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EXECUTIVE SUMMARY

1. This report provides a summary of the Anti -Money Laundering and Counter

Financing Terrorism (AML/CFT ) measures in place inthe Republic of Seychelles as at

the date of the on-site visit from 20 November ¢ 5 December 2017 It analyses the level of
compliance with the FATF 40 Recommendations and the level of effectiveness of the
Republic of Seychelleg Uw , +¥" %3 wUauUUl OOWEOEwWxUOYPEI UwUI |
system could be strengthened.

Key Findings

1 Seychelles has just completed its Money Laundering/Terrorist Financing
(ML/TF) National Risk Assessment (NRA) to determine the nature and extent of risks
facing the country and the findings were released during the on-site mission. As a result,
the current AML/CFT Strategy is not informed by the findings of the results of the NRA.

1 The competent authorities have demonstrated a fairly good understanding of
the ML/TF risks in Seychellesin general and their specific mandate in particular.

1 Financial Institutions (FIs) demonstrated a fairly good understanding of the
ML/TF risks facing the products and services they provide as well as the AML/CFT
obligations that apply to them, albeit at varying degrees.

i Within the Dedgnated Non-Financial Businesses Professions sector
(DNFBPs), the International Corporate Services Providers (ICSP9 are the only reporting
sector which demonstrated a good understanding of the ML/TF risks facing the sector as
well as the AML/CFT obligati ons that apply to them.

1 A high number of suspicious transactions reports (STR9 have been filed by
commercial banks, distantly followed by ICSPs. Notwithstanding, the number of the
STRs filed appear low taking into account the materiality and risk exposure of the
commercial banks and the ICSPs. The rest of the reporting entities either had negligible
reports or had no reports filed at all.

1 While Seychelles has completedits ML/TF risk assessment, there is limited
assessment ofthe Non-Profit Organisation s (NPOs) sector to determine those NPOs
which are considered as having higher TF risk exposure. Furthermore, the Registrar of
Associations has no capacity to identify and supervise the NPOs which could be
identified as posing higher TF risks .

1 Law enforcement agencies have inadequate capacity (technical, material and
human) to identify potential ML/TF cases for investigation and prosecution. Whilst the
authorities have investigated a few ML cases arising from drug related offences
including one conviction, the focus has beenon predicate offences.

1 The FIU, which is the only AML/CFT supervisor in Seychelles, has
inadequate resourcesto effectively supervise or monitor compliance with AML/CFT

requirements by reporting entities . As a result, the focus of the inspections has not been
wide enough to cover the identified high risk reporting entities. It was , however, noted
that the quality of the inspections conducted on commercial banks and ICSPs were
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generally of a reasonable quality, though the lack of sanctions even where it appeared
warranted has affected effectiveness.

1 Reporting entities in Seychelles are required to establish the true identity of
ultimate beneficial owners when establishing a business relationship or carrying out an
ocassional transaction. h addition, Seychelles requires ICPS to maintain within the
country a register of UBO information of IBCs. In practice however, effective
implementation of the UBO measures is more observed in the commercial banking
industry , distantly followed by ICSPs, than other sectors.

T 21 aET 1 001l UzwbOxOl Ol OUEUPOOWOI wUEUT |
financing in terms of the United Nations Security Council Resolutions ( UNSCRs) 1267
and 1373 (and its successor resolutions) is ineffective because of |&c of proper
coordination between the competent authorities.

1 Seychelles does not have both a legal and institutional framework nor
mechanisms in place to implement targeted financial sanctions relating to proliferation
financing.

1 Generally, MLA and ex tradition measures have been applied on predicate

offences only and not on ML and TF cases. HEectiveness of the system on international

cooperation could not be determined due to the absence ofcurrent case management
system at the time of onsite visit.

Risks and General Situation

2. Seychelles is one of the most developed jurisdictions in Africal. Seychelles
considerably opened up its economy in the 2000s aftermoving away from a dominant
state intervention to a more market-oriented policy framework . The financial services,
driven by a deliberate policy to grow the international financial centre operations,

became one of the central pillars, along with tourism and fisheriesOw O w21 aET 1 C
economy.
3. Seychellesis an international financial centre with a significant share in this area

in Africa. The country has been growing its global business appeal and financial
connections (mainly to Western Europe and South Asia) and has experienced a
considerable prominence in the early 2000s Seychellesis regarded as having one of the

most attractive legal and regulatory environment for company formation , which is the
EEUEOGaUlwi OUwUT 1T wEOUOUUaA z Uwb O UTherdioeiRyoieieO® wi DO
has a large number of companies providing company formation, management and
administration to international clients.

LIMF Country Report 13/202, July 2013.http://www.imf.org/external/pubs/ft/scr/2013/crl 3202.pdf
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4, The financial sector is predominantly foreign -owned and diversified , which
promotes significant integration with the global financial system. The sector accounts for
the biggest share of transactionsand contributes about 5 percent to the Gross Domestuc
Product (GDP) of the country. As at 2015, the total assetsvalue was estimated at United
States Dollar (USD) 1.26 billion. The National Risk Assessment (NRA) recognises the
significant money laundering (ML) threat posed by non-resident clients. Financial
Institutions (FIs) are allowed to rely on third parties or introduced business for customer
due diligence (CDD) measures when opening a business relationship. For the
international business operations, reliance on third parties or introduced business is only
allowed if it comes from foreign regulated entities from jurisdictions deemed to have
AML/CFT regulation and supervision. By law, however, the ultimate responsibility still
rests with the principal .

5. Seychellesrecognises theinherent threat of ML and TF emanating from being an
international financial centre, most notably in relation to drug offences. The following
sectors were identified as being vulnerable to ML/TF risks: commercial banks with
operations in the international financial centre space; luxury real estate ; dealers in
motors vehicles, yatchs and boats TCSPsin the international financial centre activities;
and bureaux de change.

Overall Level of Effectiveness and Technical Compliance

6. The AML/CFT system in Seychelles is at an emerging stage.Seychelles has
embarked on a number of legislative and institutional reforms informed by the findings

of the 2008 mutual evaluation report (MER) and the ever-evolving AML/CFT landscape.
Seychelles has just completed an ML/TF risk assessment at a national level. This has
improved the level of understanding of ML/TF risks across the board (albeit at different
levels), and is expected to inform future AML/CFT strategies and policies as well as
implementation. The overall level of implementation , however, has been affected by
inadequate capacity and enforcement in key competent authorities .

7. In respect of technical compliance, Seychelles amended anumber of statutes in the
international financial centre space to strengthen existing transparency requirements.
Further, the Anti-Money Laundering Act ( AML Act ) and the Proceeds of Crime Act
(POCA) have been amendedseveral times since 2008to strengthen the regime. The most
notable positive changes include enhanced market entry requirements in the
international financial sector operations; broadened the scope of ML/TF offences;

MUTUAL EVALUATIORRORT OF SEYCHELSEBTEMBER18 7



improved the powers and functions of the law enforcement agencies (LEAS); expanded
the scope of key preventatives measures and introduced a risk-based approach and
completed ML/TF risk assessment at a national level. The changes have significantly
improved the level of technical compliance with the F inancial Action Task Force (FATF)
Standards. The major weaknesses identified related to: targeted financial sanctions; CDD
including beneficial ownership information ; autonomy and operational independence of
the FIU; risk-based supervision framework; the narrow scope of sanctions for non-
compliance with AML/CFT requirements; and operational ca pacity in most of the
competent authorities.

8. In July 2017, Seychelles brought into force fundamental changes in the form of
amendments to the POCA and the AML Act . The changesdrastically affected the powers
of law enforcement agencies and brought in new specialised units. Firstly, the Police
were expressly conferred powers to investigate ML/TF cases, in addition to the same
powers already being exercised the FIU. Secondly, the asset forfeiture function at the
FIU has been transferred to the Police. In ths regard, the Police established a
Commercial Crimes Unit which is still setting up operational capacity to undertake new
core functions. Taking into account these changes, the assessment of effectiveess in
Seychelles on ML/TF investigations and asset forfeiture is based on the laws which
existed before the July 2017 amendments. Since the changes were made about 3 months
before the on-site visit, the impact on effectiveness has been largely insignificant.
Overall, there is inadequate investigative capacity within the competent authorities
which is largely caused by lack of resources Seychelles hasexperienced a relatively good
implementation of the preventative measures in the financial sector. Lastly, the
Designated Non-Financial Businesses andProfessions(DNFBP) sector, with the exception
of the ICSPs is generally lagging in relation to implementation of the AML/CFT
requirements. Seychelles hagherefore not shown significant effective implementation of
the AML/CFT measures. Therefore, AML/CFT system in Seychelles requires
fundamental improvement in both technical compliance and effectiveness components.
Improvements to the technical component of the AML/CFT system is already underway,
in consultation with technical assistance providers.

Assessment of Bks, coordination and policy setting (Chaptdri®.1; R.1, R.2, R.33)

9. Seychelles has just completed itsNRA which identified the nature and extent of
the risk facing the country. At the time of the on -site mission, the findings of the risk
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assessmenthad not been sharedwith the stakeholders. The findings of the NRA were to
be formally released in March 2018. Seychelles has established arAML/CFT Committee
which is a multi -agency forum charged with the responsibility of coordinating AML/CFT
issues in the country and advis e government on policy and strategies. The Committee
intends to use the findings of the NRA to develop and implement national AML/CFT
Strategy and Policies as the basis foreffective implementation. In general, the authorities
and the private sector demonstrated a reasonably good understanding of the ML/TF
risks facing the country. The existing AML/CFT Strategy and Policies are not informed
by ML/TF risks. It is desirable therefore that Seychelles uses the findings of the NRA to
develop and promote effective implementation of risk -based AML/CFT Strategies and
Policies across the spectrum in order to optimise resources allocation and utilisation.

Financial Intelligence, Money Laundering and Confiscati@hapter 3- I0s 6-8; R.3, R.4, RR9-
32)

10. The Seychelles Financial Intelligence Unit (FIU) conducts analysis of transactions
and other information it receives from reporting enetities, and produces financial
intelligence and other information which is disseminated for use by competent
authorities to pursue potential ML/TF cases. The majority of the reports being analysed
are from the banking sector, distantly followed by ICSPs. The lack of reporting by the
DNFBPs (except for ICSPs)and limited reporting by non -bank FlIs raises major concerns
on production of different types of financial intelligence consistent with the risk profile
of the country. Notwithstanding, t he FIU produces relatively good financial intelligence
and information which has been usedby competent authorities. The FIU and competent
authorities have access to a variety of information which is used to enhanced the quality
of the information available for investigations and prosecutions . Seychelles has not
demonstrated that investigative agencies actively conduct parallel fina ncial investigation
to identify and investigate potential ML cases. Only three ML cases, which are related to
drug trafficking only, had been investigated, of which one conviction was secured
through a plea bargain. The two remaining cases are before the ourts. As a
consequences, there has been no confiscation of criminal property on account of ML
conviction. All the cases are related to drug-related offences brought by the National
Drugs Enforcement Agency (NDEA). The cases show that Seychelles is pursuig the
threat of drug trafficking and does not focus on the other threats of ML. Overall, the
investigating authorities in Seychelles focus more on predicate offences than potential
ML cases.

MUTUAL EVALUATIORRORT OF SEYCHELSEBTEMBER18 9



Terrorist Financing and Financing Proliferatiqi€hapter 4 10s9-11; R.58)

11. Seydelles has demonstrated a gopodUOET UUUEOQOEDOT woOi wUT 1T wEOU(
profile. The NRA made this determination based on a number of factors which include

the fact that there has not been terrorism and TF cases in Seychelleshor has there been

any TF case in which a Seychellois was involved. The criminalisation of the offence of

TF is broadly consistent with the FATF Standards. There has been no TF case
investigated in Seychelles. Seychelles has inadequate legal and institutional framework

to implement targeted financial sanctions related to both terrorist financing and

proliferation financing requirements. The authorities should take expeditious steps to

develop and implement appropriate measures to implement the UNSCRs targeted

financial sactionsregimes.

Preventive Measures (Chapter BD4; R9-23)

12. The AML Act and the Prevention of Terrorism Act ( PTA) are the primary
statutes sdting out AML/CFT obligations for FIs and DNFBPs in Seychelles. The AML
Act requires FIs and DNFBPs to manage and implement mitigating controls on a risk
sensitive basis. In general, the measures which apply to FIs also apply to DNFBPs.
Almost all FIs and ICSPs have conducted institutional ML/TF risk assessments as the
basis to implement the measures on arisk-senstive basis. Generally, the Fls (mainly
commercial banks) demonstrated a relatively good understanding of ML/TF risks facing
them and the AML/CFT requirements that apply to them , as opposed to the DNFBP
sector, except for the ICSPsOverall, FIs and ICSPsin the international financial sector
operations sector have implemented measures beyond what the local laws require
especially regarding CDD. In the majority of the cases, they use databases at grouplevel
to establish the true identity of cus tomers or transactions including UBO.

13. Further, the FIs in the international financial centre space rely on foreign
regulated entities (i.e., third parties or introduced parties) through the ICSPs who source
non-resident high networth customers from jurisd ictions to have AML/CFT regulation in

place. In addition to the fact that the ICSPs conduct CDD, the FIs carry O U U uwo®rJ z U w
verification processes which include tapping into commercially available databases such

as World Check and group CDD databases to satisfy themselves as to the true nature of

the customer or transaction. The low levels of understanding of ML/TF risks and
AML/CFT obligations in the DNFBP sector is a major concern more specifically as some
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(e.g., luxury real estate by high net worth for eign customers) are regarded as high risk.
The main reason for the laxed application of AML/CFT obligations in the DNFBP sector
(except for the ICSPs)is the lack of supervision and monitoring caused by inadequate
supervisory capacity at the FIU. Overall, FIs and ICSPs have demonstrated a reasonably
good understanding of the ML/TF risks faced by them and the implementation of the
AML/CFT obligations that apply to them.

Supervision(Chapter 6 103; R26-28, R. 3435)

14. Regulators (e.g., the Central Bank of Seychelles and the Financial Services
Authority ) in Seychelles have adequate powers and procedures in place to ensure that fit
and proper entities and individ uals are permitted to conduct lawful business operations
in the country . Seychelles has theefore demonstrated adequate measuresto prevent
criminals or their associates from owning or controlling a regulated entity. The sole
AML/CFT supervisor (i.e., the FIU) and prudential supervisors namely the Central Bank
of Seychelles(CBS and Financial ServicesAuthority ( FSA) demonstrated a reasonably
good understanding of ML/TF risks facing the reporting entities. However, the FIU is yet
to develop and apply an effective risk-based approach to AML/CFT supervision and
monitoring of reporting entities. The FIU is in the process of reviewing its inspection
manual to introduce a comprehensive AML/CFT risk-based supervision and monitoring
framework. The supervisory actions of the FIU are constrained by lack of capacity
occasioned by high staff turnover , owing to the uncompetitive nature of conditions of
employment at the FIU. Notwithstanding, the AML/CFT inspections conducted (and
jointly with the CBS or FSA in the most recent times) by the FIU were generally of a
reasonable quality in terms of scope and depth. During the period under review, t he
coverage of the inspections has been mainly on banks and ICSPs, while a number of non
bank FIs and other DNFBPs havenot been inspected regardless of the risk profile. Whilst
major AML/CFT contraventions worthy of issuing a sanction have been identified, the
FIU is yet to issue any sanction. The current sanction regime does not provide the FIU
with a wide range of sanctions, as only criminal sanctions can be apdied for non-
compliance with AML/CFT requirements . By contrast, the FSA which has powers to
sanction for AML/CFT violations has issued sanctions mainly in respect of market entry
requirements and not on non-compliance with AML/CFT obligations. The FIU has
provided a number of training and outreach programmes to reporting entities to
improve the level of compliance.
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Transparency of Legal Persons and Arrangem@ispter 7- |O5; R. 2425)

15. The legal framework in Seychelles provides for creation and registration of

companies by the Registrar of Companies (ROC) for domestic legal persons under the
Companies Ordinance Act. The FSA serves as the Registrarfor international business

companies (IBCs), international trusts (ITs), and international foundations under the

International Business Companies Act, International Trusts A ct and Foundations Act.
The legal persons which can be formed under the Companies Ordinance Act are
proprietary and limited companies. At the time of the on -site visit, there were 3 755
proprietary companies in existence (with 197 having beenregistered in 2016 alone) and
2006 limited companies (with 113 having been registered in 2016 alone).Further, there
were a total of 198 274IBCs (with 8 745 having been incorporated in 2017 alone), 719
international trusts, 673 Foundations, and 318 Company Special Licenses (registered by
the Companies Registry but licensed by the FSA) under the purview of the FSA.
Domestic trusts, including express trusts are not required to be registered in the

Seychellesas they are operated under the Common Law.

16. The Companies Ordinance Act only provides for basic information to be
obtained during registration of domestic companies. However , the AML Act requires all
reporting entities to obtain information on beneficial ownership when establishing a
businessrelationship and conducting a transaction with a legal person or arrangement.
Incorporation of domestic companies is required to be done through barristers, notaries
and attorneys who are reporting entities under the AML Act and therefore required to
obtain and verify UBO informa tion as part of their CDD obligations. In practice however,
these reporting entities do not comply with this requirement. The arrangement on both
basic and beneficial ownership for entities incorporated/registered under the FSA is a bit
different. IBCs which are engaged in international financial centre business are
incorporated through ICSPs. It carries out the CDD measures including obtaining
information on beneficial ownership.

International CooperatiofChapter 8 102; R. 3640)

17. With the Mutual Ass istance in Criminal and Related Matters Act 1995
(MACRM Act) (as amended) and the Extradition Act 1995 (as amended), Seychelles
adopted laws that enable it to provide international cooperation. Seychelles has ratified

all the internati onal instruments relevant to AML/CFT, which it has domesticated to
support provision of international cooperation. In addition, Seychelles has entered into
bilateral and multi -lateral agreements (e.g, the Harare/Commonwealth M utual Legal
Assistance (MLA) Scheme and ®uthern African Policie Regional Chiefs Cooperation
Organisation (SAPRCCOQ)) with other countries to facilitate international cooperation.
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Further, the various domestic agencies namely; the Police, Anti-Corruption Commision

of Seychelles (ACCY), FIU, Customs Division of the Seychelles RevenueCommission
(SRC) FSA, and CBS are able to exchange information with foreign counterparts. ML is
extraditable offence in Seychelles Moreover, the technical deficiency in relation to
extradition and MLA limit the scope of inter national cooperation that can be requested
and provided.

18. The FIU has a legal limitation on provision of international cooperation and

exchange of information with foreign counterparts owing to the requirement to obtain

prior approval from the Attorney Gene UEOz Uw. | | PET wep &. Adw( Owx UEE
has provided such assistance without the approval of the AGO. The FIU uses a number

of mechanisms (e.g., memorandum of understanding) and structures (e.g., multi-lateral

through Egmont Group of FIUs) to fac ilitate exchange of information . The ability of
Seychelles to demonstrate effectiveness of international cooperation was inhibited by

lack of comprehensive statistics and cases in the absence of a system fahe management

and tracking of requests for inte rnational cooperation.

Priority Actions

1 Use the findings of the NRA to develop and promote a coordinated and effective
implementation of national strategies and objectives against ML/TF/PF in a risk -based
manner.

1 Build adequate operational capacity of law enforcement and prosecution
agencies to investigate and prosecute TF, ML and associated predicate offences. In
particular, Seychelles should ensure that the FIU, the Commercial Crimes Unit in the
Police and the ACCS have sustainable capability to identify and investigate potential TF,
ML, and associated predicate cases for prosecutionby the AGO consistent with the risk
profile of the country .

1 Ensure that DNFBPs are implementing AML/CFT controls particularly high risk
sectors such as real estate agds in the luxury property market, dealers in motor
vehicles, yachts and boats, and accountants. Further, Seychelles should address the risks
raised in relation to correspondent banking relationships and adequately implement
UBO obligations across the repotting entities .

1 As a matter of priority , develop sufficient legal mechanisms and coordinations to
implement UNSCRs and enable implementation of measures relating to TF.
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1 Establish a legal, regulatory, and institutional framework to supervise or
monitor, and effectively implement targeted financial sanctions related to proliferation
financing and ensure that reporting entities are complying with the obligations.

1 Establish an efficient case management system in the & . z U wolle@ibhuand
dissemination of MLA and extradition in timely manner necessary to review the
effectiveness of the AML/CFT system.

1 Develop and implement mechanisms such as outreach activities to enhance
ML/TF risk understanding by the DNFBP sector as well as the AML/CFT obligations that
apply to them which will enhance compliance with AML/CFT obigations by the sector .

1 Prioritise provision of adequate resources to the FIU in order to enhance its
analytical and supervisory capacity for effective implementation of the AML/CFT
measures to achieve the desired outcomes. Should the authorities go through with the
plans to designate the CBS and the FSA as AML/CFT supervisors for entities under their
purview, there must be sufficient resources provided to ensure effective risk -based
AML/CFT supervisi on or monitoring.

1 Take the necessary steps to introduce and implement measures against
proliferation financing consistent with the FATF Standards.

Effectiveness & Technical Compliance Ratings
Effectiveness Ratings

10.1 10.2 10.3 10.4 0.5 10.6
Risk, policy International Supervision Preventive Legal Financial
and cooperation measures persons and intelligence
coordination arrangement
S

Low Low Low Moderate Low Low
10.7 10.8 10.9 10.10 10.11
ML Confiscation TF TF PF financial
investigation investigation preventive sanctions
& & measures &
prosecution prosecution financial

sanctions
Low Low Low Low Low
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Technical Compliance Ratings

AML/CFT Policies and coordination

R.1 R.2

PC PC

Money laundering and confiscation

R.3 R.4

LC PC

Terrorist financing and fi nancing of proliferation

R.5 R.6 R.7 R.8

PC PC NC NC

Preventive measures

R.9 R.10 R.11 R.12 R.13 R.14

C LC C LC C C

R.15 R.16 R.17 R.18 R.19 R.20
NC PC LC C PC C

R.21 R.22 R.23

C LC LC

Transparency and beneficial ownership of legal persons and arrangements

R.24 R.25

LC PC
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Powers and responsibilities of competent authorities and other institutional measures

R.26 R.27 R.28 R.29 R.30 R.31
PC LC PC PC C C
R.32 R.33 R.34 R.35

LC PC PC PC

International cooperation

R.36 R.37 R.38 R.39 R.40

C PC NC PC LC
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M UTUAL EVALUATION REP ORT
Preface

19. This report summarises the AML/CFT measures in place in Seychelles as at the date

of the on-UPUI wYPUPUSwW (UwEOEOGaUI Uw21 aETIT 001 Uz w Ol
Recommendations and the level of effectiveness of the AML/CFT system and
recommends how the system could be strengthened.

20. This evaluation was based on the 2012 FATF Recommendations, and was prepared
using the 2013 Methodology. The evaluation was based on information provided by
Seychelles, and information obtained by the evaluation team during its on -site visit to
Seychelles from 2630 November 2017. The evaluation was conducted by an assessment
team consisting of:

ESAAMLG Secretariat

1 Mr. PhineasR Moloto: Technical Advisor and Team Leader,
1 Mr. Joseph JagadaPrincipal Expert;

1 Mr. Muluken Yirga, Senior Legal Expert; and

1 Mr. John Muvavarirwa, Senior Financial Sector Expert

Assessors

1 Mr. Sydney Asubo, Executive Director, Financial Intelligence Authority, Uganda
(FIU/Law Enforcement Expert);

1 Ms. Antoinette Kula, Deputy Director, Financial Intelligence Authority - Botswana
(Law Enforcement Expert);

1 Mr. Chris Likomwa, Legal Service Manager-Legal Division, Malawi Revenue
Authority, Malawi (Legal/Law Enforcement Expert);

1 Mr. Calvin Habaasonda, Senior Analyst-Regulatory Policy and Research, Bank of
Zambia (Financial Sector Expert);

1 Mr. Bhushan Jomadar, Senior ExaminerLegal, Financial Services Commission
(International Financial Centre Expert); and

1 Mr. Amon Chistva, Head, Research and Polcy -Payment Systems, Reserve Bank of
Zimbabwe, Zimbabwe (Financial Sector Expert).

Observers

1 Mr. Oswaldo P. Santos (Financial Intelligence Unit, Angola) ;

1 Ms. Nokwazi Mtshali (Financial Intelligence Centre, South Africa) ; and
1 Ms. Dalitso Bonongwe (COMESA).
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21. The report was reviewed by the FATF Secretariat and Mr. Masuatso Ebere
(Financial Intelligence Authority , Malawi ) .

22. Seychelles previously underwent an ESAAMLG Mutual Evaluation in 2006
conducted according to the 2004 FATF Methodology and the MER was adopted by
ESAAMLG Council of Ministers in August 2008. The Mutual Evaluation concluded that

Seychelles was compliant with 1 Recommendation; Largely compliant with 2; Partially
compliant with 28, non -compliant with 17 and Not Applicable for Recommendation 2 2.
The MER was published and IS available online at
http://www.esaamlg.org/reports/me.php .

23. Seychelles entered the follow-up process in 2009 and exited the process in April
2016. The reason for exitingwas that Seychelles ha addressed all its outstanding
deficiencies under the MER.

CHAPTER 1. ML/TF RISKS AND CONT EXT

24. The Republic of Seychelles is situated in the western Indian Ocean, North West of
Madagascar and consists of 115 granite and coral islandls which cover a total area of 455.3
square kilometres. Victoria which is situa ted on the biggest island Mahé, is the economic
and administrative centre of the Seychelles

25. In 2017, the population of Seychelles was estimatedat 93,920 It consisted mainly of
people of French, African, Chinese, Indian and Arab origin. Creole, a derivative of
French, is spoken by all Seychellois and became the first official language in 1981. The
other official languages are English and French.

26. Seychellesgained independence from the British in June 1976 and has a multiparty
political system with an executive President as head of State and Gvernment. The
President heads a Cabinet of 13 Ministers which includes the Vice President. The
Constitution, which is the supreme law of the Land, established separation of powers
between the Executive, Legislative and Judiciary. Legislative power is vested in a
unicameral National Assembly of 33 members. General elections for the National
Assembly are held every 5 years with 25 members directly elected from the
constituencies and up to 9 other members proportionately elected.
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27. Thelegal systemin Seychellesis based on English common law and the Napoleonic

Code. Civil Law is based on the French Napoleonic Code adapted to Seychelles and is

known as the Civil Code of the Seychelles. Company law is based on English common
OEPSw3iT 1 wNUEPEPEOwWwUaAUUI OWEOOUPUUUwWOI wOET PUUUE
of Appeal. The Court of Appeal hears appeals from the Supreme Court in both civil and

criminal cases. The Supreme Court has jurisdiction of first instance and acts as court of

appeal in respect of cases from the magistrates’ courts. Criminal cases are heard in
magistrates' courts or the Supreme Court depending on the seriousness of the chage.

Juries are called only in cases of murder or treason. The constitution guaantees normal

legal protection to defendants including public trials and the right to counsel.

28. 21 aET 1 OO01l Uzwl EOOOOawbUwi il EYDOawEI xI OET O0wO
Services Sector for growth. The economy has performed remarkably well so much so

GNI per head (Atlas method) climbed to $14,100.2 Furthermore, Seychelles has been able

to maintain steady foreign direct investment especially in the tourism (Hotel) and

fisheries sectors. At the same time, the government has moved to diversify the economy

to reduce the dependence on tourism by promoting farming, fishing, and small -scale
manufacturing.

ML/TF Risks and Scoping of Higher-Risk Issues
Overview of ML/TF Risks

29. As an international financial centre, Seychelles faces inherent ML/FT risks
emanating from outside of the country. Seychelleshave completed an NRA in late 2017,
few weeks before the on-site visit. Therefore the existing level of understanding of the
ML/TF risks in Seychelles is not as a result of the findings of the NRA.

30. Seychellesused a variety of information and data from different sectors from the
public and private whe n conducting the NRA. The exercise is usedto determine the
major sources of ML/TF threats and the ML/TF vulnerabilities in the financial and the
non-financial sectors, taking into account both domestic and international dimensions.

2 Economic Overview. http://www.worldbank.org/en/country/seychelles/overview
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The NRA identified tha t a large portion of drugs proceedsare invested in neighbouring
jurisdictions and onshore through domestic companies. The NRA therefore concluded
that foreign businesses presenéd the major source of ML/TF threat to the financial
integrity of Seychelles The findings are premised on the fact that on many occasions the
business relationships and transactions involve non-resident customers, including high
net-worth clients such as politically exposed persons and private individuals , who are
being serviced by inter mediaries.

31. The NRA further identified the most prevalent predicate offences that generated
illicit proceeds in Seychelles, as follows (in order of volume of p roceeds from 2014 to
2015): company fraud, drug trafficking, tax related cases, corrupti on/bribery and
smuggling. However, t here was lack of information on the volume of undetected ML
occurring internationally and the value of the proceeds of crime in circulation in
Seychelles. There have been a few cases detected where persons resident in y@helles
were found to be involved in foreign ML cases.The authorities have determined the
overall ML threat as medium high.

32. The NRA has identified TF threat as low for various reasons. There have been no
known cases of funds raised in and/or moved out of Seychelles for use in financing of
terrorism within or outside of the country. Further, there are no known cases of
Seychellois participating as foreign terrorist fighters. Whilst the authorities remain
vigilant in respect of the potential link between piracy off the Somali coast and terrorism,
there are no reported cases in this regard.There is, however, a general awareness of the
threat and it is thus constantly being monitored. There are no known cases of domestic
based terrorists targeting home or foreign jurisdictions, and no known cases of terrorists
on a global scale targeting Seychelles.In general, the authorities are aware that the
EOUOUUazUwi POEOCEDE OwU to TRl tiiere Béddt@de arfy Engagdmdrd i U E E ¢
in transactions such as import/export with those countries, and thus they have remained
vigilant.

33. The assessment team concurs with theconclusion by the authorities that; in the
context of Seychelles,the risk of TF is less pronounced than ML.
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ML/TF Vulnerability

34. Seychellesimplements various AML/CFT measures to mitigate the inherent ML/TF
risks associated with UT 1 wE O bighdégeee diintegration of the financial sector with
the global financial system. Both the public and private sector relevant to AML/CFT in
Seychelleshave taken some steps to put in place measures to address the risks.

35. In the private sector, most reporting entities such asbanks and large non-bank Fls
shared their preventative measures in place to mitigate the inherent ML/TF risks , as well
as their understanding of the significance of the financial sector to combat criminal
proceeds and TF given the materiality and risk profile of the sector. The measures
include application of risk management and compliance and risk management
programmes in relation to customers, transactions and delivery channels.

36. While market entry requirements by the FSA are robust for the ICSPs the sectoris
yet to be adequately or comprehensively supervised and monitored for AML/CFT by the
FIU. The NRA also recognises the inherent ML risks associated with company formation
and management services offeredby trust company services providers such as the ICSPs
which could be abused for ML purposes through creation of complex corporate
structures.

37. In addition, inadequate supervison and monitoring of the DNFBP sector in general
and motor vehicle dealers, real estate and casinosin particular is a major ML concern.
For instance, the luxury segment of the real estate sector attracts high-net worth non-
resident clients from all around the world including foreign PEPs and prominent
individuals in the private sector.

" OUOUUa z UwUSStapingdiHighes Rigklis€ubsw

38. The NRA, which was concluded a few weeks before the onsite visit, uses the
National Money Laundering and Terroris t Financing Risk Assessment Tool ofthe World
Bank. The following teams: (1) Threats & Vulnerabilities; (2) Offshore encompassing
fiduciary services; (3) Banking; (4) Designated Non-Financial Businesses and Professions
(DNFBP)s; (5) Other Financials incl. Insurance; and (6) Terrorist Financing. The process
was facilitated by World Bank. Seychelles establisheds NRA Working Group sunder the

oversight of the AML/CFT Committee . The Working Group s comprised AML/CFT
stakeholders both from the public and priva te sectors.
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39. Before and during the on-site visit, the assessment team received and revieweda
number of materials from the authorities on their AML/CFT system. These include the
detailed responses on technical compliance and effectivenessguestionnaires, the NRA
and other information from publicly available sources. The assessment team used this
information and information independently obtained from other credible sources to
identify and pay more attention to the eight high-risk areaslisted below:

1 The banking sector t reliance on third parties or introduced business to carry out
CDD procedures is an integral part of the relationship between third party or introducers
and the banking sector given that a significant share of financial activities, which are
conducted on a non-face-to-face basis, are from the brmer. The assessment team spena
considerable amount of time on measures put in place by banks to satisfy themselves on
the adequacy of the CDD measures (e.g., on ultimate beneficial owners) applied by
foreign regulated entities (i.e., third parties or introducers) in the international financial
centre operations including the extent to which all CDD information obtained is reliable,
independent and swiftly available upon request.

1 TCSPst Since theclients of TCSPs which mostly are carried out by ICSPs for the
activities in the international financial centre , are mainly non-resident clients, the
assessrs dedicated a significant amount of time to this sector focusing on the nature and
extent of CDD procedures being applied on ICSP clients to mitigate the ML/TF risks,
with more emphasis on collection of ultimate beneficial ownership information .

1 Adequacy of AML/CFT supervision in the international financial centre

activities t a significant feature of the business activities in the international financial

centre do not maintain physical presence in Seychelles which presents inherently higher
ML/TF risks. As a result, the asses®srs paid a special attention to the resource capacity of,
(i) the FSA and the CBS in enforchg market entry procedures, (ii) the FIU in supervising

and monitoring compliance with AML/CFT mitigating controls of the market players
and (iii) coordination and cooperation on exchange of information between the
regulators and the FIU (as the sole AML/CFT supervisor) to identify risks for risk -based
supervision. Additionally, the assessors focused on measures in place including
cooperation and coordination by the FSA, the CBS and the FIU to ensure effective
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consolidated supervision of the regulated entities given the inherent interconnectedness
of the business activities.

1 Ultimate Beneficial Ownership ¢reporting entities are required to establish and
verify the true identify of ultimate beneficial ownership of all relationships and

transactions conducted particularly international business companies (IBCs). In

addition, it is permissible to have nominee shareholders and corporate directors and the

law does not require that sufficient information be provided on the nominators. While it

was appreciated that the reporting entities are required under the AML Regulations to

obtain beneficial ownership information from clients/ customers, assessors focused on
the level of compliance by the reporting entities including ICSPs and FIs on BO
requirements as well as accessibility of the information by different competent

authorities.

1 Real Estate Sectort The prime real estate maket in Seychellesis significant and is
dominated by non-resident clients. The assessrs paid a special focus on the
effectiveness of CDD measures applied by real estate agents and how the data and
information obtained is reliable and available to competent authorities.

1 International cooperation ¢ since Seychelles is an international financial centre the
assessrs concentrated on the extent to which compent authorities in Seychelles seek and
provide international cooperation and exchange information with foreign counterparts
when there is suspicious or investigation of a business relationship or transaction
emanating from, or being processed to, jurisdictions identified as posing higher ML/TF
risks to the country .

1 Parallel financial investigations and financial intelligence analysis - Just before
the assessment took place, Seychelles conducted an extensive legislae review of its
statutes in relation to the scope of freezing of suspected criminal property, powers and
functions of law enforcement agencies/FIU and reconfiguration of the investigative
institutional arrangements. The assesers focused on the impact of the changes and
capacity issues ongdinancial intelligencanvestigatiorrprosecutiorconfiscation value-chain.

1 High risk NPOs and targeted financial sanctions measures ¢ The level of TF risk
in Seychelles is considered low. The asssors paid speciahttention on the extent to which
targeted financial sanctions and NPO measures are being implemented.
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Materiality

40. Seychelles regardsits international financial sector as one of the key pillars of its
economy. Due to the small size of the econamny and the business strategy for achieving
economies of scale and diversifying investment portfolios, there is a marked
interconnection between the activities in the international and domestic businesssectors.
For instance, CBS has a single license regime fointernational and domestic banking
activities which allows for ease of engaging in either or both environments. At the centre

of this is the international financial sector which is increasingly becoming integrated into

the global financial system specially to Western Europe and South Asia. The financial
services sector is the third largest contributor to GDP at about five (5) percent, after
tourism and fisheries.

41. Banking dominates the financial sector in Seychelles, and, as a result, hte majority
of transactions are conducted through it. In 2016 banking comprised nine (9) commercial
banks, of which seven (7) were either owned or controlled by international financial
groups. Only two (2) of the seven (7) commercial banks engage ininternational business
activities. This means that the risks of ML/TF in the international business sector appear
to be concentrated in the two commercial banks. The total assetsvalue of the banking
sector in 2015 was estimated at USD1.13 billion The total profit for banking in th e same
period amounted to US 33 million. In the foreign currency market, money business
services providers (bureaux de change) transactions were valued at SCR 1.23 billion
compared to SCRO0.33 billion conducted by banks in 2015.It represents about 78 percat
and signals its importance to the economy of Seychelles.

42. All DNFBPs, as defined by the FATF, conduct business in Seychelles The AML Act
requires the DNFBPs to comply with AML/CFT obligations. Seychelles international
financial centre business activities comprises 67 companies holding ICSPs license, 25
companies holding an international trustee service license (ITSPs)and 14 companies
holding a foundation service license which are issued under the ICSP Act. The licensees
consist of large international and small domestic businesses. A few accountants and legal
practioners engage in the latter. The sector employs around 300 persons, ranging from
companies with 2 to 40 staff depending on the size of the service provider. The ICSPs
business activities involve assisting international clients with the formation,
management, and administration of international business centre entities in Seychelles,
serve as registered agentsgdirector s and nominee shareholders on specified entities.
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43. The authorities have identified vehicle dealers and boats yacht dealersas posing

higher ML/TF risks and have thus brought them within the scope of DNFBPs.
Accountants, auditors and lawyers are the largest groups among independent legal and

accounting professionals. There are about 48 Licensed Legal Practitioners in Seychelles

@l REOQUEDOT wUI T woOl OET UUwWOI wUT IThere (e @ve Grenzed & 1 O U
Casinos, of which three are active.

Structural Elements

44. In general, Seychelleshas key structural elements for implemen tation of an effective

AML/CFT system. These are: a stable democracy which significantly contributed

towards political and institutional stability, accountability, the rule of law and an

PDOEI x| OEIl OUwNUEDPEDPEUaG6 w31 I ovednénded ladicatols QUGN w 6 O U

Report shows that in most dimensions of governance (voice and accountability, political

stability, government effectiveness and rule of law), Seychelles is above the 50 percentile

rank among the 212 countries surveyed. Furthermore, the 2017 Mo Ibahim Index of
 UPEEOwW&OYI UOEOET wUT OPUwWUT EQwbOuw! Yht Qw21 aET |

ranking rem ained unchanged at second placeout of the 53 African countries. Its most

OOUEEOI wbOxUOYI Ol OUwPEUwWDPOwWUT T uaEuE0d B udG WipUxUa
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45. The assessment team noted with concern thenegative effect that the recent changes

to the AML Act, POCA and institutional arrangements since the introduction of the July

2017 legislative amendments have had on the efficient functioning of the AML/CFT

system patrticularly in relation to freezi ng of bank accounts suspected ofholding illicit

proceeds. Notwithstanding this, Seychelles has made a clear high-level commitment

from the highest office in the country to implement AML/CFT measures consistent with

the FATF Standards. Going forward, Seychellesintends to use the NRA results as the

basisto develop and implement a risk -based AML/CFT system.

Background and other Contextual Factors
Overview of AML/CFTstrategy

46. The AML/CFT system in Seychellesis at an emerging stagedespite being in place
for over 10 years. Sincethe 2000s, the system has been characterised bghanges to
legislative and institutional arrangements which are underpinned by AML/CFT

MUTUAL EVALUATIORRORT OF SEYCHELSEBTEMBER18 25



Strategies and Policies. There has been some noticeable positives in the AML/CFT
environment in Seychelles®. However, the overall AML/CFT approach is not informed by
identified ML/TF risks. This has had a negative impact on Seych O O obverall
effectivenessin relation to compliance with the global AML/CF T standards.

47. The 2016 Electionsheralded a new political order in the history of Seychelles*. For
the first time in 40 years, the opposition alliance won a majority in the Nati onal
Assembly. Thereafter, Seychelles completed a review of its AML/CFT legislative and
institutional framework intended to improve the system. While the changes brought
some positives, there are specific changesin respect of the AML Act and the POCA
which have had adverse impact on the effective implementation of AML/CFT measures
in the country. The removal of bank accounts from the definition of property for
purposes of application of provisional and confiscation measures under the POCA as
well as the transfer of the asset recovery unit from the FIU to the Police which had no
capacity, have adversely impacted on the effective implementation and effectiveness of
the AML/CFT system in Seychelles.

48. Following the 2008 financial crisis, Seychelles embarked on significant macro-
economic stabilisation programme anchored on strengthening its AML/CFT regime and
improving the transparency of business operations in the international financial centre
space.

49. Seychelleg banking sector experienced unprecedented termination of some
correspondent banking relationships (CBRS) in recent years duemainly to concernsover,
inter alia, the adequacy of AML/CFT measures in the country 5. While it is recognised that
this is a global trend which does not only affect Seychelles, tre authorities have taken
significant steps to mitigate the risks. The measures taken include promotion of
enhanced transparency in the international financial business sector and the on-going
review of the overall AML/CFT regime .

50. Seychelles, with the asdstance of the International Monetary Fund (IMF),
estabalised in March 2016 a Financial Stability Committee (FSC)which comprises the
CBS, the Ministry of Finance, the FSA, and the FIU The mandate of the FSC isto

3 https://index.baselgovernance.org/sites/index/documents/Basel_AML_Index_Report_2016.pdf

4 Financial Services Authority of Seychelles Annual Report 2016

5 International Monetary Fund: Seychelles, Staff Report for 2017 Article Consultation and Sixth Review
under the Extended Arrangement, March 18, 2017
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promote overall financial stability in th e country including AML/CFT matters. The
functions of the FSC are rooted on a draft Strategyintended for :

T $OUUUPOT wUl EUWEEOOUZ WUPUOQWEOOxOPEOET WEOE U
accepted,;

1  Strengthening regulation and monitoring of transparency in the o ffshore
financial sector;

1 Enbhancing international cooperation and exchange of information with other
jurisdictions; and

1 Ensuring that banks have adequate capacity to comply with requests from global
banks specially on CBRs.

51. Lastly, authorities at the time of the on-site visit were yet to share the NRA results
with the relevant AML/CFT stakeholders both in the private and public sectors. The
authorities advised that Cabinet was scheduled to approve and release the report in
March 2018. Moreover, the authorities intend ed to require the stakeholders to take into
account the findings of the NRA when designing and implementing measures to manage
and mitigate the identified risks . Most importantly, the authorities view ed the NRA as
an opportunity for Seychelles to, (i) design and introduce a risk-based framework to
implementation of the AML/CFT measures across the bard; (ii) promote national
cooperation and coordination ; and (iii) enhance better utilisation of scarceresources for
effective implementation of AML/CFT Strategy and Policies against ML, TF and PFin
accordance with international standards .

Overview of the legal & institutional framework

52. Seychelles has established various agencigmstitutions and mechanisms to
administer and oversee implementation of the AML/CFT regime. Some of them are as
follows:

1 SeychellesFinancial Intelligence Unit ( SFIU): is charged with the responsibility to
conduct the core functions (i.e., receipt, analysis and dissemination of reports) of an FIU,
investigate ML/TF cases, supervise and monitor AML/CFT compliance of all reporting
entities, coordinates the functions/ activities of the National AML Committee .

1 Central Bank of Seychelles: is the regulator and prudential supervisor of banks,
credit unions, money transfer and foreign curreny services providers.

1 Seychelles Financial Services Authority (FSA): is the regulator and supervisor of
non-bank FIs, TCSPs in theinternational financial centre operations, and has explicit
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powers under the FSA Act to take enforcecement actionsagainst its regulated entities for
non-compliance with market entry and AML/CFT obligations.

1 Seychelles Police: is responsible for investigation of ML/TF and freezing and
confiscation of proceeds of crime through the Commercial Crimes Unit.

Attorney GenerE Oz U w (AGD)D E responsible for drafting of AML/CFT laws,
decisions on whether or not to prosecute ML and TF cases,mutual legal assistance and
extradition as the central authority.

1 Seychelles RevenueCommission (SRC). is responsible for conducting investigation
of tax crimes and manages cross-border currency and bearer-negotiable instruments
declarations at ports of entry and exit.

f Department of Foreign Affarso w w DPUw Ul Ux OOUPEOI wi OUw OED
diplomatic relations with other countries a nd international organizations and sharing
information with relevant stakeholders including the FIU on the UNSCRs relating to
targeted financial sanctions.

1 The Anti-Corruption Commission of Seychelles (ACCS): is responsible for
investigation of crimes related to corruption and refer potential ML cases to the FIU or
Police for investigation. It was established and started operation in 2016 and is yet to
have capacity to properly conduct its mandate.

Overview of thdinancial sector and DNFBPs

53. The FIU is the sole competent authority in Seychelles responsiblefor supervising
and monitoring AML/CFT compliance by the FIs and DNFBPs. In addition, the FSA Act
provides AML/CFT enforcement powers to the FSA on its regulated entities for non-
compliance with AML/CFT o bligations.

TABLE 4: STRUCTURE AND SIZE OF THE FINANCIAL SECTOR
Domestic Global Business
No. of For.eign No. of For_eign
Type of License Majorit License Majorit
Fln_anglal d/ Total {ocall o Total Assets LoZaII
Institution Regulat | Assets . y Regulat . . .y
s od/ (in USD) Majorit od/ (in USD) Majorit
. y . y
R t R t
e(_:j er Owned eglds er Owned
(Numb (Numb
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er) er)
Locally Foreign
majorit 784,937,000 | majorit

Banks 2 | 531,043,000 |y y
owned owned
(2) (7)
Locally

. majorit 0

Credi 2 | 18,812,000 |y

finance
owned
(2)

Factoring 0 0 0 0 0
Leasing 0 0 0 0 0
Locally

. majorit 0
Microfinan 1 | 22,689,000 |y 0
ce
owned
2)
Locally Foreign
majorit 3,239,000 majorit
MVTS 11 | 15,250,000 |y y
owned owned
(11) 3
Locally
majorit 0
M
oney 12 | 927,000 y 0
changer
owned
(12)
Locally Foreign
Life , | 38,782,154 majorit 29,026,472 | MMt
Insurance y Y
owned owned
2) 3
Locally Foreign
General , | 30634759 majorit 2,035,181 | Aot
Insurance Y Y
owned owned
(2) (2)
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Foreign
majorit
y
owned
(2
Foreign
Composite majorit
P 0 0 0 1 | 24,222,6585 y
Insurance
owned
(1)
Foreign
Captive majorit
P 0 0 0 1 | 318,764.28 y
Insurance
owned
(1)
Locally Foreign
majorit majorit
Insurance 14 1,592,882 y 1 | 25.902.50 y
brokers
owned owned
(14) (1)
Collective
Portfolio 0 0 0 0 0 0
manageme
nt
Mutual Foreign
fund s .| majorit
0 0 0 13 USQ660m| y
[lion
owned
(13)
Fund These do Locall
administra not hold i y
majorit
tor assets
under their y
owned
manageme 3)
4 | nt. They . 0 0 0
. Foreign
provide maiorit
fund y J
i
Sooni™ | ouned
1
and (1)
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administer
client

investing
and
divesting
into fund
Investment Note (1)
Advisor These do
not hold
any  asset
under their
Locally
manageme )
majorit
nt. They
have the y
o owned
possibility 3)
of . 0 0 0
: Foreign
managing a o
: majorit
portfolio of
securities y
] owned
without (1)
holding
these
securities
or client
funds.
Securities Do not hold
Dealer any ass_et Do not hold
under their
manageme assets under
nt g Foreign their Forein
) majorit management. majorit
Although y 12 | Although they |y
they hold :
client funds owned hold client | owned
_ (2) funds =1 (12)
- USD18million
USD1.4mill
. ! (as at end 2016)
jon (as at
end 2016)
Securities Does not | Foreign
Exchange hold any | majorit 0 0 0
asset under |y
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manageme | owned
nt. Market | (1)
Cap is
USD258.66
million (as
at end
2017).
Clearing Does not | Foreign
Agency hold  any | majorit
1 asset under |y 0 0 0
manageme | owned
nt. ()
Securities Does not
Facility hold any Foreign
asset under o
manageme majorit
1 nt.  Holds y 0 0 0
. owned
the register )
of
securities.
Locally
CIS majorit
Administra 1 | 638,808,000 |y
tor owned
1)

Source: Information and data provided by the Authorities in Seychelles

Banking is the pillar of the financial sector in Seychelles. Thefinancial sector contributed

5 percent to GDP of Seychelles in 2016. During the same period, the total asset base of the
banking sector was USD 1.26 billion. Commercial banks predominates the sector as the
majority of financial transactions are processed through the sector. As at 2016, Seychelles
had nine active (9) banks. Seven (7) of these are international banks,of which two
provide international financial business services. Since 2011 banks in Seychelleswere
allowed to conduct domestic and international financial business activities under a single
license.One of the nine banks s yet to start operations.

Securities sector is relatively small in size and emerging, but a third pillar of the
E O U OdJddaéngny. It comprises securities exchanges (1,which went live in August

32 MUTUAL EVALUATION REPORT OF SEYCSEPIESIBER 2018






























































































































































































































































































































































































































































































































