT training require:
to be undertaken during the year, has actually been undertaken.

Customer due diligence (CDD) is the process through which you develop an understanding about

your customers and the ML/FT risks they pose toabency CDD is the cornerstone of an AML/CFT
programme. CDD involves gathering and verifying information about the identity (e.g. full name,

date of birth, relationship to the customer, address, ethg nature, and purpose of the business

relationshipof a customer, any beneficial owners and representatives of the cust@reepersons

acting on behalf of the @iomer), andany person on whose behalf a transaction is conducted that is

a customer of your customer, if that persontaglzf G A Yl 6§S 246y SNAKALI 2.NJ O2y i N.
The CDDnustbe conducted before the real estate agent enters into an agency agreement with the
customer.
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Note: Where real estate agency work is conductedelation to a commercial lease transaction,
CDD an be conducted after the agency agreement is signed, but must be conducted befofter
to lease is presented to thandlord.

RobustCDD procedures are vital for a reporting entity because they:

a. form an essential part of risk management, for example, by providing the basis to identify,
assess, mitigateand manage risk of ML/FT,;

b. help to protect the reportingntity by reducing the likelihood of it becoming a vehicle for, or
a victim of, ML/FT,;

c. help the reporting entity, at the time the CDD is carried out, to take comfort that the
customers and other parties included in a business relationship are who they say they are,
and that it is appropriate to provide them withé product or service requestednd

d. help the reporting entity to identify, during the course of an ongoing business relationship,
factors which are unusugnd which may lead to knowing, suspecting, or having reasonable
grounds for knowing or suspecting, that persons involved in the business relationship may
be carrying out ML/FT.

Persons seeking to engage in ML/FT activities throughagemcywill try to mask their identity,
hide the illegal source of their funds, and/or mask the identity of the beneficiaries of those funds.
Effective CDD is required to counter this.

Real estate agenshouldidentify, and verifythe identity of their customern sufficient detail to
provide them with reasonable assurance that the information they have is an appropriate and
sufficient indication of the& dza (i 2 tha&idEktisy.

For real estate agents, thmistomer(i.e. the client)s the person with whom the agent hastered

into an agency agreement witiAn agent will only need to conduct CDD on this party and not on the
other party or parties to the transaction. The only exception to this is in the cagec@sional

clientsg

Occasional clients are people that conductiancasional activior coccasional transactian

through your real estate agendy ¢ KS GSN¥a a200lF aA2ytf @éaArAgriee |

defined in section 5(1) of the Act:

1 Occasional activityan activity that does not involve a business relationship between the
NELR2NIAY3I SydAade IcustBmedl KS NBLRNIAYy3I SyiradeqQa

1 Occasional transactiora cash transactiothat is equal to or above the applicable threshold
value or wire transfercarried out or receivethy the agenbver $1,000that occurs outside of a
business relationship. Cash means physical currency and includes a cheque, bill of exchange,
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promissory nog, bearer bondtraveller@cheque, money ordeand postal orderNote: the
threshold value can vary for different situations.

Example

Jane, of Jane Doe Real Estate Limited (JDRE), has entered into an agency agreement with
YR YS@AyY [ f I N)addhshcedhé digh® setiBeif RAUNIDRE is a licensed ree
estate agent (and Jane Doe is aldansed real estate agent).

[ AdlF FYR ¢K2YlFa . NRoyS 0a0KS LIzNOKIF & SNBEE C
signed a sale and purchase agreement with the vendors.

The purchasers have given JDRE $10,000 NZD in cash as a deposit for the property. JIDRE
this in their trust account.

In this scenario, Jane has already fulfilled her obligation to conduct CB# olientdi.e.the
vendos) before she entered into an agency agreement with them.

In addition, Jan& & |y 20f A3l A2y G2 O2yRdzOG0 /55 2
Of ASyilGé¢ 0SOIdzaS GKS& INB O2yRdzOGAY3I |y a2z

Some payments will not attract CDD or other AML/CFT obligations.
Where a DNFBP (izereal estate agenteceives a paymerftom a customer for the purpose of

making a payment to one of the below parties, the transaction is not captured by the AML/CFT Act

andthe real estate agentioes not have to conduct CDirelation to the transaction
1. A New Zealand government department, the New Zealand Police, or a local authority;
2. A barrister; or

3. Any other third party carrying out business in New Zealand, where the payment relates to

the provision ofa serviceby that businesswhichis wholly ancillaryi 2 G KS NS I f

Sadl d

service and where the value of the transaction (or series of transactions) is less than $1,000.

Thismeans that if a real estate agent receives a payment from a customer (of less than $1,000) for

the purpose opaying another busineder a service thais necessary to support the real estate
I 3 Sy G Q ait mayhotBikact AML/CFT obligations.

Refer toRegulation 24AB, Arlloney Laundering and Countering Financing of Terrorism
(Exemptions) Regulations 2011 for further details.

There are three types of CDD under the Act depending on your customer, and the type of
transactions they conduct. They are:

i standard CDD;
1 simplified CDDand
M enhanced CDD.
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The CDD programme should set out what level of CDD you will apply to your customers and the
circumstances under which each type of CDD is undertaken.

4.8.1 Standard CDD

For mostagenciestandard CDD will likely be the norm for the majority of their customers. Standard
CDD involves the collection of identity information of the customer, any beneficial owner of the
customer, or any person acting on behalf of the customer.

Generally, standard CDD will apply when you establish a business relationship with a new customer.
For your existing customers, standard CDD may be required depending on the level of risk involved.
You will also need to condustandard CDD on existingstomerswherethere is a material change

in the nature or purpose of the business relationship, and if you have insufficient information about
them. For example, austomer(a family trustlyou dealt with previously and prior to you having
obligations under the Act, requests your services in respect of selling a property. However, there are
now newtrustees As you have not dealt with theew trusteespreviously, you will not have any

CDD information about them arsbwill need toconductCDD for thecustomer

The type of information required to meet standard CDD is:

- ¢KS LISNB2YQa FdA t yI YST

- ¢KS LISNE2YQa RIGS 2F O0ANIKT

- If the person is not the customer, the person's relationship to the customer;

- The person's address or registered office;

- The person's company identifier or registration number;

- Information on the nature and purpose of the proposed (or existiatgtionship with the
customer,

- If the customer is a company, the existencel@aame of any nominee director and/or
nominee shareholder

- If the customer is aiited Partnership or Overseas Limited Partnership, the existence of
and name of any nhominee general partner;

- Ifthe customer is trust, the settlofs)and any protectofs); and

- Any information prescribed by regulations.

The reporting entity must have specific verification requirements for each type of customer
mentioned above and must be according to the level of risk involved.

Most of the above requirements will be met byal estate agentasho adhere to the identity
verification requirements prescribed by the Amended Identity Verification Code of Practice 2013.
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The requirement to collect information on the nature, and purpose of the proposed business
relationship with the customer will be satisfied when ygign an agency agreement witte
customer that describes the nature and purpose of engagement with the customer.

4.8.2 Simplified CDD

Simplified CDD is required when dealing with customers such as government departments, local
authorities, the New Zealand Police, the New Zealand Security Intelligence Service, registered banks,
licensed insurers, and certain listed comparfies.

Most smalt and mediumsizedreal estate agenciesill not have a need for this CDD type in the
ordinary course of theibusiness

4.8.3 Enhanced CDOD
Enhanced CDD is required when:

-, 2dzNJ NAa]l aasSaaySyjgorAyRAOFGSaE | WKAIKQ NRaj
- You deal with certain customer types such as a truspraresident customer from a

country that has insufficient AML/CFT measures in platech also includes any country

identified by the Financial Action Task Force as being artsiglurisdiction subject to a call

for action) a customer who is a politically exposed personustomer who is a company

with a nominee director or shareholder, or a limited partnership/overseas limited

partnership with a nominee general partnetc.

Enhanced CDD requires collection and verification of the same information as standard CDD as well
as, according to the risk level identified, the collection and verification of information relating to the
source of the funds or wealth of the customer.

Enhanced CDD may also include some of the measures below:

- Seeking additional independent and reliable sources to verifynmdtion provided by the
customer.

- Taking additional measures to better understand the background, and the financial situation
of the customer (e.g. undertaking open souresearch, undertaking reference checks with
providersoR2 § KSNJ LINPFSaaAz2ylf ASNBWAOSa oS3 Odzalz2
(where applicable) audited financial statements for the past three years, obtaining and
verifying any former name (such as maiden nare&,

5> Refer section 18(2) of the Act and regulation 5 of the Muhey Laundering and Countering Financing of
Terrorism (Requirements and Compliance) Regulations 2011.

6 Refer section 22 of the AML/CFT Act for a full list of specific situations (in addition to trust customers)
requiringyou to conduct an enhanced CDD.
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- 'YRSNIIF]TAY3 AYONBFaSR Y2yAlG2NAy3 2F GKS Odzai:
those transactions. An example is setting lower thresholds for transactions connected with
the business relationships.

Enhanced CDD in respect of trusts requires you to undertake the following:
a. Trusts other than charitable trusts and discretionary trus@btain information about the
name and date of birth of each beneficiary of the trust.
Charitable trusts:Obtain information about the objectives of the charitable trust.
Discretionary trusts and trusts with more than 10 beneficiarig@btain descriptions of each
class or type of beneficiary.
Ly NBAaLISOG 2F WwWoQ YR WOQ l020Ss GKS (NdHzaG RSSR
a copy of the trust deed for your records to meet the requirement of enhanced CDD.

If enhanced CDD is needed for a business relationship, "additional enhanced measures" must be
taken if source of funds or wealth information is insufficient.

The Act requires conducting CDD not only on the customer, but also on the beneficial owner(s) of
the customer.

It is important to know who the beneficial owner(s) are so you can make appropriate decisions
about the level of ML/FT risk associated with your customer.

A beneficial owner is a natural person, not a company or organisation. An individual who:
- Has effective control of the customer; or
- Owrs more than 25% of the customaer,

- Is a person on whose behalf any transaction is conducted that is a customer of our
OdzaG2YSNE YR KlFa adadzZ GAYFGS 26y SNEKALI 2N O2
If an individual satisfies any one element, or any combination @fthove three elements, then
g/ he is the beneficial owner.

Identifying beneficial ownership of a customer is an obligation that MUST be satisfied, regardless of
the level of risk associated with the customer. Once the beneficial owner is identified, the
appropriate level of CDD can be applied.

” Refer Appendix 2 fahe full text of the Beneficial Ownership Guideline.
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Under s23(a) and 24(1)(b) of the Act, reporting entities are required to take reasonable steps,
depending on risk, to verify information on the source of funds or wealth of the customer.

The source is NOT where the money is being transferred from (which, in most situations is likely to
be a bank account). Source and wealth both point to where the funds originated.

Thesource of fundsefers to funds that a customer has acquired in connection with a particular
business relationship, or a particular transaction. These form the basis for requiring a business
relationship between the customer and the reporting entity. For example, a mestonay acquire
funds by selling a business and then decidpurchase propertyvhich they would like theeal
estate agent to provide their services for.

On the other hand, theource of wealthiefers to funds that the customer has acquired over a

LINPf 2y3SR LISNA2R 2F GAYS FyR GKFG YF{1S dzlJ 6KS Od
determining the source of wealth, the emphasis is on obtaining informatiothe® dza (i 2 Y S N &

activities that indicate how the customer acquired the wealth. For example, the source of the
Odzati2YSNRa ¢SIHfGK YIe O2yaraid 2F al @gay3aa | O00dzyd
years, or an inheritance.

The information about the source of funds, and the source of wealth, must be obtained when
undertaking enhanced due diligence, both when establishing the business relationship, as well as on
an ongoing basis for the duration of that relationship.

The following table provides examples of information sources to help determine the source of funds.
It should be emphasised that the measures described in the table should be applied according to the
customer risk level. Thest is merely illustrative.

Serial Type of funds Possible information to establish source of funds, or wealt

1 Salary savings f9YLX 28SNRa yFYS IyR | RRNB
btk G§dzNE 2F SYLX 28 SNR& 0dza A
1 Pay slips

1 Bank statements evidencing salary credits into the
Odza 2 YSNR&A I O002dzyd 6AGK
the amount on the pay slips.
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Serial Type of funds Possible information to establish source of funds, or wealt|

2 Sale of securities 1 Manner of the sale (through a broker, through a financia
adviser, through the bank, etc.)

1 Quantity and value of the securities sold

1 Contracts evidencing the sale.

3 Sale of property I Sale and purchase agreement for the property sold

1 Manner of sale (e.g. private sale, through a real estate
agency, at the auction, etc.)

1 How long the seller owned the property.
4 Loan 9 Loanagreement evidencing the amount of loan, and ott
relevant details
9 The purpose of the loan (e.g. debt restructuring,
undertaking business expansion, etc.).
5 Inheritance T Amount inherited

9 Probated Will evidencing the name of the
testator/testatrix, and the relationship of the person
receiving the inheritance.

6 Business profits 1 Audited financial statements for the past three years

9 Bank statements.
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Example ofCDDfrom an AML/CFT programme

1 Theagencyconducts standard CDD for new customers identified as low risk when
establishing a business relationship with them. In respect of existing customesggethey
conducts standard CDD only if there has been a material change in the nature or purpao
the agencyrelationship, or if thegencyholds insufficient information about the existing
customer.

1 Examples of material change include (but are not limited to):

- A natural person customer changing itheccupation from a salaried job to starting their
own business activity;

- Atrust customer changing its trustees;

- Alimited liability customer changing its shareholding;

- A natural person customer going on secondment toiadistion with insufficient MIET
controls;

-1 Yyl GdzNF £ LISNBR2Yy Odzali2YSN 6SO2and y3a || ¢

- Thecustomeris wanting to sell/buyvithin a short period after purchasing or selling.

1 Theagencyconducts simplified CDD when dealing with customers such as government
departments, local authorities, the New Zealand Police, the New Zealand Security Intell
Service and certain listed companies. Curretith/agencydoes not have any customers in

this category.

1 When conducting standard CDD, the practice will gather extra details about the legal
structure of their clients/customers (legal persons and legal arrangements), like proof o
existence, who owns and controls them, and any rules they follow.

1  When dealing with companies, limited partnerships, partnerships and trusts, the practic
need more information beyond just their name.

This additional information includes things that evidence that they:

- exist and are legitimate,

- who owns them,

- who controls them, and

- what rules or laws they operate under.

If the customer is a trust, we will obtain, in addition to the above, information relating to
powers that bind and regulate the trust. This could be the trust deed and any deeds of
appointment or amendment; as well as the information about the se#fja(d any
protector(s) of the trust. For a natural person, this should include obtaining their names
dates of birth.

1 Theagencytakes a riskbased approach to obtaining information relating to the customer.

1 After completing initial CDD action and after reviewing information gatheredagleacywill
consider the money laundering/terrorist financing risk of the company. If this is determir
as low, the practice will ask the client or any person(s) representing the client if any dire
AKFNBK2f RSNE 2NJ 3SySNI f  édhoud ye3andrdediby way oF §

note. If theagencyconsiders the company or limited partnership to be medium or high ris
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then theagencywill consider developing an attestation form that the person representing
company or limited partnership sign acknowledging that there are no nominee directors
shareholders or general partners involved.

1 Theagencyconducts standard CDD if a person seeks to conduct a transaction through t
outside of a business relationship, provided it is not an occasional transaction and there
grounds to report a suspicious activity.

1 Theagencysubjects a customer to enhanced CDD in the event a suspicious activity is

suspected even if simplified CDD would typically suffice.

i Theagencyconducts enhanced CDD for customers who are trusts (family trusts or chari
trusts), NZ nomesident customers from countries having insufficient AML/CFT measure:
(which also includes any country identified by the Financial Action Task Force as being
risk jurisdiction subject to a call for actiony customers who could qualify as P&P
customers who are companies witmaminee director or shareholder, or a limited
partnership/overseas limited partnership with a nominee general partner

1 Theagencyhas a policy to verifthe identity of all new clients. In respect of existing clients
we ensure we hold, as a minimum, their full name, date of birth and last known address
they request a new servi@eNJ NBlj dzS& G |y Wdzydzadzr £ Q F Y20
in multiple sale and purchases of property or businessen,we will undertake standard or
enhanced CDD, depending on the risk they impose.

f The client base of thegencyO2 YLINR S & x> WadzY | yR RI RC
Zealand citizens or New Zealand permanent residents. These clients are very low risk
requiring standard CDD. 10% of the clients are family trust clients requiring enhanced

1 The documents used to conduct the standard CDD are based on the documents prescr
the Amended Identity Verification Code of Practice 2013 (IVCOP). A typical requiremen
Appendix 6.

9 The verification is facm-face, or by copies of documents certified by persons prescribed
the IVCOP. In respect of family trust clients we also ask for a copy of the trust deed tog
with any amendments and supplements.

T Ly NBaLSOld 2F GKS FlLYAte GNyzad Ot ASydas
YR 5FRQ | yR I LiN®cfeSsioralitrasiee is a MESEHzCcOEGudboa ¢
solicitor (member of the @MNZ or the Law Society). The trust assets mostly comprise of
investment portfolio and/or a family home. The Settlors (who are also the Protectors ha
GKS LI2gSN) 12 WKANB FYyR FTANBQ (NHzaGSSao

1 With family trusts, we ask for information about the source of funds. This could be the
following:

9 If the funds are from the sale of property, then a certified copy of sale and purchase
agreement evidencing date of settlement, and price.
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If the funds are from the sale of investments, then a certified copy of the statement fron
investment company (with whom thievestment was held).

2§ |faz2 Fal F2NIFYyR NBOGFAY | O2L® 2F G¢F

TheagencyNB |j dzZA NBa adlF FF (2 dzy RSNIF 1S GNIAYA
26yYSND 2F | O0dzad2YSNXP ¢KS GNIAYyAy3a Aa L
platform. Staff undertake the relevant CPD module, designed by Strategi Instiidteheir
knowledge is tested via an online test.

Irrespective of the type of CDD undertaken, we subject all customers to a PEP check, L
electronic PEP checking tool MemberCheck. If a customer is a PEP then we will obtain
management approval to commence the business relationship.

It is our policy not to enter into a business relationship with customers who are not able
provide satisfactory customer due diligence information (including information about the
source of funds).

Theagency considers the following extra measures if standard enhanced CDD rules of
establishing source of wealth and/or source of funds are not enough to adequately redc
the risk of money laundering and financing terrorism.

In addition, when conducting enhanced CDD atpencymust be able to know when it is
necessary to obtain and verify customer information regarding the source of funds or th
source of wealth, and both the source of funds and the source of wealth.

Where we have an existing business relationship, we would terminate that relationship
customer fails to provide relevant customer due diligence information, requested as par
our ongoing due diligence. The business relationship will be termifidatedcustomer fails
to provide us with the requested due diligence information within 20 working days of the
request madeWhen we terminate a business relationship, any funds or other assets rec
will be returned to theustomer eveiif the funds vere received from a third party, unless tt
customer directs the funds tme paid to the sourcduring that period we will monitor the
Odzai2YSNRa (GNIXyalOuAz2ya FyR FAES | adzal
We will not orboard customers from FATF defireégh-risk, and norcooperative
jurisdictions.

A customer intent on acquiring your services to facilitate ML/FT may present themselves as a
legitimate client. S/he may engage you in relation to a corrupt transaction well into the business
relationship, after having won your trust by satisfying your @iglasures and by dealing with you
over a period of time. In this scenario, CDD alone would not prevent abuse of your professional
standing. Ongoing monitoring is, therefore, a logical inclusion in the efforts to combat ML/FT.

© Strategi Institute Limited AML/CFT Manual fdReal Estate Agent® June2024 Pagel9of 39

Section FourDevelopingan AML/CFTprogramme



Therefore, the Act places an obligation @al estate agencie® monitor the transactions carried

out by (and on behalf of) customers throughout the duration of the business relatior&ngpaim of
thisisto enable thagencyi 2 NBYIF AY 6 NB 2F GKS aoO0FlftS FyR yI G
affairs and to enable thagentto become aware of transactions which are so unusual, in size or

nature, that they might give a reason to suspect ML/Ongoing monitoring may also help to ensure

that CDD data is kept up date.

Ongoing CDD requires you to regularly review information about the business relationship you have
with your customers. Account monitoring involves reviewing account activity and transaction
behaviour. You can do this using a manual or electronic systeaview the transactions that occur

and to detect patterns or unusual transactions. Your account monitoring requirements will be
determined by the factors considered in your risk assessment. For some reporting entities a manual
system will not be adequat&or example, if you process a large number of transactions or have a
large customer base, a manual system may not allow you to adequately monitor transactions.
However, for a smatkal estate agency good client relationship management system (CRM) that
will record client details and enable filtering of cliemtdl be sufficient In most instances, staff

training and knowledge of what to look for, plus a general sense of ML/FT awareness should be
sufficient to detect a change in behaviour of certaiems.

The ongoing CDD and account monitoring you conduct must allow you to identify any

inconsistencies between what you know about your customer, and the transactions they undertake.

¢t2 R2 0(GKAA &2dz Ydzald O2yaARSNJI ¢KI (odackdndbeyvges | 0 2 dzi
as well as the risk rating for the customer type according to your AML/CFT risk assessment. You must

also consider the type of CDD undertaken when the business relationship was established and your

current assessment of the level ofkimvolved. This will allow you to identify grounds for suspicious
transaction reporting.

Depending on risk levels, entities must update and verify customer information during regular
reviews, considering the adequacy of information and when CDD was last conducted.

Regular reviews of information about designated #irancial business or profession activities are
also necessary.

Example ofOngoing CD@escribed in an AML/CFT programme

1 We undertake ongoing CDD following aislsed approach, or on a risknsitive basis. Tha
F LILINPF OK A& oFaSR 2y SaidlofAaKAYy3d Wy2N»
time of customer onboarding. These expected activity profiles are used to compare act
activities.
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1 The expected activity profiles are based on customer types (i.e. natural persons, trusts,
limited liability companies), geography (i.e.-based, out of Nbased in jurisdictions with
robust AML/CFT measures, out oftdsed in juridictions with insufficient ML/Fheasures
(including any country identified by the Financial Action Task Force as beingreskigh
jurisdiction subject to a call for actigrétc.), and nature of business/occupation (i.e. salari
cash intensive businesses, unemployed,.etc.)

T LY GKS S@Syi Odzal?2 Y&enbyare foudd th i inivdrighaeIvithithieit
expected profile (created in the manner described above), then we engage with those
customers to update the CDD information held on our records.

1 Depending on risk levelhe practiceupdates and verifescustomer information during
regular reviews, considering the adequacy of information and when CDD was last cond
The practicaalso condudregular reviews of information about designated Aarancial
business or profession activities if necessary.

1 The frequency of review would be determined by the risk rating of the client as mention
above, the extent of due diligence undertaken when the client was onboarded and wha

of changes have occurred in theacticeor in the type of transactions undertaken with us.

9 Ongoing CDD is also undertaken as appropriate opportunities arise such as:
- when a previously inactive engagement recommences;
- whenever there is a change of control and/or ownershipefdustomersuch as change
of trustees, change of directors or senior managers in a business, and major sharet

change or whenever there is business sale, merger, etc.;

- when the business is introducing new products or services which increase the risk ¢
ML/TF;and

- where any cause for concern, or suspicion, has arisen (in such cases, care is taken
making any disclosure which could constitute tipping off).

1 The transactions undertaken by clients are of the type that can be monitored manually.

The Act permits you, in certain circumstances, to rely on CDD conducted on your behalf by another
person who is:

1 Your agent; or
1 Areporting entity that consents to do so; or

1 Avresidentin a country:
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- with sufficient AML/CFT systems and measures in place; and
- supervised or regulated for AML/CFT purposesl

- who consents to do so.

A person or reporting entity (that is not your agent) that you rely on, must have a business
relationship with the customer concerned. They must have conducted CDD to at least the standard
required by the Acand provided you with relevant identity and verification information. Where CDD
is conducted on your behalf by a member of your designated business group, or a person that is not
your agent, the relevant verification information must be provided to yosa@m as practicable, but

no later than five working days after the relationship is established or the occasional transaction is
conducted.If a reporting entity is a member of a designated business group and is relying on an
overseas member for CDD, it messure that the overseas member meets comparable standards

to the AML/CFT Act or consider the risk level of the relevant country appropriately.

If youragencyrelies on CDD conducted on your behalf by another person, t&&ifk3d of the Act
requires your AML/CFT programme to set out:

- policies, procedures and controls for circumstances under which yoemeGDD
conducted on your behalgnd

- the procedures which will be followed by the person conducting CDD on your behalf.

Your policies, procedures and controls will have to be adequate and effective to detect and deter the
ML/FT risks that your risk assessment has identified. For example, you could set out how a person
resident in another country will conduct CDD on a tinghat country before you enter into a

business relationship with the trust.

You are responsible for the adequacy of the CDD conducted on your behalf. This means it is
desirable for you to communicate your relevant policies, procedures, controls and CDD
requirements clearly to the third party. It is also desirable for you to cpeciodically whether the
third party is carrying out CDD to the required standard.

In the case of a typicamall real estate agencthe CDD will be carried out by the staff within the
agencyat the time of engagement so there is no requirement to rely upon third party CDD.
However, there could be instances such as:

- A customer is overseas or incapacitated and there is a Power of Attorney who has signing
rights.

- Theagencyhas offices around New Zealand aagents(usually contractors or franchisees)
are meeting new clients anghdertaking CDDBn your behalf.

- A new client who is a New Zealand citizen and resitlahts temporarily working overseas
and now wishes to avail your services (&wgy or sell property.
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Exampleof Third Party CDIas described in an AML/CFT programme

There are limited circumstances when we may rely on third parties conducting CDD on our |
This may happen when customers are referred to us by othéestate agentsaccounting
practices, or law firms, fggroviding real estate services.

Policy

9 Itis our policy to put in place a written agreement with the third party setting out what w
expect from them and what we must obtain from them as part of CDD prior to undertak
the work forthe customers.

Procedure

1 An agreement is put in place with any third party (or parties) we decide to rely on for the
purpose of fulfilling our CDD obligations.

I The AML/CFT compliance officer checks the identification documents obtained and ver
on our behalf.

91 Inthe case of any discrepancies (e.g. if the attestation wording is incorrect, or the attes
does not indicate the date the document is verified by the agent) the AML/CFT complia
officer will notify thethird partyand obtain another set of correctly verified or certified
documents before providing services to the customer.

1 Records of the CDD documentation (including communication with the third party (or
parties)) is held on customer files.

Control

I The AML/CFT compliance officer, when undertaking a review of our compliance with th
AML/CFPprogramme, checks customer records where we relied on third parties for
undertaking CDD on our behalf.

1 The AML/CFT compliance officer obtains and keeps on file, information about the type
AML training provided (and how it was provided) to the relevant persons of the third pal
ensure those persons are fully familiar with the requirements of thesAittey relate to
obtaining the customer identity and verifying that identity.

1 The agreement with the third party (or parties) contains provisions describing when we
terminate the agreement (e.g. for unsatisfactory performance when undertaking CDD o
behalf).

Note: If theagencydoes not rely on CDD conducted on its behalf by another person, then the
AML/CFT programme can state this in the section relating to CDD.
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A reporting entity choosing to rely on the IVCOP, for identity verificatfaustomers (that are
natural persons) assessed by the reporting entity to be high risk, must have appropriate exception
handling procedures in place.

The IVCOP prescribes different types of documents a reporting entity may use to undertake
GSNAFAOIGAR2Y 2F Odzad2YSNEQ ARSy(dAGEDd | 26SOSNE (K
GSNE @&2dzy3sx 2NJ GKS @SNE 2f R tion dokutenR ZTfe@icepiioh S G K S
handling policy, procedures, and controls enable a reporting entity to deal with such circumstances.

It is important to remember exceptions are just thathey should not turn into normal business
practice. As an example, exception handling should only be used where the person genuinely does
not hold the identification documents, not where they have jlieft them at home.

Example ofException Handlingection from an AML/CFT programme

An exception occurs when an existing customer, or a potential new customer, is unable to p
the identity verification documents prescribed by MEOP
Policy

Customers not in a position to provide identity documents, prescribed by the IVCOP will onl
boarded on a casdyy- case basis and with the approval of the AML/€&mpliance officer.

Procedure

1 The AML/CFdompliance officer has prescribed alternative documents for identity
verification purposes when a customer cannot supply identity documents as prescribed
IVCOP. The alternative documents are:

a. For persons under 18 years of age, a birth certificate or a student identity card.

b. For persons over 18 years of age, who are unable to produce a primary photographit
identification, the acceptable document is the passfsizé photograph of the customer
along with an Identifier Statement of the person who kaswn the customer for a
minimum period of 12 months before the date offmyarding. In addition, the identity of
the Identifier should be verified using the documents prescribed by the IVCOP.

9 Staff undertaking identity verification by such means, must record the reasons for makil

SEOSLIiA2YS YR NBillIAY GKS NBO2NR 2y (K¢

1 Inthe event the customer is unable to supply the documents described in a (i), or (ii), tr

customer must not be ehoarded, and the AML/CFT compliance officer must be informe
Control

1 At the end of each month the AML/CFT compliance officer undertakes a review of files
customers to ascertain if any customer washmarded by making an exception to our
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standard procedure of only obtaining identification documents prescribed by the IVCOF
check reveals if the exception handling procedure was correctly followed at the time of
onboarding.

9 If the above check reveals the exception handling procedure was not correctly fotlogved
additional training is provided by the AML/CFT compliance officer to the relevant staff
member.

Your AML/CFT programme must contain policies, procedargscontrols to examine and keep
written findings on any activity that is likely by its nature to be related to ML/FT. You must also
examine and keep written findings on any complex or unusually large transactions, and unusual
patterns of transactions wit no obvious economic or lawful purpose.

Your policies, procedureand controls must also set out how you will monitor, examine, and keep
written findings relating to relationships and transactions with countries that do not have, or have
insufficient, AML/CFT systems in place. Your AML/CFT programme must includenatidigasures
that restrict any dealings with these countries.

It is unlikely a smalto mediumsizedreal estate agencgfferingsimpleservicesuch as the buying
YR aStftAay3a 2F NBaAaARSYy(GAlIf FrYAfe K2YSa (2 Wadzy
related to ML/FT.

Example ofWritten Findingssection from an AML/CFT programme

Theagencyis aware of the requirement to keep written findings of any activity that is likely to
related to ML/FT. This awareness is maintained via the training programme undertaken by ¢
annually. It would be rare to have complex or unusually large actions or transactions that
have no obvious economic benefit as #igencydoes not deal with clients intending to undertak
transactions of this type.

Policy

1 We keep written findings relating to complex or unusually large transactions, or unusua
patterns of transactions that have no obvious economic benefit, or any other activity we
regard as being particularly likely by its nature to be related to ML/FT.

Procedure

9 As the first step, we provide-gepth training to staff to ensure they can identify complex ¢
unusually large transactions, or transactions having no obvious economic purpose. The
training is provided by using examples of red flags described in pulntieatich as the FIU
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guarterly typology reports. The training is undertaken via the online education platform
Radar (we subscribe to), provided by the Strategi Institute.

1 If a staff member identifies clients intending, or enquiring about using our services, to
undertake transactions we do not undertake in the normal course of conducting our bus
then they will discuss the matter with the AML/CFT compliance officepant@er. The
discussions may trigger the requirement to file a suspicious activity report and that deci
will rest with the AML/CFT compliance officer.

1 We maintain a registethat recordstransactions of the type described above, whether or |
such transactions are actually undertaken.

Control

1 The AML/CFT compliance officer reviews the register recording the transactions of the
described above when reviewing the compliance oftiemcywith its AML/CFT programme
A report of the review findings is provided to senior management addkacy

Under s40 of the Act, if a person conducts, or seeks to conduct, a transaction througiggoay

and you have reasonable grounds to suspect the activity, or proposed activity, is or may be involved
in criminal activity, you must make a suspicious activity report (SAR) to the FIU. This must be
reported as soon as practical, but no later than three kitog days after forming a suspicion.

An activity does not have to be completed before you can notify the FIU. You can submit SARs to the
FIU about proposed activities as well. For example, if you turn a client away because you are not
comfortable with the explanation they give you about treisce of their funds, you should still

submit a SAR with the information you have collected.

Your AML/CFT programme must contain policies, procedarescontrols for reporting suspicious
activities to the FIU (including, if applicable, filing suspicious property reports (SPRs) under the
Terrorisn Suppression Act 2002).

goAML Web is the method prescribed by the FIU to file SARs. You must first register on the goAML
Web in order to file SARs. Appendix 12 provides guidance on how to register a reporting entity on
goAML Web.

4.15.11dentifying suspicious activity

LRSYGATeAYy3a | &adzalLAOAz2dza +FOlGA@A(Ge YI& 0SS fIN
FOGA@GAGE YIe 2FGSy 06S 2yS 6KAOK Aa AyoO2yarai
activities, or with the normal business of a cliefthat type. Therefore, the key to recognition is
FAYRAY 3 2dzi Sy2daAK (odpersmial siiukti®nyithia kiwlolb@able mdza A y S & &
identify that a transaction, or a series of transactions is unusual. However, it is important to bear in

BSt &
Sy i
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mind that an activity which appears unusual is not necessarily suspicious. In the first instance, an
unusual activity will likely form the basis for further investigation, which in turn may require a
judgement as to whether the activity is actually suspisi

Suspicion falls short of proof based on welinded evidence, but it should still be based on some
foundation. A vague feeling of unease will not suffice.

A particular sector (e.g. real estate), or business, may be subject to a greater degree of inherent risk
of ML/FT. However, an assessment that there is a higher than normal risk of ML/FT is not alone a
sufficient basis for suspecting ML/FT.

The test for whether a person holds a suspicion is an objective one. If someone thinks a transaction
is suspicious, they are not expected to know the exact nature of the criminal offence, or that
particular funds were definitely from that crime. They mawé noticed something unusual or
unexpected and, after making enquiries, the facts do not seem normal or make commercial sense.
There does not have to be evidence that money laundering is taking place for there to be a
suspicion.

Real estate agenthould exercise a healthy level of professional sceptiaisthmake reasonable
enquiries if they come across information which could form the basis of a suspicion.

4.15.2Red flags or indicators of suspicion
In the real estate contexsome red flags or indicators of suspicion could basiamerwho:

1 Provides conflicting information to different staff members within #gency or conflicting
information to the same staff member

Invests in property asignificantlyhigher or lower prices than market value.
Is looking to resell property shortly after purchader less than the pricé was purchased for.

Is located a significant and unexplained distance from the real estate agent.

=A =/ =4 =

Appeasto be secretive and unwilling to provide information about source of funds, or source
of wealth, proof of identity, etc.

Requests documentation standards be waived.
Provides identification documents that are expired.
Attempts to threaten or bribe staffor the salespersojin order to circumvent identification.

Provides disconnected telephone numbeigsyefuses to provide a contact number.

=A =/ =4 =4 =4

Requests proceeds from the sale of the property be sent to a high AML/CFT risk jurisdiction
not normally associated with the jurisdiction(s) the clieesidesin.

1 Has an account for which several persons have signature authority, and where these persons
appear to have no relation to each other.
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M Isnot concerned about the level of fees.

1 Deposits funds into your trust accountit ends the transaction for no satisfactory reason
within a very short period of making thdeposit.

M Isinvolved in a caskxtensive business.

Example ofSuspicious Activity Reportingection from an AML/CFT programme
Policy:

1 Theagencywill report all sispicious activities to the FlThe policy for reporting is based ot
aW3Idzi FSSEtQ RdANA Yy Hger@p SN E IBEESNIA DI A2 S ¢
tLINEOlIOof& AayQiQo

9 All staff are required to alert, in person, or in an email, the AML/CFT compliance officer
incident prompting suspicion. The AML/CFT compliance officer has the authority to autl
and forward the suspicious activity report (SAR) prepared in ltatisn with the staff
involved. In the absence of the AML/CFT compliance officer, staff must report to one of
managers in the agency

9 In addition, theagencyfollows a strictMo tipping off policwith respectto reporting
suspicious activities.

9 Theagencyis aware of its obligations to submit suspicious property reports under the
Terrorign Suppression Act 2002. However, it is our policy not to assume a role giving us
O2y iNRE 2F OfASy(daQ LINRPLISNIE& 6AdSd NBI €
in New Zealand or elsewhere and whether tangible or intangible, includinigtengst in the
tangible or intangible property). For this reason we do not consider it necessary to impli
detailed procedures and controls relating to sugsion of suspicious property reports.

Procedure:

9 The relevant staff member alerts the AML/CFT compliance officer about the suspicious
of the activity. The following information should be provided to the AML/CFT complianc
officer:

- Date anddescription of unusual activity/transaction.

- Date noted.

- Date and description of initial research and/or EDD measures (if relevant).
- Explanation of why SAR should or should not be submitted.

1 The AML/CFT compliance officer and the staff merdiseuss the circumstances surroundi
the suspicion.

9 If appropriate, the relevant staff member provides ALL the supporting evidence to the
AML/CFT compliance officer.
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1 On the basis of the above the AML/CFT compliance officer will make the final decision
submitting the SAR to the FIU.

I The AML/CFT compliance officer files the SAR using the goAML Web reporting tool. Tt
filed as soon as practicable but no later than 3 working days after forming the suspicion

I The AML/CFT compliance officer will maintain a record of the date the SAR is submitte
the feedback, if any, from the FIU (e.g. date the SAR was rejected by the FIU and the r
provided thereof). If the SAR wassugbmitted, then the AML/CFT coriapice officer will
maintain a record of the date it was-seibmitted. Any followp actions taken following the
submission of the SAR will also be recorded by the AML/CFT compliance officer

1 If the urgency of the situation warrants, then the AML/CFT compliance officer may orall
the SAR, with the NZ Police, within the prescribed ttegelimit. However, the oral
submission will be followed by filing the SAR using the goAML web tool (and this filing i
required to be done within the theeday prescribed limit after forming a suspicion). Examj
of urgent situations could be if the client is already a part of ML/FT investigation, or the
is permanently leaving New Zealand.

1 The AML/CFT compliance officer keeps the senior management informed of filing the £

9 All SAR records and records in relation to filing those SARs will be held for five years (¢
longer period if specified by the DIA).

Control

1 Theagencyhas training in place for all staff to identify suspicious activities relevant to ot
situation. The training is undertaken through Strategi Institute. New staff are prowitled
this training within ten days of induction and before they commence active duties involv
AML/CFT obligations. @oing refresher training is also provided to all staff (in roles
involving AML/CFT duties). Completion of this training is taken into aoadgm
undertaking annual appraisals.

i The AML/CFT compliance officer reports to the senior management the number of SAF
including reporting NIL if no SARs are filed in any given year.

9 Theagencyholds all the relevant records relating to the filing of SARs separate to the re
holding client files. These records are held by the AML/CFT compliance officer. Access
records is only given to the AML/CFT compliance officer, and one designainber of the
senior management of thegency

4.15.3Monitoring suspicious activity

Suspicious activity reporting is an important tool for reporting entities to help the FIU in its efforts to
combat ML/FT.

The AML/CFT supervisors have expressed concern about the continudal/&wf suspicious
transaction reports (called suspicious activity reports from 1 July 2018). Some of the reasons they
have identified for this include:
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a. Lack of targeted training of staff, and senior management (e.qg. red flags training for client
facing front line staff);

b. LYIRSljdd 68 Y2yAG2NAYI 2F Ot ASyiaQ FOGADBAGASE

c. Lack of arobust internal referral process for potentially suspicious activities (e.g.
whistleblowing policie¥;

d. Poor documentation, or lack thereof to record and escalate suspicious actigities

e. Lack of interest from seniananagement whose sole focus is on growing the client base.

4.15.4Tipping off
Tipping off is letting the client know they are (or may be) a subject of suspicion &fTitttivities.

Tipping off could occur at the stage of initial contact with the client, during the processing of
transactions or obtaining information when investigations are being conducted on a suspicion or
even after reporting to the FIU.

All members of staff (including senior management) must be made fully aware of their personal
obligations under tippingff legislation. They need to know what to say to a client and what to do to
avoid alerting the client to the concerns of the reportiegtity relating to the potential or actual

ML/FT activities of the client.

Section 46(2) of théct prohibits tipping off. It states a reporting entity must not disclose to ANY
person information about the SAR, or information identifying the person preparing or filing the SAR
(in their capacity as the employee of the reporting entity). However, the following persons are
excluded:
i. a Police employee who is authorised by the Commissioner to receive the information; or
i. 0KS NBLRNIAYy3a SydArdeqQa !'a[k/ C¢ &adzZLISNBAA2NIT 2N
ii. an officer or employee of the reporting entity, for any purpose connected with the
LISNF2NXYIFYyOS 2F (GKIFG LISNER2YyQa RdziASAT 2NJ
iv. a lawyer, for the purpose of obtaining legal advice or represgon in relation to the matter,
or
v. another member of a designated business group of which the reporting entity is a member, to
the extent necessary for the reporting entity to decide whether to make a suspicious activity
report.

A breach of 42 of the Act (i.e. making unlawful disclosure of SARs for the purpose of obtaining a
pecuniary benefit or prejudicing any ML/FT investigation) is a serious offence (uddiaf she Act).
Under s 100 of the Acthe reporting entity or the person committing the offence is liablafmne

of up to $5 million (for an entity), and up to $300,000 or imprisonnmeip to two years or both

(for individualg.

8 https://www.publicservice.govt.nz/resources/protectedisclosuresact2022/
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In view of the serious consequences of tipping df S I Infeyidd graeedures should clearly
set out what is expected afdividualswho form suspicions or obtain knowledge of possibieney
laundering

The internal procedures should specify in what form staff may report their suspicion and to whom.
The reports can take any form specified by #ggencyin internal procedures, e.g. emails, in writing,
supplemented by copies of thigdarty documents and working papers but tagencyshould ensure
that, whatever forms the reporting takes, relevant personnel are aware of the procedures to be
used.

Consideration should be given to how to minimise the number of copies of reporting information
held within ax agency Theagencymay wish to consider whether it is advisable to specify telephone
or face to face contact with the AML/CFT compliance officer as the preferred initial reporting
method, with the reporting records being created by the AML/CFT compliance officer,
supplementa as necessary with copy information from clififés.

It is recommended that all details ofternal reportsare held by the AML/CFT compliance offiaed
excluded from clientiles. The duty to report is a matter which does not fall within the delivery of
professional services to clients and accordingly reporting details are not required to be placed on
clientfiles. Exclusion of information froglientfiles assists in avoiding inadvertent or inappropriate
disclosure of information and provides somtection against the threat of tipping off. Client files
should retain only that information relevant to, and required for, the professional work being
undertaken.

All relevant staff should receive training in line with their responsibilities and activiRes.estate

agencieshould consider, and providéraining tosupport staff in relation to tipping off and

confidentiality, so that they know not to repeat sensitive information outside work or at
AYEFELLINRLINREFGS GAYSad LT GKSANI NREtSa OoNRAYy3d (GKSY A
accounts, or identifiation procedures, they should be aware of what constitutes tipping off and the
consequences for tm and theagencyF 2 NJ Ay RGSNI Sy (GALIIA Y3 2FF0 {1
awareness of the law can be restricted to practical application of how to avoid tipping off, and the

I 3 S yré@évantipolicies and procedures. They are neither expected to, nor required to become

experts in the law.

9EFYLX S 2F | WiALILAY3I 2FFQ &a0Syl NA2

An overenthusiastimewlylicen®d real estate agenbelieving that she has spotted money
laundering whemegotiating a sale and purchase agreement for a prospective pisyer
overhead by the prospective buyer telling her branch manager about her suspicions. The re
estate agent has therefore inadvertently tipped off the client.
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Commissione® orders and Production ordes

LF F NBLRNIAYy3I SyidAade Aa poodziéndder to frévidd inforn2atiohy A 3 a A 2 y

to the Police, relevant to an intelligence gathering enquiry, they will be temporarily exempt from
certain obligations under the AML/CFT Alttis is to avoid compromising Police investigations and
tipping off the person who is subject to the inquiry.

Under thetemporaryexemption(for a period of 30 dayshe reporting entity is not required to

conduct enhanced CDD, ongoing CDD, and account monitoring on a person subject to the inquiry,
andis exempt from the prohibition on doing business with a person on whom CDD cannot be
conducted.The exemption only applies for 30 days, unless otherwise notified by the Police.

This exemption is found Regulatiol24AC Anti-Money Laundering and Countering Financing of
Terrorism (Exemptions) Regulations 2011

I G6ANB OGNIYyaFSNE A& | ddNryalkOGdAz2y OF NNASR 2dzi
reporting entity by electronic means with a view to making an amount of money available to a
beneficiary (who may also be the originator) at another reportintite.

Given that wire transfers present a high risk of money laundering, the Act prescribes additional CDD
procedures for wirdransfers. These additional CDD provisions are dependent on whether the
reporting entity is an Ordering or Beneficiary Institution in relation to each transaction it is involved
in (as defined above).

When sending a wire transfer over NZ$1,000 on behalf of a client, the RE (as the Ordering
Institution) must undertake CDD as required under this section on the client requesting the wire
transfer (being the originator of the wire transfer).

As part of complying witvire transferrequirements the RE should obtain the following
information:
a. the originator's full name; and

b. the originator's account number or other identifying information that may be prescribed and
allows the transaction to be traced back to the originator; and

c. one of the following:

i. the originator's address;

ii. the originator's national identity number;

iii. the originator's customer identification number; or

iv. the originator's place and date of birth.
d. information that gives the name of the beneficiary and the account number of the beneficiary

or any unique transaction references that allows the transaction to be traced.
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If the wire transfer is a domestic wire transfer, the RE may identify the originator by obtaining the
originator's account number or other identifying information that may be prescribed and allows the
transaction to be traced back to the originator.

According to the level of risk involved, the RE must verify the originator's identity (and any other
information (if applicable), for example, source of wealth for a trust or a PEP). The documents which
can be used for verification are the same as for daad CDD (or Enhanced CDD). Verification of the
originator's identity must be carried o BEFOR#e wire transfer is ordered.
Where the RE acts as a beneficiary institution in respect of a wire transfer, itmust

a. use effective ristbased procedures for handling wire transfers that are not accompanied by

all the information specified above; and
b. consider whether the wire transfer constitutes a suspicious activity.

When making international wire transfers of less than $1,000, as an ordering institution, the RE must
include specified identification information about the originator and beneficiary.
Regulation 15A (Requirements aBdmpliance) requires the RE in addition to the above
information, to ensure the following information accompanies each wire transfer:
a. ¢KS 2NAIAYLIFG2NR& Fdz t yIFYST

b. ¢KS 2NAIAYIFIG2NRa OdaAali2YSNkl O002dzyl ydzyo SNJ 2 NJ ;
prescribed and allows the transaction to be traced back to the originator;
c. the name of the beneficiary; and

d 6KS 60SYySTAOAINERQA | OO02dzyi ydzYoSNJ 2NJ (1 KS

(@]
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Verification is only necessary if there are groundesfmort suspicious activity.

Under 48A of the Act, if a person conducts a prescribed transaction throughagmircy then you
have an obligation to report that transaction to the FIU.

A prescribed transactiofas defined in s 5(1) of the Ads)a transaction conducted, through the
reporting entity, that is:

- An international wire transfevalued at NZ$1,000 or morer

- Adomesticphysical cash transaction i.e. a transaction taking place in New Zealand
involving physical currenaycash and bearer negotiable instrumerjexamples include
0N} @Sttt SNR& OKSI|jdzSasz LINPYAAa2NbBesea(iS:T 0SSk NBN
instruments that do not carry the name of the paydeat are exchanged for physical (NZ)
currency)valued at NZ$10,000 or mare

These transactions, operationally, are referred to as international fund transfers (IFTs) and large cash

transactions (LCTs), respectively.
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Prescribed transactions reports (PTRs) need to be reported as soon as practicable but within 10
working days from the date the transaction took plaB&Rs can be submitted manually, dne

one, via the goAML Web reporting tool. PTRs can also be submitted by undertaking automated
reporting available through the FIU xml schema.

Failure to comply with PTR obligations may attract pecuniary penaltirssmaximum amount of a
pecuniary penalty is $200,000 for individuals, and $2 million for an entity.

Tip

It is @ minimum requirement under¥/(da) of the Act to include, in the AML/CFT programme,
policies, procedures, and controls yagencyhas in place for reporting prescribed transactions
Even if prescribed transactions are not undertaken through ygencyyou should, as best
practice include a section headed Wrescribed Transactions Reportary briefly explain why
you are not required to describe the policy, procedure, and control relating to submission of |
If you do not reference the requirement to report prescribed transactions in your AML/CFT
programme (even if they are not undertaken through yagency the DIA may believe you are
not aware of the obligation under the Act to report prescribed transactions.

Example oReporting Prescribed Transactionsom an AML/CFT programme
Policy

i Theagencyhas a policy to report all prescribed transactions, using the goAML Web tool
the FIU of the NZ Police.

Procedure

9 The prescribed transactions report is filed by the AML/CFT compliance officer, or in the
absence by an appropriate staff member trained in filing PTRs.

9 At the time of client otboarding we obtain information from the client, about the possibili
of them undertaking transactions that would meet the definition of a prescribed transact
This provides us with information about the possible value, andneglaf prescribed
transactions that may be undertaken by clients.

i Each time a transaction that meets the definition of a prescribed transaction is undertak
that transaction is suitably identified in the ledger maintained for each client.

T ! $pSS1fe NBGASY 2F OftASyidiaQ ftSRISNE Aa
compile the prescribed transactions that have been undertaken by clients.

1 The AML/CFT compliance officer, on the basis of the above review of prescribed transe

will manually enter into the goAML Web online form, the information about each prescri
transaction.

Control
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1 The AML/CFT compliance officer has undertaken appropriate training relating to the us
goAML wekbased tool for reporting prescribed transactions.

1 The AML/CFT compliance officer undertakes a weekly check of client ledgers to note ¢
compile the prescribed transactions identified by the staff. These weekly checks act as
trigger for the AML/CFT compliance officer to submit a PTR.

1 The report is submitted within 10 working days from the date the transaction is undertal

1 The AML/CFT compliance officer, on submission of the PTR, appropriately notes this ir
Ot ASyiQa NBO2NRaO®
1 Each month a report is generated through the client transaction recording system that

describes any prescribed transactions undertaken by clients. This report is reconciled v
record maintained by the AML/CFT compliance officer relating to filiRg BE.

1 The AML/CFT compliance officer provides a report to the senior management in respec
PTRs submitted to the FIU.

91 Inthe absence of the AML/CFT compliance officer, an appropriately trained person witt
agencywill undertake submission of PTRs as required.

A small to mediumsizedreal estate agencgnaynot have clients who undertake prescribed
transactions. Sample wording, in that instance, for this section of an AML/CFT programme is below:

Example of wording igencyhas no clients undertaking prescribed transactions

1 Ouragencydoes not undertake international wire transfers valued at NZ$1,000 or more,
domestic physical cash transaction valued at NZ$10,000 or more. Before we provide a
service, we always meet with clients in a fhodace setting and obtain information about
the nature and type of transactions they intend to undertake throughagency

9 Itis our policy not to engage with clients intending to undertake transactions of the abo
type.

1 We, therefore, do not consider it necessary to put in place procedures and controls to ¢
with prescribed transaction reporting.

Your AML/CFT programme must include adequate and effective policies, procedures and controls for
the record keeping requirements (described @tsons 49 to 54 of the Act). Records must be kept

for a minimum of five years after a transaction or wire transfer has been completedyusiess
relationshiphas ended. This includes records:
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- necessary to enable transactions to be readily reconstructed;

- necessary to enable the nature of the evidence for identification and verification to be
obtained;

- relevant to the establishment, or nature and purpose, of a business relationship;
- relating to risk assessments, AML/CFT programmes, and audits;
- relating to copies of suspicious activity reports fi{@dany), and written findinggand

- relating to staff vetting, and AML/CFT training undertaken.

Your record keeping policy and procedures should describe how you manage the retention of your
records, e.g. how and where your records will be stored, and whether there is a formal retention
and disposal schedule.

If your records are not in English, then your AML/CFT programme will have to set out how the
records can be easily accessed and readily converted into English.

Tip

Records related to reports of suspicious activiggords ofinternal reports describing the
circumstances leading to forming a suspictie NB | f S a { lcanSderatiginSof/s@nieQaity
subsequent reporting decision, etc., are all vital records. They may form the basis of a defer
accusations ofmoney launderingnd related offences.

Records of these types are NOT likely to form part of the working papers relating to client
assignments. Such records should be stored separately and securely as a safeguard agains
off and inadvertent disclosure to someone, in #igency making routine use of client working
papers (and where the existence or otherwise ofir@ernal reportor external reportis not
relevant to the purpose for which they are examining the client files.)

Example oRecord Keepingection from an AML/CFT programme

Policy

9 Itis our policy to retain records of specific information (described below) for a minimum
period of five years from the date of completion of a transaction, or from the end of a
business relationship, or (where applicable) from the date a suspiciousyaeport is filed.

9 In addition, it is our policy to hold the record of any suspicious activity report, or
investigation, separately from the main client file. This is a safeguard against an unwari
or accidental disclosure which could result in prejudicing an investigation or committing
Wi ABIAFYE 2FTFSYyOSo
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1 Specific information referred to above includes (but is not limited to):

a. Customer due diligence records comprised of:
i. client identification information;
ii. copies of original documentation used for identity verification;
iii. copies of certified documents used for identity verification;
iv. copies of records relating to PEP checks undertaken;
v. information on the ownership and control structure of the client business;
vi. identification and verification information on any beneficial owners if applicable;
vii. information and records on the purpose and nature of the relationship;
viii. information relating to sourcef funds, and source of wealtand
iX. records of having conducted ongoing monitoring of the relationship and client act

b. Records of terms of engagement with clients, records of transactions, account state
provided to clients, etc.

c. Records of suspicious activity reports filed (if any), inclueicgyds of the
actions/decisions taken arising from the analysis of a report (on that subject) which
be received from a staff member.

d. Records ofprescribed transactioreportssubmitted(if any)

e. Records of all decisions and reasons for how the report from the staff member was
responded to, or how the decision to report or not to report externally to the FIU was
reached.

f. Records of risk assessments, AML/CFT programmes, AML/CFT audit reports, and /
AML/CFT reports.

g. Records of AML/CFT training provided, and received, including the recording of
attendance lists at training sessions; staff declarations of awareness of the Act, the
regulations, and the Amended Identity Verification Code of Practice; records of train
for new staff to show they are aware of thed S ¢ AMLLEFT policy; and records of ar
on-the-job training provided.

h. Records of dealings with countries with insufficient AML/CFT medsuahading any

country identified by the Financial Action Task Force as being aiskghrisdiction
subject to a call for action

i. Records of activities, and client behaviour patterns that may be associated witi.ML/
j- Records will be kept as original documents, or photocopiesams of original
documents, and electronically.

Procedure

1 We useMlyDesktopand Sharéint as our electronic record keeping systétyDesktop is
our email tool. Client communication is held electronically in respective client folders.

1 In addition we maintain a hard copy client file that holds information relating to client
identity and verification, copies of cheques issued by clients to product providers, client
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information booklet etc. (We are in the process of scanning all hard copies so they can
KStR St SOGNRYyAOIffe I3IFAyad GKS Ot ASyi¢

1 Sharéointis used to hold copies of our risk assessment, AML/CFT programme, audits,
annual AML/CFT reports.

9 All electronic systems are backed up nightly badkedup material is storeff-sitein a
secure location. All backup systems are fully encrypted.

Control

1 We have a retention and disposal schedule to readily identify records to be retained or
destroyed.

1 The AML/CFT compliance officer checks, each year, the kexmpithg procedures describec
above are adhered to.

Your AML/CFT programme must explain how you will prevent the use, for ML/FT, of products and
transactions that might favour anonymity.

Enhanced CDD on its own may not be sufficient to prevent ML/FT through products and transactions
that favour anonymity, for example, products that permit online transactions. This is because

without effective account monitoring, it can be difficult to emsuhat the account holder does not

permit another person to operate the account.

If you offer products or services that favour anonymity, your AML/CFT programme must have

adequate and effective policies, proceduraad controls to detect, and deter, the use of such

products and services to launder money or finance terrorism. These may allow for monitoring the

Of ASyiQa (dNIXyalOGA2ya (G2 RSGSOG Fy2YFEASAE Ay &2d
transactions tlat are being conducted through the account. For example, this may include checking

the physical address provided by th&at against the location/s from where the client logs on.

A small to mediumsizedreal estate agencyffering simple servicesuch as buying and selling
NEAARSYGAILIET FFEYAf@ K2YSa FyR &aYlifunlikelydadofiey Sa aSa 2
transactions that favour anonymity.

Example of wording ikgencydoes not offer products or services that favour anonymit

© Strategi Institute Limited AML/CFT Manual fdReal Estate Agent® June2024 Page38of 39
Section FourDevelopingan AML/CFTprogramme



1 My agencydoes not offer products or services that favour anonymity. We take no part in
arrangement a client may have outside of their business relationship with us where the
engage in transactions favouring anonymity.

9 Before we provide a service, we always meet with clients in adafeee setting, obtain
information about the identity of the client, and verify that identity.

1 Itis our policy not to engage with clients requesting anonymity, and we would consider
a suspicious activity report in such circumstances.

1 We therefore do not consider it necessary to put in place procedures and controls to de
clients undertaking transactions favouring anonymity.

No matter how robust and effective your AML/CFT controls, money launderers and criminals will
continue to attempt to move illicit funds undetected and will, from time to time, succeed. No system
of checks will detect and preveALLmoney laundering or terrorist financing. A rissed approach

will, however, help to manage, and mitigate the risk of ML/FT provided this approach is underpinned
by a realistic assessment of the threat of dgencybeing used in connection with ML/FT. The
strategies to managand mitigate the risks of thagencybeing used for ML/FT activities are

typically aimed at preventing the activity from occurring through a mixture of deterrenge (
appropriate CDD measures), detecti@ng monitoring and suspicious activity reporting), and
record-keeping €.g.to facilitate investigations).

One of the key functions of the AML/CFT programme is to describe how the risks identified and
analysed in the risk assessment, are managed mitigated. Your AML/CFT programme must
include policies, procedures and controls that continue to manage and mitigate the ML/FT risks
identified in your risk assessment, any new products and services you may offer and new, or
emerging, ML/FT method¥.our AML/CFT programme should also describe how you deal with any
breaches of the Act, regulations made under the, Acid the Amended Identity Verification Code of
Practice.

Example of sectioManaging and Mitigating Riskirom an AML/CFT programme

Our risk assessment identified @agencyas having a very low level of risk of ML/FT. The prime
reason for this is because of the type of clients we deal with, the manner in which we offer s
(faceto-face), and the type of services we offer (sinmpl estate transactions such as the sale
and purchase of local residential properties forddged customeijs

However, we arawarethat ML/FT risks are not static. Below describes our policy, procedure
control in place to manage and mitigate ML/FT risks toamency
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Policy

9 Our policy to manage and mitigate ML/FT risks is to adopt a sounbassd approach
staying upto-date with ML/FT methods and undertaking regular training on building
awareness of new METmethods being adopted by criminals. We believe alert, and well
trained staff is the best defence for combating MLrisks to ouragency

Procedure

f 28 INB I¢6FNB>X (GKS 5L! Qa aSOi2 N NArdalestatal
agenti | & UYKIASRKRAQZY | 26 SOSNE 2dzNJ NRa] FaasSa
of ML/IFTtotheagencyi 2 0SS Wf 246Q 06AGK GKS AYKSNBY
risk rating is on the basis of:

A

Oy

a. Employing strict CDD measures tailored to the assessed risk of each customer. As
example, a customer based in NZ may be assessed ashdwut the same customer me
be assessed as high risk if that customer relocates to a jurisdictiomsufficient ML/FT
measures)and

b. Obtaining additional information about the customer or their business when that is
appropriate to their assessed METNA 81 0S®3d dzy RSNR Gl Y RA
funds).

9 In addition, our appetite for the ML/FT risks is very low. Against this background, we
undertake the following measures to manage and mitigate ML/FT risks tagaumcy

- Undertaking robust CDD on customers at the timentioarding

- Undertakingongoingmonitoring of customer transactions, and business relationship

- Providing staff with initial andngoingAML/CFT training that is relevant to their rgles
and

- Keeping our AML/CFT compliance officetasdate on the emerging METmethods
(e.g. red flags) relevant teal estate agentby subscribing to the updates from the
FATF, DIA, FIU, and similar organisations, and using those updates to provide trail
relevant staff involved in AML/CFT duties.

Control

i The AML/CFT compliance officer provides a report to senior management describing tk
findings from the annual review of the risk assessment, and the AML/CFT programme.

9 The risk assessment and the AML/CFT programme is updated following the review anc
subject to version control.

1 Completion of training, identified in the review, as a requirementhf®effective discharge
of responsibilities by the relevant staff, is included in the staff performance appraisals.
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Your AML/CFT programme must have policies, procedures and controls that set out how your
agencywill monitor and manage compliance with the AML/CFT programme. Effective oversight and
monitoring of the AML/CFT programme must be in place to ensure continued compliance with it.

Policies, procedures and controls relevant to managing compliance with the AML/CFT programme
should also set out how you will communicate and train staff on aspects of your AML/CFT
programme relevant to their roles.

Example of sectiofensuring Complianceith the AML/CFT programme

Policy

I Theagencyensures compliance with the AML/CFT programmenggpingmonitoring of the
various components constituting the AML/CFT programme, and ongoing training of eve
in theagency

Procedure

9 All staff and senior management were initially exposed to the AML/CFT obligations usir
Strategi Institute AML/CFT manual. We are a sagdincyand all staff are crosgained on
AML/CFT. New staff will receive AML/CFT training as part of their induction dhe-jotp
training. Everyone will receive annual ongoing training via completion of the Strategi
Institute AML/CFT modules contained on &ad

9 At the regular staff meetings AML/CFT issues are discussed, documented, and training
(if any) are identified.

1 A training log for each staff member is maintained and this records the training complet
each of them.

9 Theagencysubscribes to the AML/CFT updates on the web sitesAFATF/FIU etc. to keef
upto date with the new methods of ML/FT that may affect gggency If any new ML/FT
method is reportedthen the relevant area within thegencyis reviewed to assess its
susceptibility.

9 If applicable, relevant changes are made to that process and the AML/CFT programme
updated. A version control is provided on the AML/CFT programme and the risk assess

1 The AML/CFT compliance officer undertakes an annual review of the AML/CFT prograt
and checks the compliance of tagencywith that programme in its entirety. The review
results are used to identify the areas of weakness (e.g. breaches of the Act) withge oy
and provide targeted training to the relevant staff. A breach register is maintained and
reviewed by management. Following the review, the risk assessment and the AML/CF1
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Programmeare updated (by the AML/CFT compliance officer) and provided with an
appropriate version number.

1 The senior management of tlagencyprovides the necessary oversight on AML/CFT mat
and strive to build a culture of compliance acrossagency This includesmanagement
undertaking the annual refresher training provided by the AML/CFT compliance officer.
the training is undertaken through Radar (thelineeducation platform provided by Stratec
Institute).

Control

9 This is exercised via the AML/CFT compliance officer who is required to provide a repo
the directors about the compliance of thgencywith the AML/CFT programme.

9 Appropriate oversight is provided by management on the basis of this report. In additiot
three-yearly AML/CFT audit through Strategi is undertaken and suggestions made by S
are implemented in the relevant areas of dngency

i The agency recognises that three years between AML/CFT audits is a long time and ck
to regulations, supervisor guidance and risks may have occurred. Consequently,
approximately 1218 months after the last audit, the agency engages Strategi Ltd to
undetake an independent review of the AML/CFT risk assessment and programme anc
undertake a small CDD sample to ensure everything is in order.

You must review your AML/CFT programme to ensure it:
I remains current;
1 identifies any deficiencies;

9 takes into accounany applicable guidance material producediA or the FIU relating to
AML/CFT programmeand

1 makes any changes necessary to address them.

For example:

9 If you find that the AML/CFT training you have outlined in your AML/CFT programme is
insufficient you must take steps to address tlois

9 If your risk assessment changes, you must consider whether your AML/CFT programme
should be amended to reflect the changed risk.
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Example of sectioReview and Audifrom an AML/CFT programme

1 We review our AML/CFT programme every year. The review is integrated iatgpemay a
annual business planning exercise. If there is likely to be a change in the nature of our
agency such as targeting a different market segment or dealing with offshore clients, tt
we will review our AML/CFT procedures to ensure they are still sufficient or to assess i
need to be upgraded. This process will involve reviewing the risk assessmepdating
the AML/CFT programme. If as part of our AML/CFT comflian2 ¥ T A OS N a N
the FATF website and DIA website, we notice some changes or recommendations the
will review these and where applicable add to our procedures.

1 We undertake, everthreeyears (or at any other time required by the DIA, or by the
regulations), an audit of our AML/CFT programme (and the risk assessment). The aud
undertaken by Strategi. Strategi is independent ofaéfencyand was not involved in
developing our risk assessment or the AML/CFT programme.
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As a reporting entity under the Act, you MUST undertake an audit of your risk assessment and your
AML/CFT programme evetlyree years, orduring a different time period prescribed by regulations,

or when asked by the DIAhere are two separate auditsone of your risk assessment and one of

your AML/CFT programme. However, these can be conducted at the same time.

You MUST provide the audit reporttioe DIAif/when requesed.

An audit is asystematic check of your AML/CFT risk assessment and AML/CFT programme by an
independent and suitably qualified person (the auditor). The audit is separate to your own review
of your AML/CFT risk assessment and AML/CFT programme.

The outcome of the audit is a written report on whether you meet the minimum requirements for
your AML/CFT risk assessment and AML/CFT programme; the programme was adequate and
effective throughout a specified period; and whether any changes are requirin trisk
assessment and/or the AML/CFT programme.
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The audit is limited to assessing whether the risk
assessment:
1 Is set outin writing.

1 Identifies the ML/FT risks yoagencyeasonably

The audit will assess the compliance of the AML/CFT programme with all of the
obligations below and considers whether your AML/CFT programme:
1 Is based on the risk assessment undertaken as prescribed by s58 of the AML/CFT A

1 Includes adequate and effective procedures, policies, and controls for:

expects to face, having regard to: a. vettingt
- the nature, size, and complexity of your 1 seniorstaff:
agency _ f the AML/CFT compliance officand
- the products and servu;es yoagencyoffers; 9 any other employee that is engaged in AML/@&lated duties.
) tsr:ervvi\éaeys.youragencydellvers products and b. training on AML/CFT matters for the following employees:
- the typeé of customers yowgencydeals 1 seniorstaff, . .
with: 1 the AML/CFT compliance officeand
- the countries youagencydeals with; i ar]y other employee that |s engaged in. AML/CFT relatgd duties..
- the institutions youragencydeals with: C. compl_ylng with customer due d|_||ggnce requirements (including ongoing custome
- any applicable guidance material produced due diligence and account monitoring);
by AML/CFT supervisors relating to risk d. reporting suspicious activities;
assessmentsand €. reporting prescribed transactions;
- any other factors that may be provided for in f.  record keeping;
regulations. g. setting out what the reporting entity needs to do, or continue to do, to manage
and mitigate the risks of money laundering and the financing of terrorism;
1 Enables you toletermine the level of risk h. examining, and keeping written findings relating to
involved in relation to obligations under AML/CFT 9 complex or unusually large transactions;
Act. 9 unusual patterns of transactions that have no apparent economic or visible
lawful purposeand
i Enables you to prepare an AML/CFT programme 9 any other activity that the reporting entity regards as being particularly likel
to manage and mitigate the identified risks (i.e. by its nature to be related to money laundering or the financing of terrorisn
apply the risk assessment).
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9 Enables you to check that the risk assessment is
up to date.

1 Whether the policies, procedures, and controls:

b. Are adequate, and

monitoring, examining, and keeping written findings relating to business
relationships and transactions from or in countries that do not have or have
insufficient antimoney laundering or countering financingtefrorism systems in
place(including any country identified by the Financial Action Task Force as bein
high-risk jurisdiction subject to a call for actioamd have additional measures for
dealing with or restricting dealings with such countries;

preventing the use, for money laundering or the financing of terrorism, of produc
(for example, the misuse of technology) and transactions (for examplefauen
to-face business relationships or transactions) that might favour anonymity;
determining when enhanced customer due diligence is required and when
simplified customer due diligence might be permitted,;

providing when a person who is not the reporting entity may, and setting out the
procedures for the person to, conduct the relevant customer due diligence on
behalf of the repating entity,and

monitoring and managing compliance with, and the internal communication of an
training in, those procedures, policies, and controls.

Are based on your AML/CFT risk assessment;

Have operated effectively throughout the period.
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The audit will provide you with an independent assessment of your AML/CFT risk assessment and
AML/CFT programme, 2dz 6 Aftf NBOSABS Fy20iKSNI LISNE2Y Q4 @ASs
assessment and AML/CFT programme are designed and working.

The findings of the audit may influence the degree of supervision you could expediieddhA

A standard financial audibcuses on number reconciliations and number crunching. An AML/CFT
audit looks at compliance with the Athe AML/CFT risk assessment, the AML/CFT programme, and
identifies any gaps/weaknesses that may exist in terms of its content, controls, and operation.

Content, in the context of an AML/CFT audit, means written policies, procedures, controls, training,
monitoring, and reporting. A consequence of ineffective auditing may lead to potential AML/CFT
violations, such as failing to report suspicious activitiading to adequately undertake CDD.

A poorly undertaken audit may result in the reporting entity remaining unaware of actual or
potential weaknesses in its AML/CFT programme. This may result in AML enforcement action by its
AML/CFT supervisor (DIA) costing the reporting entity dedndyh in terms of reputational damage

and fiscal penalties.

1 The Act states that the person conducting the audit of the AML/CFT risk assessment and
AML/CFT programme MUST be independéast ifot involved in development of your AML/CFT
risk assessment, or the establishment, implementation, or maintenance of your AML/CFT
programme) and appropriately qualified.

1 The person undertaking the audit must have relevant skills experi@mddnowledge of the Act
and the Regulations.

1 You must be able to justify thhe DIA how your AML/CFT auditor is appropriately qualified.

9 Strategi Limited (Strategi), the sister company of Strategi Institute Limited, is an AML/CFT
auditor with experience of auditing Phase 1 reporting entities supervised by the DIA, FMA, and
RBNZ.

9 Strategi is independent as it was not involved in the establishment, implementation or
maintenance of the risk assessment and AML/CFT programme. Its sister training company,
Strategi Institute, provided a manual and guidance notes on how to go about dingltire risk
assessment and developing the AML/CFT programme. The Act does not require you to appoint
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the same person to conduct the AML/CFT risk assessment audit and the AML/CFT programme
audit. However, it makes economic sense to have Strategi undertake both audits concurrently.

The AML/CFT auditor will present a written report after the audit. The report will contain certain
minimum requirements and it could contain additional reporting based on the agreed deliverables
between you and the auditor.

The report will contain the following:
T ! GAGES GKIFIG AyOfdRRSa GKS g2NRA WLYRSLISYRSy
9 The period covered by the audit (e.gJdnuary2020to 31 December2023).

Plus the following minimum content:
- Whether your AML/CFT risk assessment and your AML/CFT programme meet the
requirements of the Act. If not, which requirements are not met, and why?

- Whether your AML/CFT programme is functioning as required and intended?

- A description of the methods used to determine the adequacy and effectiveness of your
AML/CFT risk assessment and your AML/CFT programme.

- The date and signature of the auditor.

Optional content includes:
- ldentification of areas to be accorded highest priority for improvement.

- Recommendations for rectifying naompliance.

- Any weaknesses in your systems and processes, such as, but not limited to, your procedures
for identifying or reporting suspicious activities.

Undertaking the prescribed AML/CFT audit should not be taken lightly. Several important points
need to be considered to ensure you comply with all the requirements under the Act.

The matters you should consider are:

1 Whether the audit should be undertaken internally or externally
The Act requires the auditor to be uninvolved in the development of your AML/CFT risk
assessment, or the establishment, implementation, or maintenance of your AML/CFT
programme. If you wish to appoint an internal person to undertake your AML/CFT, tedit
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to be adequate separation of duties in a smtdlmediumsizedreal estate agency

9 Experience and skill of the auditor
Select the auditor with appropriate experience and skills. Ask any potential auditor about their
background and qualifications. This information will help you make your decision in selecting the
appropriate auditor.

9 Level ofassurance desired from the auditor
The AML/CFT Act does rrefjuire your auditor to provide a specific level of assurance, however
the auditor can perform two types of audits:
1. Alimited assurance audit in which the conclusion is expressed in a negativeform
2. Areasonable assurance audit in which the conclusion is expressed in a positive form.

The reasonable assurance audit is mordépth than a limited assurance audit. In a limited
assurance audit, there is an increased risk that the auditor may not become aware of a significant
non-compliance with the Act. In a reasonable assurance audiextent of the detail with which

the audit will assess your compliance is likely to be more than a limited assurance audit.

1 Expectations of your AML/CFT Supervisor (DIA)
The DIA may take into account the robustness and adequacy of your audit in determining the
extent of your supervision. A reasonable assurance audit may offer a greater level of comfort
compared to a limited assurance audit, depending on the nature, s@eamplexity of your
business.

1 Your desired deliverables from the audit
Do you want the auditor to only highlight the areas identified as-oompliant or do you also
want the auditor to make recommendations for rectifying roompliance and identify areas for
improvement?

Strategi Institute recommends you embrace the best practice approach of engaging with the auditor,
not only for identifying the areas of nezompliance, but also for receiving comprehensive feedback
on how torectify the identified norcompliance.

1 Any noncompliant areas identified in the audit report should be addressed as a priority.
9 Inyour annual AML/CFT Report to the DIA you must state whether you have made the
necessary changes to address issues raised (if any) in the audit report.
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Thevery nature of the auditor/reporting entity (i.e. client) relationship creates a certain degree of

friction between the auditor and the elint. TheAML Supervisarequires the auditor to be

independent, which often creates some misperceptions about the auditor. The reporting entity pays
GKS FTdzZRAG2NI F2NJ 'y AYRSLISYRSY(d NBLRNILI |aaSaaiy3
risk assessment, and the AML/CKFagramme, with the Acta critical assessment, if you wileven
0K2dza3K A Qa ddikecritigismy I (G dzNB {0 2

Since thecommencement of the Act in June 2013, Strategi has undertaken hundreds of independent
AML/CFT audits for Phase 1 reporting entities supervised by the DIA, FMA, andrRBNZ

experience, some reporting entities view the audit at best as a necessary evil and at worst as a
threat. Reporting entitie®ften have some common misperceptions about auditing that can be
stumbling blocks to working closely with auditors. The three common misconceptions are:

1. The purpose of the audit is to detect and uncover money laundering and fraud

The purpose of the audit is described in the Act and in supervisory guidance. The discovery of any
irregularities is the byroduct of the audit but certainly not the main focus.

22¢KS T dZRAG2NI Aa (GKS IROSNEINE 2F GKS NBLERNIAYy3T
The auditor is neither a friend nor foe of the management. The auditor is independent, maintaining

a distance, exercising a healthy professional scepticism, and expecting timely, transparent, and
thorough answers to his/her questions.

3. Theauditor checks every CDD record and transaction

Some AML/CFT compliance officers believe the auditor will check every CDD record and client

transaction. The reality is the auditor does not have the time or the resources to check every CDD

record and transaction. Insteathe auditor relies on statistical sampling methods to look at a small

0dzi NBLINBaSylGl dA@S LISNOSYdl 3S 2F lach@EdyRnNI Ay 3 Sy
draws conclusion about the population using the selected sample size.

Keep in mind that the auditor has a job to do. Working closely and cooperatively with the AML/CFT
auditor will speed up the process and avoid the trap of an unpleasant and risky adversarial situation.

Below are some of the tips to consider to build a healthy professional relationship with the auditor:
1 Cooperate and support the auditor with the audit work;
1 Avoid common audit misconceptions described above;

91 Avoid seeing the audit as a threat;
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1 Provide quick responsgo the requests for information by the auditor, avoiding long delays in
delivering the requested documents;

1 Provide clear, and concise answers to the enquiries from the aydital

9 Be open in discussing contentious issues (e.g. determining beneficial ownership, undertaking PEP
checks, account monitoring, etc.) with the auditor.
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INSTITUTE

(Section 5 of the AML/CFT Act)

Designated norfinancial business or professiomeans

a) alaw firm, a conveyancing practitioner, an incorporated conveyancing firm, an accounting
practice, areal estate agent, or a trust and company service provider, who, in the ordinary
course of business, carries out 1 or more of the following activities:

(i)
(ii)

(iii)

(iv)

v)

(vi)

acting as a formation agent of legal persons or legal arrangements:

acting as, or arranging for a person to act as, a nominee director or nominee
shareholder or trustee in relation to legal persons or legal arrangements:

providing a registered office or a business address, a correspondence address, or an
administrative address for a company, or a partnership, or for any other legal person or
arrangement, unless the office or address is provided solely as an ancillapederthie
provision of other services (being services that do not constitute an activity listed in this
subparagraph or subparagraphs (i), (ii), and (iv) to (vi)):

managing client funds (other than sums paid as fees for professional services), accounts,
securities, or other assets:

providing real estate agency work (within the meaning@&dtion 4(1)pf the Real Estate
Agents Act 2008) to effect a transaction (within the meaning of section 4(1) of the Real
Estate Agents Act 2008):

engaging in or giving instructions on behalf of a customer to another person for

(A) any conveyancing (within the meaningggfction 6of the Lawyers and

Conveyancers Act 2006) to effect a transaction (within the meanisgation

4(1)of the Real Estate Agents Act 2008), namely,

9 the sale, the purchase, or any other disposal or acquisition of a freehold estate
or interest in land:

9 the grant, sale, or purchase or any other disposal or acquisition of a leasehold
estate or interest in land (other than a tenancy to which Residential
Tenancies Act 198pplies):

9 the grant, sale, or purchase or any other disposal or acquisition of a licence that
is registrable under theand Transfer A&017.

9 the grant, sale, or purchase or any other disposal or acquisition of an
occupation right agreement within the meanings#ction 5of the Retirement
Villages Act 2003:

(B) a transaction (within the meaning sé&ction 4(1pf the Real Estate Agents Act
2008); or

(C) the transfer of a beneficial interest in land or other real property; or

(D) atransaction on behalf of any person in relation to the buying, transferring, or
selling of a business or legal person (for example, a company) and any other legal
arrangement; or
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(E) atransaction on behalf of a customer in relation to creating, operating, and
managing a legal person (for example, a company) and any other legal
arrangement; and

b) includes a person or class of persons declared by regulations to be a designated non
financial business or profession for the purposes of this Act; but

c) excludes a person or class of persons declared by regulations betdalesignated non
financial business or profession for the purposes of this Act.
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Introduction

1. This guideline is to support reporting entities in meeting the requirement to conduct
customer due diligence (CDD) on the beneficial owner(s) of their customer under sections
11-26 of the Anti-Money Laundering and Countering Financing of Terrorism (AML/CFT) Act
2009 (the Act).

2. This guideline has been updated following a new regulation® that took effect on 31 July
2023 relating to the definition of beneficial owner under the Act. The new regulation was
i mpl emented following recommendatStautorgRemewvd e i n t
of the Act.

3. This guideline applies primarily in relation to customers who are legal persons or legal
arrangements. The guideline provides information on how to identify the individual(s) (i.e.
the natural person(s)) that meet the definition of beneficial owner and the steps that must
be taken to verify their identity and be satisfied that they are the beneficial owner(s).

4. You should keep in mind that the AML/CFT regime is risk-based. A risk-based approach
allows you flexibility in the measures you take to verify the identity of the beneficial owner(s)
of your customer. Your evaluation of the money laundering and terrorism financing (ML/TF)
risks associated with your customer must be based on your risk assessment as detailed in
your AML/CFT programme. Refer to the AML/CFT supervisors Risk Assessment Guideline?
and AML/CFT Programme Guideline® for further information.

5. This guideline is based on the requirements of the Act and has been produced by the
AML/CFT supervisors under section 132(2) of the Act. This guideline does not constitute
legal advice.

6. Examples provided in this guideline are suggestions to help you meet your obligations under
the Act. They are not exhaustive and are illustrative in nature.

7. Section 57(2) of the Act requires you to have regard to this guideline, it is important that you
have read and taken this guideline into account when developing your AML/CFT
programme. After reading this guideline, if you still do not understand any of your obligations
you should contact your AML/CFT supervisor or seek legal advice.

Why is identifying the beneficial owner important?

8. Knowing the underlying person(s) that owns or controls your customer enables you to make
informed decisions about the associated level of ML/TF risk. A key task when conducting
CDD is to identify and according to the level of risk involved, verify the identity of the
beneficial owner(s) of your customer.*

1 Regulation 5AA AML/CFT (Definitions) Requlations 2011

2 Risk Assessment Guideline

3 AML/CET Programme Guideline

4 Note you are not required to check beneficial ownership for a customer eligible for simplified CDD. This only applies in
limited circumstances for types of customers that are already subject to transparency and public disclosure. Refer to s18-21
of the Act for these types of customers.
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9.Someti mes identifying and verifying who

10.

difficult. This could be because the ownership structure is complex but legitimate. However,
a criminal enterprise may also deliberately try to hide the true owners and controllers of its
business and its assets.

Difficulties in identifying and verifying the identity of a beneficial owner(s), may indicate there
is an attempt to conceal this from you.

Who is the beneficial owner?

11.

12.

13.

14.

15.

The definition of beneficial owner under section 5 (1) of the Act is:
Beneficial owner means the individual whod
(@) has effective control of a customer or person on whose behalf a transaction is
conducted; or
(b) owns a prescribed threshold of the customer or person on whose behalf a
transaction is conducted.

Effective 31 July 2023, Regulation 5AA of the AML/CFT (Definitions) Regulations 2011
states that the beneficial owner-
(@) includes a person with ultimate ownership or control of the customer, whether
directly or indirectly:
(b) includes a person on whose behalf a transaction is conducted that is a customer
of a customer, but only if the person meets the requirement set out in paragraph

().

Your task is to determine all of the individual(s) who are the beneficial owner(s) of your
customer. A beneficial owner is always an individual (i.e. a natural person), not a company,
partnership, trust or other organisation. The individual may be an individual in a personal or
professional capacity. There may be layers of ownership (for example holding companies)
that you need to look through to determine the beneficial owner. Your customer may have
more than one beneficial owner.

You must obtain information on the identity of all beneficial owners and according to the
level of risk involved, verify this information. Our view of what this means is set out in
paragraphs [16] to [28] below.

Note that if your customer is an individual, section 11(2) of the Act allows you to treat that
person as the beneficial owner unless there are reasonable grounds to make you suspect
that they are acting on behalf of another person. Where there are grounds to suspect this,
you will need to establish the identity of all parties - the person who is being acted for (who
is the customer), any beneficial owner(s) of the customer and the person acting on their
behalfi not i ng that fAact i ng ofdhe behefidabolwrershipfdéfinitiors
Refer to paragraphs [45] to [49] below for more information.
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The test to identify beneficial ownership

16.

17.

18.

19.

Each time you apply the test of beneficial ownership to a customer you must consider both
elements (a) and (b) of the definition of beneficial owner in the Act, in combination with
Regulation 5AA. These elements are:

(a) who owns more than 25 percent of the customer.5 Regulation 5AA clarifies that a
beneficial owner includes a person who ultimately owns the customer, whether
directly or indirectly. Examples are set out in paragraph [29] to [38] below.

(b) who has effective control of the customer. Regulation 5AA clarifies that a beneficial
owner includes a person who ultimately controls a customer, whether directly or

indirectly. AEffective controlo is not def
examples at paragraph [39] to [40] below.
Regulation 5AA also clarifies that a customer of a customer, being a person on whose behalf
a transaction is conducted (sometimes referred
owner in limited circumstances, as outlined in paragraphs [41] to [44] below.
60wnership6é and écontrol d are not mutuall excl
satisfies either or both of the above elements.
There are also overlaps between O6ultimate own
control 6. The wuse of the term O6ultimated in R

ownership or control may be indirect, for example through a nominee arrangement (formal
or informal) or through several layers of ownership. A beneficial owner may be an individual
that is not the legal owner of more than 25 percent of the customer and/or for whom there
is no formal record of being a person with decision making powers.

Obtaining information relating to the beneficial owner(s)

20.

21.

22.

If you want to conduct business with a customer, you must always identify and verify the
identity of the beneficial owner(s).

To determine who the beneficial owner(s) are, you must obtain information on any person
who owns more than 25 percent of the customer and any person who has effective control
of the customer. This includes any individual with ultimate ownership or control, such as
indirectly through formal or informal arrangements (refer paragraph [19] above). You must
obtain information on all persons that meet the definition of beneficial owner.

You should establish the customer s owner shi

each layer. In many cases, your customer will be readily and quickly able to provide
information regarding its beneficial owner(s). In other cases, you may need to inquire further
into a complex ownership or control structure and understand the ownership or control at
each layer. When there are complex ownership layers and no reasonable explanation for
them you should consider the possibility that the structure is being used to hide the
beneficial owner(s).

5 Regulation 5 of the AML/CFT (Definitions) Regulations 2011.
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Applying a risk-based approach to verification

23.

24,

25.

26.

27.

28.

Once you have obtained information on the beneficial owner(s) of your customer, you must
then take reasonable steps to verify their identity (including name and date of birth) so that
you are satisfied you know who the beneficial owner(s) is.®

You must obtain information to identify the beneficial owner(s) of a customer, regardless of
the level of risk associated with that customer.

However, when deciding what steps to take to correctly verify the identity of the beneficial
owner(s) and satisfy yourself you know who they are, the Act permits you to take a risk-
based approach commensurate with the level of ML/TF risk they pose.

The extent of your verification process may vary according to the level of risk involved.

However, if you do not take reasonable steps toc

you are satisfied according to the level of risk involved that you know who the beneficial
owner(s) is, CDD has not been completed. In such cases, you must not establish a business
relationship or conduct an occasional transaction or occasional activity for the customer,
you must terminate any existing business relationship and consider whether to make a
suspicious activity report (section 37 of the Act).

Your process for assessing customer risk and deciding how to identify and verify beneficial
ownership should be set out in your AML/CFT programme. There should be procedures,
policies and controls (PPCs) to ensure you apply consistent steps depending on the level
of risk. These steps may vary depending on the different types of legal person or legal
arrangement you have as a customer. Where you consider the level of ML/TF risk requires
it (based on your risk assessment and AML/CFT programme), you should conduct
enhanced CDD.

Your PPCs should be based on your risk assessment. For a lower risk customer, the
verification you undertake can be less extensive. However, if a customer is higher risk, the
extent of the verification you undertake of its beneficial ownership must be robust. There
should be controls in your AML/CFT programme to ensure this occurs. This could include
escalating decisions to a higher level for sign off, including prior to establishing a new
business relationship or undertaking an occasional transaction or occasional activity.

Ownership or control

29.

To determine the beneficial owner(s) of your customer, you will need to understand the
ownership and control structure (i.e. the legal structure of any corporate vehicles such as
companies, partnerships and trusts):’

6 Refer to the Identity Verification Code of Practice 2013 for best practice relating to standard CDD verification of
a personds name and date of birth. A more rigorous
7 Note that effective 1 June 2024, there are specific requirements in Regulation 11 and 11A of the AML/CFT
(Requirements and Compliance) Regulations 2011 to obtain and verify information regarding the legal form and
proof of existence, ownership and control structure and powers that bind and regulate legal persons and legal
arrangements (that are customers), and relating to the settlor(s) and protector(s) of trusts. This extends existing
requirements to obtain information and verify the existence and name of a nominee director or nominee
shareholder (for companies), and a nominee general partner (for limited partnerships).
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30. Companies 7 For a customer that is a company, your starting point should be the
percentage allocation of shares to shareholders. You should note ownership can be split
into parcels of 25 percent or less, but relationships between the parties may give an
individual aggregated ownership that amounts to more than 25 percent. This may occur
through multiple layers of ownership.

Diagram 17 Ownership of company

ABC Limited (the customer) has two

ABC Limited -usto

(customer) shareholders - an individual, Ms S, who

( . J owns 75% and Y Company, which owns
25% . 75% 25%.

Y Company is owned equally by two

Y Company Ms S individuals T Mr R and Mr W. Ms S is

the only individual who owns more than

R : : 25% of ABC Limited. You determine
that Ms S is not a nominee shareholder.

Only Ms S is a beneficial owner based

MrR MrW on the ownership test.

Diagram 27 More complex ownership of company

f

DEF Limited (the customer) has ) ( y
: ) ¢ ACompany —> MsA

five direct owners each owning 20% |
20% shareholding.

All five owners are companies. Two I

of them (D Company and E 20%5 B Campany ) >‘. MrE J
Company) are wholly owned by Mr "
N. The other three companies (A DEF Limited 20% ( ‘ ( ‘
Company, B Company and C (customer) » CCompany —» MxC
Company) are respectively owned T P
by Ms A, Mr B and Mx C. """---..200/(.

»

You determine there are no " D Company ]
nominee shareholders in this S— N
structure.

20% Y
Only Mr N is a beneficial owner M

based on the ownership test.

31. For a company, you also need to consider if there are formal or informal arrangements,
such as nominee director or shareholder agreements. A person whose instructions or
directions a nominee director or nominee shareholder follows, or is accustomed to follow,
is likely to be a beneficial owner (due to being a person with ultimate ownership and/or
control).
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Diagram 317 Company ownership with nominee shareholder?®

GHI Limited (the customer) has five
owners each owning 20% shareholding.

Three of the owners are companies (A
Company, B Company and C
Company). All three companies are
owned by Ms J.

The other two owners are Mr T and Mr
A. You determine Mr A is nominee
shareholder, accustomed to following
the instructions of Mr T. This means that
Mr T has direct ownership of 20% and
indirect ownership of a further 20% of
the customer (through the nominee
agreement).

Both Ms J and Mr T are beneficial
owners based on the ownership test.

GHI Limited
(customer)

20% A Company

20%
—————  p B Company Ms J

N

%‘
C Company

20%

Mr A (nominee
shareholder)

Mr T

Diagram 417 Company ownership with multiple shareholders

Ms F

Mr J is employed as the manager of
IJK Limited (the customer) and
responsible for all managerial
decisions.

IJK Limited has five direct owners,
each owning 20%. One of these

Mr G

MrH

Mr J
b
l\/lanagerA SN
20%

o ~ 20%.
IJK Limited L

(customer) __20%

‘ Ms K ‘ 4

(director)

J

Ms |

32. Partnerships 1

shareholders, Ms K, is also the director

) and able to appoint the manager.

There are no owners with more than
25% shareholding and therefore no
beneficial owners based on the
ownership test.

However, both Ms K (as director) and
Mr J (as the manager) are beneficial
owners on the basis of effective
control.

Most partnerships have simple and transparent structures, and the

beneficial owner(s) are likely to be easily identifiable. However, a limited partnership is a
separate legal person, and can have a more complex structure with two types of partners,
general and limited partners. As with companies, limited partnerships may also have formal

8 Note that CDD requirements apply to nominee shareholder also i refer Companies Guideline.
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or informal arrangements and a nominee general partner.9 Again, a person whose
instructions the nominee general partner follows, or is accustomed to follow, is likely to be
a beneficial owner of the partnership as they will be a person with ultimate control.

Diagram 571 Limited partnership structure

JKL Limited Partnership

(customer)
60% 30
o v
X Company Ms X

(General partner) (Limited partner)

1009

MrZ

Ms Y
(Limited partner)

JKL Limited Partnership (the customer) has
one general partner and two limited
partners.

The general partner, X Company, has 60%
ownership of assets/distribution and voting
rights of the limited partnership.

You determine X Company is not a nominee
general partner. Mr Z is the 100%
shareholder in X Company. Ms X has 30%
assets/distribution and voting rights in JKL
Limited Partnership. Ms Y has 10%.

Both Mr Z and Ms X are beneficial owners
based on the ownership and effective
control test.

Diagram 61 Limited partnership with nominee general partner®®

MNO Limited Partnership (the customer)
has one general partner and two limited
partners.

The general partner, Mr G, has 55%
ownership of assets/distribution and
voting rights of the limited partnership.
You determine Mr G is a nominee
general partner, accustomed to following
the instructions of Ms Q. This means that
Ms Q has indirect ownership of 55% of
the limited partnership as well as indirect
effective control.

Mr R has 30% assets/distribution and
voting rights in MNO Limited Partnership.
Ms S has 15%.

Both Ms Q and Mr R are beneficial
owners based on the ownership and
effective control test.

MNO Limited Partnership

(customer)
Y u | : P
S | MrR Ms S
(nomlgr;t;e;gsnem (Limited partner) (Limited partner)
100%
Y
Ms Q

9 There are also specific requirements in the AML/CFT (Requirements and Compliance) Regulations 2011 to
obtain information and verify the existence and name of a nominee general partner.
10 Note that CDD requirements apply to nominee general partners also 1 refer Limited Partnership Guideline.

© Strategi Institute Limitd

AML/CFT Manual fdReal Estate Agent® June2024

Appendix 2

Page8 of 13




33. Trusts T Trusts do not usually have a legal personality. However, a trust is a legal
arrangement. ** In addition the Act and associated regulations prescribe requirements in
various circumstances in which the customer is a trust, as well as prescribing the trust or a
legal arrangement as the customer in other circumstances.

34. Therefore, when providing services captured by the Act to a trust, the trust (and not the
trustees) is your customer for the purpose of the Act.

35. For a customer that is a trust, various individuals may meet the definition of beneficial owner
for different reasons. First and foremost, the trust deed should be analysed to assist to
determine the beneficial owner(s) (whether due to ownership or control). Any trustee that
has control element over the trust is a beneficial owner. In addition, any beneficiary of the
trust that has a vested interest of more than 25 percent in the trust property is a beneficial
owner.

36. Other individuals may also be a beneficial owner due to the control element, depending on

the terms of the trust. This may include an individual (other than a trustee) who has effective

control over the trust, specific trust property, or with the powertoamend t he tr ust ds
or remove or appoint trustees. This might also include a settlor, a protector or special

trustee, or one or more beneficiaries of the trust.

Diagram 7 7 Trust structure

PQR Trust (the customer) has two trustees, Mr
E and Ms F, that have authority over trust
property and to make disbursements by the
trust.

The settlor, Mrs D, has the power to amend the
trust deed and to remove or appoint trustees.

The trust has two beneficiaries, Ms G who has a
vested interest of 80% in the trust property, and
Mr H who has a 20% vested interest.

Mr E and Ms F are beneficial owners as they
have effective control of the trust. You also
determine that Mrs D has effective control as
she has the power to amend the trust deed and
to remove or appoint trustees.

Ms G is a beneficial owner on the basis of the
ownership test.

11 As defined in s5(1) of the Act.
12 Refer s22(1) of the Act, Regulation 11A of the AML/CFT (Requirements and Compliance) Regulations 2011.
Also Regulations 5E and 5G of the AML/CFT (Definitions) Regulations 2011.
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