Commission of Inquiry into Money Laundering in British Columbia
Overview Report: Trade-Based Money Laundering Publications and Records

A. Scope of Overview Report
1.

This overview report sets out information related to works published by the

Financial Action Task Force (“FATF”) and/or FATF-style regional bodies on the subject
of trade-based money laundering (“TBML”). It also appends relevant documents with
respect to Budget 2019, and with respect to the involvement of the Financial Transactions
and report Analysis Centre of Canada (“FINTRAC”), the Canada Border Services Agency
(“CBSA”) and the Royal Canadian Mounted Police (“RCMP”) in TBML. Its purpose is to
provide background and contextual information to support viva voce evidence to be called
during Commission hearings.
B. FATF and FATF-Style Regional Bodies
2.

The FATF Money Laundering Vulnerabilities of Free Trade Zones (2010) is

attached as Appendix “A”.
3.

The FATF Trade-Based Money Laundering (2006) is attached as Appendix “B”.

4.

The FATF Best Practices on Trade Based Money Laundering (2008) is attached

as Appendix “C”.
5.

The FATF Professional Money Laundering (2018) is attached as Appendix “D”.

6.

The Asia/Pacific Group on Money Laundering APG Typology Report on Trade

Based Money Laundering (2012) is attached as Appendix “E”.
7.

The Bankers Association for Finance and Trade (“BAFT”) Combatting Trade

Based Money Laundering: Rethinking the Approach (2017) is attached as Appendix “F”.
8.

The Wolfsberg Group, International Chamber of Commerce (“ICC”) and BAFT

Trade Finance Principles, 2019 amendment (2019) is attached as Appendix “G”.

1

Commission of Inquiry into Money Laundering in British Columbia

C. Budget 2019
9.

The Canada Investing in the Middle Class, Budget 2019 (“Budget 2019”) was

released March 19, 2019. Budget 2019 contains numerous money laundering-related
initiatives, and those relevant to this report are attached as Appendix “H”.
10.

Budget 2019 (at 183, 199) proposes to provide the RCMP with $68.9 million over

five years and $20 million ongoing for enhanced federal policing capacity, including to
fight money laundering.
11.

In Budget 2019 (at 199), Canada proposed to create the Anti-Money Laundering

Action, Coordination and Enforcement (“ACE”) Team. Budget 2019 proposes to invest
$24 million over five years, beginning 2019-2020 for Public Safety Canada to implement
the ACE Team as a pilot. It also proposes to create a multi-disciplinary Trade Fraud and
Trade-Based Money Laundering Centre of Expertise. Budget 2019 proposes to invest
$28.6 million over four years, beginning in 2020-21, with $10.5 million per year ongoing.
D. FINTRAC / CBSA / RCMP
12.

The Government of Canada Trade-Based Money Laundering Overview, presented

April 1, 2020, is attached as Appendix “I”.
13.

The Criminal Intelligence Service British Columbia & Yukon Territory CISCBC/YT

2016 Provincial Threat Assessment, Part “B”, undated, is attached as Appendix “J”.
14.

The Criminal Intelligence Service British Columbia & Yukon Territory CISCBC/YT

2017 Provincial Threat Assessment, Part “B”, undated, is attached as Appendix “K”.
15.

The Criminal Intelligence Service British Columbia & Yukon Territory CISCBC/YT

2018 Provincial Threat Assessment, Part “B”, undated, is attached as Appendix “L”.
16.

The Criminal Intelligence Service British Columbia & Yukon Territory CISBC-YT

Money Laundering Collection Initiative (2018), dated May 3, 2018, is attached as
Appendix “M”.
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17.

The Criminal Intelligence Service British Columbia & Yukon Territory Trade Based

Money Laundering, dated October 2018, is attached as Appendix “N”.
18.

The Criminal Intelligence Service British Columbia & Yukon Territory General

Framework of how TBML fits into the ML Process, dated February 13, 2018, is attached
as Appendix “O”.
19.

The FINTRAC Professional money laundering through trade and money services

businesses, dated July 18, 2018, is attached as Appendix “P”.
20.

The CBSA Update on the CBSA Centre of Expertise on Trade Fraud and Trade-

Based Money Laundering, dated January 2020, is attached as Appendix “Q”.
21.

The CBSA Trade Fraud & Trade-Based Money Laundering Centre of Expertise,

dated April 2020, is attached as Appendix “R”.
22.

The CBSA Trade-Based Money Laundering 101, dated June 5, 2019, is attached

as Appendix “S”.
23.

The CBSA CBSA Knowledge Pool on Trade-Based Money Laundering, dated April

2020, is attached as Appendix “T”.
24.

The CBSA Enforcement Manual, Part 2: Enforcement Priorities, Chapter 2, dated

November 4, 2016, is attached as Appendix “U”.
25.

The CBSA Backgrounder: Trade-Based Money Laundering in Canada, dated

September 10, 2019, is attached as Appendix “V”.
26.

The curriculum vitae of Joel Gibbons, Senior Program Advisor, CBSA, is attached

as Appendix “W”.
27.

The curriculum vitae of Sgt. Sushile Sharma, RCMP, is attached as Appendix “X”.

28.

The curriculum vitae of Bryanna Gateley, RCMP C/M Intelligence Analyst, is

attached as Appendix “Y”.
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29.

The CBSA Trade-Based Money Laundering Overview, dated June 8, 2020, is

attached as Appendix “Z”.
30.

The CBSA COVID-19 Implications for Trade Fraud, dated April 23, 2020, is

attached as Appendix “AA”.
31.

The RCMP Trade-Based Money Laundering: A Law Enforcement Perspective,

dated April 12, 2018, is attached as Appendix “BB”.
32.

The Government of Canada Trade-Based Money Laundering: Canadian

Perspective, dated April 25, 2018 is attached as Appendix “CC”.
33.

The CBSA Trade Fraud & Trade-Based Money Laundering Centre of Expertise,

dated July 1, 2020, is attached as Appendix “DD”.
34.

The CBSA Electronics and Canadian Goods Returned / The Abuse of Tariff Codes

9813 and 9814 in TBML ICAP, dated October 1, 2020, is attached as Appendix “EE”.
35.

The CBSA Trade Fraud & Trade Based Money Laundering Centre of Expertise,

dated September 24, 2020, is attached as Appendix “FF”.
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THE FINANCIAL ACTION TASK FORCE (FATF)
The Financial Action Task Force (FATF) is an independent inter‐governmental body that develops and promotes
policies to protect the global financial system against money laundering and terrorist financing.
Recommendations issued by the FATF define criminal justice and regulatory measures that should be
implemented to counter this problem. These Recommendations also include international co‐operation and
preventive measures to be taken by financial institutions and others such as casinos, real estate dealers,
lawyers and accountants. The FATF Recommendations are recognised as the global anti‐money
laundering (AML) and counter‐terrorist financing (CFT) standard.
For more information about the FATF, please visit the website:
WWW.FATF‐GAFI.ORG

© 2010 FATF/OECD. All rights reserved
No reproduction or translation of this publication may be made without prior written permission.
Applications for such permission, for all or part of this publication, should be made to
the FATF Secretariat, 2 rue André Pascal 75775 Paris Cedex 16, France
(fax +33 1 44 30 61 37 or e‐mail: contact@fatf‐gafi.org).
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EXECUTIVE SUMMARY

1.
Free Trade Zones (FTZs) have proliferated in recent years, such that today there are
approximately 3 000 FTZs 1 in 135 countries around the world with a total turnover in the billions of
U.S. dollars. 2 FTZs are designated areas within jurisdictions in which incentives are offered to support the
development of exports, foreign direct investment (FDI), and local employment. These incentives include
exemptions from duty and taxes, simplified administrative procedures, and the duty free importation of raw
materials, machinery, parts and equipment. In addition to boosting economic opportunity, these incentives
can result in a reduction in finance and trade controls and enforcement, creating opportunities for money
laundering and the financing of terrorism. Because the same characteristics that make FTZs attractive to
legitimate business also attract abuse by illicit actors, FTZs are a concern that the Financial Action Task
Force (FATF) should address.
2.
The case studies included in this report illustrate ways in which FTZs are misused for money
laundering and terrorist financing. In particular, the cases highlight the following systemic weaknesses that
make FTZs vulnerable to abuse:
•

Inadequate anti-money laundering (AML) and combating the financing of terrorism (CFT)
safeguards;

•

Relaxed oversight by competent domestic authorities;

•

Weak procedures to inspect goods and register legal entities, including inadequate record-keeping
and information technology systems; and

•

Lack of adequate coordination and cooperation between zone and Customs authorities.

3.
Further examination of the vulnerabilities highlighted in the case studies allowed for the
development of ML/TF risk indicators related to financial transactions, unusual business activity, and
trade-based money laundering (TBML) which takes place within FTZs.
4.
Although this is the first global report to address FTZs, this is not the first time that the money
laundering and terrorist financing vulnerabilities of FTZs have been identified. Through the work of the
Caribbean Financial Action Task Force (CFATF) and Aruba a number of best practice elements have been

1

The geographic area in which special regulatory and tax treatment is applied to certain trade-related
products and services, which in this paper is referred to as a free trade zone, is also known by various other
names throughout the world, including: free zones, freeport zones, port free trade zones, foreign trade
zones, e-zones, duty free trade zones, commercial free trade zones, export processing zones, logistic zones,
trade development zones, industrial zones/parks/areas, hi-tech industry parks, hi-tech and neo-tech
industrial development zones, investment zones, bonded zones, special economic zones, economic
development zones, economic and technological development zones, resource economic development
zones and border economic cooperation zones.

2

Akinci, G. and Crittle, J. (2008).
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developed. The World Customs Organization, the only global standard setter of free trade zones, has also
developed reference tools for the development of FTZs. Finally, the FATF TBML Typologies and Best
Practices Papers 3 published in 2006 and 2008 respectively presented red flag indicators and best practices
relevant to FTZs.
5.
The misuse of free trade zones impacts all jurisdictions including those without FTZs of their
own, because goods can originate from or be transhipped through FTZs not subject to adequate export
controls. Proliferators of weapons of mass destruction (WMD) abuse FTZs to tranship dual use goods and
to disguise the final destination of sensitive items. FTZs can also be used to create legal entities and access
the international financial system, providing opportunities to launder illicit proceeds. Many major zones
are also located in regional financial centres linking international trade hubs with access to global centres
of finance.
6.
Free trade zones are central to the integrated global economy. They stimulate economic growth
and play a central role in business for many countries and leading manufacturers. The relevance of FTZs
continues to grow as globalization defines economic progress. However the standards, oversight, and
regulations governing FTZs have not kept pace with these developments. As a result, illicit actors have
been able to take advantage of relaxed oversight and the lack of transparency in zones to launder the
proceeds of crime, finance terrorism, and facilitate WMD proliferation.

3

See www.fatf-gafi.org.
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CHAPTER 1: INTRODUCTION

1.1

Need for the Typology

7.
Free trade zones (FTZs) present a unique money laundering and terrorist financing threat because
of their special status within jurisdictions as areas where certain administrative and oversight procedures
are reduced or eliminated in order to boost economic growth through trade. Jurisdictions throughout the
world create these designated areas, which go by many names. For the purposes of this paper, these areas
are referred to as FTZs. The special tax and administrative arrangements available to exporters and export
service providers in FTZs, although intended to boost legitimate trade, can create money laundering and
terrorist financing vulnerabilities.
8.
Other typologies reports have addressed related vulnerabilities, notably the Trade Based Money
Laundering (TBML) typology report and TBML Best Practices Paper published in June 2006 and
June 2008 respectively. While these reports were instructive, they did not fully address the vulnerabilities
nor the scope of techniques utilized by illicit actors in part because they did not take into account the
estimated 3 000 FTZs that play a significant role in global trade and which attract substantial funds that are
associated with cross-border transactions.
1.2

Scope

9.
This report presents the first completed attempt at the international level to identify and address
the money laundering and terrorist financing vulnerabilities of FTZs. The report also addresses potential
shortcomings in the FATF’s current AML/CFT framework.
10.

1.3

The objectives of this typology report are to:
•

Understand the size, scope, definition, and role of FTZs worldwide and their role in the global
economy;

•

Identify the money laundering and terrorist financing threats and vulnerabilities associated with
FTZs;

•

Identify the methods used to move and launder the proceeds of crime and/or finance terrorism
using FTZs; and

•

Suggest areas for further consideration to improve the AML/CFT framework concerning FTZs.
Methodology

11.
In preparing this report, the project team utilized a number of resources. First, the project team
conducted a thorough literature review, referencing work conducted by international organizations, trade
associations, and academia. The project team also developed a comprehensive questionnaire that was
distributed to FATF members and observers in January 2009, which produced valuable information.
Finally, the project team engaged the private sector and international organizations. Using these research
tools the project team was able to identify: (i) the characteristics that define FTZs; (ii) the number and
6 ‐ © 2010 FATF/OECD
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scope of FTZs around the world; (iii) the types of activities serviced by the FTZs; and (iv) the AML/CFT
vulnerabilities associated with FTZs. In addition to identifying the AML/CTF vulnerabilities, the project
team reviewed the scope of measures that exist to reduce the threat of ML/FT in FTZs. This stage
incorporated work conducted to date on TBML and interviews with free trade zone authorities and
merchants. This background and research have provided a means for the team to evaluate the extent to
which ML/TF vulnerabilities are mitigated and assess whether safeguards need to be strengthened, and if
so how that might be done.
12.
The project invited a wide range of participation from the international community in the spirit of
sharing experiences and knowledge. It encouraged international cooperation with a view toward the
development of a uniform framework for regulating international trade systems in FTZs. The project team
was co-chaired by Belgium and the United States and was composed of Aruba, Australia, the CFATF,
Singapore, and the World Customs Organization (WCO).
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CHAPTER 2: THE ROLE AND SCOPE OF FREE TRADE ZONES

2.1

Definition

13.
FTZs are created within jurisdictions to promote trade, support new business formation, and
encourage foreign direct investment. They provide a preferential environment for goods and services
primarily associated with exports, whereby a minimum level of regulation is imposed on those companies
approved to operate within the zone. Additional benefits include exemptions from duty and taxes,
simplified administrative procedures and duty free imports of raw materials, machinery, parts and
equipment.
14.
There are as many names for these specially designated trade-promotion areas as there are
countries that conduct international trade. In addition to free trade zone, some of the other common terms
for these areas include special economic zones, foreign trade zones, and export processing zones. The
International Convention on the Simplification and Harmonization of Customs Procedures (Revised Kyoto
Convention) uses the term “free zones,” which the revised convention describes as “a part of the territory
of a Contracting Party where any goods introduced are generally regarded, insofar as import duties and
taxes are concerned, as being outside the Customs territory" 4 .
15.
Respondents to the project team’s FTZ questionnaire noted there is more than one kind of zone
and although all may exist “outside the customs territory” each area exists to facilitate a certain activity,
such as manufacturing, processing, warehousing, storage, and transhipment. Some respondents indicated
their FTZs were more than work zones, as they can include on-site housing, retail establishments, financial
services, even tourism and gambling.
16.
Generally an FTZ is an area or regime within a country with a special status concerning customs
and/or tax controls, in which enterprises are licensed to conduct business or provide services for export
and/or import purposes though the granting of special incentives to stimulate their development. There is a
separate customs area providing duty free benefits and streamlined procedures to promote international
trade. Generally there is single management and/or administration, although a number of different
organizations, private and public, may be involved in the management and operation of a zone.
17.
Logistically, zones are most often located near ports of entry; air, land or sea, but operate apart
from traditional ports of entry and often under different rules. This location facilitates entry to the zone as
well as the exit and entry to the customs territory. It also provides Customs officials with easier access to
the port and FTZ. Prohibited merchandise, items that are forbidden by law to enter a jurisdiction, cannot
generally be admitted to an FTZ but certain types of restricted merchandise such as items which may
require a special license or permit may be allowed. In most cases merchandise entering and exiting an FTZ
must be accompanied by commercial documents, for example a bill of lading and a commercial invoice.

4

World Customs Organisation (1999).
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Tracking is conducted through a mix of paper and IT systems, depending on the zone, however many use
both. Most FTZs inspect some percentage of cargo entering the zone, but this varies widely. 5
2.2

Evolution

18.
FTZs have played a role in global trade since ancient times. Beginning in the 18th century these
zones became central locations on international trade routes serving as hubs for trade and transhipment.
Examples of these centres included Gibraltar (1704), Singapore (1819) and Copenhagen (1891). The first
modern zone was established in 1959 as the Shannon Free Zone in Ireland, the world’s first duty free
industrial location targeting industries that would use the airport to move both people and freight. The zone
was very successful at turning the local economy around and subsequently serving as a model for future
free zones around the world. 6
19.
Zone development has moved away from one rigid definition of a FTZ and today has evolved as
zones and their roles in different economies is reflected through a wide range of different types of zones
with features tailored to the purpose of the zone including foreign direct investment (FDI), economic
development, and employment generation, among others.
20.

Today the range of zones generally falls into one of the following categories. 7
Free trade zones (FTZs); these are typically general purpose fenced in, duty-free areas offering
warehousing, storage and distribution facilities for trade, transhipment, and re-export of products.
These are located in most ports around the world.
Examples: Colon Free Zone, Panama, and Singapore
Export Processing Zones (EPZs) are industrial areas focusing on assembly and manufacturing
of intermediate imports aimed primarily but not exclusively at foreign markets. Particular sectors
include labor-intensive, light manufacturing such as garment production and the assembly of
electronics. EPZs also promote linkages with the domestic economy by encouraging technology
transfer and innovative industrial strategies. Certain types of EPZs are sometimes called Hybrid
Export Processing Zones because they combine the traditional export focus of an EPZ with a
sub-divided area in which non-export oriented activities can take place.
Example: Karachi, Pakistan
Enterprise zones are economic development areas intended to revitalize specific urban or rural
areas where they are located through tax incentives and financial grants. These are most often
found in the developed world.
Example: Docklands, London
Freeports typically the largest of the zones, accommodate all types of activities including
tourism, retail sales, and on-site residence, and accompany a broader set of incentives and
benefits. Freeports are different from traditional FTZs as they are not seen as export drivers but
areas promoting overall economic growth linking the zones with the overall economy of the
nation. This has also resulted in greater expansion and liberalization of the core set of policies

5

FATF FTZ Questionnaire Analysis.

6

Akinci et al, p. 9.

7

Akinci et al, p. 10.
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present in most free zone programs. The European Union allows inward processing relief and
other customs schemes that produce some of the benefits of free zones without requiring formal
zone definition. In the UK, for example, free ports do not offer significant benefits beyond
inbound processing relief schemes. As a consequence ports like Rotterdam have marketed
themselves as “freer than a Freeport”.
Example: Hong Kong, China
Single factory EPZ schemes provide incentives similar to export processing zones but are not a
zone at all, rather a single factory located anywhere in a country which receives the special duty
free privileges of zones. In the United States they are also called sub-zones.
Example: Mauritius and Madagascar are examples of where Single Factory EPZs exist.
Foreign Trade Zones is the name of the specially designated zones in the United States. They
are established in or adjacent to a port of entry in which all types of merchandise may be held
without being subject to U.S. Customs duties and other taxes.
Special Economic Zones (SEZs): SEZs extend the relaxed tax and administration characteristics
of FTZs to investment arrangements, labour laws, management practices, and wage rate policies
in specific areas of the country. Originally this structure applied only to China but versions now
exist in India and elsewhere. China has proposed applying special treatment within SEZs to
promotion of real estate, tourism, infrastructure development and banking.
Snapshot: Shenzhen, China
The Shenzhen Special Economic Zone (SEZ) was founded in 1980 as the first in China. It is nearly 2 000 square
kilometres, has over 12 million inhabitants and a GDP in 2006 of USD 71.3 billion. The SEZ has significantly
contributed to the transformation of Shenzhen from a fishing village to a major industrial and financial centre which
has benefited tremendously from the liberal economic policies granted to the SEZ. As the first Chinese SEZ,
Shenzhen has served as a pilot for market oriented reforms. Shenzhen enjoys the most liberal economic policies in
China both in terms of FDI and engaging in international trade. Examples of the pilot reforms include differential
corporate tax rates for foreign and domestic firms. Migrants from across China account for 83% of the population of
Shenzhen and less than 6% are over the age of 60. This combination has lead to an innovative economic
environment. Shenzhen has also built its success on the availability of capital. In 2005, one third of the total number
of venture capital firms in the whole country was located in Shenzhen. Foreign direct investment (FDI) has played a
major role in the development of Shenzhen. Toshiba, Epson, Wal-Mart, Sony and IBM are major investors. 141 of the
world’s top 500 multinational companies have invested in Shenzhen.
The story of the Shenzhen zone is multi-faceted as the SEZ hosts hundreds of other national level zones with special
incentive regimes. Within Shenzhen there are 15 free trade zones, 17 export processing zones, 5 economic and
technological developments zones, 53 high technology developments zones and 15 border economic cooperative
areas. 8

Bonded Warehouses: Specially designated storage warehouses that have the authorization of
Customs authorities.

8

Zhang Yansheng (2007).
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Snapshot: Mexican Maquiladora Program
With the aim to further direct foreign investment, the Mexican government developed administrative programs that
bring fiscal benefits and administrative eases to resident enterprises involved in the elaboration, reparation or
transformation of merchandises (enterprises commonly known as “maquiladoras”). Such programs authorise the
temporary import of goods exempt from general import tax; value added tax and other duties, given that such
merchandises are resent off abroad upon concluding the makeover process (which regularly lasts 18 months).
If temporarily imported merchandises are not dispatched promptly, they become definitive trade in goods, subject
to customary trade duties.
Joint investigations and co-ordinated operational strategies allowed Mexican authorities to identify an important
universe of companies that had failed to return on time exempted goods.
According to Customs Law, those who introduce or extract merchandises omitting the total or partial payment of
trade duties commit contraband.
Some of those companies simply omitted to return the goods, while others engaged as well in simulation acts to
fake timely deliveries. All of them affected the federal treasury and severely damage the national economy, as
illegal commodities are traded in the informal market, generating unfair competition and impunity.
Such criminal activities generate large profits that are reinvested unevenly so as to hide their illicit origin or give
them the appearance of legitimacy. In one year, the Ministry of Finance in Mexico has conducted investigations
and integrated criminal cases based on this typology with an historic aggregated economic damage that adds up to
roughly 58% of the annual budget allocated to the General Attorney’s Office or 75% of the annual budget allocated
to the Ministry of the Interior.

In addition to the zones above, there are a number of highly specialized zones promoting a
specific industry such as information technology, tourism, or heavy industry. The location varies
depending on the sector. Sites can be found adjacent to universities, ports or other relevant hubs
of activities relevant to that sector.
Examples: Labuan Offshore Financial Centre, Malaysia and Dubai Internet City, UAE
21.
With regard to their role in attracting new businesses, the following table describes the Zone
Concepts in Selected Developing and Transition Economies.
Traditional EPZ
Model
Asia and the
Pacific

Americas

Taiwan, China
Korea, Rep. of
Indonesia
Vietnam
Philippines
Bangladesh
India
Malaysia
Pakistan
Sri Lanka
Argentina
Bahamas
Belize
Dominican Republic
Guatemala
Jamaica
Nicaragua
Peru
Trinidad and
Tobago
Uruguay
Venezuela, R.B. de

Hybrid EPZ Model

Commercial
Free Zone

Single
Factory

Freeport

China
Indonesia
Lao PDR
Korea, Democratic
People’s Republic
of
Philippines
Thailand
Vietnam

China
Japan
Malaysia

Fiji

China
Hong Kong, China
India
Indonesia
Korea, Rep. of
Macau
Malaysia
Philippines
Singapore

Bolivia
Brazil
Colombia
Costa Rica
Cuba
Ecuador
El Salvador
Haiti
Honduras

Argentina
Bahamas
Belize
Brazil
Canada
Colombia
Curacao
Panama

Jamaica
Mexico

Bahamas
Chile
Colombia
Panama
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Traditional EPZ
Model

Hybrid EPZ Model

Middle East
and North
Africa

Algeria
Iran, Islamic Rep. of
Sudan

Bahrain
Egypt, Arab Rep. of
Syrian Arab Rep.
Tunisia
Turkey
United Arab
Emirates

Central and
Eastern
Europe and
Central Asia

Slovenia

Belarus
Albania
Bosnia and
Herzegovina
Bulgaria
Croatia
Hungary
Kazakhstan
Kyrgyz Republic
Latvia
Lithuania
Macedonia, FYR
Moldova
Poland
Ukraine

Sub-Saharan
Africa

Cameroon
Cape Verde
Equatorial Guinea
Gambia, The
Ghana
Kenya
Mozambique
Namibia
Nigeria
Senegal
South Africa
Tanzania
Togo
Uganda
Zambia
Zimbabwe

Commercial
Free Zone

Single
Factory

Israel
Jordan
Kuwait
Lebanon
Libya
Morocco
Oman
Tunisia
Turkey
United Arab
Emirates
Yemen,
Republic of
Czech Republic
Estonia
Latvia
Romania
Serbia
Montenegro
Slovak
Republic
Ukraine
Uzbekistan

Benin
Djibouti
Gabon
Liberia
Mauritius
Tanzania
Togo

Freeport
Iran, Islamic Rep.
of
Jordan

Russian Federation

Burundi
Madagascar
Malawi
Mali
Mauritius
Senegal
Seychelles

Source: BearingPoint, ILO database; WEPZA (2007); FIAS research.

22.
Today there are approximately 3 000 zones in 135 countries worldwide. 9 In 2007, total exports
from FTZs were estimated at USD 400 billion. 10 The Colon Free Zone in Panama, the world’s second
largest FTZ, generated USD 8.6 billion in exports and re-exports in 2008. 11 Zones play a vital role in
9

Akinci et al (2008), p. 7.

10

Akinci et al. (2008) These statistics were derived from a database developed by FIAS in close consultation
with the World Economic Processing Zones Association (WEPZA), and the International Labor
Organization (ILO). Date from an ILO document dates April 2007.

11

U.S. Department of Commerce (2007).
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economic growth and development through increased exports, foreign exchange earnings, and employment
generation. Other zones serve as catalysts for innovation, bringing new industry knowledge and
manufacturing to an economy and a region. Single factories can also be granted the same special status as
FTZs, which allows for a manufacturer to benefit from the regime without being subject to the geographic
constraints most often associated with FTZs.
23.
Modern zones have played a significant role in the global economy since the middle of the
20th century and they continue to develop and change to meet the demands of international businesses.
There has been a tremendous growth in FTZs globally in the last four decades. Zones began to develop in
Latin America and East Asia throughout the 1960s and 1970s and new development in South Asia, South
America and sub-Saharan Africa began in the 1980s followed closely by new programs in Central and
Eastern Europe, the Middle East and North Africa. In 1970, 30 countries had 80 free zones with exports
totalling USD 6 billion. Overall a few regions and countries have the largest concentration of FTZs. The
United States has 161 active zones and exported more than USD 40 billion 12 ; China leads Asia with 187
EPZs with total exports of USD 145 billion followed by Indonesia, Philippines, Thailand, India, Taiwan
and S. Korea. 13 Generally, Hybrid EPZs are the preferred model in many Central and Eastern European
countries as well as in many Latin American countries. Free Trade Zones have been the traditional choice
among Middle Eastern and North African countries but are a relatively recent introduction in Asia where
zone development has focused on export manufacturing and therefore the EPZ and SEZ models.
2.3

Privatization

24.
The way FTZs have been owned, operated, regulated, and governed over the past 30 years has
changed dramatically. The greatest shift has been from public to private sector development, ownership,
and operation of zones worldwide. In 2005, 62% of the 2 301 zones in developing countries were private
sector developments compared to the 1980s when less than 25% of the zones worldwide were private 14 .
This shift has been a result of the knowledge that zones can be very profitable when one operator takes on
a number of elements of zone administration, taking advantage of economies of scale. In addition to those
zones that are 100% privately owned and operated, a number of public-private partnerships have been
developed. Governments also provide incentives to private zone developers.
Private and Public Sector Zones in Developing and Transition Economies 15
Region
Public Zones
Private Zones
Total
Americas
146
394
540
Asia and Pacific
435
556
991
Sub-Saharan Africa
49
65
114
MENA
173
40
213
Central/Eastern Europe and Central
69
374
443
Asia
Total
872
1 429
2 301

25.
The wave of privatization has provided tremendous liberalization in zone development which has
resulted in the creation of more FTZs with expanding purpose and privileges and greater automation to
simplify bureaucratic procedures. Zones have a far more varied clientele now including retailers, housing
and professional services.

12

Free Trade Zones Board (2009).

13

Akinci et al (2008), p. 27.

14

Akinci et al (2008), p. 2.

15

Akinci et al. (2008).
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26.
Different countries have adopted different models for the operation of zones. In some, public
authorities operate the zones directly. In others zones are designated by government and then run by
private sector operators. There are other combinations. In some countries the zone authority becomes
almost a substitute ministry and can provide a one-stop shop for government services, avoiding
bureaucracy, delay and other problems. Many countries believe that zones provide a way of kick-starting
export-led, economic development and modernising legislation. Zones can pilot internationally competitive
regimes ahead of economic reform applying to the entire territory of a state. There can be spill-over effects
as development in the zone enriches its surrounding region.
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CHAPTER 3: VULNERABILITIES OF FREE TRADE ZONES

27.
As specific operating areas, zones vary widely from country to country and within an individual
jurisdiction the operators, regulators and requirements may be different. As there are not necessarily
standard approaches within zones it can be a complex matter from which to gain a global snapshot. As
separate customs areas created to encourage trade and foreign direct investment, FTZs are subject to
unique laws, regulations, and oversight to take account of their role in job creation and economic
development policies. These features provide opportunities for legitimate business but also present
weaknesses which expose it to misuse by criminal elements. The existence of vulnerabilities in a system
makes it attractive for money launderers and terrorist financers. Although zones vary in order to provide
different benefits to countries and regions, they present similarities with regard to their vulnerabilities
which are developed through the report.
3.1

Application of AML/CFT measures in Free Trade Zones

28.
AML/CFT standards and guidance which address this specific sector (i.e., FTZ) are relatively
new although the CFATF and Aruba in particular have been researching and attempting to address this
issue for several years. While there is a great deal of knowledge and awareness of AML/CFT issues within
the financial sector, this knowledge and awareness does not often extend to businesses and in FTZs.
29.
Many of the rules and regulations governing FTZs are outdated. Over the past 30 years FTZs
have been developing rapidly, not always keeping up with the latest AML/CFT legal and regulatory
developments. As such, many of the laws and regulations governing FTZ don’t take into account the
ML/TF vulnerabilities and the risk of illegal activities. Therefore, a clear challenge of FTZs is the unique
balance of promoting a business friendly, open environment with the vulnerabilities that can arise in a
uniquely operated area with minimal or no regulatory oversight.
30.
A number of jurisdictions do not apply the same AML/CFT regulations in the zone as in the rest
of the country. In particular the regulations that relate to preventatives measures such as reporting largevalue currency transactions and, in some cases, Suspicious Transaction Reports (STRs) as they relate to
financial institutions and businesses operating in the zones.
31.
Perhaps more importantly, some businesses located in FTZs fall outside of the AML/CFT legal
and regulatory framework because their activity or operation falls outside the scope of those traditional
financial sector providers located onshore. Therefore, the AML/CFT provisions don’t apply to businesses
and activities within these special areas.
32.
As mentioned above, the use of cash in FTZs continues to be important because it is easy to use
in trade transactions. Cash does not require financial institutions and presents particular ML/FT risks
because of its portability, anonymity and lack of an audit trail. Moreover, even if banks outside of the FTZs
are involved in the trade transactions, they are less able to manage ML/TF risks because of the others
vulnerabilities of the zones (opaqueness and relaxed oversight). However financial institutions in FTZs
also present risks which are examined through red flag indicators in the following chapter. In this respect,
the integration of cash into a jurisdiction’s financial system is often facilitated by the presence of financial
institutions in the zones.
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3.2

Relaxed Oversight and Lack of Transparency

33.
The scope and degree of Customs control over the goods introduced, and the economic
operations carried out in FTZs, vary from one jurisdiction to another. Consistent with the purposes of
establishing free trade zones, goods introduced in a FTZ are generally not subject to the usual Customs
controls. There is therefore a risk of exploiting the FTZ system for commercial fraud.
34.
Goods introduced in a FTZ can undergo various economic operations, such as transhipment,
assembly, manufacturing, processing, warehousing, re-packaging and re-labelling as well as storage for
timely marketing, delivery and transhipment. The tracking of shipments, especially for repackaging is a
key element in the control of FTZs. The same shipment may use FTZs as a base around the globe for no
other purpose than to launder funds.
35.
Although the conditions for setting up FTZs may be regulated by the Customs or relevant
management authority, and the kinds of operations may be subject to the approval of these authorities, the
degree of Customs intervention is often insufficient or even absent. Commercial operations carried out
under such lenient controls can lead to cutting off the monitoring of the international supply chain.
36.
Licensing procedures and supervision of activities in FTZs are often complicated and
bureaucratic which can lead to insufficient oversight. There is a lack of clarity regarding regulations
covering the control of free trade zones. In some cases it is not clear if the government or the Customs
authorities have the jurisdiction to exercise controls. The lack of control by Customs raises problems in the
fields of intellectual property, security of the supply chain, valuation fraud and other non-fiscal offences.
37.
Finally, responses to the questionnaire indicate that the controls are often carried out by random
selection more than on risk assessment or indicators and that no clear procedure, authority, or
documentation is identified to organize and execute the examinations.
38.
Possible actions to prevent and detect commercial fraud cases exploiting free trade zone systems
should be examined from two different viewpoints, namely i) maintenance of appropriate level of Customs
control over the admissibility of goods and the business operations carried out, and ii) appropriate
assessment of the risk associated with goods arriving from free zones.
39.
Most zone authorities operate separate company formation services from those that exist in the
rest of the jurisdiction and market the ease of setting up a legal entity in an FTZ to attract business. Many
zone authorities request little or no ownership information of the companies interested in setting up in the
zone. As a result, it is simpler for legal entities to set up FTZs and hide the name(s) of the true beneficial
owners. FTZs that offer company formation services also by-pass AML regulations that may apply to the
legal entity formation process outside of the zone. This provides a means to access the financial system in
the same jurisdiction or others offshore. Legal entities setting up in FTZs should be subject to the same
requirements as legal entities in the rest of the country. This would provide for greater transparency within
the country and provide substantial assistance to law enforcement when conducting investigations into
companies for money laundering, tax evasion, or other criminal activity.
40.
Analysis of the questionnaire responses showed that jurisdictions permitted a wide array of
documents and procedures to set up businesses in FTZs and that in all cases the zone authority must
approve the business operations. The questionnaire responses also verified the lack of beneficial ownership
information or AML obligations as it relates to company formation. The responses also established that
physical presence in the zone is not always a requirement for establishment in the area. The case studies
also demonstrate this is clearly an area to examine in order to address the need for greater transparency
globally in regard to the businesses operating in the zones.
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3.3

Lack of Systems Coordination

41.
Customs document management and administration varies by region, country and individual
customs area including FTZs. Theoretically zone transactions must be reported to zone authorities and
Customs authorities, however there are two different most often not integrated systems. Overwhelmingly
Customs authorizes use a mix of software and paper to monitor shipments in and out of FTZ and Customs
Bonded Warehouses (CBW) internationally. The lack of a clear standard related to Customs clearance
makes it very difficult to monitor. Most FTZs software systems, if they exist, are not integrated to the
Customs IT systems which include all ports. A paper based system or a hybrid of paper and IT as it is in
most cases requires longer to monitor and check against related documents (in-bound vs. outbound). It is
also difficult to analyze data for trends related to specific ports, zones, regions or businesses.
42.
The questionnaire confirmed that a majority of jurisdictions use a mix of paper and IT-based
systems and that few are fully integrated. Six out of ten questionnaire responses showed that zone
management used a mix of IT and paper-based systems to track incoming and outgoing shipments into the
zone. Six out of ten questionnaire responses also indicated that Customs used a mix of IT and paper
systems. Only two responses to the questionnaire indicated that the data from the zone authority and the
Customs authority were integrated using computer software. This reflects a lack of coordination between
Customs systems and zone management systems. In addition to Customs and zone authorities, additional
federal or State regulatory or law enforcement authorities may be involved in various capacities within the
zone. The operational cooperation and coordination between competent authorities needs to be addressed
to avoid a gap in the control of FTZs including the role of FIUs.
3.4

Vulnerable Types of Goods

43.
Certain types of goods are particularly vulnerable due to their value, size, high tariff rate, volume
of trade and potential for IPR violations. Any one or a combination of these elements makes them
attractive for potential misuse, especially via FTZs, because of their role as an open platform for trade and
the businesses operating in these zones.
Cigarettes, Alcohol and other high tariff items
44.
Cigarettes, alcohol, and other high duty items are more vulnerable to smuggling and contraband
due to the increased revenue that can be generated by not paying tax. The high volume of containers, the
ease of repackaging and relabeling shipments within the zones, and the lack of oversight make FTZs rife
for exploitation of smugglers attempting to avoid high duty and tax rates on cigarettes and alcohol.
Historically some jurisdictions such as Aruba developed a parallel market for cigarettes, notably for the
Colombian market. This market was the result of agreements between the manufacturers and licensed
distributors, whereby cigarettes were “smuggled” into the country with the alleged knowledge of the
manufacturers and distributors. The goods purchased by Colombians left Aruba legally, only to be
smuggled into Colombia.
Luxury Goods and other goods most often used in violation of IPR
45.
IPR violations are difficult to detect and are difficult to substantiate at the time of the cargo
inspection. In an environment with few inspections and large cargo coming in and out, it would be
relatively easy to take advantage of relaxed oversight in order to import, repackage, re-label and export
textiles or IT equipment into the country or onto a third country. Repackaging in FTZs is one of the tools
used by criminals to cut the links with the real country of origin or destination.
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Carrousel VAT and electronic items
46.
Electronic items constitute high volume of trade and are therefore more vulnerable for VAT
carrousels fraud where tax is illicitly reclaimed. The higher the volume, the higher the refunds will be.
FTZs can be misused in these fraud schemes because they offer a large market with relaxed oversight for
the trade of the items concerned.
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CHAPTER 4: FREE TRADE ZONES AS A METHOD USED BY ILLICT ACTORS

47.
The cases described under section 4.3 demonstrate the ML/TF risks and vulnerabilities associated
with FTZs which were identified in the previous chapter. These cases illustrate how FTZs have been
exploited by criminals as a means to initiate and facilitate illicit financial activity to include traditional and
complex money laundering techniques. Moreover, FTZs are misused to commit the predicate offense (e.g.,
smuggling) and to facilitate the laundering of the illicit proceeds.
4.1

Predicates

48.
Responses to the FTZ project team questionnaire show a variety of ways that FTZs can be
misused in order to move and launder the proceeds of crime and/or to finance terrorism. In cases of money
laundering within FTZs, 19 predicate offenses were identified. The most commonly identified predicates
were: participation in an organized criminal group and racketeering, illicit trafficking in narcotics, fraud,
counterfeiting and piracy of products, and smuggling. A number of countries also listed illicit arms
trafficking, illicit trafficking in stolen or other goods, and forgery.
Predicate Crime
Participation in an organized criminal group and racketeering
Terrorism, including terrorist financing
Trafficking in human beings and migrant smuggling
Sexual exploitation, including sexual exploitation of children
Illicit trafficking in narcotics
Illicit trafficking in stolen or other goods
Corruption and bribery
Fraud
Counterfeiting currency
Counterfeiting and piracy of products
Environmental crime
Murder, grievous bodily injury
Kidnapping, illegal restraint and hostage-taking
Robbery or theft
Smuggling
Extortion
Forgery
Piracy
Insider trading and market manipulation

4.2

Number of Responses
from the FTZ
Questionnaire
6
1
2
1
8
4
3
6
1
6
0
0
1
2
9
2
4
2
1

Trade Based Money Laundering

49.
TBML is one of three main methods by which illicit actors launder the proceeds of crime.
TBML schemes include under and over-invoicing, phantom shipments and other falsification of the value
or quantity of a shipment including multiple invoicing of goods in order to justify the transfer of value
from one jurisdiction to another. However TBML schemes often include a number of complex layers
including cash, front companies, currency exchange, and the purchase and shipment of goods with illicit
proceeds.
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50.
The FATF has looked at the vulnerabilities associated with the misuse of the trade system
through the TBML Typologies in 2006 and the Best Practices Paper in 2008, however to date there are no
international standards to address TBML. By definition businesses located in FTZs utilize international
trade for a majority of transactions and zones facilitate and simplify these transactions. The lack of
AML/CFT safeguards related to TBML poses a particular vulnerability in FTZs.
51.
A successful TBML scheme often includes false documentation which misrepresents the contents
and/or volume of cargo. The size and scope of FTZs, some cities in themselves, makes it difficult to
effectively monitor incoming and outgoing cargo, repackaging, and relabeling. Some FTZs export billions
of dollars per year but have fewer competent authorities present to monitor and examine cargo and trade
transactions. The relaxed oversight in FTZs makes it more challenging to detect illicit activity and provides
an opportunity for misuse. As a result, FTZs provide a setting in which certain TBML schemes are more
easily conducted.
52.
TBML and other money laundering schemes rely on the ability of the perpetrator of the crime to
distance themselves with the illicit proceeds. Shell companies enable illicit actors to create a network of
legal entities around the world linked to financial institutions. The lack of transparency in the company
formation process in FTZs permits companies located in FTZs to create layers of transactions which are
difficult if not impossible for law enforcement to follow.
53.
The TBML Best Practices Paper suggests ways to improve the collection and effective use of
trade data to combat TBML. This is particularly relevant to many FTZs which do not have integrated
import and export data from Customs and the zone authority. The lack of trade data which can be
effectively mined by law enforcement creates a black hole for investigations and shipments entering and
exiting FTZs worldwide. It is significant impediment to effectively combating TBML in FTZs.
54.
TBML is easier to perpetrate when a series of systemic vulnerabilities exist in one place. FTZs
represent an environment in which this occurs through relaxed oversight, lack of transparency, trade data
and systems integration. As a result FTZs facilitate the TBML and related illicit activity.
4.3

Case Studies
Case Study 1: Bulk Cash Smuggling

Large sums of cash were declared to Customs at local airports by couriers who claimed they were bringing cash
payments to companies based in the FTZ. The case involved professionals and businesses and a request from
jurisdictional authorities following an international ML investigation.
The proceeds of illegal activities (presumably drug trafficking) were amassed in Country I from where the money was
transferred briefly to Country II and from there carried on commercial flights to Country III, to the FTZ by cash couriers
who were citizens of Country II, of whom 11 were identified.
Once the money had been brought into Country III and declared to the Customs authority the couriers handed it over
to individuals in the FTZ where the money was used to pay for merchandise for export.
The scheme was facilitated by local customs brokers, lawyers and other professionals.
Over a period of five months the couriers from Country II brought more than USD 13 400 000.
In this case the cash couriers declared the cash upon entering the country however there was no investigation or
discovery of the movement and trends in the movement relevant to the cash. This case illustrates the need for
competent authorities to target, identify and investigate suspicious cross-border movement of cash. There was also no
additional requirement to declare cash entering the FTZ nor was the requirement for businesses operating in the zone
enforced. This lack of AML obligations and enforcement represents a critical AML/CFT vulnerability of FTZs.
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Case Study 2: Trade Based Money Laundering/Black Market Peso Exchange/Terrorist Financing
This case involved criminal structures operating in Colombia, Central and South America, Europe, Asia, the Middle
East, Mexico and the United States. The investigation uncovered multi-ton quantities of cocaine being shipped to
various locations worldwide and uncovered a massive Colombian/Lebanese drug trafficking and money laundering cell
operating globally with direct links to the Islamic extremist organization Hezbollah in Lebanon. A portion of the drug
proceeds sold in the Middle East was directed to Hezbollah leaders operating in Lebanon to ensure that the traffickers
could operate in certain areas in the Middle East.
The network also had a central money laundering operation based in Country I’s Asian based commodities trade. The
network utilized Asian based financial institutions and trading companies to launder in excess of USD 15 million USD
monthly in narcotics proceeds to Colombia via the black market peso exchange (BMPE). Proceeds of drug were sent
to Country I based business accounts which were controlled by Colombian business owners who would purchase the
currency from peso brokers and ship the goods to South America. Traffickers would receive the money up front or
subsequent to the sale of goods. The network was able to funnel narcotics proceeds through Country I back to
Colombia to the drug trafficking source. A number of businesses in the Colon Free Zone (CFZ) in Panama participated
in this scheme and the zone was a central point of delivery for bulk cash proceeds of drugs.
There was also a related BMPE scheme based in Miami. Electronics companies in Miami would accept drug money
from US bank accounts and purchase computer and electronics parts which were shipped to Colombia. The
Colombian business owner would sell the parts and transfer the proceeds to the trafficker less a commission.
Transactions between companies in the zone as well as import and export records are maintained on paper and the
CFZ administration and Panamanian Customs systems are therefore not integrated making it very difficult for accurate
and up to date tracking of shipments in the zone. The lack of transparency of transactions taking place in the zone
makes it very difficult to track shipments to and from the zone as well as between companies in the zone, particularly
given the size of the CFZ. The zone administrator is currently in the process of updating the system to require
companies within the zone to file transactions electronically and there is also a plan for this to be integrated with the
Customs system.
Some businesses in the CFZ routinely accept large volumes of cash for wholesale quantities of merchandise. The
presence of financial institutions including banks and money services businesses provides further opportunity for the
integration of cash into the financial system. Within the CFZ filing cash transaction reports (CTRs) and suspicious
transaction reports (STRs) is required of all businesses, however the practice of filing is not enforced and customers
paying in cash for goods in the zone are not subject to any customer due diligence procedures. All STRs and CTRs
filed in the zone go first to the zone administrator who forwards them on to the financial intelligence unit.

Case Study 3: Smuggling and Tax Evasion
A U.S. company received shipments of alcohol and tobacco from domestic and international suppliers at Customs
Bonded Warehouses (CBW) and FTZs. The company would repackage the merchandise and ship it to out under the
name of another company to other CBWs and FTZs, ultimately smuggling it into markets for sale. The proceeds were
laundered primarily through the purchase of real estate in various jurisdictions. Investigators were able to determine
the company behind the criminal activity used double invoicing, false Customs forms, a counterfeit Customs stamp,
and forged signatures of Customs officials to facilitate the smuggling, transhipment, and sale of the untaxed cigarettes.
One element of the scheme was to sell to foreign diplomats.
During the execution of a search warrant at the U.S. company business location, law enforcement seized USD
947,195 worth of untaxed alcohol and cigarettes that had been prepared to be smuggled out of the United States. The
investigation resulted in the arrests and convictions of 12 people who were also involved in an illegal weapons and
drug distribution organization associated with the Abu Sayyaf Group, a terrorist organization based in the Philippines.
This case exposed three main vulnerabilities in FTZ and CBWs. First, the lack of processing standards and associated
due diligence. Ports operate differently and apply different standards. Some ports require that ship handlers must
receive pre-approval in person with all relevant documentation prior to making deliveries. Other ports require that the
delivery take place first and only then are some of the relevant forms supplied. The lack of a standard requirement
exposes a vulnerability in the system.
Second, All transactions are initially conducted via paper and the entry into an automated system is not standard in all
ports. This makes it easier to facilitate the diversion. Some ports input the movement of bonded merchandise, but
other ports do not exposing the vulnerability of some ports.
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The last vulnerability involves repackaging and smuggling within FTZs. Activities within zones are not closely
monitored. Containers and shipments enter the zone and a company warehouse where repacking and labelling may
take place as it does in this example. This provides a way to change the country of origin, company name, contents,
quantity and price. Lack of oversight may also provide an opportunity to smuggle goods into or out of FTZs or CBW.

Case Study 4: Trade Based Money Laundering/Black Market Peso Exchange
The Kings Cross investigation, as it is called, demonstrates a connection between organized crime and transactions
involving a company based in the Free Zone in Curacao. The investigators discovered a variant on the Black Market
Peso Exchange in which the Curacao-based business operated as a currency exchanger for narcotics traffickers.
Step 1:
The Free Zone company was a clothing wholesaler that bought merchandise from Asia. The goods were shipped to
the Free Zone in Curacao by container ship. The clothing was stored tax-free in the company’s Free Zone
warehouses. The terms of payment were in U.S. dollars.

Step 2:
About 70% of the clothing is purchased by retail stores in Venezuela. Due to strict currency restrictions in Venezuela,
retailers found it difficult to acquire U.S. dollars. Many companies including the one featured in this case study are
forced to look for alternative means of payment.
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Step 3:
The Free Zone-based clothing wholesaler agreed to accept payment in Venezuelan Bolivars to an account at a bank
in Caracas. The Free Zone business opened three accounts in Caracas for this purpose in the names of three
employees, including the bookkeeper. The employees in question obtained Venezuelan nationality for this purpose
with little trouble. The accounts were managed online from Curacao.

Step 4:
The Free Zone company received the proceeds of illegal drug sales, millions of U.S. dollars and euros, in cash, which
was deposited into the Free Zone company’s bank accounts in Curacao. The company claimed the money was from
the sale of clothing in Venezuela. The books for the Free Zone company did not include the bank accounts in Curacao.
The Free Zone company bookkeepers also engaged in foreign exchange dealings by selling some of the cash to other
companies.
The bookkeepers earned money through commission fees charged to customers and the Free Zone business was one
of many businesses that purchased dollars from them. The Free Zone company exchanged Bolivars for dollars and
drug cartels had the proceeds of narcotics sales converted into a clean currency.
The Kings Cross investigation resulted in 11 arrests, the confiscation of 3,500,000 Netherland Antilles Guilders and
1 billion Venezuelan Bolivars (approximately USD 500,000) as well as real estate and luxury cars.
This case demonstrates the use of a legitimate business as a money exchanger for narcotics traffickers. This business
is acting as a financial institution for an illicit actor and by-passing relevant financial reporting requirements and
regulations.
More information about the companies and company operations based in FTZs specifically, and in international trade
more generally, would provide greater transparency.
In this case the zone demonstrated less supervision and the role of Customs and Inland Revenue was less due to the
relatively small fiscal interest represented by the zone.
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Case Study 5: International Wire Transfers/Use of Complex Corporate Structures and Schemes/Multiple
Accounts and Transactions/Terrorist Financing
A key suspect in Euskadi Ta Askatasuna (ETA), a designated terrorist organization by Canada, the EU, the UK and the
United States, was a shareholder of three companies set up in Spain. These legal entities supposedly sold computers
and electronic equipment, but in reality they did not conduct any significant business. However, their bank accounts
showed large cash deposits including large denomination Euro notes, and wire transfers.
Persons involved with these legal entities created companies in Costa Rica which were later transferred to Mr. U,
owner and manager of company ‘IT’ a computer and electronics business based in a free trade zone in Costa Rica,
which engaged in regular transactions with the legal entities in Spain. The bank was located in the free trade zone and
AML/CFT obligations do extend to all financial institutions operating in the zone.
‘IT’ was supposedly in the business of importing computer parts, assembling and selling computers domestically and
internationally. In practice, it had very little activity. However, within a six-month period IT received approximately €
3,400,000 in transfers from the legal entities in Spain and sent back almost the same amount. IT explained to the bank
that the money was being sent from its parent group of companies in Spain to support its expansion in Costa Rica.
Also, that the outgoing transfers were payments of imports from Spain.
The Costa Rican authorities believe that ‘IT’ was laundering the proceeds of illicit activity in exchange for a regular
infusion of cash to continue day to day operations of the company. Although AML obligations did apply to the bank,
the frequency of international transactions and the close proximity to customers may have resulted in relaxed
oversight. Mr. U visited the bank on a daily basis and became personal friends with the bank manager and account
executive associated with the account. As a result of this case, Costa Rican regulations now require banks to rotate
employees of FTZ branches every three months.
Vulnerabilities associated with the FTZ:
Companies located in the zone are vulnerable to money laundering and terrorist financing. Although AML obligations
extended to the bank, relaxed oversight of the institution permitted the activity to take place. Draft FIU regulations will
require FTZ users to submit threshold-based reports to the FIU (cash and non-cash). The competent domestic
authority that oversees FTZs would enforce this requirement.
At the time of this investigation terrorist financing was not a crime in Costa Rica (2008). This case facilitated the
passage of legislation to make terrorist financing a crime.

Case Study 6: Customs Fraud
A particular Belgian company imported textile products and used textile-certificates (to prove the origin) from the
United Arab Emirates (U.A.E.), which means that the goods were produced there or got a sufficient transformation
there (depending on the type of finished product). The invoices and certificates came from 2 companies established in
the Sharjah Airport Free Zone. It is very unlikely however that there would be production entities in this airport area. On
the official site of this FTZ 16 production entities are not mentioned, only warehouses, offices, container parking areas.
On the site is also mentioned that “the SAIF –Zone was built to promote and enhance business in an atmosphere free
of regulations and red tape”. This lack of regulations made it impossible for investigators to prove that the origin of the
goods was not U.A.E. but another country from which import wouldn’t have been possible in this particular case
because import licenses were compulsory. Moreover the whole documentation and invoice circuit was seemed to be
false so the commerce was especially vulnerable to abuse for money laundering purposes also.
This case demonstrates the use of fraudulent trade documents, in this case certificates of origin, to disguise the true
origin of goods in order to evade duties and taxes and more generally facilitate/allow import/export trade. The
vulnerabilities of zones are also showed as a result of relaxed oversight and enforcement as well as opaqueness of
these areas.
This case also illustrates the challenges associated with discerning between customs fraud and Trade Based Money
Laundering. This case does not indicate the transfer of value through the international trade system, rather the misuse
of FTZs and the international trade system to perpetrate the predicate offense.

16

www.saif-zone.com
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Case Study 7: Carousel Fraud 17 : “Dubai Connection”/Use of Corporate Structures/Trade Based Money
Laundering
The Belgian company RP is involved in international VAT carrousel fraud. It plays the role of “in and outer” by
purchasing properties in Dubai and invoicing British customers. The latter are “missing traders” to the detriment of
British taxes. The invoice scheme in the United Kingdom involves various middlemen that get involved following the
missing trader as well as an exporter that in the end sells the goods in Dubai and wants to reclaim the VAT from the
UK Treasury (reclaim fraud). In the invoicing scheme every link assigns a payment order (consisting of a commission)
to the following link. The goods are paid by the last link in the United Kingdom, directly to the initial supplier in Dubai.
This last amount includes the British VAT. As such the amount of evaded tax is safely transferred to a bank account in
Dubai and can be redistributed among the different organizers of this fraud.

Export

Undue VAT reclaim

Dubai
Duba
ï
Missing
trader

RP
Commission

Middle
Middle
Middle
Man
Man
Man
Commission Commission Commission

Payment of the initial delivery

The payment to the company in Dubai for the initial delivery is not made until the fraud cycle is complete in Europe.
This case exposes the vulnerabilities associated with legal entities in the free trade zone, the open market created to
promote trade and the challenge of tracking financial transactions related to business operating in the zones.

Case Study 8: Misuse of Legal Entities
This case resulted in the thorough analysis of financial flows existing between the head office of a Belgian society (in
Belgium) and its subsidiary company located in a free zone of the United Arab Emirates (U.A.E.). Most of the
information came from the penal file.
The company B used a foreign subsidiary company to remove the funds of the head office (advances on funds, needs
for liquidities) and to transfer them to the subsidiary company in the U.A.E. These funds were also transferred to other
free zones (Madera).The transfer of these funds via the U.A.E. made it possible for the company B to set up a real
estate company for a precise real estate project in another European country. The analysis of the accounts in Belgium
did not reveal the final destination of the funds and this company (“except perimeter of consolidation”) was unknown.
This real estate project of great importance was carried out. Then, the actions of this company were sold and the
benefit of this sale transferred to the subsidiary company in the UAE.
Part of these funds then returned to Belgium in the form of dividends and was deducted from the taxable amount
(Advance Corporation Tax). The difficulties encountered in this case, can be generalized and result from:

17

FATF (2007).
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•

The legislation in the FTZ is not transparent.

•

The absence of ‘official’ documentation about the FTZ 18 .

•

No preventive conventions of double taxation at the time with the U.A.E. (Impossibility of obtaining an adequate
collaboration).

•

Use of false invoices to dissimulate the operation.

•

Impossibility of checking the identity of certain recipients.

•

Complication of the situation by using a cascade of free zones (Emirates, Madera).

•

Problematic bank secrecy.

•

Use of offshore companies

The detection of similar operations is almost impossible. In this particular case, the consultation of documents that
were not part of the book keeping, seized by the Court, made it possible to give another interpretation of the
accounting and revealed the offshore companies. The existence of subsidiary companies in FTZ, the deduction of the
A.C.T on the level of the corporate tax, the existence of high value cash transactions in relation to (real estate) projects
abroad constitute considerable (‘red flag’) risk indicators.

Case Study 9: Contraband Smuggling and Tax Evasion
This investigation involved a money laundering and contraband cigarette smuggling organization led by PAUL. The
large-scale organization smuggled contraband cigarettes into the United States from China and subsequently
structured cash deposits to avoid payment of millions of dollars in Washington State tax revenue. The cigarettes were
imported into an FTZ located in Hawaii, then diverted to the state of Washington, rather than to the claimed
destination, a Native American reservation in Idaho. PAUL then sold the illegally gained cigarettes in Washington, and
laundered the proceeds.
As a result of the investigation 16 warrants were executed in Washington and in Hawaii, which yielded
1 451 697 million packs of contraband cigarettes, one vehicle and over USD 600 000. This seizure of the cigarettes
reflects USD 2 068 668.20 in revenue loss to the State of Washington, the second largest such seizure in the history of
the State. Paul and his associates were eventually indicted for smuggling and trafficking of cigarettes, money
laundering, and structuring financial transactions.

18

Ex. information on the internet about U.A.E.: www.emiratesfreezone.com, www.uaefreezones.com.
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CHAPTER 5: CONCLUSION AND POLICY CONSIDERATIONS

55.
Free trade zones worldwide vary tremendously in order to provide different benefits to countries
and regions. Although zones differ in terms of the activities and structure, there are fundamental
similarities.
56.
FTZs provide platforms for economic growth and are often the international commercial centre
of a country combining a large port with infrastructure and a hub of growth and innovation. FTZs are often
included in economic development plans for developing nations but are also seen as hubs of growth in the
developed world. Zones continue to be developed and managed both publicly and privately and combine a
wide range of administrative authorities which mix paper-based management with information technology.
Modern zones have played a significant role in the global economy since the 1950s and they continue to
develop and change to meet the demands of international business.
57.
Globally, FTZs are designated geographic areas considered outside of the customs area. They
offer duty and tax free access and often incorporate a number of other incentives for the businesses. Zones
also combine a variety of administrative authorities, private and public, which can cause confusion and
burden when it comes to oversight of the zone. The relevant competent domestic authorities operating in
zones and their staff are often not prepared for the unique zone environment nor trained to ensure adequate
enforcement of AML/CFT concerns. This can result in relaxed oversight and management in terms of
shipments entering and exiting the zone as well as the intra-zone transfer of goods sold from business to
business within the zone. Many zones also share the combination of paper and information technologybased record keeping for shipments and zone transaction which results in the lack of integration between
the relevant zone authorities and Customs authorities. This can also result in relaxed oversight and
enforcement.
58.
The size and scope of zones world wide – over 3 000 zones throughout the world, many coexisting in cities and regions of significance to the international financial system – demonstrate the
importance to the global economy on free trade zones. A jurisdiction operating without an FTZ within its
borders is as susceptible today to the vulnerabilities posed by zones throughout the world. The world is
connected through the international financial system and a vulnerability to one is a concern for all. As one
vulnerability is closed, illicit actors move to areas with less regulation and oversight.
59.
In today’s global economy access to the financial system in any jurisdiction effectively enables
access to the international financial system through the correspondent relationships and interconnectedness
of the modern global financial system. Although this is widely recognized when it comes to our financial
institutions and shared borders, this level of awareness has not yet been brought to the international trade
system and more specifically free trade zones. While greater scrutiny has been paid to certain types of
transaction others have yet to fully address the relevance and importance of FTZs.
General key findings related to all Free Trade Zones:
60.
There is tremendous variance in the oversight and management of zones worldwide which, along
with a wide variety of zone activity from manufacturing to retail operations, make standard setting a clear
challenge.
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61.
Case studies identified a variety of methods used to move and launder the proceeds of crime.
They reflect links between FTZs, cash transactions, smuggling, VAT carrousel fraud schemes, shell
companies, and TBML.
62.
It is necessary to balance the economic benefits of FTZs including foreign direct investment and
job creation, particularly in developing countries, with ML/TF vulnerabilities.
63.
The lack of integrated IT systems in the zones to monitor transactions and movement of goods in
the zones on a timely basis is a principal vulnerability.
Key findings related to existing FATF standards:
64.
The adoption and enforcement of AML/CFT regulations in the zones is an area which needs to be
further clarified and addressed.
65.
Often the nature of business within zones appears to be based on cash transactions. (e.g. R. 19,
SR. IX)
66.
The lack of transparency of businesses operating in zones is a vulnerability which is related to
FTZ supervision as well as financial or commercial transactions taking place in these zones. It is clear that
specific ML/TF risks of these zones are not considered. (e.g. R. 5, 33)
67.
The lack of international cooperation between competent authorities and law enforcement
including Financial Intelligence Units within FTZs was highlighted by a number of case studies
complicating the fight against fraud and the laundering of money channelled through these zones.
(e.g. R. 36 – 40)
Key findings not related to existing FATF standards:
68.
Trade Based Money Laundering is a prevalent method used demonstrating that TBML is a
substantial vulnerability in FTZs.(e.g. see Best Practices Paper on TBML)
69.
The misuse of Free Trade Zones impacts every jurisdiction in the world, regardless of whether or
not a country has FTZs. In order to effectively address the ML/TF vulnerabilities there must be a global
approach to the solution.
Issues for Consideration
70.
This report highlights the money laundering and terrorist financing threats and vulnerabilities of
free trade zones based primarily on law enforcement findings through case studies. Based on the elements
presented in this report, the following issues are recommended for further consideration:
71.

The issue of FTZs should be examined in the light of the current FATF 40+9 Recommendations.

72.
Awareness raising should be conducted to the private sector and relevant competent authorities,
namely FTZ administrators and Customs authorities, FIUs and bank regulators to better identify the cases
of FTZs misuses by criminals. The need for a stronger focus on training programs is crucial and will raise
awareness about the potential misuse of FTZs.
73.
There is a clear need to improve the cooperation between competent authorities at the national
and international level as well as with the private sector as it relates to FTZs. The exchange of information
is a key element to better identify the illicit activities (e.g. fraud schemes) using FTZs.
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74.
Greater consideration should be given to increasing transparency, regulations and effective
controls by appropriate procedures which must be apply in all FTZs. In that context, further consideration
should be given to the existing best practices listed by the report in Annex B and the elements from the key
findings.
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ANNEX A: ML/TF RISK INDICATORS

Through the questionnaire and case studies the following red flag indicators for illicit activity in free trade
zones were collated.
Red flag indicators associated with financial institutions:
•

The method of payment requested by the client appears inconsistent with the risk characteristics
of the transaction.

•

The transaction involves the receipt of cash (or other payment methods) from third party entities
that have no apparent connection with the transaction.

•

The transaction involves the use of repeatedly amended or frequently extended letters of credit.

•

Wire instructions or payment from or due to parties not identified on the original letter of credit
or other documentation.

•

Deposits of large amounts of cash US$ or Euro’s, without sufficient understanding or explanation
of the underlying transaction.

•

Banks lack specific knowledge on understanding of the FTZ business.

•

Entity is a company with low capitalisation but it carries out a high number of daily transactions
that are disproportionate to its capitalisation.

•

Entity has large sums deposited and immediately remitted out regularly.

•

Use of fiduciary companies established in FTZ.

Red flag indicators associated with unusual business activity:
•

The commodity is transhipped through one or more jurisdictions for no apparent economic
reason.

•

Circuitous route of shipment and/or circuitous route of financial transaction.

•

Transaction involves shipment of goods inconsistent with normal geographic trade patterns
e.g. does the country involved normally export/import goods involved?

As part of the questionnaire, jurisdictions were asked specifically what could trigger suspicions or possible
investigations. Nine jurisdictions provided potential risk indicator including:
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Red flag indicators traditionally associated with TBML: under/over invoicing, multiple invoicing of
goods and services, over and under shipment and falsely described goods and services.)
•

Significant discrepancies appear between the description of the commodity and the actual goods
shipped.

•

Significant discrepancies appear between the value of the commodity reported on the invoice and
the commodities fair market value.

•

The size of the shipment appears inconsistent with the scale of the exporter or importer’s regular
business activities.

•

The type of commodity being shipped appears inconsistent with the exporter or importer’s
regular business activities.

•

Inconsistencies in information contained in trade documents and financial flows, such as names,
companies, addresses, final destination etc.

•

Declared value of shipment was under-valued compared to the shipping cost.

•

Transaction demonstrates links between representatives of companies exchanging goods i.e. same
owners or management.

•

Container shipments being consigned and exported and imported a number of times. An example
of this would be the same goods being recycled.

•

Transaction involves shipment of goods incompatible with the technical level of the country to
which it is being shipped e.g. semiconductor manufacturing equipment being shipped to a
country that has no electronics industry.

•

Order for the goods is placed by firms or individuals from foreign countries other than the
country of the stated end-user;

•

A freight forwarding firm is listed as the product’s final destination.

•

Traded goods that are in transit to localities close to the borders.

•

Goods that are easily used in bartering schemes (cigars, gasoline, tires, etc) traded to localities
close to the boarders.

•

Direct financing from importer can be associated to international trade frauds and TBML.

•

Entity has little or no inventory carried on its premises on inspection or field intelligence.

•

A typical transaction in sectors with heavy competition and sensitive to fraud (computers, cars,
phone, petrol products, textile, electronics).

•

Types of products are more susceptible to ML, such as precious stones and metals, tobacco
products, artwork, etc. and should be more closely monitored.

•

In the case of services: verification if an invoiced service was actually performed.
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Risk indicators associated with shell companies
•

The transaction involves the use of front (or shell) companies.

•

Overinvoiced exports involving tax haven jurisdictions.

•

Using a company with its registered office in a tax haven or an offshore centre carrying out
atypical transactions (example: loan to a Dubai company to finance commercial domestic
activities in Belgium).

•

Entity’s only known premises are those of a corporate service provider (i.e. likely to be a shell
company).

•

Intervention of third parties (front men).

© 2010 FATF/OECD ‐ 33

Appendix A

J Money laundering vulnerabilities of Free Trade Zones– March 2010

ANNEX B: COMPILATION OF BEST PRACTICES AND RECOMMENDATIONS

Based on experience, a number of organizations and jurisdictions have developed best practice and
reference tools for the administration and regulation of FTZs and how best to address Trade Based Money
Laundering (TBML). Examples from the CFATF, the FATF, Aruba and the WCO should serve as a basis
for future work. A number of the recommendations noted in this annex are complimentary to that of others
and therefore some unavoidable duplication exists.
1. Caribbean Financial Action Task Force Guidelines.
2. Multilateral Recommendations on Black Market Peso Exchange.
3. FATF Guidance on TBML.
4. Aruba’s experience.
5. World Customs Organization instruments and Standards.
1.

Caribbean Financial Action Task Force Guidelines 19

The Caribbean Financial Action Task Force (CFATF) first began to look at the money laundering and
terrorist financing vulnerability of FTZs in 2000. Members of the CFATF developed recommendations and
in 2001 recommended that the governments of the CFATF members implement the following:
Devise, enact, and effectively implement a comprehensive legislative regime affecting Free Trade Zones.
The legislative regime must clearly and unequivocally define the term “Free Trade Zone” and must govern
all areas of its operations. Areas of Free Trade Zone operations to be governed include, but are not limited
to: the granting and revocation of licenses to operate a business therein; record keeping and reporting
requirements for these businesses; and, establishing and defining the oversight and supervisory authority,
functions, responsibilities, and powers of the Free Trade Zone Authority. Where necessary, such a
legislative regime should meet the following requirements:
The Free Trade Zone Authority, if necessary, should be physically present and operate in the Free Trade
Zone. The appropriate National authorities should, at minimum, oversee and supervise all operations in the
Free Trade Zone and enforce sanction violations of all applicable laws and regulations.
Businesses operating in Free Trade Zones must comply with all applicable laws and regulations and must
establish an anti-money laundering compliance program which includes an independent review and
internal audits. It is strongly recommended that businesses designate a compliance officer who shall be
responsible for monitoring and ensuring implementation of the compliance program.

19

Caribbean Financial Action Task Force (2001).
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Businesses operating in Free Trade Zones should be required to identify their clients and to keep the record
of each transaction and to report suspicious activities to the competent authorities.
Free Trade Zone Businesses should be required to report suspicious transactions to the competent authority
in the form and manner that the authority directs. Additionally, it may be required that all businesses
operating in Free Trade Zones should report to the competent authority all transactions in cash or
negotiable bearer instruments exceeding USD 10 000.00 or its equivalent in other currency, or postal or
other money orders, travellers checks and third party checks.
Governments should discourage businesses operating in Free Trade Zones from accepting cash payments,
or payments in money orders or third party checks, traveller’s checks, wire transfers, or other means from
parties that are not directly related, as either the seller or buyer, to the underlying transaction. These
businesses should, at a minimum, record such transactions and, when determined as suspicious report such
transactions to the competent authorities.
Require competent Authorities to make available to regulated businesses current copies of all applicable
laws, administrative resolutions, regulations, advisories and directives regarding: the conduct of business in
the Free Trade Zone; compliance with all applicable legal requirements; and, advisories regarding
suspicious activity and recommended countermeasures.
Require competent Authorities to designate, as part of their core operation, a specialized unit responsible
for all matters dealing with the prevention of money laundering and to carry out ongoing related training
for businesses operating in the Free Trade Zone. This unit should, at a minimum, produce an instruction
manual detailing the powers vested in the Authority, the obligations of businesses operating in the Free
Trade Zone, and the internal anti-money laundering mechanisms, including all reporting and record
keeping requirements, which must be maintained by these businesses.
Devise and implement all necessary measures to establish and promote coordination between the
administrative and all other authorities involved in the prevention, investigation, and prosecution of money
laundering activities.
Take affirmative measures to ensure uniformity in data collection practices affecting international
commerce and enact measures to ensure that the data collected related to international commerce is
available to other governments in accordance with applicable law.
2.

Multilateral Recommendations on Black Market Peso Exchange

The Black Market Peso Exchange System Multilateral Experts Working Group 20 issued a statement signed
on March 14, 2002, describing the methodology, conclusions and made recommendations, which can be
deemed as ‘Best practices’.
Conclusions
The Experts Working Group concluded that:
•

20

TBML occurring in the region, which facilitates narcotics trafficking, terrorism and other crimes,
poses a serious threat to the financial systems, and economic stability of the region.

The BMPE MEWG consisted of the United States, Panama, Venezuela, Colombia and Aruba.
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•

More financial and personnel resources should be assigned to the development of a concerted and
coordinated attack on TBML.

•

Non-existent or incompatible trade data reporting systems make the effective tracking and
monitoring of imports, exports and transhipments difficult.

•

The absence of adequate registration and regulation of merchants engaged in international
commerce and the lack of screening procedures for those merchants operating from a special
customs and/or tax areas, such as FTZs, can contribute to the proliferation of TBML.

•

The scope and magnitude of TBML could be reduced by the development and implementation of
education and outreach programs.

Recommendations 21
Short term
Conduct Public Outreach Programs for manufacturers, other persons engaged in international commerce,
as well as Free Trade Zone Operators and merchants to:

21

•

Educate them on the methods used to conduct trade-based money laundering.

•

Provide them on a continuing basis with information regarding trends and patterns of trade-based
money laundering and related suspicious or unusual transactions.

•

Engage them in government-private enterprise coalition to combat trade-based money
laundering.

•

Encourage them to develop and implement their anti-money laundering programs and procedures
effectively, including enhanced customer identification systems.

•

Engage them in the development of a ‘Code of Ethics’ for free trade Zones and related areas
aimed at preventing money laundering and other illegal activities.

•

Educate them on legal requirements for the conduct of legitimate international commerce.

•

Inform them through government publications in printed media as well as on internet explaining
the risks of involvement in a money laundering operation and providing relevant laws,
procedures, controls and legal practices, as well as ‘best practice’ guidelines for cross-border
transactions. Such information should emphasize the requirements related to payment of
applicable duties and taxes, including import and export licenses, where applicable, as well as
outline all authorized payment procedures.

•

Inform them, in particular, through these same publications and the appropriate websites, about
legally prescribed payment procedures.

Edited from the original version, some BMPE recommendations are now covered by FATF
recommendations.
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Adequately screen, register and regulate merchants engaged in international trade, including Free trade
Zone Operators, in order to ensure that they do not contribute to the proliferation of TBML.
Improve communication, coordination and cooperation among the various law enforcement, regulatory and
supervisory agencies to include customs, tax and bank regulatory agencies.
Publicize the administrative and criminal penalties applicable to pertinent violations.
Long Term
Improve the collection, quality and international exchange of trade data for the purpose of developing a
regional Numerically Integrated Profiling System (NIPS) to help promote legitimate trade by developing a
more accurate picture of trade flows and focus law enforcement and regulatory resources to better identify
and combat criminal activity.
Conduct economic, social, political and/or legal studies of the problem of TBML, focusing on issues such
as the international exchange of information, the control of borders, the regulation of persons engaged in
international commerce, the regulation of FTZs and other zones of international commerce, and, based on
the results of such studies, propose solutions to address major problems.
Develop and implement the money laundering prevention guidelines for the CFATF Member
Governments, Merchants, and FTZ Authorities as a general framework for effectively detecting,
preventing, investigating and prosecuting TBML cases.
Consider bilateral or multilateral agreements or arrangements to fill existing gaps with regard to the
exchange of evidence and information and facilitate the investigation and prosecution of those responsible
for perpetrating the crime of money laundering.
Provide adequate funds, training, personnel, and systems, necessary for the effective detection, prevention,
and prosecution of ML cases. Identify experts in each jurisdiction for the investigation and prosecution of
TBML cases and focus the training to be offered nationally and internationally accordingly.
Make efforts to allocate a certain amount of each government national budget to ML prevention projects
and consider offering international AML assistance to jurisdictions that require it.
Continue efforts to inform banking and non-banking financial institutions and merchants of activities,
trends, methods in ML and suspicious transactions, and resources permitting, offer necessary training.
Establish, where necessary, trade data reporting systems to make possible the effective tracking and
monitoring of imports, exports, and transhipments.
Encourage the establishment of a regional program for the exchange of information on shipping departures.
This information system should operate online and in real time and include information on the shipper,
type of cargo, destination and means of transport.
Encourage the development and implementation of an electronic customs filing and reporting system with
universally compatible data fields that can be used to track the flow of goods being imported, imported, or
transhipped from, to, or through each of the jurisdictions FTZs.
License, regulate and monitor entities and individuals acting as customs brokers, and persons operating
bonded warehouses to promote compliance with applicable rules and regulations. Non-compliance should
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be sanctioned and, in appropriate cases, such sanctions should be on the public record and/or lead to the
revocation of the license.
Chart all FTZs and special customs zones in their jurisdictions and make this information publicly
available.
Evaluate their jurisdictions AML legislative framework and their effectiveness in combating TBML.
Develop and implement a system to identify, and make available to all FTZ authorities, the names of FTZ
merchants and users whose operational permits have been terminated as a result of ML activity.
Seek international cooperation to strengthen border security and checks to prevent TBML.
3.

FATF Guidance on TBML

The Financial Action Task Force published a typologies report on TBML in June 2006. This report
defined the term trade based money laundering and identified a number of case studies to illustrate the
money laundering vulnerability. In 2008, the FATF published a Best Practices Paper 22 which is based on
six principles relating to TBML which are:

4.

a)

In order to raise awareness and build expertise to combat TBML, countries should agree to
incorporate TBML into existing training programs on AML/CFT. Such programs should include
training to relevant law enforcement agencies concerning existence and relevance of financial
and trade data to crime targeting.

b)

Countries should agree to make case studies and red flag indicators identified in the typologies
report available to competent authorities and financial institutions.

c)

In order to ensure that the expertise of competent authorities includes a focus on combating
TBML, jurisdictions should develop a domestic mechanism to link the work of authorities
responsible for collecting, analysing and storing trade data with authorities responsible for
investigating money laundering and terrorism financing.

d)

The collection and exchange of trade data shall only be conducted in an authorised manner and
consistent with jurisdiction’s domestic privacy and data protection laws.

e)

In order to facilitate international cooperation in combating TBML, countries should establish
clear and effective gateways, subject to appropriate controls and safeguards, to facilitate the
prompt and effective exchange of trade data and other relevant information among authorized
counterparts.

f)

The above measures should be implemented with a view to ensuring that legitimate trading
activities are not unreasonably hindered or obstructed.
Aruba’s Experience

In the mid 1990’s Aruba’s free trade zone was heading towards being more a liability to economic
development than a benefit. There was a multitude of international bad press, with allegations ranging from

22

FATF (2008).
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mafia presence and money laundering to smuggling. In some countries they were put on a black list.
Several businessmen with businesses in the free trade zone were extradited to the US to face money
laundering charges. This all took place before there was a formal definition for trade based money
laundering.
During this same period, the extreme dependence on tourism as the single most important economic pillar
led the Aruban Government to decide to diversify the economy, and the free trade zone offered potential.
However, for this to be feasible, the free trade zone needed to improve its image. The threat of the bad
press to tourism was even such that it was either Clean Up or Close Down.
In response to the situation, the Governments of Aruba and the Netherlands decided to research the
vulnerabilities of certain aspects of the economy, of which the free trade zone was one, and make
recommendations to improve their functioning and ensure integrity.
Free trade zone businesses are per definition mobile, they are not dependent on a local market and look for
the best location based on different criteria, such as tax incentives, proximity to international customers,
security, quality of banking and business support services, availability of labour, etc. Aruba has introduced
integrity into its marketing approach, and the experience shows that integrity in itself is a valuable magnet
for legitimate businesses.
To protect FTZs from being used for illegal activities, such as money laundering, underground banking and
smuggling, the guiding principle in this journey has been prevention: how to raise the threshold, make it
more difficult to launder illegal proceeds, and protect the integrity of the trade system. The development of
a program based on promoting integrity, prevention, transparency and risk assessment is a best practice. As
experience has taught, law enforcement and prosecution are not the ideal first line of defence.
The purpose was to identify a general framework within which to solve the problems and address the
vulnerabilities that were identified. The main issues were adequate control, transparency and a risk-based
approach.
Law and management
Two general changes were made to solve the problems. First, to further implement the lessons learned, new
legislation was adopted, updating and strengthening the rules and regulations. Secondly, management of
operations and development of the free trade zone was privatized, by means of granting an operating
concession to Free Zone Aruba (FZA) NV, a limited liability company 100% owned by the government.
FZA has exclusive rights to manage all free trade zones on Aruba.
A crucial element in the journey was the fact that all existing free trade zone companies wishing to
continue operating from the free trade zone were re-admitted under the new rules and regulations. The new
rules and regulations immediately proved their preventive effect; some companies chose not to even try to
be re-admitted.
Admissions
Before a company can be admitted to the free trade zone, FZA must conduct its own due diligence and get
to know the client. The due diligence is mainly done through a pre-admission screening consisting of
background checks, a business plan and a source of funds declaration.
The zone authority requires transparency of the company structure: who is/are the ultimate beneficiaries?
The background checks are done on all shareholders, directors and persons with a relevant power-ofattorney. Furthermore, the potential clients must submit a business plan detailing the intended type of
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business: what type of goods, services; between which countries; information on clients. It helps us define
a client profile needed for the risk-based approach. Also, the client must sign a statement declaring the
source of funds which will be used to start up operations and that fact that these funds do not originate
from criminal activity.
If and when the due diligence is completed, the client can be admitted to the free trade zone. The
admissions documents consist of an operating license granted by the operator; among other things it
describes the approved business activities. Also, a contract is signed between the operator and the free
trade zone company, which can be adapted to suit different kinds of businesses, as the situation demands.
The admissions contract includes an Operations Manual, containing detailed descriptions for required
transparency in business operations, KYC requirements, acceptable methods of payment, bookkeeping
requirements and the additional elements that must be included in the yearly audited accounts, such as the
receipt of cash payments.
An important general requirement is that companies have a physical presence in the free trade zone with
persons on the island with sufficient power-of-attorney. The administration must be kept on Aruba. This
prevents PO Box companies and promotes control and transparency.
Control and sanctions
During the operational phase FZA has the obligation and the right to check on any aspect of the business
operations. In general, requested documents must be made available within 24 hours. If the admissions
requirements are not being met, depending on the severity, various sanctions can be applied. Business
operations can be halted and the license can even be revoked retroactively, with hefty financial
consequences regarding taxation.
It is a misconception to perceive the Free Zone Aruba (FZA) NV took over complete supervision of the
free trade zone. These new requirements are in addition to any rules and regulations applied by Customs,
the Tax Department, commercial banks, etc.
Admission procedure
The background checks are an effective mechanism, however the reliability and timeliness of the
information varies among the countries that the clients originate from. From a business perspective clients
can be admitted before completing the background check, however if the result is positive, i.e. there are
grounds on the basis of which the company should not have been admitted, the license will be revoked
retroactively.
The business plan is an excellent way to gain insight into the clients’ intended activities and create a client
profile on the basis of which controls can be conducted. However, many entrepreneurs don’t yet have
detailed information; they will start a business and see how it grows. This issue is partly solved by limiting
the amount of business activities stated in the license to those actually being conducted. This assists in
monitoring the business activities. If the company wishes to expand their operations at any given time, they
submit a written motivated request to broaden the license, which is usually granted. In the case of
expanding to ‘sensitive’ business, such as the trade in second-hand cars from Colombia, we can impose
extra rules.
A great deal has been learned about clients by simply conducting simple internet searches. Potential clients
are required to give information concerning other companies they have an interest in. These companies
sometimes pop up in unexpected ways. Also, once the name of a potential client came back as a convicted
money launderer. In any case, it helps to ask the right questions.
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Some clients, for many different reasons, never complete the admissions procedure. It seems to work as a
threshold for businesses that can’t or don’t want to maintain transparency into their intended business
operations.
Payment methods
The transparency between goods and payments has improved substantially. There are still cases of third
party payments, but the reason for this is on file. Some companies call the authorities before accepting a
payment, and have joined these in the learning curve.
Cash U.S. dollars are still used as payment, although less often than before the new system, and are usually
brought in by the Colombian/Venezuelan boat captain that will transport the goods out of Aruba. However,
there is now a reporting requirement for cash being brought into the country, which goes to the FIU, and
the client may not accept these cash payments without a copy of the reporting document (which is included
in the transaction file). Cash payments above a certain limit must also be reported to Free Zone Aruba
(FZA) NV.
In many cases the clients of free trade zone companies have a standing current account. If these accounts
are not balanced on a regular basis, which constitutes a ‘red’ flag, there is no insight into the payment of
specific invoices and underground banking may be occurring.
The reporting procedures and internal procedures used by banks are very important to complement and
complete the system. It is imperative that they have a deeper understanding of their clients’ business, in
this case international trade, to sufficiently protect themselves.
Shift in trade
In some cases there has been a shift in trade from the free trade zone to the ‘unregulated’ interior. It could
be a flight from oversight, or it could be a financial decision because the goods themselves aren’t subject to
import duties (the free trade zone then becomes more expensive alternative to operating from the local
market).
We have also seen a substantial shift of trade from Aruba to other countries.
Location challenges
Free trade zone clients are required to gather and confirm certain types of information from their clients,
such as company registration and personal ID’s, as part of the KYC procedure. Historically, Aruba has
always done a great deal of business with Colombia and Venezuela, due to the vicinity. In some cases,
clients from the aforementioned countries are not willing to give this information, we assume for tax
purposes.
Goods leaving Aruba destined for these two countries are often transported by very small cargo boats,
owned and operated by the captain. The goods are shipped FOB. It is not known if the goods are actually
transported to the places stated on the Customs documents. Aruba regularly receives visits from Colombian
Customs officials trying to crack down on smuggling into Colombia, only to find out that the goods leave
Aruba in a completely legal manner.
Ultimate beneficiary
Sometimes it is a challenge to gain insight into the company ownership structure. Free trade zone
companies may only have registered shares. However, in one instance these shares are owned by a
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company in Panama that issued bearer shares. A declaration was requested concerning the owners of these
shares and this information was on file, but it’s not an ideal situation. Sometimes, for example for tax
purposes, the structure is quite complicated and it’s not sure how far up it’s needed to go. There is no
international standard.
Services
Services, one of the fastest growing types of business conducted through the free trade zone, pose a
different challenge, that of intangible goods. In the case of indent trade, whereby the goods are shipped
straight from A to B, without reaching Aruba, Customs documentation was required from country A and B
substantiating that goods were actually shipped, and fit with the payments.
Supervision and control cannot replace law enforcement, but they are an effective line of first defence.
Prevention is a substantial component in combating illegal activities. It is at least heartening to see how
many of the challenges were overcome simply by conducting regular checks at the various companies
With limited resources it is wise to adopt a risk-based approach, this also disrupts legitimate business the
least. Every type of business poses a learning opportunity for operators, and the businesses themselves
have also learned over the years. Sometimes this is not an easy, speedy or inexpensive undertaking. There
are costs involved in changing systems. And change does not come as quickly as it would be.
Based on these experiences the process is to rewrite the Operations Manual. The changes do not lessen the
good business practices it promotes, but change the requirements to impede normal business less. When
introducing the system the bar was set at the highest level, and can now be lower where possible.
Prosecution of suspected money laundering cases through the free trade zone has been difficult. The
current legislation is being amended to solve certain problems. Often, the public prosecutor for various
reasons focuses on other crimes, such as tax evasion.
Keys to success
On an international level combating TBML is still in the infant stage. We are in the process of gaining
insight and developing systems. The specific vulnerabilities of FTZs create a challenge. On a local level
the situation is of course no better. This situation is compounded by a lack of local expertise to conduct
financial investigations.
The introduction of new reporting requirements and adding new groups that are required to report, the
general lack of budgets and sufficient personnel have overloaded the AML system. Introducing
international trade into the system will only make it worse.
Even when there is a suspicion of illegal activities there is often the problem exchanging information.
There are confidentiality requirements, unclear or insufficient mandates and a lack of analytical tools to
facilitate any research.
There are no specific reporting requirements in place for international trade, and developing these reporting
standards is not easy. In the financial sector there are more clear-cut situations and objective indicators. In
the case of international trade it can be the type of goods, the payment methods, the country of origin or
destination, etc. Even the time of year a transaction takes place could trigger a report.
All these issues are not unique to Aruba and only serve to underline the need to develop international
systems and standards.
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An effective system will have to deal with real vulnerabilities. To identify these more research is needed.
After identifying concrete measures that need to be taken, a system needs to be set up whereby institutions
have sufficient knowledge and the tools to work together.
Education and training is critical, and must involve all concerned with international trade and the
vulnerabilities, from the private sector all the way through the judicial system. Each institution has a
unique perspective and generates information.
Besides the national first level of defence, international cooperation needs to be improved. The exchange
of information, such as trade statistics, is crucial.
A more global and international approach, even if a country does not have a FTZ, is needed. A more
balanced approach to international standards i.e. that prevention, good business practices, law enforcement,
etc. must be included.
To develop an effective system that cannot be ignored it’s crucial to focus on the bigger picture and look
for the global similarities, not the regional differences.
It is important to promote integrity as a marketing tool and address the economic concerns of regulating
FTZs.
Challenges
Challenge 1: Balance the development of trade and the economy with the control of FTZs and the
integration of an AML/CFT regime.
It is important for Customs Administrations not only to have the right to control, but also to exercise that
right by devising appropriate control regimes and carrying them out on a systematic basis, bearing in mind
the original purpose of the Free Zone is to promote legitimate trade. With this original aim in mind, there is
even greater justification for Customs Administrations to exercise well-constructed proportionate controls,
in order to ensure that legitimate trade is facilitated and to root-out and frustrate illegal trade that is in
violation of national prohibitions and restrictions, such as those breaking the IPR legislation. From
anecdotal evidence provided by right holders and from the knowledge based on IPR seizures, it is known
that quite often free zones have been used to hide the true origin of the goods and have also been exploited
to produce and/or distribute counterfeit and pirated goods. It is therefore of great importance that Customs
exercise the powers given to them in national legislation.
Historically the creation of FTZs was intended to promote the economic development for specific areas by
various incentives which can be tax exemptions or trade facilities. The new concern to better control these
zones in relation to the fight against fraud and money laundering could be counterproductive in terms of
economic and trade impact. There is therefore a difficult choice to manage and balance the two challenges.
Challenge 2: Global approach at the international level and implementation of a strategy worldwide and by
all jurisdictions.
Obstruction of opportunities for criminals to launder their money and especially drug dollars is identified
as an important strategy. Countries are put under a lot of pressure to implement this strategy. Trade
partners are also concerned about the international assistance and cooperation to increase the effectiveness
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of the anti-money laundering initiatives. So too, the feeder countries are identified 23 as trade partners and
are put under pressure to bring about changes in their trade compliance systems.
If it’s not the case, the FTZ which is regulated will lose clients and volume of the business in favour of
other FTZs which are not regulated because of the cost benefit analysis. The implementation and
compliance with the new rules may be costly which is not an investment for the others FTZs and this
situation has an impact of the competitive aspect of the issue.
Challenge 3: Integrity has a price and generates a cost which can have consequences on volume of business
in zones in terms of competitiveness. Existence of double standard.
Integrity as a model can become an ‘integrity doesn’t pay’ conviction. The invested funds in the integrity
policy implementation had to be taken out of other budgets: education, health care, infrastructure. These
decisions were made based on the premise that integrity would pay off but have now lead to the conclusion
that a double loss has been suffered.
The competitive advantage of non-compliance needs to be dealt with, a level playing field needs to be
guaranteed. Examples from the process of regulating the financial sector are obvious, there was shift from
regulated to the unregulated jurisdictions. From an economic perspective it can be an advantage to
postpone implementing the rules and regulations for as long as possible.
5.

World Customs Organization Instruments and Standards

Customs worldwide has to develop policies and procedures which must consider the needs of legitimate
traders for trade facilitation while at the same ensuring that the economy and security of nations is
protected. In this regard, the WCO has developed two major instruments – the International Convention for
the Simplification and Harmonization of Customs Procedures (known as the Revised Kyoto Convention)
and the Framework of Standards to Secure and Facilitate Global Trade (known as the SAFE Framework of
Standards).
The Revised Kyoto Convention is considered the blueprint for trade facilitation. It contains legally binding
standards covering the core activities of Customs. The Convention reflects the main principles of
transparency and predictability in Customs matters: standardization and simplification of documentation;
simplified procedures for authorized persons; maximum use of ICT and international standards, minimum
necessary controls to ensure compliance with customs laws; use of risk management; use of audit based
controls, co-ordinated interventions with customs and others border agencies; use of pre-arrival
information which in aim leads to pre-arrival customs processing and quick release times, and partnership
with the trade. This convention contains standards and recommended practices that are particularly
applicable to the operation of free zones.
The SAFE Framework of standards will revolutionize the operation of customs to meet the challenges of
the 21th Century and vastly improve its ability to secure and facilitate global trade. It was developed by the
WCO and its MS in close consultation with international organizations and the world’s business
community. Implementation of the Framework will contribute positively to economic and social
development, act as a deterrent to international terrorism, secure revenue collections and promote trade
facilitation world-wide. The SAFE framework aims to establish standards that provide supply chain
security and facilitation to goods being traded internationally, enable integrated supply chain management

23

In this model I will just illustrate the effects and reactions of the feeder countries. In practice an entire
chain of links are influenced, all the way ‘up the chain’ to the suppliers and beyond.
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for all modes of transport, enhance the capabilities of customs administrations, strengthen networking
arrangements between customs and business communities; and champion the seamless movement of goods
through secure international trade supply chain. It also provides for advance provision of data, the use of
risk management and the use of non-intrusive inspection technologies.
Arising from the joint forum World Free Zone Convention (WFZC) believes that its network will be
looking at ways to strengthen their cooperation with customs and to eradicate customs-fraud; at the
potential for member state accession to the Revised Kyoto Convention (1); and at the possibility of
becoming Authorized Economic Operators (AEO) is envisaged in the WCO Safe Framework of Standards
(2).
The WCO has developed a number of standards, procedures and tools to address security concerns related
to the international supply chain.
]Specific Annex D2 of the Revised Kyoto Convention stipulates Customs procedures and practices for the
establishment and control of free zones in a simplified and harmonized manner. At the same time, it
provides for the needs for controls: "Customs shall have the right to carry out checks at any time of the
goods stored in a free zone." (Standard 4)
The number of Contracting Parties accepting Specific Annex D2 is at 9 out of 64 as of 1 October 2009.
The Contracting Parties, who have introduced the free zone system within their territories and have not
accepted Specific Annex D2 are encouraged to study the possibility of acceptance of this Specific Annex
and/or, if not possible to accept immediately, to act upon the Standards and Recommended Practices
contained in the Specific Annex from a viewpoint of maintaining appropriate levels of Customs control.
Members of non-Contracting Parties to the Revised Kyoto Convention are equally encouraged to examine
the possibility of ratifying the Convention or taking appropriate Customs control measures in line with the
Convention. For this purpose, the WCO Secretariat is going to commit itself to promoting wider accession
and application of the Revised Kyoto Convention by Member administrations
In cases where is not the Customs but other agencies in charge of controls over free zones goods and
operations, Member administrations are encouraged to contact them to explain the need to take control on
behalf of Customs. Customs in such countries should have the capacity to monitor the quality of controls
of such agencies.
It is well recognized that tax and duty evasion is not only the Customs offence for which free zones are
exploited. In fact, the Customs Enforcement Network / CEN database shows a number of fraud cases
related to illicit trade in counterfeit goods, cigarettes and tobacco products. The WCO's annual reports on
drugs, tobacco and counterfeit goods specifically highlight the problem that free zones are exploited by
organized criminal syndicates by means of disguising countries of origin of consignments, thus attempting
to avoid being targeted for Customs physical checks.
Given the fact that significant volumes of counterfeit and pirated goods have been stored, re-labelled, repacked or even manufactured within the free zones, the WCO Secretariat prepared Guidelines on
controlling free zones. Member administrations are urged to compare current enforcement practices and the
Guideline best practices, and take appropriate action within their competencies. Due attention should be
paid to possible discrepancies in the definition and legal establishment of free zones from that provided in
Specific Annex D2 of the Revised Kyoto Convention.
Absence of controls over the goods and economic operations carried out in free zones poses potential risks
in terms of security of the international supply chain. In the current social and economic environment,
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where security issues are of paramount importance, such risks should not be left unaddressed. Since the
free zone system has been integrated as an integral part of the trade policy of many WCO Member
countries/territories, an appropriate risk assessment should be urgently. It is believed that risk assessment
would lead to the improvement of compliance and reduce the potential risk of being exploited for
commercial fraud purposes.
At the same time, Members should pay due attention to the "World Customs Organization Message
Concerning the World Free Zone Convention (WFZC) Forum". A major outcome of the forum was the
WFZC's agreement to continue to cooperate with Customs and the WCO in the fight against terrorism and
Customs fraud in all its forms. Accordingly, Member administrations are highly encouraged to initiate
partnership dialogues with those participating free zone management authorities at the national level in the
interest of ensuring economic protection and security.
In order to accurately target high-risk consignments for control, it is essential to share information and
intelligence on commercial fraud among Members for the purpose of analyzing the trends and nature of the
commercial fraud cases involving exploitation of specific free zones. Information exchange with the
Member administrations where the exploited free zones are located is critical. In this context, Member
administrations are encouraged to feed seizure data into the WCO CEN database in a timely manner and
appropriately indicate the exploitation of free zones, if this is the case.
At the same time, WCO Members are asked to provide narrative information on significant cases to the
Regional Intelligence Liaison Offices (RILO) and the Secretariat for sharing relevant information on the
cases and investigative leads which may be included in the Commercial Fraud Typology Summary.
Application of risk indicators for identifying anomalies in filed import declarations is highly encouraged.
Introduction of free zone systems are decided from a country's economic/industrial policy viewpoint.
Aggressive Customs intervention may affect the current national policies on free zones and may bring
about controversial political and/or legal debates as to whether the existing free zones have exterritorialy
concerning Customs control. Having said that, Customs may not be able to exercise sufficient control
authority under the existing free zone system. Members should be aware of potential risk for exploitation
from organized crime organizations as well as terrorists.
From the Customs enforcement perspective, applying essential means of control over the goods entering
and/or leaving free zones is encouraged. The Secretariat considers that sharing of information among
Member administrations at both bilateral and multilateral levels should be further pursued, most desirably
by feeding pertinent seizure data into the CEN database. Taking into account the fact that the international
Customs community is seeking the possibilities for establishing mutual authorization of economic
operators, it may be worth discussing the way forward to establish a kind of joint risk management on
alleged exploitation of free zones for circumvention of revenue and/or security requirements.
With this background in mind, a Customs Expert Group drafted practical guidelines, based on the
experiences of some Customs administrations, in order to assist those Administrations wishing to improve,
or review the controls that they deploy in Free Zones. The guide may also be of use to rights holders, in
helping them to understand the background to such zones and the rationale being employed in their control.
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Principles and recommendations
The International Convention on the simplification and harmonization of Customs Procedures (hereafter:
the Revised Kyoto Convention) contains provisions on free zones in Specific Annex D2 24 .

24

World Customs Organisation (1974, revised 1999).
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Executive Summary

There are three main methods by which criminal organisations and terrorist financiers move money for the
purpose of disguising its origins and integrating it into the formal economy. The first is through the use of the
financial system; the second involves the physical movement of money (e.g. through the use of cash couriers);
and the third is through the physical movement of goods through the trade system. In recent years, the Financial
Action Task Force has focused considerable attention on the first two of these methods. By comparison, the
scope for abuse of the international trade system has received relatively little attention.
The international trade system is clearly subject to a wide range of risks and vulnerabilities that can be exploited
by criminal organisations and terrorist financiers. In part, these arise from the enormous volume of trade flows,
which obscures individual transactions; the complexities associated with the use of multiple foreign exchange
transactions and diverse trade financing arrangements; the commingling of legitimate and illicit funds; and the
limited resources that most customs agencies have available to detect suspicious trade transactions.
For the purpose of this study, trade-based money laundering is defined as the process of disguising the proceeds
of crime and moving value through the use of trade transactions in an attempt to legitimise their illicit origins. In
practice, this can be achieved through the misrepresentation of the price, quantity or quality of imports or exports.
Moreover, trade-based money laundering techniques vary in complexity and are frequently used in combination
with other money laundering techniques to further obscure the money trail.
This study provides a number of case studies that illustrate how the international trade system has been exploited
by criminal organisations. It also has made use of a detailed questionnaire to gather information on the current
practices of more than thirty countries. This information focuses on the ability of various government agencies to
identify suspicious activities related to trade transactions, to share this information with domestic and foreign
partner agencies, and to act on this information.
The study concludes that trade-based money laundering represents an important channel of criminal activity and,
given the growth of world trade, an increasingly important money laundering and terrorist financing vulnerability.
Moreover, as the standards applied to other money laundering techniques become increasingly effective, the use
of trade-based money laundering can be expected to become increasingly attractive.
Looking ahead there are a number of practical steps that can be taken to improve the capacity of national
authorities to address the threat of trade-based money laundering. Among these are the need for a stronger
focus on training programs to better identify trade-based money laundering techniques, the need for more
effective information sharing among competent authorities at the national level, and greater recourse to
memoranda of understanding and mutual assistance agreements to strengthen international cooperation.
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Trade-Based Money Laundering
1. Introduction
In general, there are three main methods by which criminal organisations and terrorist financiers move money for
the purpose of disguising its origins and integrating it back into the formal economy.
•

The first involves the movement of value through the financial system using methods such as cheques and
wire transfers;

•

The second involves the physical movement of banknotes using methods such as cash couriers and bulk
cash smuggling; and

•

The third involves the movement of value using methods such as the false documentation and declaration of
traded goods and services.

Each of these methods involves the movement of enormous volumes of funds and can operate at a domestic or
international level. The primary focus of this study is trade-based money laundering involving the international
exchange of goods.1
Over the past few years, the Financial Action Task Force (FATF) has focussed considerable attention on the first
two of these methods. In 2003, the FATF significantly toughened the standards that apply to the financial system
and various non-financial intermediaries. Two years later, it extended these standards to cover the activities of
cash couriers. To date, however, limited attention has been focussed on trade-related activities.
Not surprisingly, research has shown that when governments take action against certain methods of money
laundering or terrorist financing, criminal activities tend to migrate to other methods. In part, this reflects the fact
that more aggressive policy actions and enforcement measures increase the risk of detection and therefore raise
the economic cost of using these methods.
This suggests that the FATF’s recent actions to revise the 40 Recommendations on money laundering and
extend the 8 Special Recommendations on terrorist financing to cover cash couriers, as well as the ongoing
efforts of countries to implement these stricter standards, may have the unintended effect of increasing the
attractiveness of the international trade system for money laundering and terrorist financing activities.2

This report is the product of research carried out by a project team operating under the umbrella of the FATF typologies
initiative. The FATF project team was led by Canada with the participation of Aruba, Australia, Belgium, Brazil, China, India,
Mexico, the Netherlands, the Netherlands Antilles, South Africa, South Korea, Spain, the United Kingdom, the United States,
the Asia Development Bank, the Asia-Pacific Group on Money Laundering, the Eastern and Southern Africa Anti-Money
Laundering Group, the Egmont Group (represented by the Ukraine), the Gulf Cooperation Council, the World Bank, and the
World Customs Organisation.
1 The specific risks associated with trade-based money laundering involving the international trade of services warrant further
study.
2 FATF Special Recommendation IX pertains to cash couriers.
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2. The International Trade System
The international trade system is subject to a wide range of risks and vulnerabilities, which provide criminal
organisations with the opportunity to launder the proceeds of crime and provide funding to terrorist organisations,
with a relatively low risk of detection. The relative attractiveness of the international trade system is associated
with:
•

The enormous volume of trade flows, which obscures individual transactions and provides abundant
opportunity for criminal organisations to transfer value across borders;

•

The complexity associated with (often multiple) foreign exchange transactions and recourse to diverse
financing arrangements;

•

The additional complexity that can arise from the practice of commingling illicit funds with the cash flows of
legitimate businesses;

•

The limited recourse to verification procedures or programs to exchange customs data between countries;
and

•

The limited resources that most customs agencies have available to detect illegal trade transactions.

On this last point, research suggests that most customs agencies inspect less than 5 percent of all cargo
shipments entering or leaving their jurisdictions. In addition, most custom agencies are able to direct relatively
limited analytical resources to improved targeting and identification of suspicious trade transactions.
In recent decades, international trade has grown significantly: global merchandise trade now exceeds US$9
trillion a year and global trade in services accounts for a further US$2 trillion3. Much of this trade is associated
with the financial system, as a significant amount of goods and services are financed by banks and other financial
institutions.
In industrial countries the growth of trade has significantly exceeded the growth of gross domestic product, while
in developing countries it has increased even faster. In addition, virtually all economies have become more open
to trade. This has placed increasing pressure on the limited resources that most countries, especially developing
countries, have available to scrutinise these activities.

3. Abuse of the International Trade System
Researchers have documented how the international trade system can be used to move money and goods with
limited scrutiny by government authorities. In addition to money laundering, a considerable amount of academic
attention has focused on the related activities of tax avoidance and evasion, and capital flight. A brief review of
the recent literature in these areas is provided below.

Tax Avoidance and Evasion
A number of authors, including Li and Balachandran (1996), Fisman and Wei (2001), Swenson (2001) and
Tomohara (2004), have described the impact that differing tax rates have on the incentives of corporations to shift
taxable income from jurisdictions with relatively high tax rates to jurisdictions with relatively low tax rates in order
to minimise income tax payments.
For example, this could arise in the context of a domestic parent company headquartered in a low-tax jurisdiction,
which has a foreign affiliate operating in a high-tax jurisdiction. In such a situation, a common technique would be
the over- or under-invoicing of imports and exports. For example, a foreign parent could use internal “transfer
prices” to overstate the value of the goods and services that it provides to its foreign affiliate in order to shift
3

See International Trade Statistics 2005, World Trade Organisation.
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taxable income from the operations of the affiliate in a high-tax jurisdiction to its operations in a low-tax
jurisdiction.4
Similarly, the foreign affiliate might understate the value of the goods and services that it provides the domestic
parent in order to shift taxable income from its high-tax jurisdiction to the low-tax jurisdiction of its parent. Both of
these strategies would shift the company’s profits to the low-tax jurisdiction and in doing so, reduce its worldwide
tax payments. Imports can also be under-invoiced to reduce the payment of import duties and exports can be
over-invoiced to obtain larger export subsidies. For example, studies by Vincent (2004) and Goetzl (2005) have
documented the use of under-invoicing to reduce import duties in the case of forest products.

Capital Flight
A number of authors, including Cuddington (1986), Gulati (1987), Lessard and Williamson (1984), Kahn (1991),
Anthony and Hallet (1992), Wood and Moll (1994), Fatehi (1994), Baker (2005) and de Boyrie, Pak and
Zdanowicz (2005), have shown that companies and individuals also shift money from one country to another to
diversify risk and protect their wealth against the impact of financial or political crises. Several of these studies
also show that a common technique used to circumvent currency restrictions is to over-invoice imports or underinvoice exports.
For example, the International Monetary Fund (IMF) (1991), Kahn (1991), Wood and Moll (1994) and Fatehi
(1994) examined the impact of controls imposed by South Africa in the 1970s and 1980s. They found that the
primary method used to evade these controls was the falsification of import and export invoices. By comparing
discrepancies between the value of exports reported by South Africa and the value of imports reported by key
trading partners, the Kahn study concluded that at least $20 billion had been transferred out of South Africa
through the use of the international trade system. Other studies, including Smit and Mocke (1991) and
Rustomjee (1991), suggested outflows ranging from $12 billion to more than $50 billion.

Trade-Based Money Laundering
Unlike tax avoidance and capital flight, which usually involve the transfer of legitimately earned funds across
borders, capital movements relating to money laundering – or trade-based money laundering – involve the
proceeds of crime, which are more difficult to track.
Trade-based money laundering has received considerably less attention in academic circles than the other
means of transferring value. The literature has primarily focussed on alternative remittance systems and black
market peso exchange transactions. However, a number of authors and institutions, including Baker (2005), de
Boyrie, Pak and Zdanowicz (2005), the Department of Homeland Security, US Immigration and Customs
Enforcement (2005), have recently examined a range of other methods used to launder money through the
international trade system as well as the scope that jurisdictions have to identify and limit these activities.
A number of these studies have also analyzed techniques to establish whether reported import and export prices
reflect fair market values. One of the methods currently being explored involves the use of statistical techniques
to detect discrepancies in the information provided on shipping documents to better identify suspicious trading
activity.

4. Basic Trade-Based Money Laundering Techniques
For the purpose of this study, trade-based money laundering is defined as the process of disguising the proceeds
of crime and moving value through the use of trade transactions in an attempt to legitimise their illicit origin. In
practice, this can be achieved through the misrepresentation of the price, quantity or quality of imports or exports.
In the case of transfer pricing, the reference to over- and under-invoicing relates to the legitimate allocation of income
between related parties, rather than customs fraud.

4
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In many cases, this can also involve abuse of the financial system through fraudulent transactions involving a
range of money transmission instruments, such as wire transfers. The basic techniques of trade-based money
laundering include:
•

over- and under-invoicing of goods and services;

•

multiple invoicing of goods and services;

•

over- and under-shipments of goods and services; and

•

falsely described goods and services.

All of these techniques are not necessarily in use in every country.

Over- and Under-Invoicing of Goods and Services
Money laundering through the over- and under-invoicing of goods and services, which is one of the oldest
methods of fraudulently transferring value across borders, remains a common practice today. The key element of
this technique is the misrepresentation of the price of the good or service in order to transfer additional value
between the importer and exporter.
By invoicing the good or service at a price below the “fair market” price, the exporter is able to transfer value to
the importer, as the payment for the good or service will be lower than the value that the importer receives when it
is sold on the open market.
Alternatively, by invoicing the good or service at a price above the fair market price, the exporter is able to receive
value from the importer, as the payment for the good or service is higher than the value that the importer will
receive when it is sold on the open market.
Over- and Under-Invoicing of Goods – An Example
Company A (a foreign exporter) ships 1 million widgets worth $2 each, but invoices Company B (a colluding domestic
importer) for 1 million widgets at a price of only $1 each. Company B pays Company A for the goods by sending a wire
transfer for $1 million. Company B then sells the widgets on the open market for $2 million and deposits the extra $1
million (the difference between the invoiced price and the “fair market” value) into a bank account to be disbursed
according to Company A’s instructions.
Exporter ships 1 million widgets @ $2 each
Company A

Company B

$1 million is moved from exporter to importer

Home country

Foreign country

Importer remits payment for 1 million widgets @ $1 each

Alternatively, Company C (a domestic exporter) ships 1 million widgets worth $2 each, but invoices Company D (a
colluding foreign importer) for 1 million widgets at a price of $3 each. Company D pays Company C for the goods by
sending a wire transfer for $3 million. Company C then pays $2 million to its suppliers and deposits the remaining
$1 million (the difference between the invoiced price and the “fair market” price) into a bank account to be disbursed
according to Company D’s instructions.
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Several points are worth noting. First, neither of the above transactions would be undertaken unless the exporter
and importer had agreed to collude. For example, if Company A were to ship widgets worth $2 each, but invoice
them for $1 each, it would lose $1 million a shipment. Such a situation would not make sense unless the exporter
and importer were colluding in a fraudulent transaction.
Second, there is no reason that Company A and Company B could not be controlled by the same organisation.
In turn, there is nothing that precludes a parent company from setting up a foreign affiliate in a jurisdiction with
less rigorous money laundering controls and selling widgets to the affiliate at a “fair market” price. In such a
situation, the parent company could send its foreign affiliate a legitimate commercial invoice (e.g. an invoice of
$2 million for 1 million widgets) and the affiliate could then resell (and “re-invoice”) these goods at a significantly
higher or lower price to a final purchaser. In this way, the company could shift the location of its over- or underinvoicing to a foreign jurisdiction where such trading discrepancies might have less risk of being detected.
Third, the over- and under-invoicing of exports and imports can have significant tax implications. An exporter who
over-invoices the value of the goods that he ships may be able to significantly increase the value of the export tax
credit (or valued-added tax (VAT) rebate) that he receives. Similarly, an importer who is under-invoiced for the
value of the goods that he receives may be able to significantly reduce the value of the import duties (or customs
taxes) that he pays. Both of these cases illustrate the link between trade-based money laundering and abuse of
the tax system.5
Research suggests that under-invoicing exports is one of the most common trade-based money laundering
techniques used to move money. This reflects the fact that the primary focus of most customs agencies is to stop
the importation of contraband and ensure that appropriate import duties are collected. Thus, customs agencies
generally monitor exports less rigorously than imports.6
It is also worth noting that the more complex the good being traded, the greater the difficulty that customs
agencies will have in identifying over- and under-invoicing and correctly assessing duties or taxes. In part, this is
because many customs agencies do not have access to data and resources to establish the “fair market” price of
many goods. In addition, most customs agencies do not share trade data with other countries and therefore see
only one side of the transaction. As such, their ability to identify incorrectly priced goods is often limited to those
that are widely traded (and whose prices are widely quoted) in international markets.7

Multiple Invoicing of Goods and Services
Another technique used to launder funds involves issuing more than one invoice for the same international trade
transaction. By invoicing the same good or service more than once, a money launderer or terrorist financier is
able to justify multiple payments for the same shipment of goods or delivery of services. Employing a number of
different financial institutions to make these additional payments can further increase the level of complexity
surrounding such transactions.
In addition, even if a case of multiple payments relating to the same shipment of goods or delivery of services is
detected, there are a number of legitimate explanations for such situations including the amendment of payment
terms, corrections to previous payment instructions or the payment of late fees. Unlike over- and under-invoicing,
it should be noted that there is no need for the exporter or importer to misrepresent the price of the good or
service on the commercial invoice.8
5 For the purposes of this paper, cases of over- or under-invoicing primarily designed to gain a tax advantage are considered
customs fraud rather than trade-based money laundering.
6

For the same reasons, non-dutiable goods may also be subject to less rigorous scrutiny.

High-value goods, such as works of art, which have limited markets and highly “speculative” values present significant
valuation difficulties.
7

If prices are correctly reported to customs agencies, detection of criminal activity is more difficult and may depend on
intelligence-led operations.

8
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Over- and Under-Shipments of Goods and Services
In addition to manipulating export and import prices, a money launderer can overstate or understate the quantity
of goods being shipped or services being provided. In the extreme, an exporter may not ship any goods at all,
but simply collude with an importer to ensure that all shipping and customs documents associated with this socalled “phantom shipment” are routinely processed. Banks and other financial institutions may unknowingly be
involved in the provision of trade financing for these phantom shipments.

Falsely Described Goods and Services
Over- and Under-Shipment of Goods – An Example
Company E (a domestic exporter) sells 1 million widgets to Company F (a colluding foreign importer) at a price of
$2 each, but ships 1.5 million widgets. Company F pays Company E for the goods by sending a wire transfer for
$2 million. Company F then sells the widgets on the open market for $3 million and deposits the extra $1 million
(the difference between the invoiced quantity and the actual quantity) into a bank account to be disbursed
according to Company E’s instructions.
Importer remits payment for 1 million widgets @ $2 each

Company F

Company E

$1 million is moved from exporter to importer

Home country

Foreign country

Exporter ships 1.5 million widgets @ $2 each

Alternatively, Company G (a foreign exporter) sells 1 million widgets to Company H (a colluding domestic
importer) at a price of $2 each, but only ships 500,000 widgets. Company H pays Company G for the goods by
sending a wire transfer for $2 million. Company G then pays $1 million to its suppliers and deposits the
remaining $1 million (the difference between the invoiced quantity and the actual quantity) into a bank account to
be disbursed according to Company H’s instructions.

In addition to manipulating export and import prices, a money launderer can misrepresent the quality or type of a
good or service. For example, an exporter may ship a relatively inexpensive good and falsely invoice it as a more
expensive item or an entirely different item. This creates a discrepancy between what appears on the shipping
and customs documents and what is actually shipped. The use of false descriptions can also be used in the
trade in services, such as financial advice, consulting services and market research. In practice, the fair market
value of these services can present additional valuation difficulties.
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Falsely Described Goods – An Example
Company I (a domestic exporter) ships 1 million gold widgets worth $3 each to Company J (a colluding
foreign importer), but invoices Company J for 1 million silver widgets worth $2 each. Company J pays
Company I for the goods by sending a wire transfer for $2 million. Company J then sells the gold widgets on
the open market for $3 million and deposits the extra $1 million (the difference between the invoice value and
the actual value) into a bank account to be disbursed according to Company I’s instructions.
Importer remits payment for 1 million SILVER widgets worth $2 each
Company J

Company I

$1 million is moved from exporter to importer

Home country

Foreign country

Exporter ships 1 million GOLD widgets worth $3 each

Alternatively, Company K (a foreign exporter) ships 1 million bronze widgets worth $1 each to Company L (a
colluding domestic importer), but invoices Company L for 1 million silver widgets worth $2 each. Company L
pays Company K for the goods by sending a wire transfer of $2 million. Company K then pays $1 million to
its suppliers and deposits the remaining $1 million (the difference between the invoiced value and the actual
value) into a bank account to be disbursed according to Company L’s instructions.

5. Complex Trade-Based Money Laundering Techniques
In practice, strategies to launder money usually combine several different techniques. Often these involve abuse
of both the financial and international trade systems. Black market peso exchange arrangements provide a
useful illustration of how a number of different money laundering techniques can be combined into a single
criminal operation.

Black Market Peso Exchange Arrangements
The mechanics of black market peso exchange arrangements became the subject of considerable study in the
1980s when Colombia became the dominant exporter of cocaine into the United States. These illegal drug sales
generated about $10 billion a year for the Colombian drug cartels, of which as much as $4 billion a year was
laundered through black market peso arrangements. The mechanics of a simple black market peso arrangement
can be set out in the following steps.
•

First, the Colombian drug cartel smuggles illegal drugs into the United States and sells them for cash;

•

Second, the drug cartel arranges to sell the US dollars at a discount to a peso broker for Colombian pesos;9

•

Third, the peso broker pays the drug cartel with pesos from his bank account in Colombia (which eliminates
the drug cartel from any further involvement in the arrangement);

The peso broker does need not to be located in the United States and, in fact, will usually operate out of Colombia.
However, the peso broker will need to have a relationship with a correspondent in the United States to execute the
transaction.

9
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•

Fourth, the peso broker structures or “smurfs” the US currency into the US banking system to avoid reporting
requirements and consolidates this money in his US bank account;

•

Fifth, the peso broker identifies a Colombian importer that needs US dollars to purchase goods from a US
exporter10;

•

Sixth, the peso broker arranges to pay the US exporter (on behalf of the Colombian importer) from his US
bank account;

•

Seventh, the US exporter ships the goods to Colombia11; and

•

Finally, the Colombian importer sells the goods (often high-value items such as personal computers,
consumer electronics and household appliances) for pesos and repays the peso broker. This replenishes
the peso broker’s supply of pesos.

These transactions combine a number of different illegal activities, such as drug smuggling, money laundering
through the financial system and trade-based money laundering.12 In addition, there is no reason why the drug
cartel cannot act as its own peso broker or import business. In fact, many drug cartels appear to have
internalised these functions.
Mechanics of a Black Market Peso Exchange Arrangement
Colombian
importer

Drug cartel
US
dollars

Drugs

Pesos

Peso
broker

Goods

P

Pesos

Unlike the basic trade-based money laundering techniques discussed above, there is also no need for the
importer and exporter to collude in a fraudulent transaction for the black market peso exchange arrangement to
work. Instead, the prices and quantities of the goods can be correctly reported to customs agencies and value
can still be transferred across borders.13 Although the term “black market peso exchange” refers to a money

The peso broker generally offers an exchange rate that is significantly better than that available through a Colombian
bank.

10

In practice, these goods would frequently be under-invoiced to reduce import duties or smuggled into the country to avoid
import duties.

11

Banks and other financial institutions provide a number of arrangements for the settlement of international trade
transactions. (For more information, see Annex 1).
13 If prices and quantities are correctly reported to customs agencies, detection of the criminal activity is more difficult and
may depend on intelligence-led operations. In practice, the goods associated with most black market peso exchange
transactions are smuggled into the country to avoid duties and taxes.
12
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laundering technique that was originally associated with Colombian narcotics trafficking, these arrangements are
widely used in many countries to repatriate the proceeds of various types of crimes.

6. Case Studies
This section provides a number of case studies that illustrate the various ways that trade-based money
laundering techniques can be used separately or in combination with other money laundering techniques to
obscure the origins of illegal funds and complicate efforts to trace this money.
Case Study 1
•

A Brazilian company signs a contract to export soybeans to a German company.

•

The German company prepays the Brazilian company for the shipment.

•

The Brazilian company immediately transfers the funds to a third party that is unrelated to the transaction.

•

The soybeans that were purchased by the German company are never shipped.
German company prepays for the shipment of soybeans

Brazilian company transfers the funds to a
company unrelated to the transaction

The Brazilian company does not ship the soybeans

Source: Information provided by Brazil.
Commentary -- In this case, the German company transferred funds to the Brazilian company as an advance
payment for a shipment of soybeans. Suspicions were raised when it was found that exports of soybeans were
inconsistent with the Brazilian company’s regular business activities and the size of the reported shipment was
inconsistent with the scale of the company’s operations.
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Case Study 2
•

A criminal organisation exports a relatively small shipment of scrap metal, but falsely reports the shipment as
weighing several hundred tons.

•

Commercial invoices, bills of lading and other shipping documents are prepared to support the fraudulent
transaction.

•

When the cargo is loaded on board the ship, a Canadian customs officer notices that the hull of the ship is
still well above the water line. This is inconsistent with the reported weight of the shipment of scrap metal.

•

The cargo is examined and the discrepancy between the reported and actual weight of the shipment is
detected.

•

It is assumed that the inflated value of the invoice would have been used to transfer criminal funds to
Canada.
Payment for full shipment remitted to exporting company

Value is remitted to the
export company

Partial shipment of goods is exported and sold abroad

Source: Information provided by Canada.
Commentary -- In this case, the criminal organisation appears to have intended to over-invoice a colluding
foreign importer by misrepresenting the quantity of goods. Using the international trade system, the criminal
organisation would then have been able to transfer illegal funds back into the country using the trade transaction
to justify payment through the financial system.
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Case Study 3
•

An alternative remittance system (ARS) operator (e.g. a “hawaladar”) in the United States wants to transfer
funds to his Pakistani counterpart to settle an outstanding account.

•

The US operator colludes with a Pakistani exporter, who agrees to significantly over-invoice a US importer
for the purchase of surgical goods.

•

The US operator transfers funds to the US importer to cover the extra cost related to the over-invoicing.

•

The Pakistani exporter uses the over-invoiced amount to settle the US operator’s outstanding account with
his Pakistani counterpart.

•

The Pakistani exporter additionally benefits from a 20 percent VAT rebate on the higher prices of the
exported goods.
Exporter ships surgical goods to the US

Payment
to settle
account

Outstanding ARS account
is settled
US
hawaladar
operator

Surgical
goods
exporter

Surgical
goods
importer

Pakistani
hawaladar
operator

Importer remits payment for surgical goods
plus payment for outstanding ARS account

Source: Information provided by the United States.
Commentary -- In this case, rather than simply wiring the funds to his Pakistani counterpart, the US operator
convinces a Pakistani exporter to over-invoice a colluding US importer. Using the international trade system, the
US operator was then able to transfer the funds to settle his account using the trade transaction to justify payment
through the financial system.
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Case Study 4
•

An alternative remittance system operator in the United States wants to transfer funds to his Bangladeshi
counterpart to settle an outstanding account.

•

The US operator deposits US dollars into his bank account and then wires the money to the corporate
account of a large communications company to purchase telephone calling cards.

•

The personal identification numbers (PINs) of these calling cards are sent to Bangladesh and sold for cash.

•

The cash is given to the Bangladeshi counterpart to settle the US operator’s outstanding account.

Dollars wired
for purchase
of telephone
calling cards

Dollars
deposited
into US bank
account
US
hawaladar
operator

US bank

PINs are sold
for cash

US
communications
company

Bangladeshi
intermediary

Bangladeshi
hawaladar
operator

Calling card PINs are sent to
Bangladesh

Source: FATF Money Laundering and Terrorist Financing Typologies for 2004-2005.
Commentary -- In this case, rather than simply wiring the funds to his Bangladeshi counterpart, the US operator
chose to minimise the risk of detection through use of the international trade system. Interestingly, the operator’s
scheme does not depend on fraudulently reporting the price or quantity of the goods in order to transfer the funds
required to settle the outstanding account. In addition, the calling cards are not actually exported. All that is
required is the cross-border transfer of the PINs (i.e. the sale of an “intangible” good).
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Case Study 5
•

A Colombian cartel smuggles illegal drugs into the United States and sells them for cash.

•

The cartel uses the cash to buy scrap gold in the United States, which is melted down and recast as gold
bars.

•

At the same time, the cartel ships lead bars from Uruguay to the United States, which are invoiced as bars of
gold.

•

When the shipment arrives, the lead bars are destroyed and the recast gold bars are substituted.

•

With authentic documentation, the gold bars are sold on the open market. The money is wired back to
Uruguay and then eventually to Panama.
Cartel smuggles drugs into the US from Colombia
Cartel exports lead bars into the
US from Uruguay

Proceeds
from drug
sales used
to purchase
scrap gold

Payment
remitted from
Uruguay through
third countries to
Colombia

Gold is
switched with
lead and sold

Payment for gold bars is
remitted to Uruguay

Source: Jeffrey Robinson, The Laundrymen (1995). Used by permission of the author.
Commentary -- Unlike black market peso exchange arrangements, rather than smurfing the US currency into the
US banking system, the cartel chose to minimise the risk of detection through the use of a falsely described
shipment of goods. The shipping documents associated with these falsely described South American “gold bars”
were used to legitimise the sale of the US gold bars. The receipts from these US gold sales were then deposited
into the US banking system.
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Case Study 6
• A Colombian cartel smuggles illegal drugs into the United States and sells them for cash.
• The cash is deposited into the US banking system and then used to purchase gold bullion that the cartel
exports from Colombia.
• A group of cooperative jewellers in New York melts down the gold bullion and recasts them as low-value
hardware items, such as nuts, bolts and household tools.
• The hardware items are enamelled and exported back to Colombia where they are melted down and recast
as gold bullion again.
• The cartel re-exports the gold bullion to the United States where they are sold again and used to repatriate
additional funds from drug sales to Colombia.
Cartel smuggles drugs into the US from Colombia

Proceeds from drug
sales used to
purchase gold bullion

Gold is
recast into
“hardware”

The “hardware” is
exported to Colombia

Cartel exports gold bullion into the US from Colombia

Source: Information provided by the United States.
Commentary -- Like black market peso exchange arrangements, the cartel smurfs the cash from drug sales
into the US banking system and then uses this money to buy gold bullion that it has exported from Colombia.
The gold is accurately reported to US Customs as “gold bullion”, but falsely described to Colombian Customs as
“manufactured gold products” in order to claim export credits. The shipping documents presented to US
Customs are used to legitimise the sale of the Colombian gold bullion. By disguising the gold bullion as lowvalue exports to Colombia and then re-exporting the same gold bullion back to the United States, the cartel is
able to repatriate the proceeds of the drug sales to Colombia by repeatedly invoicing the same gold bullion.
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Case Study 7
•

A Colombian drug cartel smuggles illegal drugs into the United States and sells them for cash.

•

The drug cartel arranges to sell these US dollars at a discount to a peso broker for Colombian pesos.

•

The broker “smurfs” the US dollars from the drug sales into the US banking system.

•

The broker uses these funds to pay a Canadian company to ship grain to Colombia (on behalf of a Colombian
grain importer). The payment is in the form of a letter of credit (covering 70% of the value of the contract) and
third party cheques and electronic fund transfers (covering 30% of the value of the contract).

•

The Colombian grain importer sells the grain in Colombia for pesos and repays the broker for financing the
shipment.
Canadian
grain
exporter

Drug cartel
US banking
system

US dollars

Grain

Drugs

P
Peso
broker
Pesos

Pesos

Colombian
grain
importer

Source: Information provided by Canada.
Commentary -- This is a black market peso arrangement. Unlike the example that is used earlier in the paper,
the peso broker smurfs the US dollars from the drug sales into the US banking system, but then uses these funds
to purchase grain from a Canadian company for export to Colombia. In this case, the Colombian importer also
made use of the two types of payments to try to defraud the Colombian Government of import duties by only
declaring the 70 percent of the cost of the shipment covered by the letter of credit.
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Case Study 8
•

A food product trading company is established in an offshore financial centre and conducts business with
several African food product companies.

•

The money that the company receives for the sale of its products is immediately transferred from the
company’s offshore account to the personal account of its manager in Belgium. In turn, the funds are then
quickly transferred to several foreign companies.

•

The company also receives transfers from an unrelated company in the diamond business. The money
from the diamond company is commingled with the company’s other business receipts and transferred
through Belgium to the same foreign companies.

Source: Information provided by Belgium
Funds wired to other companies

Commingled funds
wired to personal
account

Foodstuff company
receives wire transfers
from other foodstuff
companies and a
diamond company

Source: Information provided by Belgium.
Commentary -- This case illustrates the level of additional complexity that can be added to the money trail by
commingling illicit funds with the cash flows of legitimate businesses. In this case, the diamond company was
subsequently the subject of an investigation into the trade in illegal “blood diamonds”.
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Case Study 9
•

A Norwegian company purchases goods from a German company and directs that the goods be delivered
to a branch of the Norwegian company in the Balkans.

•

The German company sends the Norwegian company an invoice, which is settled by a wire transfer.

•

The Norwegian company then sends the Balkan company a significantly higher invoice, which includes a
range of inflated administrative costs.

•

The Balkan company settles the invoice by paying cash into the Norwegian company’s bank account.

•

It is assumed that the Balkan company is transferring the proceeds of crime to the Norwegian company.
Norwegian company sends different invoice to its affiliate in the Balkans

Ships
goods

Sends invoice

Norwegian
company

Wires payment

German
company

Balkan
affiliate of
Norwegian
company

Affiliate deposits cash in Norwegian company’s bank to settle account
Norwegian
company’s
bank

Source: Information provided by Norway.
Commentary -- In this case, the Norwegian company “re-invoices” the goods to significantly inflate their value.
The Balkan company then deposits cash into the account of the Norwegian company. This “pay on account”
transaction is done without any reference to the invoice for the shipped goods. This significantly complicates
subsequent efforts to compare invoices and payments. The net effect is to transfer funds from the Balkan
company to the Norwegian company with a relatively limited risk of detection.
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Case Study 10
•

A criminal group imports counterfeit goods from Asia into Belgium using a letter of credit and sells them for
cash.

•

The group deposits the money into a Belgian bank account and arranges a subsequent letter of credit.

•

The group purchases additional counterfeit goods from Asia using the new letter of credit.

•

These additional counterfeit goods are sold and the receipts deposited in the bank and used to arrange
additional letters of credit.
Criminal group imports counterfeit goods from Asia into Belgium

Proceeds of
sale of
counterfeit
goods

Asian counterfeit
good manufacturer

Belgian
bank

Criminal group purchases counterfeit
goods with letters of credit

Source: Information provided by Belgium.
Commentary -- In this case, the criminal group was able to use the cash deposited in the bank to arrange
letters of credit. Subsequently, it was able to make use of these letters of credit to purchase a series of
shipments of counterfeit goods. The criminal group thought that the use of letters of credit related to trade
transactions, rather than wire transfers, would increase the appearance of legitimacy of these transactions and
reduce their risk of detection.
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Case Study 11
•

A criminal organisation sells illegal drugs in Japan. The organisation then smuggles the cash out of the
country and into France.

•

The money is used to purchase luxury goods in designer fashion stores, which are then exported to Japan
and resold by a shell company.

•

Proceeds from the sales of these luxury goods are deposited into the Japanese banking system.
Luxury goods purchased in France are exported to Japan and sold by a shell company

Proceeds from
sale of clothing
are deposited in
a Japanese
bank account

Shell
Company

Japanese
bank

Criminal
organisation

Designer clothing
store

Cash from drug sales smuggled into France

Source: Jeffrey Robinson, The Laundrymen (1995). Used by permission of the author.
Commentary – Rather than smurfing, the Japanese currency into the Japanese banking system, the criminal
organisation chose to minimise the risk of detection by smuggling the cash out of the country and then using the
international trade system to import luxury goods back into Japan. The proceeds from the sale of these goods
were then deposited into the Japanese banking system. Suspicions were raised when it was discovered that
forged documents were used to export these goods and that the organisation had never applied for a value
added tax rebate.
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Case Study 12
•

A Brazilian company is engaged in a range of illegal activities.

•

The cash, which is generated from these activities, is smuggled out of the country by cash couriers and
deposited in the bank accounts of offshore companies controlled by the company.

•

Funds from these offshore accounts are transferred to offshore shell companies and used to purchase
concentrated syrup for soft drinks from the Brazilian company at highly inflated prices.

•

The syrup was then sold by the shell companies to other legitimate companies at a significant loss.
Shell companies
Sales are over-invoiced

Payments are wired to
Brazilian company
Money is
transferred to
a series of
offshore shell
companies

Proceeds from
criminal activity

Cash couriers smuggle
money out of the country for
deposit into bank accounts of
offshore companies

Bank accounts of
offshore companies

Source: Information provided by Brazil.
Commentary -- In this case, the proceeds of crime were transferred to a Brazilian company through the sale of
syrup at significantly inflated prices to a number of shell companies. The earnings from these sales were
deposited into the company’s Brazilian bank account and effectively reintegrated into the legitimate economy.
Interestingly, unlike the shipment of scrap metal in Case Study 2, the weight and other physical characteristics
of the shipment was unchanged, however, the process of dilution was used to reduce its value from US$40 a
litre to US$1 a litre.

7. Current Practices
These case studies illustrate that the international trade system is subject to a wide range of vulnerabilities that
can be exploited by criminal organisations and terrorist financiers. To examine the capacity of national authorities
to combat trade-based money laundering, the FATF project team has made use of a detailed questionnaire to
survey current practices in a range of countries.14 This questionnaire focuses on the ability of various
The 36 countries that responded to this questionnaire were Aruba, Australia, Austria, The Bahamas, Belgium, Brazil,
Cambodia, Canada, Chinese Taipei, Fiji, France, Guatemala, Hong Kong, China, Indonesia, Italy, Japan, Kenya, Republic of

14
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government agencies to identify suspicious activities related to trade transactions, to share this information with
domestic and foreign partner agencies, and to act on this information. In carrying out this work, particular
attention has been focused on the practices of customs agencies, law enforcement agencies, financial
intelligence units, tax authorities and banking supervisors.

Customs Agencies
About half of customs agencies indicated that they make use of red flag indicators or other forms of risk analysis
to detect potential trade-based money laundering activities. Moreover, almost three-quarters of those performing
such analysis believe there is significant scope to make better use of trade data to identify anomalies that could
be associated to money laundering or terrorist financing. In turn, this analysis triggered investigations in the case
of more than half of respondents and prosecutions in about a quarter of respondents.
Similarly, almost all of respondents indicated that they were able to share trade-based information with law
enforcement, financial intelligence units, tax authorities and foreign competent authorities. In the majority of
cases, information sharing with law enforcement, financial intelligence units and tax authorities is voluntary. In
the case of foreign competent authorities, the standard requirement for information sharing is a memorandum of
understanding or customs mutual assistance agreement. Interestingly, less than half of respondents indicated
that their customs agencies file suspicious activity reports with their financial intelligence units.
Only a third of respondents indicated that they had training programs in place, while virtually all agreed on the
need for better training and understanding of the techniques of trade-based money laundering. In addition, more
than half thought that there was scope to better use new technologies, such as X-ray scanners, electronic
container seals and radio-frequency identification data. As a general proposition, two-thirds of respondents
believed that their countries face serious vulnerabilities to trade-based money laundering activities.

Trade Transparency Units
Customs and law enforcement experience has shown that one of the most effective means of analyzing and
investigating suspect trade-based activity is to have systems in place that monitor reported imports and exports
between countries. Consistent with the FATF standards on international cooperation, a number of
governments are now sharing import and export information in order to detect anomalies in their trade data.
To deal with the massive amounts of data generated by such exercises, new technologies have been
developed that standardise this information against a range of variables to establish general patterns of trade
activity. In turn, “trade transparency units” make use of this analysis to identify suspicious trading activities that
often merit further investigation.
The sharing of trade data can be accomplished between cooperating customs authorities through customs
mutual assistance agreements. The success of such arrangements underscores the importance of cooperating
nations working together to establish bilateral mechanisms to detect trade anomalies, which may be associated
with money laundering, terrorist financing or other financial crimes.
Experience shows that trade transparency units create effective gateways for the prompt exchange of trade
data and information between foreign counterparts. As such, they represent a new and important investigative
tool to better combat trade-based money laundering and customs fraud.

Korea, Macau, China, Malaysia, Mauritius, Mexico, Mongolia, Montserrat, Namibia, the Netherlands, the Netherlands
Antilles, New Zealand, Norway, Peru, Qatar, South Africa, Spain, St. Lucia, Swaziland, United Kingdom and the United
States. A detailed summary of the responses of each country has been provided to the FATF Secretariat to facilitate future
analytical work in this area.
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Law Enforcement Agencies
Interestingly, two-thirds of law enforcement agencies indicated they use trade information as part of their analysis
of money laundering and terrorist financing activities. While the bulk of this information is received from financial
intelligence units, customs agencies and financial institutions, significant information is also made available by
banking supervisors and tax authorities. Almost all of the respondents that made use of this information indicated
that it had triggered investigations and two-thirds of these investigations resulted in prosecutions.
While only a third of respondents have access to trade databases, those that do agree that there is significant
scope for greater cooperation between customs and law enforcement agencies in this area. Half of the
respondents make use of red flag indicators and similarly believe that there is scope for more extensive use of
such techniques.
Law enforcement agencies appear to have few problems sharing information with customs agencies, financial
intelligence units and tax authorities, although this is largely done on a voluntary basis and under certain
conditions, such as to further an ongoing criminal investigation. Most respondents indicated that information
sharing with banking supervisors is significantly more complicated (and frequently prohibited) and that information
sharing with foreign competent authorities generally requires that a memorandum of understanding or mutual
legal assistance treaty is in place. Nevertheless, several respondents indicated that they are generally able to
share information on the basis of international reciprocity.
A third of respondents appear to have some level of expertise in the area of trade and a similar number indicated
that they have training programs in place. Virtually all respondents agreed on the need for better training and
awareness of the techniques of trade-based money laundering. In general, two-thirds of respondents viewed
trade-based money laundering activities as presenting a serious risk to their country.

Financial Intelligence Units
Half of financial intelligence units receive suspicious activities reports triggered by concerns about trade-related
activities. However, in most countries, the number of such reports is relatively low (e.g. often less than 25 a
year). In addition to financial institutions, these reports are received from customs and law enforcement agencies
and, to a lesser extent, tax authorities and banking supervisors. About a third of financial intelligence units use
trade information as part of their ongoing analysis of money laundering and terrorist financing activities and this
information frequently contributes to investigations and prosecutions.
Financial intelligence units indicated that they make extensive use of red flag indicators. In addition, the majority
of respondents believe that there is considerable scope to make better use of such indicators and other analytical
techniques to promote a more risk-based approach to detecting trade-based money laundering activities. This
being the case, it is interesting that only a quarter of financial intelligence units reported that they make use of
trade databanks as part of their analysis.
Not surprisingly, financial intelligence units are able to share information with law enforcement agencies, customs
agencies, tax authorities and banking supervisors. However, some respondents cautioned that strict commercial
confidentiality continues to apply to this information, which limits its use to intelligence purposes. Others indicated
that the sharing of trade information is often limited to cases of ongoing criminal investigation. Respondents
confirmed that domestic financial intelligence units are able to share information with foreign financial intelligence
units, but this generally requires a memorandum of understanding or international reciprocity.
About half of the respondents have trade specialists on their staff, but only a quarter provide training to improve
their analysts’ understanding of trade-based money laundering techniques. Respondents were virtually
unanimous that financial intelligence units would benefit from better training and awareness of the techniques of
trade-based money laundering activities. In general, two-thirds of respondents believe that their countries are
seriously vulnerable to abuse of the trade system for criminal purposes.

22
Appendix B

Trade Based Money Laundering

Tax Authorities
Two-thirds of tax authorities indicate that they receive information from customs and law enforcement agencies
and financial intelligence units, which directly relates to trade-based money laundering. However, these
respondents appear to make limited use of this information in pursuing investigations or prosecutions. This said,
a third of tax authorities indicated that they perform analysis that is useful in identifying trade-based money
laundering and routinely file suspicious activity reports with their financial intelligence units.
While half of tax authorities have the power to conduct investigations, only a third have a mandate that permits
them to examine trade-based money laundering activities. Moreover, if a suspicion of money laundering arises in
the course of an audit, only half of the respondents indicated that they are required to report it to competent
authorities. Most tax authorities are able to voluntarily share information with customs agencies, law enforcement
agencies and financing intelligence units under certain conditions, such as to further an ongoing investigation.
Most respondents indicated that sharing information with banking supervisors is significantly more complicated
(and frequently prohibited), but that trade-related information from tax audits can be shared with their foreign
counterparts if appropriate memoranda of understanding or mutual legal assistance treaties are in place.
Few tax authorities have trade specialists on their staffs or training programs to improve the understanding of
trade-based money laundering. Nevertheless, tax authorities unanimously agreed on the need for better training
and awareness of trade-based money laundering techniques. In general, two-thirds of respondents considered
their countries to be vulnerable to the use of trade transactions for criminal purposes.

Banking Supervisors
In most countries, banking supervisors have limited involvement in trade-based money laundering activities.
However, a third of respondents indicated that they frequently receive information related to suspicious tradebased activities from their financial institutions. Moreover, a third of respondents indicated that they undertake
analysis that can be used to identify trade-based money laundering and routinely report suspicious activities to
their financial intelligence units. Just under half of respondents use red flag indicators and other analytical
techniques to identify high-risk commodities, companies or countries and most see significant scope to make
better use of such techniques. A third of respondents have used this information to trigger investigations, but in
only 10 percent of these cases has it led to prosecutions.
Banking supervisors appear to have considerable scope to voluntarily share trade-related information with
customs agencies, law enforcement agencies, financial intelligence units and tax authorities. In addition, the
majority of banking supervisors indicated that they could share trade information with foreign competent
authorities with certain restrictions. Not surprisingly, few banking authorities have expertise on the techniques of
trade-based money laundering and most have little or no training programs in this area. In general, about half of
respondents considered their countries to be vulnerable to the use of trade transactions for criminal purposes.
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Red Flag Indicators
Trade-Based Money Laundering “Red Flag” Indicators
The respondents to the FATF project team’s questionnaire reported a number of red flag indicators that are
routinely used to identify trade-based money laundering activities. These include situations in which:
•

Significant discrepancies appear between the description of the commodity on the bill of lading and the
invoice;

•

Significant discrepancies appear between the description of the goods on the bill of lading (or invoice)
and the actual goods shipped;

•

Significant discrepancies appear between the value of the commodity reported on the invoice and the
commodity’s fair market value;

•

The size of the shipment appears inconsistent with the scale of the exporter or importer’s regular
business activities;

•

The type of commodity being shipped is designated as “high risk” for money laundering activities; *

•

The type of commodity being shipped appears inconsistent with the exporter or importer’s regular
business activities;

•

The shipment does not make economic sense; **

•

The commodity is shipped to (or from) a jurisdiction designated as “high risk” for money laundering
activities;

•

The commodity is transhipped through one or more jurisdictions for no apparent economic reason;

•

The method of payment appears inconsistent with the risk characteristics of the transaction; ***

•

The transaction involves the receipt of cash (or other payments) from third party entities that have no
apparent connection with the transaction;

•

The transaction involves the use of repeatedly amended or frequently extended letters of credit; and

•

The transaction involves the use of front (or shell) companies.

Customs agencies make use of more targeted information that relates to specific exporting, importing or
shipping companies. In addition, red flag indicators that are used to detect other methods of money
laundering could be useful in identifying potential trade-based money laundering cases.
* For example, high-value, low-volume goods (e.g. consumer electronics), which have high turnover rates
and present valuation difficulties.
** For example, the use of a forty-foot container to transport a small amount of relatively low-value goods.
** For example, the use of an advance payment for a shipment from a new supplier in a high-risk country.
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8. Key Findings
The research work carried out for this project has led to the following key findings with respect to trade-based
money laundering:
•

Trade-based money laundering is an important channel of criminal activity and, given the growth in world
trade, it represents an increasingly important money laundering and terrorist financing vulnerability.

•

Trade-based money laundering practices vary in complexity. The most basic schemes are fraudulent trade
practices (e.g. under- or over-invoicing of receipts). However, more complicated schemes integrate these
fraudulent practices into a web of complex transactions, which also involve the movement of value through
the financial system (e.g. cheques or wire transfers) and/or the physical movement of banknotes (e.g. cash
couriers). The use of these complex transactions further obscures the money trail and complicates
detection.

•

Trade data analysis and the international sharing of trade data are useful tools for identifying trade
anomalies, which may lead to the investigation and prosecution of trade-based money laundering cases.

•

While customs agencies, law enforcement agencies, financial intelligence units, tax authorities and banking
supervisors can exchange trade-related information, this is frequently restricted to certain circumstances or
undertaken on a voluntary rather than mandatory basis. In addition, most financial intelligence units do not
consistently receive suspicious activity reports related to trade transactions.

•

Most customs agencies, law enforcement agencies, financial intelligence units, tax authorities and banking
supervisors appear less capable of identifying and combating trade-based money laundering than they are in
dealing with other forms of money laundering and terrorist financing. In part, this appears to reflect their
more limited understanding of the techniques of this form of money laundering.

•

Most customs agencies, law enforcement agencies, financial intelligence units, tax authorities and banking
supervisors identified a pressing need for more training to ensure that their staff has sufficient knowledge to
recognise trade-based money laundering.

•

Most customs agencies, law enforcement agencies, financial intelligence units, tax authorities and banking
supervisors indicated serious concerns about the vulnerabilities of their countries to trade-based money
laundering. In addition, most believe that their countries have only limited measures in place to mitigate
trade-based money laundering activities.
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9. Issues for Consideration
Trade-based money laundering is an important money laundering technique that has received limited attention
from policymakers. As international trade continues to grow and the standards applied to other money laundering
techniques have become increasingly effective, the use of trade-based money laundering channels can be
expected to become increasingly attractive.
This study suggests that the level of understanding of trade-based money laundering appears broadly similar to
that relating to the movement of value through the financial system a decade ago. At that time, “front line”
workers in most financial institutions were largely unaware as to what constituted suspicious activity as well as
what actions they should take if such activities were detected.
This study suggests that customs agencies, law enforcement agencies, financial intelligence units, tax authorities
and banking supervisors currently face similar challenges with respect to understanding the techniques of tradebased money laundering and detecting such activities.
Looking ahead, there appears to be a number of practical steps that could initially be taken to improve the
capacity of national authorities to cope with trade-based money laundering. These can be summarised as
building better awareness, strengthening measures to identify trade-based illicit activity and improving
international co-operation.

Building Better Awareness
The review of current practices of those countries responding to the FATF questionnaire showed that there was
almost unanimous agreement on the need for a stronger focus on training programs for competent authorities
(e.g. customs agencies, law enforcement agencies, financial intelligence units, tax authorities and banking
supervisors) to better identify trade-based money laundering techniques. In turn, improved training could result in
substantial increases in the number of suspicious transaction reports filed with financial intelligence units. In
addition, such training programs could be usefully supplemented by outreach sessions to the private sector.

Strengthening Current Measures
There are a number of actions that countries could take to better identify trade-based illicit activity. The simplest
is to ensure that competent authorities and financial institutions have access to the case studies and red flag
indicators in this study. In addition, most countries would benefit from more effective information sharing among
competent authorities at the domestic level. For example, it would be useful if law enforcement agencies could
seek information from customs agencies on specific trade transactions in advance of a full-fledged criminal
investigation.

Improving International Co-operation
Countries need to work cooperatively to identify and combat trade-based money laundering. Consistent with
FATF standards, countries could put clear and effective gateways in place to facilitate the prompt and
constructive exchange of information. In practice, this may require broader use of memoranda of understanding
and mutual legal assistance treaties between countries to facilitate the sharing of information related to specific
transactions. It also means greater recourse to mutual assistance agreements between customs agencies to
facilitate the exchange of export and import data in order to identify trade anomalies that may indicate potential
trade-based money laundering abuses.
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Annex I
Role of Financial Institutions in the Settlement of Trade Transactions
Financial institutions can play three roles in the settlement of international trade transactions, namely, money
transmission, provision of finance, and lending the institution’s name to the transaction. Below is a simple
description of these roles.
Money transmission – is the transfer of funds between parties associated with the trade transaction.
(e.g. a wire transfer).
Provision of finance – is the provision of credit to support the trade transaction. In these situations, as a
standard practice, the financial institution conducts standard credit checks against the customer. In
addition, the financial institution may conduct a check against the underlying transaction.
Lending the financial institution’s name to the transaction – occurs in two situations: (1) where the
financial institution undertakes to make payment subject to certain conditions (e.g. a letter of credit), and
(2) where the financial institution undertakes to make payment if the buyer defaults (e.g. a guarantee).
In addition to monitoring in accordance with domestic anti-money laundering and counter-terrorist financing
regulations, the levels of scrutiny and information available on the underlying transaction will depend upon the
bank’s exposure to credit and reputational risk associated with the provision of finance and lending of the bank’s
name to the transaction. For example, because an institution’s risk exposure when conducting a money
transmission is low, it is unlikely that the institution will closely scrutinise or even see the documents supporting
the transaction (e.g. bills of lading or invoices).
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Annex II
This annex contains a sample of the key information that was provided in the responses to the FATF Project Team’s
questionnaire. In some cases, the respondents did not answer all questions.
Customs Agencies (24 respondents)
Yes

No

Do you perform analysis that could be used to identify, investigate, or prosecute trade-based
money laundering?

12

12

Do you undertake analysis of trade data to identify trade anomalies that could be related to
money laundering or terrorist financing?

13

11

Can you provide a list of “red-flag” indicators of potential trade-based money laundering that
could trigger suspicions or a possible investigation?

12

12

Do you make use of any risk models or analytical tools to identify high-risk companies,
commodities, countries or activities?

19

5

Is there scope to make better use of trade data analysis to identify trade anomalies that could
justify further investigation

18

5

Has information or analysis led to specific investigations and subsequent prosecutions?
Investigations

14

Prosecutions

6

No

10

Is information sharing between customs agencies and other domestic agencies mandatory or voluntary?
Law Enforcement

Financial
Intelligence Unit

Tax Authority

Banking
Supervision

Mandatory

10

9

6

1

Voluntary

13

11

14

10

Not applicable

1

0

0

8

With which of the following domestic agencies can trade-related information be shared?
Law Enforcement

Financial
Intelligence Unit

Tax Authority

Banking
Supervision

Yes

10

6

10

2

Yes, with restrictions

13

15

10

11

No

1

0

0

7

Can trade-related information be shared with foreign competent authorities?
Yes

7

Yes, with restrictions

16

No

0
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Yes

No

Do you have training programs in place that deal with the subject of trade-based money
laundering?

8

15

Do you see the need for better training and awareness of the techniques of trade-based
money laundering?

22

1

Do you consider your country to be vulnerable to the use of trade-based money laundering for
criminal purposes?

17

7

Law Enforcement Agencies (20 respondents)
From which sources does your organisation receive information related to trade-based money laundering?
Customs Agencies

11

Financial Intelligence Units

13

Tax Authorities

7

Banking Supervisors

5

Financial Institutions

10

Others

9

Has this information led to investigations and subsequent prosecutions?
Investigations

18

Prosecutions

13

No

2

Yes

No

Has trade information been used as part of your analysis or investigations of money
laundering or terrorist financing?

15

5

Do you have access to a trade information database that you can use to advance analysis or
investigations of money laundering or terrorist financing?

7

13

Is there scope to improve cooperation between law enforcement and customs agencies
through the use of searchable databases relating to individual companies or transactions?

15

5

Can you provide a list of (“red flag”) risk indicators of potential trade-based money laundering
activity that could trigger suspicions or a possible investigation?

7

12

Is there scope to make better use of risk indicators to promote a more risk-based approach to
detecting trade-based money laundering activity?

8

10

Is information sharing between law enforcement and other domestic agencies mandatory or voluntary?
Customs Agencies

FIU

Tax Authority

Banking Supervisor

Mandatory

6

5

5

2

Voluntary

11

9

11

8

Not applicable

1

1

0

8
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With which of the following domestic agencies can trade-related information be shared?
Customs Agencies

FIU

Tax Authority

Banking Supervisor

Yes

6

6

3

0

Yes, with restrictions

12

8

14

8

No

0

0

0

6

Can trade-related information be shared with foreign competent authorities?
Yes

3

Yes, with restrictions

13

No

1

Yes

No

Do you have training programs in place that deal with the subject of trade-based money
laundering?

6

13

Do you see the need for better training and awareness of the techniques of trade-based
money laundering?

17

2

Do you consider your country to be vulnerable to the use of trade transactions for criminal
purposes?

13

6

Financial Intelligence Units (21 respondents)
Have you received Suspicious Activity Reports (SARs) that were triggered by suspicious trade transactions?
Yes

12

No

2

Not applicable

5

Have you received SARs that were triggered by suspicious trade transactions?
In the past year?

In the past three years?

0

1

1

1-5

0

4

6 - 25

6

4

More than 25

8

5

Not applicable

5

5

From which sources does your organisation receive information related to trade-based money laundering?
Customs Agencies

11

Law Enforcement Agencies

12

Tax Authorities

8

Banking Supervisors

3

Financial Institutions

17

Others

3

Not applicable

2
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Yes

No

Has trade information been used as part of your analysis or investigations of money
laundering or terrorist financing?

11

10

Is trade information routinely used in your analysis or investigations?

8

13

Yes

No

In situations where trade-based money laundering is suspected, do transactions involve trade
finance products such as letters of credit or documentary collections?

11

8

Does your organisation collect SWIFT transactional data that is used in your analysis or
investigations of money laundering or terrorist financing?

8

13

Can you provide a list of (“red flag”) risk indicators of potential trade-based money laundering
activity that could trigger suspicions or a possible investigation?

14

7

Is there scope to make better use of risk indicators to promote a more risk-based approach to
detecting trade-based money laundering activity?

10

6

Do you have access to a trade information database that you can use to advance analysis or
investigations of money laundering or terrorist financing?

6

15

Has this information led to investigations and subsequent prosecutions?
Investigations

14

Prosecutions

10

No

5

With which of the following domestic agencies can trade-related information be shared?
Customs Agencies

Law Enforcement

Tax Authority

Banking Supervisor

Yes

10

11

9

9

Yes, with restrictions

8

7

7

3

No

0

1

1

2

Can trade-related information be shared with foreign competent authorities?
Yes

7

Yes, with restrictions

14

No

0

Yes

No

Does your agency have specialists with particular expertise in the area of trade?

12

9

Do you have training programs in place that deal with the subject of trade-based money
laundering?

4

16

Do you see the need for better training and awareness of the techniques of trade-based
money laundering?

18

2

Do you consider your country vulnerable to the use of trade transactions for criminal
purposes?

15

4
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Tax Authorities (21 respondents)
Do you receive information on suspicious activities related to trade-based money laundering?
Yes

10

No

11

Do you have access to a trade information database that you can use to advance analysis or investigations of money laundering
or terrorist financing?
Yes

5

No

8

Not applicable

8

Yes

No

Do you perform analysis that could be used to identify, investigate, or prosecute trade-based
money laundering?

7

13

Do you file suspicious activity reports (SARs) with your financial intelligence unit relating to
suspicious trade transactions?

7

14

Can you provide a list of “red-flag” indicators of potential trade-based money laundering that
could trigger suspicions or a possible investigation?

9

12

Is there scope to make better use of risk indicators to promote a more risk-based approach to
detecting trade-based money laundering activity?

5

10

Do you conduct your own investigations or are you involved with other agencies in
investigations into potential trade-based money laundering activity?

10

10

Do you have a mandate to look for money laundering activities in the course of conducting an
audit?

7

14

If a suspicion of money laundering arises in the course of an audit, are you required to report
it to a competent authority?

12

9

Can a competent authority request tax information as part of an investigation on trade-based money laundering?
Yes, in all cases

6

Yes, with restrictions

14

No

1

Is information sharing between tax authorities and other domestic agencies mandatory or voluntary?
Customs Agencies

Law Enforcement

FIU

Banking Supervisor

Mandatory

7

6

10

2

Voluntary

10

9

4

5

Not applicable

1

3

4

11

With which of the following domestic agencies can trade-related information be shared?
Customs Agencies

Law Enforcement

FIU

Banking Supervisor

Yes

9

4

8

2

Yes, with restrictions

8

11

6

4

No

2

3

5

10
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Can trade-related information be shared with foreign competent authorities?
Yes

2

Yes, with restrictions

12

No

5

Yes

No

Does your agency have specialists with particular expertise in the area of trade?

4

15

Do you have training programs in place that deal with the subject of trade-based money
laundering?

5

15

Do you see the need for better training and awareness of the techniques of trade-based
money laundering?

20

1

Do you consider your country to be vulnerable to the use of trade-based money laundering for
criminal purposes?

15

5

Banking Supervisors (23 respondents)
From which sources does your organisation receive information related to trade-based money laundering?
Customs Agencies

2

Law Enforcement Agencies

2

Financial Intelligence Units

4

Banking Supervisors

1

Financial Institutions

7

Others

2

Yes

No

Do you perform analysis that could be used to identify, investigate, or prosecute trade-based
money laundering?

6

17

Can you provide a list of (“red flag”) risk indicators of potential trade-based money laundering
activity that could trigger suspicions or a possible investigation?

12

6

Do you make use of any risk models or analytical tools to identify high-risk companies,
commodities, countries or activities?

9

14

With which of the following domestic agencies can trade-related information be shared?
Customs Agencies

Law Enforcement

FIU

Tax Authority

Yes

2

4

11

3

Yes, with restrictions

10

11

3

9

No

5

3

3

4

Is information sharing between banking supervisor and other domestic agencies mandatory or voluntary?
Customs Agencies

Law Enforcement

FIU

Tax Authority

Mandatory

1

6

9

2

Voluntary

10

8

4

9

Not applicable

5

3

3

4
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Can trade-related information be shared with foreign competent authorities?
Yes

1

Yes, with restrictions

12

No

4

Yes

No

Does your agency have specialists with particular expertise in the area of trade?

3

20

Do you have training programs in place that deal with the subject of trade-based money
laundering?

3

18

Do you consider your country to be vulnerable to the use of trade transactions for criminal
purposes?

12

5
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Glossary
Alternative remittance systems (ARS) -- are operations to transfer money outside of the formal banking
system. These include unregulated networks (e.g. underground banks) and regulated operations (e.g. money
service businesses).*
Bill of lading -- is a document signed by a carrier to confirm the receipt of goods to and from the points indicated.
Capital flight -- is the rapid outflow of money from a country often in response to an economic event that disturbs
investors and causes them to lose confidence in the country’s financial stability.
Cash couriers -- are individuals that transport currency or bearer-negotiable instruments from one country to
another country for the purpose of laundering the proceeds of crime or financing terrorist activities.
Commingling -- is the process of combining the proceeds of illicit activities with the earnings of legitimate
businesses for the purpose of disguising the source of these illicit funds and complicating the money trail.
Front company -- is a corporate vehicle that can be used to obscure the beneficial ownership of an organisation.
Guarantee -- is an undertaking, usually on the part of a bank, to fulfill the obligations of another party or to pay a
specified amount of money upon presentation of specified documents indicating that the guaranteed party has
defaulted on certain obligations.
Hawala -- is a specific form of an alternative remittance system operation. A hawaladar is the operator or owner
of a hawala.
Letter of credit -- is an undertaking, usually on the part of a bank and at the request of a customer, to pay a
named beneficiary a specified amount of money upon presentation of specified documents set out in the terms
and conditions of the letter of credit.
Shell Company -- is a company that is incorporated but has no significant assets or operations.
Smurfing (or structuring) -- is a money laundering technique, which involves the splitting up of a large bank
deposit into a number of smaller deposits to evade the suspicious activity reporting requirements of financial
institutions.
Trade-based money laundering -- is the process of disguising the proceeds of crime and moving value through
the use of trade transactions in an attempt to legitimise their illicit origin.
Trade Transparency Units -- are arrangements to promote the sharing of trade data between cooperating
customs agencies for the purpose of detecting and analysing suspicious trading activities.
Transfer pricing -- are pricing agreements established by mutual agreement rather than free market forces. In
practice, these are often associated with intra-company transactions.

For more information, see the Financial Action Task Force’s Money Laundering and Terrorist Financing Typologies Report
for 2004-2005.

*
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Appendix C

BEST PRACTICES PAPER ON TRADE BASED MONEY LAUNDERING

Money laundering and terrorist financing through the trade system
Introduction
1.
The Financial Action Task Force (FATF) has recognised misuse of the trade system as one of the
main methods by which criminal organisations and terrorist financiers move money for the purpose of
disguising its origins and integrating it into the formal economy. As the anti-money laundering (AML) and
counter-terrorist financing (CFT) standards that have been applied to other money laundering techniques
have become increasingly effective, such abuse of the trade system is expected to become increasingly
attractive. However, currently, many customs agencies, law enforcement agencies, financial intelligence
units (FIU), tax authorities and banking supervisors (i.e. competent authorities) appear less capable of
identifying and combating trade-based money laundering than they are in dealing with other forms of
money laundering and terrorist financing.
2.
The objective of this best practices paper is to improve the ability of competent authorities to
collect and effectively utilise trade data, both domestically and internationally, for the purpose of detecting
in a risk-based manner and investigating money laundering (ML) and terrorist financing (TF) through the
trade system. The FATF will continue to explore vulnerabilities in the trade system, including those related
to trade finance, with a view to identifying other measures that could be considered in combating illicit use
of the trade system.
Statement of the problem
3.
The FATF typologies studies indicate that criminal organisations and terrorist groups are
exploiting vulnerabilities in the international trade system to move value for illegal purposes. A number of
specific money laundering cases were identified which involved the proceeds from various types of
predicate offences to include, but not limited to, illicit trafficking in narcotic drugs, illicit trafficking in
stolen or other goods, corruption and bribery, fraud, counterfeiting/piracy of products and smuggling. The
most basic schemes involve fraudulent trade practices such as: over- and under-invoicing of goods and
services, multiple invoicing of goods and services, over- and under-shipments of goods and services, and
falsely describing goods and services. More complicated schemes integrate these fraudulent practices into
a complex web of transactions and movements of goods.1 Inherent vulnerabilities in the international trade
system, including the enormous volume of trade flows, which obscures individual transactions, provide
abundant opportunity for criminal organisations and terrorist groups to transfer value across borders.
Definitions
4.

For the purposes of this best practices paper, the following definitions apply.

5.
The term trade-based money laundering and terrorist financing (TBML/FT) refers to the process
of disguising the proceeds of crime and moving value through the use of trade transactions in an attempt to
legitimise their illegal origins or finance their activities. Examples of how TBML/FT may be carried out
1

Some examples may include moving value through the financial system (e.g. using cheques or wire
transfers), the use of front companies, the physical movement of banknotes (e.g. using cash couriers), and
concealing bulk cash in cargo.
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include, but are not limited to: misrepresentation of the price, quantity or quality of imports or exports; and
money laundering through fictitious trade activities and/or through front companies.
6.
The term trade data refers to whatever information a jurisdiction collects, by paper or
electronically, on its import-export forms or supporting documentation.2 For example, such information
usually includes a description of the goods being imported or exported, their quantity, value, weight,
customs or tariff code number, the mode of transportation by which the goods are being imported or
exported, and/or the name and address of the exporter (consignor), importer (consignee), and shipping
company. In some cases, financial or banking data is also collected.
7.
The term trade authorities refers to the authorities who are responsible for collecting, analysing
and/or storing trade data.
8.
The term investigative authorities refers to the competent authorities who are responsible for
investigating money laundering, terrorist financing and/or the underlying predicate offence (e.g. customs
fraud, smuggling, narcotics trafficking).3
9.
The term trade finance refers to the financial component of an international trade transaction (i.e.
managing the payment for goods and related services being imported or exported). Trade finance activities
may involve, among other things, managing payments for open account trading, or issuing letters of credit,
standby letters of credit and guarantees.
10.
The term trader refers to anyone who facilitates the exchange of goods and related services
across national borders, international boundaries or territories. This would also include a corporation or
other business unit organised and operated principally for the purpose of importing or exporting goods and
services (e.g. import/export companies).
Capacity building and awareness raising
11.
A review of the current practices of various jurisdictions shows that there is need for a stronger
focus on training programs for competent authorities to enhance their ability to identify TBML/FT
techniques. Consequently, a basic principle guiding the establishment of these best practices is that, in
order to raise awareness and build expertise to combat TBML/FT, countries could agree to incorporate
TBML/FT into existing training programs on AML/CFT. Such programs could include training to relevant
law enforcement agencies concerning the existence and relevance of financial and trade data to assist in the
identification of TBML/FT. Considering the challenges that may face low capacity countries in providing
the training consistent with this guidance, technical assistance providers could consider incorporating
TBML/FT into existing technical assistance activities.
12.
Consistent with this basic principle, countries are encouraged to provide training on TBML/FT
techniques to the staff of trade authorities, investigative authorities, customs agencies, tax authorities, the
financial intelligence unit, prosecutorial authorities, banking supervisors and any other authorities that the
country identifies as being relevant to the fight against TBML/FT (e.g. specialised units such as Trade
Transparency Units). This training may be incorporated into existing training programmes on AML/CFT
or, where no such programmes are in place, on a stand-alone basis. Countries can leverage existing
expertise by developing TBML/FT training programmes in collaboration with authorities that already have
2

The collection, use and sharing of trade data is subject to international agreements agreed between two or
more countries.

3.

In some cases, customs autorities will not have the responsibility or authority to conduct such
investigations.
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related experience (e.g. cases involving customs fraud, VAT fraud-related money laundering, black market
peso exchanges, tax and excise offences may also involve a TBML/FT component). The participation of
foreign experts and counterparts in such training is also useful, given the global nature of TBML/FT.
13.
It is best practice in this area to tailor training programmes to meet the specific requirements and
needs of different authorities. For example, financial and trade data analysis is a useful tool for identifying
trade anomalies, which may lead to the investigation and prosecution of TBML/FT cases. Consequently,
training programmes for analytical and investigative authorities could include a focus on the existence and
relevance of financial and trade data to crime targeting, and techniques for conducting such analysis. Such
techniques may include:

4.

a)

Comparing domestic and foreign import/export data to detect discrepancies in the Harmonized
Tariff Schedule, country of origin, manufacturer, importer/exporter, ultimate consignee, broker,
unit price, commodity activity by time period, and port of import/export.

b)

Analysing financial information collected by the FIU to identify patterns of activity involving the
importation/exportation of currency, deposits of currency in financial institutions, reports of
suspicious financial activities, and the identity of parties to these transactions.

c)

Examining cargo movements through the comparison of import/export documentation between
two counties to verify that the data reported to one country’s authorities matches the data
reported to the other country’s authorities.

d)

Examining domestic import data with an automated technique, such as Unit Price Analysis, to
compare the average unit price for a particular commodity and identify traders who are importing
commodities at a substantially higher or lower price than the world market.

e)

Comparing information such as the origin, description and value of the goods, particulars of the
consignee and consignor, and the route of shipment with intelligence information in existing
databases to detect any irregularities, targets or risk indicators.

f)

Using statistical analysis methods, such as linear regression models, on trade data concerning
individual, non-aggregated imports and exports.

g)

Comparing export information with tax declarations to detect discrepancies.

h)

Paying particular attention to trade transactions that display known red flag indicators of
TBML/FT activity.

i)

Cross-comparing known typologies of risk (such as those identified in the FATF Typologies
Report on Trade-based Money Laundering4) with trade data, information on cross-border
monetary transfers associated with the payment of goods, intelligence, tax and wealth
information.

j)

Taking appropriate follow-up action when anomalies and discrepancies in trade and financial
transactions are identified. Depending on the circumstances, appropriate follow-up action could
involve asking the trader for further explanation and supporting documents; auditing traders who
have presented discrepancies to check the volume of their business, regularity of their operations,

FATF Typologies Report on Trade-based Money Laundering dated 23 June 2006.
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the kind of goods exported, and connections with organised crime or any other illicit activity;
and/or making the completed analysis available to the investigative authorities.
14.
Providing services to their customers who are engaging in trade transactions, financial
institutions also play an important role in the detection of TBML/FT. Consequently, it is best practice to
include in training programmes for banking supervisors a focus on the importance of evaluating the
adequacy of a bank’s policies, procedures and processes for handling trade finance activities. Specific
aspects to cover include:
a)

Assessing the adequacy of a bank’s systems for managing the risks associated with trade finance
activities, including whether the bank effectively identifies and monitors its trade finance
portfolio for suspicious or unusual activities, particularly those that pose a higher risk for money
laundering.

b)

Determining whether a bank’s system for monitoring trade finance activities for suspicious
activities, and for reporting suspicious activities, is adequate, given the bank’s size, complexity,
location, and types of customer relationships.

c)

Sample testing trade finance accounts with a view to verifying whether the bank is meeting its
customer due diligence, record keeping, monitoring and reporting obligations.

d)

Providing AML training to financial institutions’ global trade services departments and
personnel.5

15.
Countries are also encouraged to conduct outreach and awareness raising to the private sector
concerning TBML/FT issues. The issues covered by such outreach could include an explanation of how
trade finance activities may be vulnerable to abuse by terrorist and other criminals, a description of the
national measures which have been implemented to counter such activity, information concerning
TBML/FT typologies (i.e. methods, trends and techniques), red flag indicators and sanitised case studies.
Financial institutions could be required to cover these same issues in their internal training programs,
policies and controls. Feedback from the private sector on their experience in handling trade finance and
implementing measures to combat TBML/FT could also be incorporated into training programmes, as
appropriate.
16.
To ensure that a sufficiently wide audience benefits from awareness raising and training on
TBML/FT, countries are encouraged to consider using a combination of delivery methods, such as:
offering or participating in conferences, seminars, workshops and other events, including those organised
by the private sector; making presentations; holding inter-agency meetings; developing internet-based
learning tools (e-learning); publishing guidance; posting information on the websites of competent
authorities; including relevant information in the annual reports or other publications of competent
authorities; or sending relevant materials to contacts directly. In the case of financial institutions, such
materials could be sent to individual institutions directly or through their supervisor.
Typologies and red flag indicators
17.
Another basic principle guiding the establishment of these best practices is that countries could
agree to make case studies and red flag indicators identified in the typologies report6 available to
competent authorities and financial institutions.
5

.

Currently, many financial institutions focus their AML training at the customer level and not at their
personnel working in their trade services departments.
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18.
Consistent with this basic principle, countries are encouraged to disseminate TBML/FT
typologies, red flag indicators and sanitised case studies (particularly those identified in the FATF
Typologies Report on Trade-based Money Laundering) to financial institutions and all competent
authorities which the country has identified as being relevant to the fight against TBML/FT. Training
programmes for both competent authorities and financial institutions could also include such information.
Additionally, financial institutions could be encouraged to include these materials in their internal guidance
and training manuals, and to keep their employees informed of developments in the area of TBML/FT.
19.
Since TBML/FT has received relatively little attention from policy makers to date, it is important
to continue increasing the pool of knowledge in this area. Consequently, countries are encouraged to
conduct further study of TBML/FT at the national and regional level. Mechanisms for further study
include: periodic joint meetings of relevant domestic authorities (e.g. trade and investigative authorities,
customs agencies and the FIU) to discuss and share new and emerging TBML/FT trends and patterns; joint
investigations or collaboration with foreign authorities; and knowledge sharing through the co-ordination
of and participation in the work of relevant international and regional organisations such as the FATF,
FATF-style Regional Bodies, Egmont Group, Interpol, Europol, World Trade Organisation (WTO) and the
World Customs Organisation (WCO). Consultation with the private sector is also encouraged. For
instance, some financial institutions may be able to contribute trade-specific red flag indicators which have
been developed in-house for their own trade finance specialists.
Domestic mechanisms to link the work of relevant authorities
20.
A review of the current practices of various jurisdictions shows that most countries would benefit
from more effective information sharing among competent authorities at the domestic level, which leads to
the following basic principle. In order to ensure that the expertise of competent authorities includes a focus
on combating TBML/FT, jurisdictions could develop a domestic mechanism to link the work of authorities
responsible for collecting, analysing and storing trade data with authorities responsible for investigating
money laundering and terrorist financing.
21.
In keeping with this basic principle, it is best practice for countries to first identify where trade
data and relevant financial information are being stored. For instance, the responsibility of collecting and
storing trade data may be shared by more than one agency (e.g. a customs agency, a department of
statistics, a trade ministry, et cetera). Likewise, relevant financial information, including information
relating to trade finance, may be held by trade authorities, the FIU, and/or the tax authorities. The next step
is to ensure that there are clear and effective gateways, mechanisms or channels that allow the investigative
authorities access, directly or indirectly, on a timely basis to trade data and relevant financial information,
consistent with domestic privacy and data protection laws.
22.
The following are examples of gateways, mechanisms or channels that can be used to facilitate
information sharing among trade and investigative authorities that can be used in accordance with the
national legal framework: memoranda of understanding, information sharing agreements, the use of liaison
officers and the establishment of multi-agency task forces. Another possibility is to establish a specialised
unit that is designated responsibility for monitoring imports and exports, analysing trade data and
identifying anomalies with a view to detecting TBML/FT and other illicit activity, and supporting related
investigations and prosecutions. The Trade Transparency Unit (TTU) concept, as established by some
countries, is one such model.7 It is best practice in this area to identify and address practical obstacles to
6
7

.

FATF Typologies Report on Trade-based Money Laundering dated 23 June 2006.
TTU staff have experience in conducting financial, money laundering and trade fraud investigations, and
also have access to a wide range of information, including customs information on cargo movements, trade
data and financial information collected by the FIU. The location of a TTU would be dependent on where it
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information sharing. For instance, where relevant information is held by authorities that are not yet an
integral part of the traditional AML/CFT framework, information sharing gateways, mechanisms or
channels may need to be established, preferably in conjunction with awareness raising and training in
TBML/FT issues. Technical impediments, such as incompatible computer systems, could be addressed
through the development of a single consolidated software platform for sharing information among trade
and investigative authorities. Legal barriers might be addressed by having the competent authorities enter
into a memorandum of understanding which covers information exchange. A lack of capacity to respond to
information requests concerning TBML/FT could be managed by allocating additional resources or
providing more training. In all cases, however, information exchange could only be conducted in an
authorised manner and consistent with a country’s domestic privacy and data protection laws.
23.
Countries are encouraged to ensure that the FIU is notified about detections of possible
TBML/FT, either through a system whereby the FIU is notified about suspicious trade transactions or by
making the information available to the FIU in some other way. In such cases, the FIU could be authorised
to obtain from other competent authorities (including the trade authorities, customs agency and
investigative authorities) and reporting entities (e.g. financial institutions) where appropriate, additional
information needed to properly undertake its functions. The systematic receipt of electronic funds transfers
by FIUs may have value in assisting in the identification of TBML/FT.
Data protection and privacy
24.
It is a basic principle that the collection and exchange of trade data shall only be conducted in an
authorised manner and consistent with a country’s domestic privacy and data protection laws.
25.
Consistent with this basic principle, countries are encouraged to clearly specify the circumstances
under which trade data may be disseminated and the legal basis for doing so. This includes clearly
elaborating any available exemptions to domestic privacy and data protection laws. For instance, in some
cases, trade data may be released if certain conditions are placed on the use of the information (e.g. the
information will be used only for the purpose of fulfilling the receiving agency’s functions, or for the
purpose of investigating money laundering or terrorist financing) or if the receiving agency gives an
undertaking not to use the information or further disclose it except for authorised purposes.
26.
Where domestic privacy and data protection laws inhibit the dissemination of data at the
domestic level, countries are encouraged to assess the underlying reasons for a specific protection
provisions, and balance it against the potential benefits from future use of the data. For instance, pilot
programmes could be undertaken to study the possible effects of such dissemination (e.g. by concluding
limited memoranda of understanding between competent authorities).
27.
It is best practice in this area to collect and maintain trade data and other relevant information in a
national electronic secure database which can only be accessed by the appropriate authorities for the
purpose of discharging their official duties. Ideally, specialised analytical and data mining software could
be available to facilitate the analysis of trade data. Countries are also encouraged to use software rules that
are designed to redact sensitive or identifying information from trade data, so that it can be used for trend
analysis or information exchanges with other authorities. Sanitising trade data in this way has proven to be
an effective way of sharing trade data with foreign authorities, without violating domestic privacy and data
protection laws.8

would have the most value and be most efficient. Not unlike an FIU, different countries could house their
respective TTU in different government departments.
8

This practice is in use by TTUs to comply with partnering nations’ domestic and privacy protection laws.
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International co-operation
28.
Another basic principle that guides the establishment of these best practices is that, in order to
facilitate international co-operation in combating TBML/FT, countries could establish clear and effective
gateways, subject to appropriate controls and safeguards and existing legal frameworks, to facilitate the
prompt and effective exchange of trade data and other relevant information, on a case-by-case basis or as
otherwise appropriate, among authorised counterparts.
29.
In line with this basic principle, countries are encouraged to provide the widest possible range of
mutual legal assistance in TBML/FT investigations and prosecutions. This includes being able to share
trade data and relevant financial information with other countries through the framework of mutual legal
assistance in a timely, constructive and effective manner. Countries could also be able to co-operate in
joint TBML/FT investigations.
30.
It is best practice in this area for countries to be able to share trade data directly with their foreign
counterparts (i.e. administrative assistance). Clear and effective gateways, mechanisms or channels that
will facilitate such information exchange could be established. For example, the TTUs of some countries
share a single database which allows them to manage and match trade data. This mechanism is further
enhanced by having foreign liaison officers working within the TTU. Another, more common mechanism
is a memorandum of understanding. Regional or international information exchange platforms may also be
used to facilitate the exchange of trade data (e.g. the Customs Information System in the European Union
or the Egmont Group Secure Network of FIUs). Where the sharing of specific trade information with
foreign counterparts is prohibited, countries are encouraged to share sanitised trade data. Countries may
also wish to explore other data exchange models based on different levels of statistical aggregation.
Legitimate trading activities
31.
It is a basic principle that the above measures could be implemented with a view to ensuring that
legitimate trading activities are not unreasonably hindered or obstructed.
32.
Consistent with this basic principle, countries are encouraged to keep the following
considerations in mind when implementing measures to combat TBML/FT: competitive neutrality,
competition and economic efficiencies, the desirability of ensuring that regulatory considerations are
addressed in a way that does not impose unnecessary financial and administrative burdens on reporting
entities, and the risk that commercially sensitive information could be misused (i.e. for purposes other than
combating TBML/FT).
33.
A review of the current practices of various jurisdictions shows that the following measures can
be implemented without hindering legitimate trading activities:
(a) Applying an intelligence, risk-based and target-based approach which makes consistent use of
TBML/FT red flag indicators.
(b) Using data capture mechanisms such as Electronic Data Interchange (EDI), which is a set of
standards for standardising the structure of information to be electronically exchanged between
authorities, from one computer system to another, without human intervention and subject to
appropriate data protection safeguards.
(c) Authorising traders that meet certain criteria to benefit from facilitations for customs controls or
simplifications for customs rules (e.g. Member states of the European Union recognise
Authorised Economic Operator (AEO) status which is granted to traders that meet the following
criteria: an appropriate record of customs compliance, satisfactory management systems that
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allow appropriate customs controls, adequate security and safety standards, and proven
solvency).
(d) Utilising the trade data that is gathered automatically from customs declaration forms thereby
avoiding any extra burden for the traders who are involved in legitimate trade.
(e) Conducting non-intrusive inspections of goods being imported and exported using scanners.
(f) Having authorising domestic authorities (e.g. customs, FIU) share information either upon
specific request or spontaneously.
(g) Providing information to foreign authorities and placing conditions on the use of such
information.
(h) Establishing a Trade Transparency Unit to facilitate the sharing and analysis of import/export
data. Because the system does not rely on real-time trade information to target data (the system
uses historic data to identify anomalies that are indicative of TBML/FT), legitimate trading
activities are not unreasonably hindered.
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EXECUTIVE SUMMARY
This is the first time the FATF is undertaking a project which concentrates on
professional money launderers (PMLs) that specialise in enabling criminals to evade
anti-money laundering and counter terrorist financing safeguards and sanctions in
order to enjoy the profits from illegal activities. The report aims to describe the
functions and characteristics that define a “professional” money launderer, namely
those individuals, organisations and networks that are involved in third-party
laundering for a fee or commission. This report is therefore focused on money
laundering threats as opposed to vulnerabilities, and it addresses criminal actors,
including organised crime groups that specialise in the provision of professional
money laundering services and complicit actors who are knowingly involved, or are
deliberately negligent, in the laundering process. While PMLs may act in a
professional capacity (e.g. lawyer, accountant) and serve some legitimate clients, the
report aims to identify those actors who serve criminal clients whether on a fulltime or part-time basis.
PMLs provide services to criminals and organised crime groups by laundering the
proceeds of their illegal activities. As the main purpose of PMLs is to facilitate money
laundering, they are rarely involved in the proceeds-generating illegal activities.
Instead, they provide expertise to disguise the nature, source, location, ownership,
control, origin and/or destination of funds to avoid detection. PMLs generally do not
differentiate between drug dealers, fraudsters, human traffickers or any other
criminal with a need to move or conceal ill-gotten gains. These are all potential PML
clients. PMLs operate under a number of business models and may be individuals;
criminal organisations with a clear structure and hierarchy; or networks of loosely
affiliated members. Providing services to criminals and organised crime groups,
PMLs are criminal actors, profiting from these money laundering activities.
PMLs may provide the entire infrastructure for complex money laundering schemes
(e.g. a ‘full service’) or construct a unique scheme tailored to the specific needs of a
client that wishes to launder the proceeds of crime. These PMLs provide a menu of
generally applicable services, with the result that the same laundering techniques
(and potentially the same financial channels and routes) may be used for the benefit
of multiple organised crime groups. As such, professional money laundering
networks may act transnationally in order to exploit vulnerabilities in countries and
particular businesses, financial institutions, or designated non-financial businesses
or professions. PMLs, themselves, pose a threat to the financial system, as they
facilitate money laundering and criminality more broadly, profiting from these
illegal activities. The results of FATF’s fourth round of mutual evaluations reveal that
many countries are not sufficiently investigating and prosecuting a range of money
laundering activity, including third-party or complex money laundering. Many
countries continue to limit their investigations to self-launderers: criminals who
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launder the proceeds of drug trafficking, fraud, tax evasion, human trafficking or
other criminality. While this may address in-house or self-laundering, it does not
impact on those specialised in providing criminals with money laundering services.
PMLs, professional money laundering organisations and professional money
laundering networks can survive law enforcement interdiction against any of its
criminal or organised crime group clients, while still standing ready to support the
next criminal clientele. Effective dismantling of PMLs requires focused intelligence
collection and investigation of the laundering activities, rather than the associated
predicate offences of the groups using the services of the PMLs. The dismantling of
PMLs, can impact the operations of their criminal clients, and can be an effective
intervention strategy against numerous criminal targets.

This report identifies the specialist skill sets that PMLs offer their clients in order to
hide or move their proceeds, and provides a detailed explanation of the roles
performed by PMLs to enable authorities to identify and understand how they
operate. This can include locating investments or purchasing assets; establishing
companies or legal arrangements; acting as nominees; recruiting and managing
networks of cash couriers or money mules; providing account management services;
and creating and registering financial accounts. This report also provides recent
examples of financial enterprises that have been acquired by criminal enterprises or
co-opted to facilitate ML. The analysis shows that PMLs use the whole spectrum of
money laundering tools and techniques; however, the report specifically focuses on
some of the common mechanisms used to launder funds, such as trade-based money
laundering, account settlement mechanism and underground banking.
The project team also examined potential links between PMLs and terrorist
financing, however, there was insufficient material provided to warrant a separate
section on this topic. The Khanani provides the clearest example of a professional
money laundering organisation, providing services to a UN designated terrorist
organisation. One delegation also noted potential links between a loosely affiliated
professional money laundering network and a domestically designated terrorist
organisation. However, the vast majority of cases submitted relate to money
laundering, rather than terrorist financing.

The non-public version report also explores unique investigative tools and
techniques that have proved successful in detecting and disrupting PMLs to guide
countries that are seeking to address this issue. The report includes a number of
practical recommendations that are designed to enhance the identification and
investigation of PML; identify strategies to disrupt and dismantle these entities; and
identify steps to prevent PML. Combatting these adaptable PMLs requires concerted
law enforcement and supervisory action at the national level, appropriate regulation
and effective international co-operation and information exchange. This report
emphasises the need for a more co-ordinated operational focus on this issue at a
national level, and the importance of effective information sharing between
authorities at an international level. The report also identifies the information and
intelligence required to successfully identify, map, and investigate PMLs, with the
objective of disrupting and dismantling those involved in PML and their criminal
clientele.
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This report intends to assist authorities at jurisdictional level target PMLs, as well as
the structures that they utilise to launder funds, to disrupt and dismantle the groups
that are involved in proceeds-generating illicit activity so that crime does not pay.
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PROFESSIONAL MONEY LAUNDERING
SECTION I: INTRODUCTION
Purpose, Scope and Objectives
The FATF has conducted a number of studies on money laundering (ML) risks. The
resulting reports have usually examined ML threats associated with particular
proceeds generating offences or vulnerabilities associated with entities covered
under the FATF Standards. This report assesses the threats associated with
professional money launderers (PMLs), and does not assess ML vulnerabilities that
are covered in other FATF reports. Specifically, the report aims to:








raise awareness of the unique characteristics of professional money
laundering (PML);
understand the role and functions of those involved in PML;

understand the business models and specific functions performed by PMLs;

understand how organised crime groups (OCGs) and terrorists use the
services of PMLs to move funds;
identify relevant ML typologies and schemes;

develop risk indicators for competent authorities and the private sector that
are unique for PMLs; and

 develop practical recommendations for the detection, investigation,
prosecution and prevention of PML.

Structure of the Report

Sections II and III provide the framework for the report, including key
characteristics of PML; differences between individuals, organisations and networks
involved in PML; and an explanation of the roles performed by those involved. The
aim of these sections is to ensure a consistent dialogue on this topic as countries
deepen their understanding of this issue.

Sections IV, V and VI highlight the main types of dedicated ML networks, including
the types of complicit and criminal financial services providers and other
professional intermediaries generally involved in PML, and common mechanisms
used to launder funds. The types of information within these sections should not be
considered finite, as PMLs utilise all ML tools and techniques available to them and
continue to adapt their methods to take advantage of regulatory and enforcement
gaps.
© 2018 | FATF Report
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Methodology

This project was co-led by the Russian Federation and the United States and
incorporates input from a variety of delegations across the FATF’s Global Network.
The project team received submissions from Argentina, Australia, Belgium, Canada,
China, Germany, Israel, Italy, Malaysia, the Netherlands, the Russian Federation,
Singapore, Spain, the United Kingdom, the United States, EAG Members (Belarus,
Kazakhstan, Kyrgyzstan, Tajikistan, Uzbekistan), MONEYVAL (Ukraine), MENAFATF
(Lebanon), CFATF (Belize) and EUROPOL.
Authorities provided detailed information, including from risk assessments and case
examples of various schemes arranged by PMLs, strategic analysis outcomes,
information on internal organisational and behavioural aspects of PMLNs and
investigative techniques. The report includes select country examples to provide the
necessary context.

Input was also gathered at the Middle East and Africa Joint Typologies and Capacity
Building Workshop in Rabat, Morocco, from 22-25 January 2018, and input and
feedback gathered at the FATF Joint Experts Meeting held in Busan, Republic of
Korea, from 1-4 May 2018. The findings of this report also rely on feedback from
financial intelligence units (FIUs) and law enforcement agencies (LEAs), based on
their experiences in investigating PMLs.

There has been sparse research on this subject. However, the project team did take
into consideration previous and ongoing work by the FATF on operational issues,
including the 2012 FATF Guidance on Financial Investigations, 2013 FATF Report on
ML and TF Vulnerabilities of Legal Professionals and the 2018 Joint FATF/Egmont
Report on the Vulnerabilities Linked to the Concealment of Beneficial Ownership.

SECTION II: CHARACTERISTICS OF PROFESSIONAL MONEY LAUNDERING

This section of the report outlines the key characteristics, which make PML unique,
and helps to frame the scope of this report. Section III then provides a list of
specialised services, which include specific roles or functions performed by various
individuals. The report has attempted to avoid the use of formal titles (e.g.
controller, enabler and facilitator), as multiple and inconsistent terminology is used
globally, which leads to confusion when describing these functions. Section III
provides a business model demonstrating how PMLs generally conduct financial
schemes.

Key Characteristics

PML is a subset of third-party ML. The FATF defines third-party ML as the
laundering of proceeds by a person who was not involved in the commission of the
predicate offence 1. The main characteristic that makes PML unique is the provision
of ML services in exchange for a commission, fee or other type of profit. While the
specialisation in providing ML services is a key feature of PMLs, this does not mean
that PMLs are not also involved in other activities (including legal businesses).
1

FATF Methodology 2013, footnote to Immediate Outcome 7.
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Similarly, this does not mean that they exclusively only launder illicit proceeds.
PMLs also use specialised knowledge and expertise to exploit legal loopholes; find
opportunities for criminals; and help criminals retain and legitimise the proceeds of
crime.

Given that PMLs are third-party launderers, they are often not familiar with the
predicate offence (e.g. narcotics or human trafficking) and are generally not
concerned with the origins of the money that is moved. Nonetheless, PMLs are
aware that the money that they move is not legitimate. The PML is concerned
primarily with the destination of the money and the process by which it is moved.
They are used by clients in order to create distance between those perpetrating the
crimes and the illicit proceeds that they generate as profit, or because the criminal
clients do not have the knowledge required to reliably launder the money without
law enforcement detection.

Ultimately, PMLs are criminals, who often operate on a large scale and conduct
schemes that are transnational in nature. The term “PMLs” is not intended to include
unwitting or passive intermediaries who are exploited to facilitate an ML scheme.
Other features of PMLs are that they sometimes operate on a large scale and often
conduct schemes that are transnational in nature.

Commissions / Fees

A number of different and overlapping factors affect the fee paid to PMLs or the
commission they receive for their services. The fee will often depend on the
complexity of the scheme, methods used and knowledge of the predicate offence.
The rate may change based on the level of risk that PMLs assume. For example,
commission rates are often influenced by the countries or regions involved in the
scheme, as well as other factors such as:








the reputation of the individual PML;

the total amount of funds laundered;

the denomination (i.e. value) of the banknotes (in cases involving cash);

the amount of time requested by a client to move or conceal funds (for
example, if the laundering needs to be done in a shorter time period, the
commission will be higher); and
the imposition of new regulation(s) or law enforcement activities.

To obtain commission for their services, PMLs may (i) take commission in cash in
advance, (ii) transfer a portion of money laundered to their own accounts or
(iii) have the commission integrated into the business transaction.

Advertising / Marketing

Advertising and marketing of services can occur in numerous ways. Often, this
involves the PMLs actively marketing their services by ‘word-of-mouth’ (through an
informal criminal network). Criminal links and trust developed through previous
criminal engagement also strengthens bonds and can encourage further cooperation. Authorities have also identified the use of posted advertisements for PML
services on the Dark Web.
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Record Keeping (Shadow Accountancy)
Law enforcement has reported that PMLs often keep a shadow accounting system
that contains detailed records with code names. These unique accounting systems
may use detailed spreadsheets that track clients (using code names); funds
laundered; the origin and destination of funds moved; relevant dates; and
commissions received. PMLs may either store their records electronically (e.g. a
password-protected Excel spreadsheet) or use paper records. These records
represent an invaluable resource for investigators.

Individuals, Organisations and Networks

PMLs can belong to one of three categories:

1.
An individual PML, who possesses specialised skills or expertise in
placing, moving and laundering funds. They specialise in the provision of ML
services, which can also be performed while acting in a legitimate,
professional occupation. These services can include, but are not limited to,
the following: accounting services, financial or legal advice, and the
formation of companies and legal arrangements (see specialised services,
below). Individual PMLs often spread their risks across diverse products, and
carry out business activities with several financial specialists and brokers
(see examples below).

2.
A Professional money laundering organisation (PMLO), which
consists of two or more individuals acting as an autonomous, structured
group that specialises in providing services or advice to launder money for
criminals or other OCGs. Laundering funds may be the core activity of the
organisation, but not necessarily the only activity. Most PMLOs have a strict
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hierarchical structure, with each member acting as a specialised professional
that is responsible for particular elements of the ML cycle (see Section III).

3.
A Professional money laundering network (PMLN), which is a
collection of associates or contacts working together to facilitate PML
schemes and/or subcontract their services for specific tasks. These networks
usually operate globally, and can include two or more PMLOs that work
together. They may also operate as informal networks of individuals that
provide the criminal client with a range of ML services. These interpersonal
relationships are not always organised, and are often flexible in nature.

These extensive PML networks are able to satisfy the demands of the client by
opening foreign bank accounts, establishing or buying foreign companies and using
the existing infrastructure that is controlled by other PMLs. Collaboration between
different PMLs also diversifies the channels through which illicit proceeds may pass,
thereby reducing the risk of detection and seizure.

PMLOs work with OCGs of all nationalities, on a global basis or in a specific region,
often acting as a global enterprise. The same PML can be used to facilitate ML
operations on behalf of several OCGs or criminal affiliates. They are highly skilled
and operate in diverse settings, adept at avoiding the attention of law enforcement.
One relevant case has been identified demonstrating that the same money
launderers provided services to both OCGs and terrorist organisations (see Box 1,
below).
Box 1. Khanani Money Laundering Organisation

The Altaf Khanani Money Laundering Organisation (MLO) laundered illicit
proceeds for other OCGs, drug trafficking organisations and designated
terrorist groups throughout the world. The Khanani MLO was an OCG
composed of individuals and entities operating under the supervision of
Pakistani national, Altaf Khanani, whom the US Drug Enforcement
Administration (DEA) arrested in 2015. The Khanani MLO facilitated illicit
money movements between Pakistan, the United Arab Emirates (UAE), the
United States, the United Kingdom, Canada, Australia and other countries. It
was responsible for laundering billions of dollars in criminal proceeds annually.
The Khanani MLO offered ML services to a diverse clientele, including Chinese,
Colombian and Mexican OCGs, as well as individuals associated with a US
© 2018 | FATF Report
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domestically designated terrorist organisation. The Khanani MLO has also
laundered funds for other designated terrorist organisations. Specifically,
Altaf Khanani, the head of the Khanani MLO and Al Zarooni Exchange, has been
involved in the movement of funds for the Taliban, and Altaf Khanani is known
to have had relationships with Lashkar-e-Tayyiba, Dawood Ibrahim, al-Qa’ida
and Jaish-e-Mohammed. Furthermore, Khanani was responsible for depositing
drug proceeds via bank wires from a foreign business account in an effort to
conceal and disguise the nature, source, ownership and control of the funds.
Khanani conducted transactions, which involved multiple wire transfers from a
number of general trading companies. Khanani’s commission to launder funds
was 3% of the total value of funds laundered.
The Khanani MLO itself was designated by OFAC in 2015 as a “transnational
criminal organisation1,” pursuant to Executive Order 13581. On the same day,
OFAC designated the exchange house utilised by the Khanani MLO, Al Zarooni
Exchange. In 2016, the US Treasury’s Office of Foreign Assets Control (OFAC)
designated four individuals and nine entities associated with the Khanani MLO.
On October 26, 2016 Altaf Khanani pleaded guilty to federal ML charges.
Approximately USD 46 000 in criminal proceeds was also confiscated from
Khanani. In 2017, Altaf Khanani was sentenced to 68 months in prison for
conspiracy to commit ML.
Extensive law enforcement co-ordination took place between multiple law
enforcement agencies from Australia, Canada and the US who all held a
different piece of the puzzle. The designation of Al Zarooni Exchange
complements an action taken by the Central Bank of the UAE, with assistance
from the AML Unit at Dubai Police General Headquarters, which closely
coordinated with the DEA prior to the action taken.

Note: 1. Transnational Criminal Organisation (TCO) is a specific technical term used in the US designation
process and is synonymous with organised crime group (OCG), the latter of which is used throughout this
report.
Source: United States, Australia, Canada, UAE

OCGs use both outsiders and OCG members to perform ML services on behalf of the
group. In cases where there is an in-house component of an OCG that is responsible
for ML, these members may receive a portion of the proceeds of the group, rather
than a fee or commission. The extent to which PMLs get involved in ML schemes
depends on the needs of the criminal group, the complexity of the laundering
operation that they wish to execute, as well as the risks and costs associated with
such involvement.

When OCGs employ the services of PMLs, they often choose PMLs who are
acquainted with persons close to, or within, the OCG network. They can be family
members or close contacts. They may also be professionals that previously acted in a
legitimate capacity, and who now act as:






accountants, lawyers, notaries and/or other service providers;
Trust and Company Service Providers (TCSPs);
bankers;

MVTS providers;
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fiscal specialists or tax advisors;

dealers in precious metals or stones;

bank owners or insiders;

payment processor owners or insiders; and

electronic and cryptocurrency exchanger owners or insiders.

OCGs also make use of external experts on a permanent or ad hoc basis. These
experts knowingly operate as entrepreneurs and often have no criminal record,
which can aid in avoiding detection. These complicit professionals are increasingly
present on the criminal landscape, coming together as service providers to support
specific criminal schemes or OCGs (see Section VI). PMLs can also provide services
to several OCGs or criminal affiliates simultaneously, and are both highly skilled at
operating in diverse settings and adept at avoiding the attention of law enforcement.

Compartmentalised relationships also exist, particularly within PMLNs, whereby
there may be no direct contact between OCGs and the lead actors responsible for
laundering the funds In these instances, transactions are facilitated via several
layers of individuals who collect the money (see Section III) before funds are
handed over to PMLs for laundering.

SECTION III: SPECIALISED SERVICES AND BUSINESS MODELS

PMLs can be involved in one, or all, stages of the ML cycle (i.e. placement, layering
and integration), and can provide specialised services to either manage, collect or
move funds. PMLOs act in a more sophisticated manner and may provide the entire
infrastructure for complex ML schemes or construct a unique scheme, tailored to the
specific needs of a client.
There are a number of specialised services that PMLs may provide. These include,
but are not limited to:














consulting and advising;

registering and maintaining companies or other legal entities;
serving as nominees for companies and accounts;
providing false documentation;

comingling legal and illegal proceeds;
placing and moving illicit cash;
purchasing assets;

obtaining financing;

identifying investment opportunities;

indirectly purchasing and holding assets;
orchestrating lawsuits; and

recruiting and managing money mules.
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Roles and Functions

This section identifies numerous roles and functions that are necessary to the
operation of PMLs. These specific functions, outlined below, should not be
considered an exhaustive list. Depending on the type of PML, an individual may
perform a unique function or perform several roles simultaneously. Understanding
these roles is important in order to identify all of the relevant players and ensure
that all relevant aspects of PMLs are detected, disrupted and ultimately dismantled.










Leading and controlling: There may be individuals who provide the overall
leadership and direction of the group, and who are in charge of strategic
planning and decision making. Control over ML activities of the group is
normally exercised by a leader, but may also be exercised by other
individuals who are responsible for dealing with the funds from the time
they are collected from clients until delivery (e.g. arranging the collection of
cash and organising the delivery of cash at a chosen international
destination). These individuals are also responsible for determining the
commission charged and paying salaries to other members of the
PMLO/PMLN for their services.

Introducing and promoting: There are often specific individuals who are
responsible for bringing clients to the PMLs and managing communications
with the criminal clients. This includes managers who are responsible for
establishing and maintaining contact with other PMLOs or individual PMLs
that operate locally or abroad. Through the use of these contacts, the PMLO
gains access to infrastructure already established by other PMLs.

Maintaining infrastructure: These individuals are responsible for the
establishment of a range of PML infrastructure or tools. This could include
setting up companies, opening bank accounts and acquiring credit cards.
These actors may also manage a network of registrars who find and recruit
nominees (e.g. front men) to register shell companies on behalf of the client,
receive online banking logins and passwords, and buy SIM-cards for mobile
communication.

One example of managing infrastructure is the role of a money mule herder,
who is responsible for recruiting and managing money mules (e.g. via job ads
and via a personal introduction), including the payment of salaries to mules.
This salary can be paid either as a fee for their money transfer services or as
a one-time payment for their services (see Section IV for a wider description
of money mule networks and the roles within these specific networks).

Managing documents: These individuals are responsible for the creation of
documentation needed to facilitate the laundering process. In some cases,
these individuals are responsible for either producing or acquiring
fraudulent documentation, including fake identification, bank statements
and annual account statements, invoices for goods or services, consultancy
arrangements, promissory notes and loans, false resumes and reference
letters.
Managing transportation: These individuals are responsible for receiving
and forwarding goods either internationally or domestically, providing
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customs documentation and liaising with transport or customs agents. This
role is particularly relevant to TBML schemes.

Investing or purchasing assets: Where needed, real estate or other assets,
such as precious gems, art or luxury goods and vehicles, are used to store
value for later sale. Criminals seek assistance in purchasing real estate
overseas, and PMLs have been known to use elaborate schemes involving
layers of shell companies to facilitate this.
Collecting: These individuals are responsible for collecting illicit funds, as
well as the initial placement stage of the laundering process. Given that they
are at the front end of the process, they are most likely to be identified by
law enforcement. However, they often leave little paper trail and are able to
successfully layer illicit proceeds by depositing co-mingling funds using cashintensive businesses. These individuals are aware of their role in laundering
criminal proceedings (compared to some money mules, who may be
unwitting participants in a PML scheme).

Transmitting: These specific individuals are responsible for moving funds
from one location to another in the PML scheme, irrespective of which
mechanism is used to move funds. They receive and process money using
either the traditional banking system or MVTS providers, and are also often
responsible for performing cash withdrawals and subsequent currency
exchange transactions.

General Business Model of Professional Money Laundering Networks

Figure 1. Three stages of professional money laundering
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In general, financial schemes executed by PMLs consist of three stages:

Stage 1: Criminal proceeds are transferred to, or collected by, PMLs
In the first stage, funds are transferred, physically or electronically, to PMLs or to
entities operating on their behalf. The precise manner of introduction of the funds
into the ML scheme varies depending on the types of predicate offence(s) and the
form in which criminal proceeds were generated (e.g. cash, bank funds, virtual
currency, etc.):

Cash: When illicit proceeds are introduced as currency, they are usually passed over
to a cash collector. This collector may ultimately deposit the cash into bank
accounts. The collector introduces the cash into the financial system through cashintensive businesses, MVTS providers or casinos, or physically transports the cash to
another region or country.

Bank accounts: Some types of criminal activity generate illicit proceeds held in bank
accounts, such as fraud, embezzlement and tax crimes. Unlike drug proceeds,
proceeds of these crimes rarely start out as cash but may end up as cash after
laundering. Clients usually establish legal entities under whose names bank
accounts may be opened for the purposes of laundering funds. These accounts are
used to transfer money to a first layer of companies that are controlled by the PMLs.
Virtual Currency: Criminals who obtain proceeds in a form of virtual currency (e.g.
owners of online illicit stores, including Dark Web marketplaces) must have ewallets or an address on a distributed ledger platform, which can be accessed by the
PMLs.

Stage 2: Layering stage executed by individuals and/or networks

In the layering stage, the majority of PMLs use account settlement mechanisms to
make it more difficult to trace the funds. A combination of different ML techniques
may be used as part of one scheme. The layering stage is managed by individuals
responsible for the co-ordination of financial transactions.

Cash: ML mechanisms for the layering of illicit proceeds earned in cash commonly
include: TBML and fictitious trade, account settlements and underground banking.
Bank Accounts: Funds that were transferred to bank accounts managed by PMLs are,
in most cases, moved through complex layering schemes or proxy structures. Proxy
structures consist of a complex chain of shell company accounts, established both
domestically and abroad. The funds from different clients are mixed within the same
accounts, which makes the tracing of funds coming from a particular client more
difficult.

Virtual Currency: Criminals engaged in cybercrime or computer-based fraud, as well
as in the sale of illicit goods via online stores, often use the services of money mule
networks (see Section IV). The illicit proceeds earned from these crimes are often
held in the form of virtual currency, and are stored in e-wallets or virtual currency
wallets that go through a complex chain of transfers.
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Stage 3. Laundered funds are handed back over to clients for investment
or asset acquisition

In the last stage, funds are transferred to accounts controlled by the clients of the
PML, their close associates or third parties acting on their behalf or on behalf of
affiliated legal entities. The PML may invest the illicit proceeds on behalf of these
clients in real estate, luxury goods, and businesses abroad (or, in some cases, in
countries where the funds originated from). The funds can also be spent on goods
deliveries to a country where the funds originated or to a third country.

SECTION IV: TYPES OF DEDICATED ML ORGANISATIONS AND NETWORKS

As mentioned in the previous sections, PMLs may move funds through dedicated
networks, utilising multiple mechanisms to move funds. These networks, often used
during the placement and layering stages in the laundering cycle, are able to quickly
adapt and adjust to shifting environmental factors (such as new regulation) and law
enforcement activities. PMLs may also provide detailed guidance to assist with the
entire ML scheme and often sell “packages” that contain the instruments and
services required to facilitate an ML scheme. This section describes the key types of
dedicated ML organisations and networks identified through an analysis of case
studies: (i) money transport and cash controller networks; (ii) money mule
networks; (iii) digital money and virtual currency networks; and (iv) proxy
networks.

Money Transport and Cash Controller Networks

Criminals and OCGs that generate significant amounts of cash often use the services
of cash controller networks that are capable of transferring vast sums of cash on
their behalf. These international controller networks have the capacity to receive,
hand over and transfer criminal proceeds, while charging a processing fee. Generally
the structure of these networks consists of individuals who control, co-ordinate,
collect and transmit illicit funds, 2 and who operate together to negotiate deals with
the OCG.
Cash controller networks often orchestrate the laundering of the proceeds of crime
for multiple OCGs located worldwide through an account settlement system,
whereby illicit proceeds are substituted for legitimate funds. The ML technique
employed sometimes involves the transfer of criminal funds through the accounts of
unwitting customers who receive funds or payments from abroad. In this scheme,
legal funds, which are to be transferred into the bank account of an unwitting third
party, are substituted by the launderer with the illicit proceeds of the OCG. The
launderer deposits the money in amounts under the reporting threshold to avoid
detection.

2

See roles and functions defined in Section III
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Figure 2. Money Transport and Cash Controller Network

Amounts deposited do not immediately match the overall sums of illicit proceeds.
However, in the long term, the value of illicit proceeds collected against the value of
deposits tends to be equivalent. Where this is not the case, the PML may resort to
other trade-based techniques, such as fake or over invoicing, in order to legitimise
the movement of funds between two or more jurisdictions, to balance the system.
This technique allows the PML to oversee payments made in another country,
without the risk of being detected by holding bank accounts in their own name(s).
If an international cash controller network works with criminals and OCGs operating
in different countries, it may easily avoid conducting cross-border transfers of funds,
with the support of an account settlement mechanism (see Section V). The chart,
below, illustrates the operations of an international cash controller network in four
different situations.
Box 2. Cash Controller Network and Account Settlement Scheme

USD 3 000 GREEN: Basic transaction. The Canadian client wants to send money
to another client in the UK. It is conducted through the MVTS provider’s
intermediary.
USD 50 000 RED: An Australian dealer wants to pay its Canadian supplier. The
dealer contacts the controller to arrange the transfer. The controller instructs
the collector to pick up money. The money is now part of a pool of money in
that country under the control of the controller. The controller instructs his
Canadian collector to take money from his Canadian pool of money to conduct a
money-drop.

USD 45 000 BLUE: The Canadian dealer wants to settle an account in the UK.
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The dealer contacts the controller and arranges a pick-up. The collector picks
up the money and is instructed to deliver it to a complicit transmitter to place
the money into bank accounts (structuring). This increases the Canadian pool
of money. The controller then takes money from the UK pool and instructs the
UK collector to deliver the money.

USD 18 000 MAROON: A father in India wants to send money to his daughter in
Canada. The funds are sent through a hawala network1. The collector secures
the contract for the controller. The controller then directs his Canadian
collector to disperse deposits into the individual`s bank account. He visits three
different branches to structure the deposits into the account.

Note: 1. For further information about hawala, see FATF, Role of Hawala and Other Similar Service Providers in
ML and TF, October 2013
Source: Australia

The laundering of criminal proceeds generated in cash may include the physical
transportation of bulk cash. Recent cases show that services to transport cash are
also being outsourced to specialised cash transportation networks that are
responsible for collecting cash, transporting it to pre-determined locations and
facilitating its placement in the financial system. One of the recent examples of
efforts taken to combat cash transportation networks that provide services to drug
trafficking organisations operating in Europe is EUROPOL’s Operation Kandil. The
network was responsible for collecting the proceeds of heroin sales throughout
Europe (Spain, the Netherlands, Italy and the UK) and transporting this cash to
Germany, where it was placed into the financial system through the purchase of
second-hand cars, spare parts and equipment.
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Box 3. Operation Kandil – Use of Cash Courier Network

In 2016, authorities from Germany, supported by EUROPOL experts, took
action against an Iraqi OCG (based in Germany) that was suspected of
performing ML services for international heroin traffickers. The operation was
preceded by extensive and complex criminal investigations, supported by
EUROPOL, which coordinated the law enforcement authorities in France, Spain,
Germany and the Netherlands, mirrored by EUROJUST’s co-ordination of
judicial authorities.
This criminal syndicate, composed mainly of Iraqi nationals, was responsible
for collecting the proceeds of heroin sales throughout Europe (Spain, the
Netherlands, Italy and the UK) and laundering these funds to the Middle East
through Germany, with an estimated total amount of EUR 5 million already
laundered.

The criminals’ modus operandi involved the use of cash couriers traveling by
car to pick up dirty cash all over Europe. This was followed by the use of TBML
techniques to transmit the value to the Middle East, primarily through the
shipment of second-hand cars; heavy machinery and construction equipment
purchased in Germany and exported to Iraq, where the goods were ultimately
resold in exchange for clean cash.
The OCG was then able to make use of MVTS services and unregulated financial
channels (the hawala system) to integrate and further transfer funds into the
regulated financial system. This left virtually no paper trail for law
enforcement.

Professional service providers, such as solicitors, accountants and company
formation agents, provided the skills and knowledge of financial procedures
necessary to operate this scheme. Although, few groups are known to provide
these services, they launder large amounts of money, and have a considerable
impact on the ability of other OCGs to disguise and invest criminal proceeds.
These syndicates are a significant obstacle to tracing criminal assets.
Source: EUROPOL (Germany)

Money Mule Networks
One of the significant elements of many PML schemes is the use of money mules.
Money mules are people who are used to transfer value, either by laundering stolen
money or physically transporting goods or other merchandise. Money mules may be
willing participants and are often recruited by criminals via job advertisements for
‘transaction managers’ or through online social media interactions. Money mule
recruiters are also known as mule ‘herders.’ Money mules may be knowingly
complicit in the laundering of funds or work unwittingly, or negligently, on behalf of
a PMLN or OCG. Cyber criminals tailor their recruitment techniques based on the
prospective mule’s motivations. For example, these criminals will also offer off-therecord cash payments and free travel to incentivise and recruit “witting” mules
motivated by easy money and free travel.
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Box 4. Use Of Money Mules to Launder Criminal Proceeds

Person A was recruited by a Nigerian syndicate to receive money in her bank
accounts. She was promised commissions of up to SGD 5 000 (EUR 3 160) for
each transaction. Person A received criminal proceeds from fraud committed in
the US and the Bahamas into her bank accounts. Most of the funds were
transferred out or withdrawn within a few days of receipt, upon instructions of
the Nigerian-based OCG.
Not only did Person A serve as a receptacle for illicit proceeds, she also
recruited two other money mules. The control of the mules’ bank accounts
allowed her to obscure the locations of the illicit proceeds through layering,
and enabled her to evade detection as the funds were spread out over multiple
accounts. Through this network, Person A and her money mule network
received a total of 12 fraudulent wire transfers, amounting to SGD 5 million
(EUR 3 16 million) from overseas victims into their bank accounts in Singapore,
within a period of six weeks.
Person A was convicted and sentenced to 72 months’ imprisonment for
receiving stolen property and ML offences.
Source: Singapore

PMLs frequently recruit money mules from diaspora networks and ethnic
communities. A sizeable amount of money mule transactions are linked to online
illicit stores and cybercrime, such as phishing, malware attacks, credit card fraud,
business e-mail compromise and various types of other scams (including romance,
lottery and employment scams).

Some money mules are unaware that they are being used to facilitate criminal
activity. Unwitting mules are used by OCGs to cash counterfeit checks and money
orders or purchase merchandise using stolen credit card numbers or other personal
identification information. In some cases, the mules may suspect that the source of
the money that they are moving is not legitimate. Such wilfully blind money mules
often use income earned to supplement their regular income because they are facing
financial difficulties or are motivated by greed.

In the past, money mules have been viewed as low-level offenders, transferring
small amounts of cash. However, organised, sophisticated money mule schemes
have evolved as a PML mechanism. These money mule networks are controlled by a
hierarchical structure, and are well-resourced and highly effective in laundering
funds. Money mule networks are usually associated with OCGs that operate crossborder, particularly those involved in cybercrime and the sale of illicit goods
through online stores. Typically, these schemes involve criminals that create
apparently legitimate businesses, hiring unsuspecting individuals whose jobs
involve setting up bank accounts to receive and pass along supposedly legitimate
payments. In reality, these unsuspecting individuals act as money mules, processing
the criminals’ illicit proceeds and wiring them to other criminals.
Money mule networks have been used to open numerous individual bank accounts
locally as well as in global financial centres to facilitate the movement of criminal
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proceeds. Bank accounts, opened by the mules, serve as the initial layering stage in
the laundering process. This indicates that criminals still find the combination of
money mule accounts, cash withdrawals and wire transfers to be an effective way to
layer proceeds.
Box 5. Avalanche Network

Avalanche is an example of a criminal infrastructure dedicated to facilitating
privacy invasions and financial crimes on a global scale. Avalanche was a
hosting platform composed of a worldwide network of servers that was
controlled via a highly organised central system. This cyber network hosted
more than two dozen of the world’s most pernicious types of malware and
several large scale ML campaigns.
The Avalanche network, in operation since at least 2010, was estimated to
serve clients operating as many as 500 000 infected computers worldwide on a
daily basis. The monetary losses associated with malware attacks conducted
over the Avalanche network are estimated to be in the hundreds of millions of
USD worldwide.

The Avalanche network offered cybercriminals a secure infrastructure,
designed to thwart detection by law enforcement and cyber security experts.
Online banking passwords and other sensitive information stolen from victims’
malware-infected computers was redirected through the intricate network of
Avalanche servers and ultimately to back-end servers controlled by the
cybercriminals. Access to the Avalanche network was offered to the
cybercriminals through postings on exclusive, dark web criminal forums.
The types of malware and money mule schemes operating over the Avalanche
network varied. Ransomware such as Nymain, for example, encrypted victims’
computer files until the victim paid a ransom (typically in a form of cryptocurrency) to the cybercriminal. Other malware, such as GozNym, was designed
to steal sensitive online banking credentials from victims in order to use those
credentials to initiate fraudulent wire transfers from the victims’ bank
accounts.
The ML schemes operating over Avalanche involved highly organised
individuals, who controlled server networks and money mules, which were a
crucial part of the criminal network. In some cases, the leaders would use a
network of individuals to open bank accounts in major global financial hubs to
facilitate wire transfers. The mules were often sponsored by the leader of a
particular, country-based network and brought to the US, or, they were
unwitting individuals who were recruited. The mules purchased goods with
stolen funds, enabling cybercriminals to launder the money they acquired
through malware attacks or other illegal means.
Source: United States
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PMLs also arrange schemes that allow criminals to cash out proceeds generated in
virtual currency via online illicit markets (e.g. Dark Web drug-trafficking
marketplaces). In many cases, payments for illicit drugs purchased online are
transferred to e-wallets held in fiat currency or in virtual currency (e.g. Bitcoin).
Afterwards, virtual currency is transferred through a complex chain of e-wallets,
which may include the use of mixers and tumblers to further enhance the anonymity
of the virtual currency transactions. Funds are then sent back to the e-wallet of the
OCG, and subsequently transferred to bank cards and withdrawn in cash.

Financial instruments are issued under the names of money mules (usually students
who obtain a bank card and then sell the bank card to criminals for a fee, knowing
nothing about its subsequent usage and associated criminal activities). Money mules
employed by the PML conduct ATM withdrawals in a coordinated manner, and then
give the money to members of the client OCGs.
There are cases when the same financial scheme and the network of individuals
worked for the benefit of multiple OCGs operating on the Dark Web. These persons
then re-distributed funds to the respective OCGs.
Box 6. Laundering Proceeds from Dark Web Drug Stores

The Russian Ministry of Internal Affairs and FIU conducted an investigation
into OCGs that sold drugs via the Dark Web. Customers could choose two ways
to pay and transfer funds for their order either by an indicated e-wallet, held in
fiat currency, or to a Bitcoin address. The majority of clients preferred using ewallets held in fiat currency, instead of Bitcoins.
The financial scheme for the drug stores was arranged and managed by a
financier and his network. The ML network was responsible solely for moving
funds and had no links to drug trafficking. Numerous e-wallets and debit cards
were registered in the names of front men. This usually involved students who
issued e-wallets and credit cards, and then sold them to members of the ML
network, unaware of the criminal purpose of their further usage. Some ewallets were used at the placement stage of the laundering process and had a
limit of USD 300 000, while other e-wallets had a higher limit.

To simplify the ML process, the network’s IT specialists developed a ‘transitpanel’ that had a user-friendly interface and was accessible via the TOR
browser. The transit panel automatically switched between e-wallets that were
used for drug payments. Digital money was automatically moved through a
complex chain of different e-wallets.
Money from e-wallets was then transferred to debit cards and withdrawn in
cash via ATMs. Withdrawals via ATMs were conducted by “cash co-ordinators”
who had multiple debit cards at hand (all cards were issued on the names of
straw men1). Afterwards, cash was handed over to interested parties. In order
to increase the complexity, proceeds were re-deposited on a new set of debit
cards and transferred to the OCGs (usually located abroad).
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In similar schemes, funds from e-wallets were exchanged into Bitcoins via
virtual currency exchangers. The Bitcoins were used to pay salaries to
members of the drug trafficking organisation. This included low-level members,
such as small dealers and runners who facilitated the sale of drugs. The same
financier worked with multiple owners of the Dark Web stores, distributing the
laundered funds to the respective OCGs.
Note: 1. The term “straw men” refers to informal nominee shareholders and directors who are being
controlled by the actual owner or controller of the company.
Source: The Russian Federation

Proxy Networks
Proxy networks are PMLs who supply a type of banking service to OCGs, generally
through the use of multi-layered transfers via bank accounts. These specialised
services offer all of the advantages that come with moving funds globally via the
legitimate financial sector. The main task of these proxy networks is to move client
funds to the final, pre-determined destination and to obfuscate the trail of the
financial flows. In many cases, these schemes are supported by TBML mechanisms.

PML schemes that are arranged with the use of bank accounts consist of multiple
layers of shell companies in different jurisdictions, which have been established
purely to redistribute and mix funds from various sources. These shell companies
could be located in the country where the predicate offence occurred, transit
countries or countries where the final investment of funds is conducted. This
scheme is designed to make the portion of funds that belong to a client untraceable.
In most cases, laundered funds are transferred to a client’s personal bank
account(s), affiliated companies or foundations under their control, or handed over
to them as physical cash.
In general, a cross-border ML scheme arranged by a proxy network has the
following structure:








Step 1: Clients’ funds are transferred to accounts opened in the name of shell
companies controlled by the PML, often through the use of legal entities
controlled by them, or entities operating on their behalf. If the criminal
proceeds were obtained in cash, controllers arrange to collect and deposit
the cash into the accounts of PML-controlled shell companies.

Step 2: Funds are moved through a complex chain of accounts established by
domestic shell companies under fictitious contracts. The funds from different
clients are mixed within the same accounts, which makes it difficult for
investigators to trace the funds coming from a particular client.

Step 3: Funds are transferred abroad under fictitious trade contracts, loan
agreements, securities purchase agreements, etc. In most cases, accounts of
the first-level layer of foreign companies are controlled by the same money
launderers, who facilitated Step 1, or by foreign PMLs who act in
collaboration with the domestic money launderers.
Step 4: Funds are moved through a complex chain of international transfers.
The ML infrastructure used (i.e. accounts set up by shell companies) is
typically used to channel money that comes from all over the world. These
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international money transfers often demonstrate similar geographical
patterns.

Step 5: Funds are returned to the accounts controlled by the initial clients,
their close associates or affiliated legal entities and arrangements.
Alternatively, the PML will purchase goods and services on behalf of the OCG.
PMLs that arrange these schemes provide different reasons to justify or
legitimise the wire transfers they conduct. These may include trade in
various goods and services, import/export services, loans, consultancy
services or investments. PMLs look for loopholes and other possible
purposes for payments that give the veneer of legitimacy to these
transactions. Bank accounts are chosen to make the activity appear
legitimate, and to avoid suspicious transactions reporting and/or instances
where the transaction are blocked by financial institutions. For example,
PMLs use accounts of various characteristics (i.e. accounts where the activity
volume was small, medium or large), in accordance with the sums laundered.
Box 7. Facilitating the Laundering of Proceeds from Bank Fraud

In 2015, Russian law enforcement authorities, in co-operation with the FIU and
the Central Bank, disrupted a large-scale scheme to embezzle funds and
subsequently conduct illicit cross-border transfers.
During the course of the investigation, it was established that OCG members
assisted in stealing assets from a number of Russian banks. Typically, the bank
management team knowingly granted non-refundable loans and conducted
fictitious real estate deals, which led to the bank’s premediated bankruptcy.
Illicit proceeds were then moved abroad via accounts of shell companies.

Law enforcement authorities and the FIU, in co-operation with foreign
counterparts, detected a wider scheme of illicit cross-border money transfers
that was used to move proceeds from several predicate offences abroad. Funds
were moved via accounts of domestic shell companies and offshore companies
(registered in the UK, New Zealand, Belize and other jurisdictions), with their
accounts held by banks in Moldova and Latvia, under the pretext of fictitious
contracts and falsified court decisions.
One of the major launderers of this scheme received profits for his services in
his own personal bank accounts from two offshore companies that were used
in the scheme.

The OCG consisted of more than 500 members. Law enforcement authorities
seized more than 200 electronic keys of online bank accounts; more than 500
stamps of legal entities; shadow accountancy documents, copies of fictitious
contacts; and cash. Bank managers and other complicit individuals were
arrested.
Source: The Russian Federation

Social engineering frauds and other types of Internet-based fraud are often a source
of illicit proceeds that may be laundered through a proxy network:
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Box 8. Creating Infrastructure to Launder Funds

This investigation was conducted by a specially designated Israeli Task Force
for PML investigations, which includes members from the Israeli Police, Tax
Authority, IMPA (FIU) and Prosecution. The investigation also involved the cooperation of LEAs in another country.
The suspects of the investigation were criminals conducting massive fraud and
extortion, as well as PMLs, who assisted the predicate offenders in laundering
the proceeds of crimes. Funds were laundered using shell companies
established in Europe and the Far East. "Straw men," couriers and hawala-type
services. The companies were established in advance in countries that were
less susceptible for illegal activity in the eyes of the fraud victims.
The PML built the infrastructure that enabled the ML activity, which in turn
was part of a global ML network. The PML, through the use of other individuals,
opened foreign bank accounts, established foreign companies, and also used a
repatriation network of foreign immigrants to move funds as part of the ML
network.

The suspects transferred fraudulent proceeds to bank accounts opened in the
name of the shell companies and straw men. The funds were then transferred
to other bank accounts in the Far East and immediately the suspects withdrew
money in cash by using couriers, hawala networks and MVTS providers in
Israel to transfer the funds to their final destinations.

During the investigation, an Israeli suspect (one of the PMLs) was arrested by
an LEA of a third country. This assisted the investigation in understanding the
modus operandi of the PMLN. It was established that the PML of the network
was also able to provide bank accounts of various characteristics (i.e. accounts
where the activity volume was small, medium or large in accordance with the
sums laundered). The bank accounts were thus chosen to make the activity
look legitimate, avoiding unusual activity reports and/or instances where the
transaction is blocked by the financial institution concerned.
Source: Israel

Proxy networks that facilitate cross-border movement of funds often tie into a wider
network of other PMLs in several countries for the purpose of moving and
laundering funds to and from the country where the predicate offence took place.
PMLs who facilitate the outgoing flow of funds from the country where the predicate
offence was conducted are typically part of a broader, global ML network that
specialises in moving illicit proceeds around the globe. Some third-party money
launderers, identified by responding countries, also acted through collaboration
with other PMLs operating abroad which provided ML services at their request. The
use of a global network of PMLs, located in different countries, as well as using
different methods to transfer funds internationally, ensures the diversification of
financial transactions and helps to limit the risk of detection. An analysis of proxy
networks shows that PMLs may change their modus operandi and employ different
contacts as needed.
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Box 9. Large-Scale International Money Laundering Platform

A financial investigation was initiated into the embezzlement of public funds
and suspected corruption, which led to the detection of a large-scale
international ML platform that was used to move funds originating from
different sources.

The proceeds of crime were moved to accounts of shell companies held with
banks in Latvia, Cyprus and Estonia. The criminal proceeds were further
transferred to accounts of companies controlled by the beneficiary’s close
associates and then moved back to Russia. Further investigation revealed that
various companies used the same channel to move the funds.

A criminal proceeding on articles “Fraud”, “Arrangement of organised criminal
group” and “Money Laundering,” according to the Criminal Code of the Russian
Federation, was opened. The Central Bank of the Russian Federation withdrew
the license of the Russian bank that facilitated frequent cross-border money
transfers under fictitious contracts for violations of AML legislation. The
European Central Bank also withdrew the license of a Latvian bank that
facilitated the redistribution of criminal proceeds. A significant portion of funds
was frozen on the accounts held by Latvian banks.
While the investigation of the case started with a particular predicate offence, it
led to the identification of a wide international PML scheme that was used to
move funds originating from various crimes. There are also indications that
clients from other countries used this ML scheme. In a demonstration of the
interconnectedness of PML, some companies involved in this scheme have
financial links with a UAE company designated by the US in relation to the Altaf
Khanani Money Laundering Organisation,1 described in Box 1.
Note: 1. See Section III for the case study on this MLO.
Source: The Russian Federation

PML schemes and infrastructure can also be used to launder funds and to facilitate
large-scale tax evasion schemes. In such schemes, multiple layers of shell companies
may be used between the importer and producer of goods that are located abroad.
Funds used for the purchase of foreign goods thus go through a complex chain of
transactions, with only one portion of these funds used for the import deal. The rest
is directed to accounts controlled by beneficiaries.

Proxy networks also use layering schemes to transform illicit proceeds generated
within the financial system into cash. This is mostly arranged for those clients who
need to move criminal proceeds from bank accounts to physical cash. The majority
of such clients are involved in public funds embezzlement, tax fraud and cyber fraud
schemes. At the final stage, funds are transferred to corporate bank cards, followed
by subsequent cash withdrawals. The number of shell companies and personal bank
accounts involved may exceed several thousands. This limits the risk of detection
and diversifies possible losses.
In some cases, cash withdrawals may be conducted abroad. In one case, funds were
channelled to accounts of companies registered in the Middle East, with subsequent
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cash withdrawals via exchange houses. Cash was then transported back to the
country of origin and declared on the border as profits from legitimate business
activities in the Middle East, which were intended to be used for the purchase of real
estate.

SECTION V: SUPPORTING MECHANISMS USED BY PROFESSIONAL MONEY
LAUNDERERS

PMLNs use a wide variety of ML tools and techniques. Among the most significant
mechanisms are TBML, account settlement mechanisms and underground banking.

Trade-Based Money Laundering (TBML)

TBML is defined as “the process of disguising the proceeds of crime and moving
value through the use of trade transactions in an attempt to legitimise their illicit
origin.” 3 There are various TBML variations that can be employed by PMLs. These
include:










The purchase of high-value goods using the proceeds of crime, followed by the
shipment and re-sale of goods overseas;

The transfer of funds which purport to be related to trade, or to the purchase
of goods that are ultimately never shipped or received (also known as
“phantom shipments”);
Falsifying the number and/or value of goods being shipped to be higher or
lower than the corresponding payment, allowing for the transfer or receipt
of the value of proceeds of crime (also known as over or under-invoicing);

Using the proceeds of crime to purchase goods for legitimate re-sale, with
payment for goods made to drug traffickers/distributors by legitimate
business owners (e.g. the Black Market Peso Exchange - BMPE); and

Using Money (Peso) Brokers, who are third parties that seek to purchase drug
proceeds in the location where illicit proceeds are earned by drug cartels
(e.g. Colombia, Mexico) at a discounted rate. Money brokers often employ
many individuals responsible for collecting narcotics proceeds and disposing
of those proceeds, as directed by either the drug trafficking organisation or
the money brokers who serve as PMLOs.
Box 10. ML Network, Operating as a Trade-Based ML Scheme1

Project OROAD was a joint task force financial investigation, launched from a
drug investigation into ML activities of a suspicious group2. Information
received from FINTRAC helped identify a complex TBML where two of the
group’s central figures hired 10 nominees to establish 25 shell companies. The
shell companies were opened using names across a diverse number of
3

FATF, 2006.
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industries: landscaping, interior design, electronics, metal recycling, plastics
recycling, construction supplies, beauty supplies, etc.
The laundering network included legitimate businesses, operating in the
financial and real estate sectors, as well as a small financial company, which
was complicit in laundering the funds. The money launderer provided his
accomplice at the financial company with large bags of cash, which were then
deposited into business accounts in the name of shell companies. This
continued until the accounts were closed by the financial institution that held
the shell company’s accounts, due to a high volume of suspicious transactions.
Investigators believe the ML group used a TBML scheme. The ML operation and
the network of shell companies were largely centred on a logistics company.
One of the money launderers was seen leaving the logistics company location
with large bags of bulk cash, which were believed to be the proceeds of drug
sales. The money launderer used nominees to make multiple cash deposits into
their personal and business accounts.

The money launderer instructed nominees to either i) transfer funds back to
the logistics company; or ii) transfer funds to other business accounts, held by
nominees located in Canada, China, Panama and the US. Funds were sent by
wire transfer, bank draft or cheque, some of which were then returned to the
logistics company. In each case, the money launderer used fraudulent invoices
to account for the proceeds of drug sales so that they could be more easily
integrated into the financial system.

Investigators believe that some of the funds were transferred back to the
Mexican drug trafficking organisation and to other companies controlled by the
drug trafficking organisation in China, Mexico and the US. In some cases, funds
were used for to purchase goods located in Panama or Mexico. The ringleaders
in Canada established companies in these countries in attempts to make the
transfers seem legitimate. The purchased goods were then shipped to other
foreign countries for sale. Once the purchased goods arrive at the destination
country, they were sold, and the proceeds of the sale (in the destination
country's currency) were then transferred to the drug trafficking or ML
organisation to provide the criminals with “clean” funds, laundered through
TBML.
Notes:

1 See case study “Operation Snake” in Section III, which involves another professional ML network using a
TBML and MVTS scheme
2 The investigation also revealed a number of bulk cash transactions between the ring and illegal money
brokers; however, the focus here is on the ML ring.
Source: Canada

PMLs may also create and use false documentation, layer related financial
transactions and establish shell and/or shelf companies to facilitate purported trade
transactions. By using TBML mechanisms, PMLs can break the link between the
predicate crime and related ML, making it difficult to associate the criminals with
the ML activity.
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Box 11. Venezuelan Currency Smuggling Network

During 2015, 10 limited liability companies established by a single person in
Spain processed more than 110 000 transactions, totalling EUR 22.4 million,
through mobile payment “point of sale (POS)” terminals. Nine of these
companies were purportedly active as travel agencies, eight shared the same
registered offices and six had the same associate and director.
The POS terminals held by these companies exclusively accepted payment
cards issued by the Venezuelan government (Comisión de Administración de
Divisas - CADIVI). Given strict currency controls in Venezuela, residents can
only obtain foreign currencies when traveling abroad. Therefore, a maximum of
USD 3 000 at a rate of 6.3 bolivars per dollar can be exchanged. This led to a
large currency exchange fraud called “el raspao,” where Venezuelan residents
accessed euros or dollars, under the false pretence of a journey abroad. The
payment cards issued by the CADIVI, at the official exchange rate, were debited
abroad while drug traffickers received the counter value in cash, in euro or
dollar notes, which was then smuggled back into Venezuela and sold on the
black market at a rate of about ten times the official exchange rate. Authorities
in Luxembourg suspect that the payment cards issued by CADIVI were
smuggled in bundles to Spain and swiped through the POS terminals of
complicit traders who operated through Spanish front companies.

Drug traffickers and Colombian cartels are believed to have taken advantage of
this currency smuggling network in order to repatriate the proceeds generated
in cash through drug sales in Europe back to South America. These criminals
washed their illicit cash by handing it out to Venezuelan currency traffickers.
Once processed, the debited amounts were credited to linked bank accounts.
These bank accounts had International Bank Account Numbers (IBANs), issued
by a former Luxembourg-licensed electronic money remitter.
AML investigations by the regulator and the financial intelligence unit (FIU)
revealed that the Luxembourg electronic money remitter did not manage these
accounts itself, as stipulated in regulation, but handed them over to a
Bulgarian-licensed electronic money remitter, which used the accounts for its
own customers. The POSs were sold to the Spanish front companies by the
Bulgarian electronic money remitter. Additionally, the Spanish front companies
applied for hundreds of withdrawal cards (most front companies had more
than 10 withdrawal cards each), issued by the Bulgarian electronic money
remitter, in order to allow them to withdraw cash from their accounts. About
106 000 withdrawals, totalling more than EUR 20 million were made at ATMs
situated in Colombia. These withdrawals did not comply with the daily, weekly
and monthly limits as laid out in the general terms and conditions of the
Bulgarian electronic remitter. Authorities in Luxembourg were not aware of
any related suspicious transaction reports that were reported to the Bulgarian
FIU. The Luxembourg and Bulgarian electronic remitters were held by the same
beneficial owner. Commissions received by the Bulgarian electronic remitter on
the operations totalled as much as EUR 1.9 million, or 9 % of the amounts
processed through the POSs.
Source: Luxembourg
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PMLNs can facilitate the settlement of accounts between multiple OCGs. They may
do this for OCGs operating in different countries that generate proceeds from cash
and hold funds within bank accounts. A PML may, for example, simultaneously
provide ML services to criminals who have cash and want to send funds to bank
accounts in other countries, and to criminals who have money in their bank
accounts but need cash (e.g. to pay their networks and workers). This modus
operandi is called an account settlement mechanism.
The case, below, illustrates how a PMLO accepted and moved cash by car to Belgium,
as part of an account settlement mechanism.
Box 12. Money Laundering as Part of an “Account Settlement Scheme” Between
Various Criminal Organisations

Several Belgian corporate customers transferred funds to the accounts of
Belgian construction or industrial cleaning companies and their managers.
These companies had a similar profile: they operated in the same industry, the
managers were often from the same country, the articles of association were
copied with slight modifications, and the companies’ financial health was poor.
Some companies had already gone bankrupt or no longer complied with their
legal requirements.
Funds were channelled through different accounts: Part of the funds credited to
the accounts was withdrawn in cash, presumably to pay workers. Another part
of the funds were transferred to companies located abroad, in Europe and in
Asia.
The funds transferred to Europe were credited to the accounts of other
companies in the same industry. Often no explanation was provided for these
transfers, even though the scale was significant. The references accompanying
these transfers, if any, were vague. The majority of the funds were
subsequently withdrawn in cash.

The funds transferred to Asia, mainly China and Hong Kong, were credited to
the accounts of limited liability companies, which were not linked to the
construction or industrial cleaning industry in any way.

Information received from a counterpart FIU revealed links with a criminal
organisation involved in drug trafficking. This organisation, which held large
amounts of cash, used an organisation that laundered the funds and
transported the cash to Belgium by car. In Belgium, intermediaries then handed
over the cash to various companies in Belgium that required cash to carry out
their activities.

Based on this information, authorities have concluded that the Belgian
construction and industrial cleaning companies involved in this case were part
of an account settlement scheme. The cash proceeds of drug trafficking were
used to pay illegal workers of Belgian companies.
Source: Belgium

© 2018 | FATF Report
Appendix D

34 │ PROFESSIONAL MONEY LAUNDERING

Underground Banking and Alternative Banking Platforms
Underground banking is one tool often used by PMLs. This mechanism is used, with
the goal of bypassing the regulated financial sector and creating a parallel system of
moving and keeping records of transactions and accountancy.
Box 13. Investigation of Massive Underground Banking System

Subject X and his network of associates in British Columbia, Canada, are
believed to have operated a PMLO that offered a number of crucial services to
Transnational Criminal Organisations including Mexican Cartels, Asian OCGs,
and Middle Eastern OCGs. It is estimated that they laundered over CAD 1 billion
per year through an underground banking network, involving legal and illegal
casinos, MVTSs and asset procurement. One portion of the ML networks illegal
activities was the use of drug money, illegal gambling money and money
derived from extortion to supply cash to Chinese gamblers in Canada.
Subject X allegedly helped ultra-wealthy gamblers move their money to
Canada from China, which has restrictions on the outflow of fiat currency. The
Chinese gamblers would transfer funds to accounts controlled by Subject X and
his network in exchange for cash in Canada. However, funds were never
actually transferred outside of China to Canada; rather, the value of funds was
transferred through an Informal Value Transfer System. Subject X received a 35% commission on each transaction. Chinese gamblers were provided with a
contact, either locally or prior to arriving, in Vancouver. The Chinese gamblers
would phone the contact to schedule cash delivery, usually in the casino
parking lot, which was then used to buy casino chips. Some gamblers would
cash in their chips for a “B.C. casino cheque”, which they could then deposit into
a Canadian bank account. Some of these funds were used for real estate
purchases. The cash given to the high-roller gamblers came from Company X,
an unlicensed MVTS provider owned by Subject X. Investigators believe that
gangsters or their couriers were delivering suitcases of cash to Company X,
allegedly at an average rate of CAD 1.5 million a day. Surveillance identified
links to 40 different organisations, including organised groups in Asia that dealt
with cocaine, heroin and methamphetamine.
After cash was dropped off at Company X, funds were released offshore by
Subject X or his network. Most transactions were held in cash and avoided the
tracking that is typical for conventional banking. Subject X charged a 5% fee for
the laundering and transfer service. As the ML operation grew, the money
transfer abilities of Company X became increasingly sophisticated to the point
where it could wire funds to Mexico and Peru, allowing drug dealers to buy
narcotics without carrying cash outside Canada in order to cover up the
international money transfers with fake trade invoices from China.
Investigators have found evidence of over 600 bank accounts in China that
were controlled or used by Company X. Chinese police have conducted their
own investigation, labelling this as a massive underground banking system.
Source: Canada
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An alternative banking platform (ABP) is an alternative bank that operates outside
the regulated financial system. However, an ABP may use the facilities of the formal
banking system, while creating a parallel accountancy and settlement system. ABPs
are a form of shadow banking that make use of bespoke online software to provide
banking services, without the regulated and audited customer due diligence checks.
They are an effective way to transfer the ownership of money anonymously and
provide banking services within a bank account across a number of individuals,
without being reflected in traditional banking transactions. Usually, it is supported
with special software that can encrypt traffic, manage transactions between
accounts within the same platform, apply fees and assist with interaction with the
outside financial system.
Box 14. Alternative Banking Platforms

An alternative banking platform (ABP) was used to assist organised crime
groups (OCGs) in the UK to launder funds from VAT fraud. The ABP had a
registered office in one jurisdiction with a holding company in a second
jurisdiction and a bank account in a third jurisdiction. It was operated by a
PMLN based in a fourth jurisdiction all outside of the UK. The ABP was used for
a year with over EUR 400 million moved through it. The ABP was shut down
and the creator of the financial software was arrested by international
partners, with assistance from Her Majesty’s Revenue and Customs (HMRC).
The data gathered from the ABP servers was used to identify other ABPs and
develop additional cases.
Source: United Kingdom

In some cases, PMLs use specialised software to create an ML scheme to move funds
randomly through numerous accounts. This software is generally based on a
random data generator principle.

SECTION VI: COMPLICIT/CRIMINAL FINANCIAL SERVICE PROVIDERS AND OTHER
PROFESSIONALS
As mentioned in Section II, PMLs may occupy positions within the financial services
industry (e.g. bankers and MVTS agents) and DNFBP sectors (e.g. lawyers,
accountants and real estate professionals), and use their occupation, business
infrastructure and knowledge to facilitate ML for criminal clients. The use of
occupational professionals can provide a veneer of legitimacy to criminals and OCGs.
As such, OCGs actively seek out insiders as potential accomplices to help launder
illicit proceeds. In rare instances, complicit actors who facilitate PML schemes come
from within a government institution (i.e. a corrupt official).
Box 15. Corrupt Official Joining Criminal Enterprise to Launder Funds

Ukraine’s law enforcement and prosecution services conducted an
investigation of a high-ranking official who abused his power and official
position for approximately three years. The official agreed to participate in the
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creation of a criminal organisation and implemented an illegal scheme for
minimising tax liabilities, which led to the illegal use of a tax credit. The public
official received a cash fee for his services, which were performed with the
participation of other public officials and other members of the criminal
organisation.

The public official conducted a number of functions to make illicit proceeds
appear legitimate, including creating, registering and owning a number of shell
companies on behalf of members of the criminal organisation and purchasing
property on their behalf. The official also established offshore companies in
Cyprus and the BVI using his relatives as nominees. The high-ranking official
also acquired entities registered in Ukraine, which were controlled by his
offshore companies, by transferring funds from a bank in Liechtenstein. Funds
transferred into Ukraine were used to purchase property. Fictitious contacts or
agreements (e.g. for consultation services) were also established using a
network of fictitious entities for services that were never rendered.
Source: Ukraine

PMLs often ignore or circumvent AML/CFT requirements or actively conceal
AML/CFT failures within a particular institution or business. They may also ignore
professional obligations, such as restrictions associated with their licenses or
professional ethics rules. While the exact definition of complicity is a matter of
domestic law, it is widely understood as intentional acts carried out with knowledge
or wilful blindness of the illicit nature of the funds with which the person is dealing.
The ability of a criminal to purchase or gain ownership or control of a financial
business is the ultimate measure of success.

Criminals will actively seek to recruit complicit insiders within existing institutions
or businesses, since these individuals have insider access and may be able to falsify
records or initiate transactions in a manner, which bypasses AML/CFT regulations
or institutional practices. In rare circumstances, criminals may be able to
compromise entire institutions or businesses, including by acquiring ownership or
control of the institution and appointing their own criminal management. The
complicit activity described above (insider compromise and institutional
compromise) should not be confused with instances of lax compliance, weak
internal controls or inadequate corporate governance structures, which can result in
compliance deficiencies with AML/CFT requirements. A reputation for weak
compliance, however, may make the institution more attractive for an OCG seeking
out a corrupt insider.

Money Value Transfer Services (MVTS) Providers

Case studies and insight provided by delegations show that MVTS providers have
knowingly facilitated PML activities, including currency conversions (i.e. foreign
exchange), cash-based transactions, and/or electronic funds transfers. Complicit
MVTS providers can play an important role in the placement stage of the ML
process. The most common ML transactions facilitated by MVTS providers are:


cash purchases of funds transfers at the physical location of MVTS providers;
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large cash deposits made in the accounts of individuals and businesses
followed by a domestic transfer to the account of an MVTS provider, or the
purchase of bank drafts (e.g. cashier’s check) payable to an MVTS provider;
and
the purchase of bank drafts for the benefit of individuals and businesses,
which are negotiated by MVTS providers to fund the purchase of funds
transfers.
Box 16. Use of Foreign Exchange Broker and “Quick Drop” Facilities

A mechanic in the UK acted as a professional launderer for an unknown PMLN.
The mechanic opened bank accounts in the UK, which were used to deposit
GBP 5.3 million in cash between October 2013 and December 2014. Multiple
deposits of GBP 25 000 were paid into the bank accounts per day using bank
‘quick-drop’ facilities. Once paid into the bank accounts, money was transferred
to third-party bank accounts held in the UK and six other jurisdictions using
bank and foreign exchange broker transfers. The mechanic was paid
GBP 20 000 for moving the cash abroad. The launderer pleaded guilty to three
charges of ML and, in April 2018, was sentenced to six years in jail and banned
from being a company director for nine years.
Quick drop is a facility to deposit, cash either at the bank directly or at a thirdparty facility, where the money is counted and then transferred to the bank to
be deposited 4. Quick drop facilities allow cash to be deposited quicker, at more
locations and often without coming into contact with staff.
Source: United Kingdom

Analysis conducted by some competent authorities indicates that complicit MVTS
providers may continue to file suspicious transaction reports (STRs). For example,
STRs may be filed so as not to arouse suspicion or give the perception that the MVTS
provider is otherwise compliant. In jurisdictions that require other forms of
transaction reporting, such as threshold cash transactions, complicit MVTS may
operate two sets of account records (i.e. shadow accountancy), one of which is used
exclusively for criminal clients and for which no reports are filed. Alternatively,
these complicit MVTS providers may report the transactions using fictitious
transaction details.
Box 17. Complicit MVTS Agents to Facilitate Third-Party ML

The Italian FIU identified a significant reduction in remittances sent to Country
“A” within a three year period (from EUR 2.7 billion in 2012 to EUR 560 million
in 2015). This data highlighted the specific exposure of this ‘corridor’ to the risk
of channelling illegal funds.
4

Further analysis of STRs led to the detection of alternative channels, used by
UK National Risk Assessment of Money Laundering and Terrorist Financing, October 2015
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PMLNs, to transfer significant amounts to Country A. A significant portion of
the reduction of remittances towards Country A was related to the migration of
many Italian MVTS agents towards foreign ones that do not produce statistical
reports under national legislations, and are not subject to Italian AML and fiscal
requirements.
The FIU received many STRs concerning suspicious activity traced back to
Italian money transfer agents. Financial flows were mainly characterised by
significant cash deposits and wire transfers in favour of the Italian bank
accounts of the foreign MVTS. Such financial flows allegedly referred to money
remittances performed by MVTS agents. However, suspicion was triggered
given that the agents sometimes deposited cash into their accounts through a
branch of the bank located far away from their business. The FIU extended its
studies to gain a better understanding of financial flows performed by the
MVTS and agents, which revealed that in some cases:

the MVTS legal representatives were involved;
the MVTS had been recently incorporated;
the MVTS had links to subjects originating from Country A;
the MVTS had opened a branch in an Italian city that is well known for its
growing economic and business links with Country A;
 many agents of the same foreign MVTS – all originating from Country A –
had already been reported to the Italian FIU or had been prohibited from
performing agent activities by the competent financial supervisory
authority of Country A, for anomalous transactions and use of false ID
documents for CDD purposes;
 the MVTS agents allowed their customers to structure transactions by
splitting up remittances with several accomplices; and
 certain MVTS agents revealed tangible links to a common customer base.





In view of analysis carried out, the MVTS provider and agents were found to
have disregarded AML obligations, exploiting asymmetries in the regulatory
framework among different countries. A well-organised, skilled and complicit
network of agents and foreign MVTS had been used to collect funds in Italy, and
to transfer significant amounts abroad, splitting up remittances with several
accomplices.
Source: Italy

Financial Institutions
The use of the international financial system has been instrumental in facilitating
large-scale PML schemes. All of the complex layering schemes described in
Section IV involve moving significant volumes of funds through various bank
accounts in different jurisdictions opened on behalf of shell companies. These wellstructured schemes often go undetected by banks, even in situations where there is
an insider involved.
Investigative authorities have been able to detect patterns in how PMLs choose
certain jurisdictions and banks that are used to move illicit proceeds. For example,
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some criminals seek to use banks that operate in lax regulatory environments or
have reputations for non-compliance with AML/CFT regulations.

It is challenging for competent authorities to establish factual evidence, which
demonstrates that financial institutions are actively complicit in facilitating ML.
Bank insiders generally do not communicate openly about their criminal conduct
and may be able to leverage their insider status to conceal misdeeds. This can make
it difficult to detect and prosecute wilful misconduct by complicit financial services
professionals. A range of employees within financial institutions (from lower-level
tellers to higher-level management) pose a significant vulnerability that can be
exploited by money launderers, but also senior insiders who knowingly assist in ML
may cause more damage.
Complicit bank employees may perform functions such as:







Creating counterfeit checks;

Monitoring (or not appropriately monitoring) money flows between
accounts controlled by the co-conspirators;
Co-ordinating financial transactions to avoid STR reporting;

Accepting fictitious documents provided by clients as a basis for
transactions, without asking any additional questions; and

Performing ‘virtual transactions’ on the accounts of their clients – numerous
transactions conducted, without an essential change of the net balance at the
beginning and end of a working day.
Box 18. General Manager and Chairman of a Foreign Bank

An investigation by Italian authorities uncovered various ML operations that
were carried out by senior foreign bank officials (general manager and
chairman), together with a complicit accountant and a lawyer. The illicit
proceeds were derived from an international cocaine trafficking organisation.

The criminals were put in contact with the general manager and the chairman
of the foreign bank, which was experiencing a serious liquidity crisis at the
time. The criminals and the bank executives agreed that one of the drug
traffickers would deposit, in his own name, about EUR 15 million at the bank in
crisis. This bank committed to provide the two professionals (the lawyer and
accountant, noted above, who were also brothers) with a given amount of
money in compensation for the intermediation work they performed, to be
credited to accounts specifically opened in their names at the bank.
The accountant was also in charge of performing accounting tasks for several
companies belonging to the drug trafficker. Following the intermediation
activity, the bank's general manager received EUR 1.3 million, in two
instalments, from a deposit made in the name of the drug trafficker.
Subsequently, the bank’s general manager, with the approval of the bank's
chairman, started complex financial operations aimed at concealing the
unlawful origin of the money deposited.
Authorities were able to ascertain the role played by the lawyer, leaving no
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doubt as to his function as an intermediary between his client (custodian) and
the bank, and the lawyer’s knowledge of the actual illicit source of the money
involved.
Source: Italy

The case below demonstrates a combination of different elements and tools,
including the sale of shell companies, facilitation of transactions by complicit bank
employees and the execution of deals on securities markets.
Box 19. Complicit Bank Employees, Securities Market Deals and the Sale of Shell
Companies

An investigation by Russian authorities, conducted in co-operation with foreign
FIUs, uncovered an ML and tax evasion scheme that was arranged by complicit
bank employees and brokers.
Funds accumulated in bank accounts of shell companies were transferred
abroad under the pretext of securities purchases by order of broker “R.” At the
same time, two broker companies operating on the London Stock Exchange
sold shares for the same price, thus facilitating the transfer of money via mirror
trading.
All limited liability companies used in this scheme were established by a legal
service firm, specialising in the sale of “off-the-shelf” companies. Criminal
proceedings were opened. The licenses of one of the banks that facilitated
cross-border transfers, and of the securities company, were withdrawn for
violations of the AML legislation.
Source: The Russian Federation

1.
The cases analysed and information received also demonstrated that
private banking advisors may act as PMLs and provide services to conceal the
nature, source, ownership and control of the funds in order to avoid scrutiny, by
employing various techniques, including:







Opening and transferring money to and from bank accounts held in the
names of individuals or offshore entities, other than the true beneficial
owners of the accounts;
Making false statements on bank documents required by the bank to identify
customers and disclose the true beneficial owners of the accounts;

Using “consulting services” agreements and other similar types of contracts
to create an appearance of legitimacy for illicit wire transfers;

Maintaining and using multiple accounts at the same bank so that funds
transfers between those accounts can be managed internally, without
reliance on international clearing mechanisms that are more visible to law
enforcement authorities; and
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Opening multiple bank accounts in the names of similarly-named companies
at the same, or different, institutions so wires do not appear to be coming
from third parties.

Legal and Professional Services

In order to place greater distance between their criminal activity and the movement
of funds, some OCGs use the services of third-party money launderers, including
professional gatekeepers, such as attorneys, accountants and trust and company
service providers (TCSPs). One delegation noted that OCGs tend to use professional
service providers to set up corporate structures, and that accountants are favoured
due to the range of skills and services that they may provide. There are case
examples demonstrating that these types of professionals have been recruited to
work as PMLs on behalf of larger criminal enterprises, such as DTOs. FATF’s 2013
Report on ML and TF Vulnerabilities of Legal Professionals mentions that criminals
often seek out the involvement of legal professionals in their ML/TF activities
because they may be required to complete certain transactions or provide access to
specialised legal and notarial skills and services, both of which can assist the
laundering of the proceeds of crime
Box 20. A Complicit Lawyer and Bank Employee

A lawyer in Texas was convicted for laundering money for an OCG and engaging
in a variety of fraud schemes. The OCG operated in the US, Canada, Africa, Asia
and Europe. A complicit bank employee was also convicted for her role in
creating counterfeit checks and monitoring money flows between the
numerous accounts controlled by the OCG.
All of the victims of these various fraud schemes were instructed to wire money
into funnel accounts held by other co-conspirators (money mules), who then
quickly transferred the money to other US accounts as well as accounts around
the world before victims could discover the fraud. Several millions of dollars
were laundered in this manner. The numerous bank accounts opened by the
mules served as the initial “layer” in the laundering process, which allowed coconspirators to distance or conceal the source and nature of the illicit proceeds.
For example, during a one-year period, a key money mule opened 38 fraudulent
bank accounts.

The fraud schemes took several forms. Many victims were law firms that were
solicited online provided counterfeit cashier’s checks for deposit into the firms’
trust accounts. The law firms were then directed to wire money to third-party
shell businesses controlled by the co-conspirators. The fraud conspiracy also
employed hackers who compromised both individual and corporate e-mail
accounts, ordering wire transfers from brokerage and business accounts to
shell accounts controlled by co-conspirators. The shell companies were
incorporated in Florida with fictitious names and then used to open bank
accounts at banks in Florida in those names.
The licensed attorney in Texas worked for the co-conspirators by laundering
victim money through an interest on lawyers trust account (IOLTA). He also
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met with individual money mules to retrieve cash from their funnel accounts.
The lawyer recruited his paralegal and others to open accounts used in the
laundering scheme.
Source: United States

One case involves a licensed attorney who was considered a full member of an OGC.
As in the case above, the attorney facilitated ML services by using his interest on
lawyers trust account, or ILOTA5, to transfer the proceeds of drug trafficking and
fraud.
Box 21. Operation CICERO

This case was initiated by a special currency police unit within the Guardia di
Finanza as a follow-up investigation to a judicially authorised search conducted
on the boss of a major organised crime group (La Cosa Nostra or LCN) in
Palermo, Italy. This investigation was aimed at identifying those individuals
acting as nominees, as well as individuals who facilitated the movement of
criminal proceeds on behalf of LCN. The investigation identified that a wellknown lawyer was the beneficial owner of the companies used to launder funds
via a Palermo-based construction company, which was linked to family
members of the organised crime boss.
The lawyer performed a “money box” function for the LCN, which consisted of
managing the financial resources of the crime group with the purpose of
concealing the origins of the illicit proceeds and avoiding detection by
authorities of any assets purchased from these proceeds. Through his
professional relationships, the lawyer developed and tapped into an elite social
network, which he also made available to the organised crime group.

The lawyer, who was operating as a PML, conducted a number of services, such
as: (a) obtaining a mortgage to purchase an apartment with EUR 450 000 in
criminal proceeds on behalf of an organised crime family member; (b) using a
fictitious contract to purchase an apartment with EUR 110 000 on behalf of the
organised crime group; and (c) layering and integrating legal funds with
criminal assets derived from construction work carried out on land purchased
with criminal proceeds.
This investigation led to confiscation proceedings against nine individuals
totalling EUR 550 000 as well as seven properties owned by the lawyer.
Source: Italy

5

An IOLTA is an account opened by an attorney with the intention of holding client funds for
future services. It is opened at a bank with a presumed higher level of confidentiality accorded to
attorney-client relationships and related transactions.
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PMLs also often use shell companies to facilitate complex ML schemes. Professional
services may be used, such as the services of a TCSP or a lawyer, when setting up a
shell company. Such professionals can supply a full range of services, including the
incorporation of the company, the provision of resident or nominee directors, and
the facilitation of new bank accounts.
Box 22. Use of Shell Companies and Accountant Providing Corporate Secretarial
Services

Person G was a chartered accountant in the business of providing corporate
secretarial services to small and medium-sized enterprises. As part of these
services, he incorporated companies on behalf of his clients and acted as the
resident director of companies whose directors were not ordinarily residents
in Singapore.

Persons N and S, members of a foreign syndicate, approached Person G to set
up three companies, Company K, Company W and Company M, and to apply for
their corporate bank accounts in Singapore. Once the accounts were set up,
Persons N and S left Singapore and never returned. Person G was appointed the
co-director of the three companies; although, he was neither a shareholder, nor
the authorised bank signatory of these companies.
These companies received criminal proceeds in their bank accounts derived
from various frauds amounting to over SGD 650 000. The funds were quickly
transferred by Person S to overseas bank accounts.

The companies had committed the offence of transferring benefits of criminal
conduct, attributable to Person G’s neglect. There was a lack of supervision by
Person G over the companies’ affairs, which allowed the foreign syndicate to
have unfettered control over the companies and partake in their ML activities
unimpeded. In January 2016, G was convicted of ML offences and for failing to
exercise reasonable diligence in discharging his duties as a director. He was
sentenced to a total jail term of 12 months, fined SGD 50 000 and disqualified
from acting as a company director for the five years following his sentence.
Source: Singapore

After opening bank accounts in the name of shell companies, professional
launderers may operate these accounts from overseas, receiving criminal proceeds
from different individuals and companies to layer funds. The funds received in the
shell companies’ accounts are usually transferred out of the jurisdiction within a few
days.

TCSPs are often blind to what their clients actually use the companies for, and
therefore do not consider themselves complicit in ML schemes. However, a number
of case studies have demonstrated that some TCSPs market themselves as ‘no
questions asked,’ or being immune from official inquires. Moreover, if the TCSP also
acts as the director of the company, the TCSP has to perform these duties as a
director and could be held liable for the offences committed by the company, as
illustrated in the above case study.
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Law enforcement agencies worldwide have noted that corporate structures are
often used in PML schemes and that professional service providers are used in
setting up structures. Law enforcement agencies have identified the use of complex
corporate structures and offshore vehicles to conceal the ownership and facilitate
the movement of criminal proceeds and that PMLNs exploit some TSCP services in
the creation of structures. A handful of current investigations across the globe have
indicated that TCSPs act as nominee directors of corporate structures with similar
behaviours, observed whether large corporates or smaller TCSPs, including:







using a ‘tick the box’ approach for compliance activity;

distancing themselves from risk (i.e. downplay their responsibility);

utilising chains of formation agents in multiple jurisdictions;
engaging in deliberately negligent behaviour; and

forging signatures and fraudulently notarising documents.
Box 23. Money Laundering through Real Estate Investments, Gastronomic
Services and Show Production Services Linked With Drug Trafficking

An investigation was triggered by information received from OFAC, which
revealed that an illicit network was conducting business activities in Argentina.
This network was linked to an individual, J.B.P.C., who was suspected of being a
member of a criminal organisation.

J.B.P.C., his family and business partners were also shareholders in a number of
companies around the globe. More specifically, three Argentine companies (two
operating companies and a management company) were suspected of
developing ambitious real estate projects across the country. The president and
main shareholder of those companies was Mr. B, a lawyer and friend of J.B.P.C.
This person provided knowledge and experience on how to develop the
businesses. Additional analysis revealed that J.B.P.C. was the shareholder of two
other companies, which appeared as owners of the land where major real
estate developments were to be undertaken.

Tax information that was collected by authorities revealed that these
companies received accounting advice from Mr. C, who was a chartered
accountant. He was also a shareholder and member of the Board of Directors of
the concerned companies. Other transactions from J.B.P.C. were also detected
during the same period. They were linked to two additional Argentine
companies that provided bar services, coffee services and show production
services. For one of the OFAC listed companies, it was discovered that the stock
of the company was owned in its entirety by J.B.P.C.’s closest relatives.
Likewise, management positions were occupied by his partners and close
relatives. Another company, also with ties to J.B.P.C., opened an office in
Argentina with the help of another lawyer, Mr. D.
The investigation into this case was conducted by FIU-Argentina in coordination with other domestic LEAs, as well as foreign counterparts in
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Colombia (FIU-Colombia) and the United States (OFAC and DEA). Strong
international co-operation was crucial to the success of this investigation, and
joint efforts led to a significant number of simultaneous searches in Argentina,
as well as in the other foreign jurisdiction where J.B.P.C. ran a majority of his
illegal business. As a result, J.B.P.C., Mr. B and his spouse, Mr. C and Mr. D were
arrested. Their property was also seized. Currently, they are facing prosecution
in Argentina.
Source: Argentina

Payment Processing Companies
Payment processing companies provide payment services to merchants and other
business entities, such as credit card processing or payroll processing services.
Typically, bank accounts held by payment processors are used to facilitate payments
on behalf of their clients. In certain circumstances, payment processing companies
essentially act as “flow-through” accounts – there is no requirement for them to
divulge the identities of their individual clients to financial institutions.
Traditionally, payment processing companies were established to process credit
card transactions for conventional retail outlets. However, over time, payment
processing companies have evolved to serve a variety of domestic and international
merchants, including Internet-based and conventional retail merchants, Internet
gaming enterprises and telemarketing companies.

Payment processing companies can be used by criminal organisations to mask
transactions and launder the proceeds of crime. For example, payment processing
companies have been used to place illicit proceeds that originated from foreign
sources directly into financial institutions 6.

A number of countries have observed the use of payment processing companies by
suspected ML networks. In other instances, telemarketing companies have also been
suspected of providing payment processing services, where illicit proceeds are comingled with payments suspected of being related to mass marketing fraud.
Authorities suspect that these types of payment processors may be used by
members and associates of multiple transnational OCGs.
Box 24. International Payment Processor Providing ML Services

PacNet, an international payment processor and MVTS provider based in
Vancouver, Canada, helped dozens of fraudsters gain access to US banks.
PacNet has a 20-year history of engaging in ML and mail fraud, by knowingly
processing payments on behalf of a wide range of mail fraud schemes that
target victims throughout the world. When it was shut down, PacNet consisted
of 12 individuals and 24 entities across 18 countries. The network collectively
has defrauded millions of vulnerable victims across the US out of hundreds of
6

FINCEN, 2012 and FFIEC, nd.
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millions of dollars.

With operations in Canada, Ireland and the UK, and subsidiaries or affiliates in
15 other countries, PacNet was the third-party payment processor of choice for
perpetrators of a wide range of mail fraud schemes. US consumers receive tens
of thousands of fraudulent lottery and other mail fraud solicitations nearly
every day that contain misrepresentations designed to victimise the elderly or
otherwise vulnerable individuals.
PacNet’s processing operations helped to obscure the nature of the illicit funds
and prevented the detection of fraudulent schemes. In a typical scenario,
scammers mailed fraudulent solicitations to victims and then arranged to have
victims’ payments (both checks and cash) sent directly, or through a partner
company, to PacNet’s processing operations. Victims’ money, minus PacNet’s
fees and commission, were made available to the scammers through wire
transfers from the PacNet holding account, as well as by PacNet making
payments on behalf of the scammers, thereby obscuring the link to the
scammers. This process aimed to minimise the chance that financial
institutions would detect the scammers and determine their activity to be
suspicious.

The mail schemes involved a complicated web of actors located across the
world and each scheme followed a similar pattern. These schemes involve a
consortium of entities, including direct mailers, list brokers,
printer/distributors, mailing houses, “caging” services 7, and payment
processors. These six diverse groups worked together to (i) mail millions of
solicitation packets each year, (ii) collect and distribute tens of millions of
dollars in annual victim payments, and (iii) attempt to obscure their true
identities from victims and law enforcement agencies worldwide.
Source: United States

Virtual Currency Payment Products and Services (VCPPS)
As noted in Section IV, PMLs offer a variety of services including the use of virtual
currency in an attempt to anonymise those committing crimes and their illicit
transactions. The use of complex, computer-based fraud schemes has led cyber
criminals to create large-scale mechanisms to move the proceeds earned from these
schemes. More specifically, virtual currency exchangers have been used as
unlicensed or unregistered MVTS providers to exchange criminal proceeds in the
form of virtual currency to fiat currency. In 2015, FATF issued guidance to
demonstrate how specific FATF Recommendations should apply to convertible
virtual currency exchangers in the context of VCPPS, and identify AML/CFT
7

The processing of responses to direct mail is often conducted by a third party hired to perform
various services, which may include processing payments, compiling product orders, correcting
recipient addresses, processing returned mail, providing lockbox services, and depositing funds
and the associated data processing for each of these services. Caging is a shorthand term for the
service bundle.
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measures that could be required 8. Case studies have nonetheless shown that
complicit virtual currency exchangers, which have been intentionally created,
structured, and openly promoted as criminal business ventures, are being used.

Digital payment systems can also facilitate other crimes, including computer hacking
and ransomware, fraud, identity theft, tax refund fraud schemes, public corruption
and drug trafficking. Complicit virtual currency providers also utilise shell
companies and affiliate entities that cater to an online, worldwide customer base to
electronically transfer fiat currency into, and out of, these exchangers (effectively
serving as electronic money mules). Users of these complicit services have openly
and explicitly discussed criminal activity on these providers’ chat functions, and
their customer service representatives have offered advice on how to process and
access money obtained from illegal drug sales on Dark Web markets.
Box 25. Complicit Virtual Currency Exchanger

On July 26, 2017, a grand jury in the Northern District of California indicted a
Russian national and an organisation that he allegedly operated, BTC-e, for
operating an unlicensed money services business, ML and related crimes. The
indictment alleges that BTC-e was an international ML scheme that allegedly
catered to criminals, particularly cyber criminals, and evolved into one of the
principal means by which criminals around the world laundered the proceeds
of their illicit activity. The indictment alleges that one of the operators of BTC-e
who directed and supervised BTC-e’s operations and finances, along with
others, intentionally created, structured, operated and openly promoted BTC-e
as a criminal business venture, developing a customer base for BTC-e that was
heavily reliant on criminals. BTC-e was also one of the world’s largest and most
widely used digital currency exchangers. The investigation has revealed that
BTC-e received more than USD 4 billion worth of virtual currency over the
course of its operations. In addition to the indictment charging BTC-e and one
of its operators with the violations noted above, FinCEN – in close coordination with the Justice Department – assessed a USD 110 million civil
money penalty against BTC-e for wilfully violating US. anti-money-laundering
laws.
Source: United States

SECTION VII: CONCLUDING REMARKS
This threat report addresses criminal actors, including organised crime groups that
specialise in the provision of professional money laundering services and complicit
actors who are knowingly involved, or are deliberately negligent, in the laundering
process. A number of characteristics have been identified, based on an extensive
case review (including, the role and functions of PMLs; the business models used;
and relevant typologies and schemes). A non-public version of the report is available
to Members of the FATF and the FATF Global Network upon request. This non8

FATF, 2015.
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public version includes further information, such as practical recommendations for
the detection, investigation, prosecution and prevention of ML.
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Professional Money Laundering
Professional money launderers (PMLs) provide services to criminals
and organised criminal groups by laundering the proceeds of their
illegal activities. They may provide the entire infrastructure for
complex ML schemes (e.g. a ‘full service’) or construct a unique
scheme tailored to the specific needs of a client that wishes to
launder the proceeds of crime. This report identifies the specialist
skill sets that PMLs offer their clients in order to hide or move their
proceeds, and provides a detailed explanation of the roles performed
by PMLs to enable authorities to identify and understand how they
operate. This report also provides recent examples of financial
enterprises that have been acquired by criminal enterprises or coopted to facilitate ML.
This report aims to assist authorities to target PMLs, as well as the
structures that they utilise to launder funds, in order to disrupt and
dismantle the groups that are involved in proceeds-generating illicit
activity so that crime does not pay.
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EXECUTIVE SUMMARY
EXECUTIVE SUMMARY
1.

Trade Based Money Laundering (TBML) was recognized by the Financial Action Task
Force (FATF) in its landmark 2006 study as one of the three main methods by which
criminal organizations and terrorist financiers move money for the purpose of disguising its
origins and integrating it back into the formal economy. This method of money laundering
(ML) is based upon abuse of trade transactions and their financing. The 2006 FATF Study
highlighted the increasing attractiveness of TBML as a method for laundering funds, as
controls on laundering of funds through misuse of the financial system (both formal and
alternate) and through physical movement of cash (cash smuggling) become tighter.

2.

In recent years APG members have continued to highlight vulnerabilities for TBML, but
very few cases investigations or prosecutions appear to have been undertaken in the
Asia/Pacific region and very few case studies had been shared.

3.

The APG’s TBML study aims to build on the existing studies, in particular those of the
FATF, in order to study the extent of the prevalence of TBML and highlight current
methods, techniques and modus operandi for TBML as well as to identify ‘red flags’ to
detect and respond to TBML.

4.

In determining the magnitude of TBML, the study considered why so few cases of TBML
have been detected since the FATF’s 2006 study. The Paper has sought to clarify and
furnish explanations for terms and processes of ‘trade finance’ which are comprehensible to
Money Laundering (ML) investigators.

5.

This Paper has focused on TBML occurring in the course of international trade in goods.
The study does not include in its scope capital flight, tax evasion, trade in services and
domestic trade. The features of the dynamic environment that distinguish TBML from other
forms of ML are its occurrence through intermingling of the trade sector with the trade
finance sector in cross- border transactions. The foreign exchange market and the long
supply chain make international trade particularly vulnerable to TBML.

6.

The study included circulation of a questionnaire to APG and FATF members seeking
statistically significant indicators. The Paper sets out a number of Case Studies to illustrate
trends of TBML. Simplified explanations of the terms and processes of trade finance have
been attempted through interaction with the private sector. A brief review of the literature
on the subject generated by the FATF, FSRBs and other authors has been made.

7.

There is a growing concern on how the rapid growth in the global economy has made
international trade an increasingly attractive avenue to move illicit funds through financial
transactions associated with the trade in goods and services. TBML is a complex
phenomenon since its constituent elements cut across not only sectoral boundaries but also
national borders. The dynamic environment of international trade allows TBML to take
multiple forms.
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KEY FINDINGS
8.

Statistical analysis has been conducted on the basis of responses received on 64 questions
from 19 jurisdictions and 1 organisation.

9.

Few TBML cases have been reported. The extent of TBML in the region was not able to be
accurately estimated in this study. However, during the course of the study it has become
evident that TBML is a problem for many of the participating jurisdictions and has serious
significance as an avenue to launder proceeds of crime.

10.

There is lack of awareness and training on TBML among the jurisdictions. Training for
those responsible for detection and investigation of TBML as well as to those who collect
trade data and handle trade finance is critical to raise their awareness about TBML and build
capacity to identify TBML.

11.

Most jurisdictions do not distinguish TBML from other forms of ML. A major obstacle in
devising strategies to tackle TBML has been the lack of reliable statistics relating to it.
There is presently no standardization with regard to the practice of collection and
maintenance of data on TBML. Trade related data is collected to serve purposes other than
those of detecting TBML.

12.

The lack of TBML investigators and absence of systems capable of cross-referencing trade
and trade finance data are significant limitations. In most of the reporting jurisdictions
customs authorities or equivalent collect and manage trade data but do not have the
authority to conduct ML investigation.

13.

Over 50% of the reporting jurisdictions indicate referrals from other agencies which trigger
TBML investigations. Again, over 50% of the reporting jurisdictions seek information from
international counterparts. However there are impediments in domestic coordination and
international cooperation among the competent authorities. The main impediments which
have been identified are requirement of maintaining confidentiality, delays in response and
conveying of information with restrictions.

14.

Reporting jurisdictions have listed a large number of patterns and red flags which this Paper
has categorised in five broad groups viz. Trade Finance, Jurisdictions, Goods, Corporate
Structure and Predicate Offences. The last four categories have been dealt with in the past
papers under the broad category of trade. With regard to trade finance the important red
flags relate to methods of payment and letters of credit. Existence of duty free zones and
prevalence of high duty structure can make jurisdictions sensitive to TBML. The
discrepancy about description, quality, quantity and value of the goods which are traded can
be important red flags. Front or shell companies are often used as corporate structures to
facilitate TBML. Tax evasion and customs offences are important predicate offences for
TBML.

15.

The trade finance products identified in this study reveal a menu of choices that are
available to genuine traders to facilitate trade. Exporters and importers enter into an
agreement to trade more often than not by way of cash payment or through some more
5
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complex form of trade financing. Such trade finance products include bills of exchange,
counter trade, letters of credit and open account facilities. A range of open account facilities
may encompass factoring, forfaiting and other forms of credit. While the trade finance
products were innovated to reduce trade transaction costs, their accessibility have also made
them vulnerable to TBML abuse. Thus the trade in commodity has become as good as
means of movement of cash and of transfer of funds to indulge in laundering.
16.

Financial sector representatives indicate a trend toward the use of open account financing in
trade. This has implications for detecting the abuse of trade finance for ML.

17.

The case studies included in the Paper, besides identifying the elements of trade that
facilitate TBML, also bring out the mechanisms of trade finance used in TBML. One case
study highlights the financing of different segments of trade through diverse mechanisms of
trade finance that can introduce risks in the trade transactions which are difficult to assess
by financial institutions. The mechanisms of financing trade through factoring and through
disbursement of trade credit to overseas suppliers are fraught with risks for financial
institutions unless due diligence is exercised over the overseas trading partner, are brought
out in another case study. Another case study shows how the operations of ‘exchange
houses’ owned and controlled by criminals coupled with ‘compromised’ working of a bank
make trade finance mechanisms means for indulging in TBML. There are other case studies
which demonstrate the use of alternative remittance systems and of corporate structures to
facilitate TBML. A final case study shows multiple forms of international trade and various
mechanisms of trade finance which give inherent flexibility to criminals to adopt those
forms and types which suit the demands of a situation.

18.

The 2006 FATF Paper on TBML focused on trade based techniques used in TBML, which
have been mentioned as over/under invoicing of goods, multiple invoicing of goods,
over/under shipments of goods and false description of goods. These techniques need to
combine with techniques which abuse trade finance mechanism, for TBML to occur. Four
of these techniques have been identified in this paper as cash inflow based payment, third
party payment, segmental modes of payment and alternative remittance payment.

POLICY OBSERVATIONS
19.

Any strategy to prevent and combat TBML needs to be based on dismantling TBML
structures while allowing genuine trade to occur unfettered. An emphasis on inter-agency
coordination and international cooperation, needs to be adopted by policy-makers. A
comprehensive strategy which takes into account sectoral peculiarities, agency
specialization and jurisdictional frameworks can only address the challenges in tackling
TBML.

20.

There is a need to have common formatting for recording and maintaining trade-relevant
statistics so that data sets can be analysed to identify trends related to TBML. Crossreferencing of data relating to trade and trade finance can be the starting point for adopting a
risk based approach to identifying TBML. There is an acute need to correlate trade data
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with the foreign exchange data to detect TBML and identify cases where value is in the
form of goods without corresponding outgo of foreign exchange as payment.
21.

Multiple agencies are involved either directly or indirectly in combating TBML. Levels of
specialization in mandated roles to combat TBML varies. However, the strategy to prevent
and combat TBML requires expertise created through the combination of all such
authorities. One way-forward to combine the respective competencies of relevant authorities
for combating TBML is to form domestic task-forces. Task-forces focused on TBML
investigations will need to have the ability to utilize the expertise of each agency without
compromising its functional skills.

22.

There is an urgent need to strengthen the existing bilateral arrangements like Trade
Transparency Units (TTUs) and to build multilateral mechanisms for international
cooperation. The bilateral arrangements must ensure prompt exchange of information with
regular follow-ups which should result in more efficient delivery. The multilateral
mechanisms may entail equal commitment of all trading jurisdictions for coordination in
matters relating to TBML.

23.

TBML focused training is an absolute necessity for the anti-TBML strategy to succeed.
Customs, ML investigating LEA, FIU, Tax Authorities and Regulators have all identified a
pressing need for more focused training so that their personnel can have an adequate
knowledge base to detect, prevent and combat TBML. The sharper focus on TBML in
existing training programs can be brought about by incorporating specific topics which
relate to TBML. The case studies, the red flags and typology papers on TBML may be
disseminated during such programs. As trade essentially involves multiple jurisdictions,
there is a need for Law Enforcement Officers to understand the legal and procedural aspects
of other jurisdictions. Training should be aimed at making use of trade data analysis as well
as cross referencing trade data with trade finance data and understanding any useful tools
developed to identify trade anomalies which may lead to investigation and prosecution of
TBML cases. Inter-linkages of tax frauds and customs violations with TBML also need to
be explained.
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CHAPTER I - SCOPE & COVERAGE
INTRODUCTION
24.

The Asia/Pacific Group on Money Laundering (APG) produces regional typologies studies
of money laundering (ML) and terrorist financing (TF) in the Asia/Pacific region. This is
done to share information and support a better understanding of ML and TF methods,
techniques and trends in the region.

25.

Typologies of ML and TF allow Governments and the private sector to understand the
nature of the ML and TF environment and design effective AML/CFT strategies to address
threats. Typologies help APG members to implement effective strategies to investigate and
prosecute ML and TF, as well as design and implement effective preventative measures.

26.

Trade Based Money Laundering (TBML) has been recognized by the Financial Action Task
Force (FATF) in its landmark study published in 2006, as one of the three main methods by
which criminal organizations and terrorist financiers move money for the purpose of
disguising its origins and integrating it back into the formal economy. This method of ML
is based upon abuse of trade transactions and their financing. The FATF Study 2006
highlighted the increasing attractiveness of TBML as a method for laundering funds,
compared with misuse of the financial system (both formal and alternate) and through
physical movement of cash (cash smuggling).

27.

The revision of FATF standards undertaken in 2003 entailed stricter controls on the
financial system and on cash couriers, which may have had an unintended consequence of
leaving the trade finance sector more vulnerable to ML and TF. The increasing volume,
speed and value of global trade and the complexities inherent in trade transactions and in its
financing arrangements coupled with limited awareness and understanding of how such
trade can be abused, have made TBML an important avenue for moving illicit funds.

AIMS OF THE STUDY
28.

The APG Annual Meeting in Kochi, India in July 2011 resolved to take-up further study on
TBML as an APG Typology Study. The Study commenced with the following aims:
i) to build on the existing studies and in particular that of FATF published in 2006;
ii) to study the extent of the prevalence of TBML;
iii) to highlight current methods, techniques and modus operandi for TBML so as to short
list ’red flags’ to detect and respond to TBML; and
iv) to clarify and furnish explanations for terms and processes of ‘trade finance’ which are
comprehensible to ML investigators.
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SCOPE OF THE STUDY
29.

It is useful to consider the fundamental elements of trade in goods that this study will
consider when discussing TBML. Conceptually, trade can be broken into various elements
which may be overlapping:





arrangements to trade goods
financial steps to facilitate the trade (financing, insurance, etc.)
movement of goods
reconciliation or settlement of financial accounts

30.

TBML was defined by the FATF in 2006 as ‘the process of disguising the proceeds of crime
and moving value through the use of trade transactions in an attempt to legitimize their
illicit origins.’ The FATF Paper on Best Practices (2008) broadened the definition by
stating, “TBML and terrorist financing (TBML/FT) refer to the process of disguising the
proceeds of crime and moving value through the use of trade transactions in an attempt to
legitimise their illegal origin or finance their activities.” Such broadening of the definition,
allows for illegal activities such as terrorist financing to be covered within the scope of
TBML.

31.

The FATF Study of 2006 excludes the coverage of the movement of money for tax
avoidance, evasion and capital flight, on the grounds that such movement of funds usually
involves transfer of legitimately earned funds across borders while TBML involves the
‘proceeds of’ or ‘instruments of’ crime. However, the FATF 2008, Paper on Best Practices
does cover within the definition of TBML, the movement of licit funds for the purpose of
illegal activities such as terrorist financing. This broadening of the definition, coupled with
the intermingling of licit and illicit funds imply that the abuse of capital flight and the
movement of funds for tax avoidance / evasion are within the scope of TBML.

32.

This paper excludes consideration of domestic trade in its study of TBML. While the FATF
definitions of TBML do not exclude domestic trade from their ambit, the framework chosen
by this and other papers leaves domestic trade out of scope. This is not to deny that TBML
can occur through domestic trade, however given that domestic trade is less regulated and
large in terms of number of transactions, the time resource available to compile this Paper
and the amount of ‘noise’ that exists in the domestic market does not allow for its coverage.

33.

Whilst the definition of TBML being considered includes international trade in ‘services’
which has also been addressed in previous FATF Papers, trade in services and other
intangibles is also out of scope of this Paper. The lack of standardization of the definition of
‘services’ and difficulties in estimating the ‘fair value’ of their provision, will not allow for
its meaningful treatment in the present study. The project team believes that separate
studies devoted to trade in services and other intangibles, keeping their peculiarities in view,
are called for. The implications of the capital flight and the movement of funds for tax
evasion for TBML need to be examined separately. Mechanisms like transfer pricing are
still largely in the domain of taxation. Therefore the present Paper while adopting the
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definition of TBML given by the Best Practices Paper 2008 of FATF does not include in its
scope capital flight, tax evasion, trade in services and domestic trade.
34.

The rapid expansion of global trade has increased the possibilities for TBML. Trade is the
‘engine of growth’ and ensures optimal use of resources. Thus the need to have a ‘free and
fair’ trade regime has been emphasized. The dilemma which is faced by policy makers is
the requirement to balance the needs of a free, fair and predictable trade regime with the
needs for regulation of trade so as to prevent its abuse. Total Global Merchandise Trade
stood in 2010 at US $ 30.729 Trillion {US $ 15.237 Trillion exports + US $ 15.492 Trillion
imports}1 which indicates the potential for absorption and movement of funds of criminal
origin through international trade and the need to study TBML.

35.

One common thread running through studies of the FATF, of FATF-style regional bodies
(FSRBs) such as the APG, and other literature is acknowledgement of the lack of awareness
of TBML. Such studies have consistently highlighted difficulties in detecting TBML cases.
A lack of understanding of those features of TBML that are distinct from other forms of ML
is viewed as one reason for a lack of TBML cases. While acknowledging the commonalities
between TBML and other forms of ML, attempts have been made in this Paper to identify a
few distinguishing features of TBML. Recognition of such features may help develop better
‘red flags’, support increased awareness and lead to more detections.

36.

Distinguishing features of the dynamic environment for TBML include:
a) TBML using international trade occurs over more than one jurisdiction, while other forms
of ML may be only of a singular jurisdiction. Cross border transactions provide
opportunities to take advantage of differences in legal systems of various jurisdictions. A
jurisdiction may have less restrictive Customs checks (Free Trade Zones) and less stringent
AML set-up than trading partner. The high volume, regularity and speed of international trade
increase vulnerabilities.
b) TBML necessarily requires intermingling of the trade sector with the finance sector.
Criminals take advantage of vulnerabilities of both the sectors. Merely having an AML
regime for the finance sector becomes inadequate unless such a regime effectively covers the
corresponding trade sector. Moreover, cross-referencing of trade-data, with that of trade
finance becomes essential when investigating TBML.
c) International trade is denominated in terms of internationally acceptable currencies. Trade
becomes exposed to the vulnerabilities of the foreign exchange market. The conversion of
currency at market determined exchange rates enhance the scope for criminals to launder the
proceeds of or instruments of crime.
d) The long supply chain necessary for international trade make the trade more vulnerable to
TBML. This chain of manufacturer, trader, consigner, consignee, notifying party, financier,

1

Source:(http://stat.wto.org/StatisticalProgram/WSDBViewData.aspx?Language=E
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shipper, insurer and freight forwarder broaden the scope for abuse of the system by the
criminals because of all the vulnerabilities that exist.

METHODOLOGY
37.

The Methodology which has been adopted in this Paper has the following important
elements:a) A Questionnaire was prepared and circulated among the jurisdictions for completion by
relevant agencies (see Annex B). A statistical profile was drawn from responses to the
questionnaire.
However responses were received from only limited number of
jurisdictions which has resulted in making the size of the sample small. Results based on a
sample of small size may not be regarded as statistically significant. Nevertheless, the
statistical responses have brought the project team to the conclusion that there are
commonalities amongst various jurisdictions with regard to the challenges in
understanding and tackling TBML.
b) Case studies were sought as part of the questionnaire. APG members’ Typology Status
Reports from previous year were examined for cases and other reference materials. A
limited number of case studies were reported. Those case studies have been used to
appreciate the recent trends of the modus-operandi and techniques adopted for TBML as
well as to develop ‘red flags’.
c) Terms and ‘processes of trade finance’ have been examined and simplified explanations
have been attempted so as to make these comprehensible for investigators. This is
considered an important feature of this study as TBML is a complex subject and
lawmakers and investigators alike find it difficult to understand the terms and processes of
international trade and its financing arrangements. In this regard the Project Team
interacted with the private sector.
d) A brief review of some of the literature on the subject has been
made. Existing studies
on the subject made by the FATF, FSRBs and other organizations have been examined in
an attempt to take this body of research forward.

FRAMEWORK
38.

Chapter II of this paper considers issues categorized into four areas of concern.
(i) What is the extent of TBML in specific jurisdictions, regions and across the globe?
(ii) What should be the roles, responsibilities of investigating agencies and other allied
agencies to tackle TBML?
(iii) What are the best practices (preventative measures) to effectively deal with TBML?
and
(iv) What are those features of TBML which can make it possible to discern it from other
forms of ML?
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39.

The inferences drawn from the statistical analysis of the responses received to the
Questionnaire attempt to provide answers to these concerns. The statistical analysis made in
Chapter-II has also looked at the extent of the prevalence of TBML.

40.

Chapter III of this Paper aims to develop a simplified explanation of terms and processes of
trade finance so as to make these comprehensible for investigators. Improved understanding
of concepts, terms and processes of trade finance should assist AML investigators to detect
TBML cases by cross-referencing the leads from trade transactions with those of trade
finance.

41.

Chapter IV of this Paper illustrates the techniques of TBML through case studies. The
Chapter elucidates how the abuse of trade system combines with that of trade finance for
TBML to occur. Techniques of Trade Finance abuse have been identified. Chapter-V of this
Paper is devoted to drawing of conclusions and suggesting way forward.

REVIEW OF EXISTING STUDIES
42.

In order to better understand the complex subject of TBML, this Paper seeks to review the
existing literature on TBML. This includes studies by published by the FATF, FATF-style
regional bodies (FSRBs) and a range of studies from intergovernmental organisations,
jurisdictions, the academic sector and other bodies.

Financial Action Task Force (FATF) Studies
Trade Based Money Laundering (2006)2
43.

The FATF TBML study of 2006 set out a number of key findings and recommendations:a) TBML is a complex and increasingly important channel of ML.
b) Techniques of TBML adopted by criminals vary from simple to complex. Simple
techniques include ‘over/under invoicing’ of goods, multiple invoicing of goods,
‘over/under shipments’ of goods and falsely described goods. Combinations of several
simple techniques have been regarded as complex.
c) Analysis of trade data and its international sharing are useful tools for identifying trade
anomalies and detection of TBML. Since international trade leaves behind documentation,
the anomalies noticed during data analysis may lead the investigator to documentary
evidence. Lack of structured and regular exchange of information related to trade and trade
finance among relevant agencies.
d) The lack of resources and training further constrain Customs, LEA, FIU and Tax
Authorities to develop effective AML methodologies against TBML.

2

http://www.fatf-gafi.org/dataoecd/60/25/37038272.pdf
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44.

The FATF 2006 study identified and recommended three main areas to be focused by
Authorities to increase effectiveness in combating TBML:
i) Building better awareness among the agencies responsible for detection, investigation and
prosecution of offenders involved in TBML. These agencies have expressed strong need
for training.
ii) Strengthening current measures so that there is extensive use of the available material in
the form of case studies and red flag indicators of TBML. The aspects of effective
domestic cooperation and sharing of information among Law Enforcement Agencies and
Regulators have also been impressed upon.
iii) Improving international cooperation so that it can act as a trigger for detection of TBML
cases. In this regard the setting up of physical and legal infrastructure has been
emphasized.

Best Practices Paper on Trade Based Money Laundering (2008)3
45.

The FATF Best Practices Paper on TBML (2008) has provided important guidelines for
detection and investigation of cases of TBML. The objective of the Best Practices Paper
was to improve the ability of competent authorities to collect and effectively utilise trade
data, both domestically and internationally, for the purpose of detecting and investigating
ML and TF through the trade system. It was also aimed at FATF continuing to explore
vulnerabilities in the trade system, including those related to trade finance, with a view to
identifying other measures that could be considered in combating illicit use of the trade
system.

46.

The best practices described include:

a) Capacity building and increased awareness of TBML to be achieved by enhancing the
focus on TBML in training programs. Developing capacity to identify anomalies in data
collected for trade transactions and in trade finance.
b) Familiarize staff of competent authorities with typologies & ‘red flags’ and include these
in their training materials & internal guidance manuals. A Risk based approach with target
orientation has been strongly recommended.
c) Cooperation among domestic competent authorities to be developed so as to facilitate
coordination between authorities responsible for collecting and analysing trade data and
the authorities responsible for investigating ML and TF. For this purpose, jurisdictions
should identify where trade data and trade finance data are being stored and managed.
Often such data is dispersed over more than one agency.

3

http://www.fatf-gafi.org/media/fatf/documents/recommendations/BPP%20Trade%20Based %20Money%20
Laundering %202012%20COVER.pdf
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d) Investigation Agencies should have timely and clear access to trade data and trade finance
databases, through secure networks and Memoranda of Understanding.
e) Practical obstacles in the area of domestic cooperation and information sharing to combat
TBML/FT need to be identified and addressed. Specific best practices involving
information sharing between domestic agencies and FIU were also suggested. It has been
recommended that FIU should be able to obtain information from agencies collecting trade
data viz. Customs and Trade Authorities.
f)

47.

Encourage international cooperation to provide the widest possible range of mutual legal
assistance in TBML/FT investigations and prosecutions. Clear and effective mechanisms
and gateways need to be established to facilitate trade data.
The Best Practices Paper has recommended safeguards relating to maintenance of data
protection and privacy as well as to ensure competitive neutrality for legitimate trading
activities which is also supported by the project team.

Money Laundering Vulnerabilities of Free Trade Zones (2010)4
48.

The 2010 FATF study on Free Trade Zones (FTZs) has significant cross-over with earlier
studies on TBML and includes three case studies of TBML. One of these cases relates to
TBML for terrorist financing (Hezbollah).

49.

Businesses located in FTZs utilise international trade for a majority of transactions. FTZs
are designated areas within jurisdictions in which incentives are offered to support the
development of exports, foreign direct investment (FDI), and local employment. These
incentives include exemptions from duty and taxes, simplified administrative procedures,
and the duty free importation of raw materials, machinery, parts and equipment. In addition
to boosting economic opportunity, these incentives can result in a reduction in finance and
trade controls and enforcement, creating opportunities for ML and TF.

50.

The lack of AML/CFT safeguards poses a particular vulnerability in FTZs. Cases in the
FATF report highlight systematic weaknesses that make FTZs vulnerable to abuse including
relaxed oversight, lack of transparency, absence of trade data and systems integration.

51.

The study finds that FTZs may facilitate the TBML and related illicit activity. The misuse of
FTZs impacts every jurisdiction in the world, regardless of whether or not a jurisdiction has
FTZs.

FATF Typologies on Proliferation Financing (2008)
52.

4

The June 2008 FATF Typologies Paper on Financing the Proliferation of Weapons of Mass
Destruction5 did not address TBML directly, but did include an annex on trade

http://www.fatf-afi.org/media/fatf/documents/reports/ML%20vulnerabilities %20of%20Free%20 Trade% 20Zones
.pdf
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documentation, including those relevant to trade finance. These descriptions have been
included as part of the Chapter on Trade Finance.
EAG
53.

The Eurasian Group (EAG) on Combating ML and TF has published two reports relating to
TBML. These are as follows:
(i) EAG Working Group on Typologies Study Report on "International Trade Based
Money Laundering" (December, 2009)6

54.

The EAG Study Report on International TBML was based on the generalized findings of
national studies conducted by select EAG members. The study considered the use of foreign
trade transactions to launder proceeds and instruments of crime. The EAG study focused on
identifying the legal aspects of business regulation that affect the development of various
mechanisms using both international economic and especially, trade-based, activities for
ML. An attempt was made to analyse the legal standards of national legislations governing
the conduct and control of foreign trade-based transactions.

55.

This Study highlighted instruments, mechanisms and corporate structures, used for TBML.
Instruments such as fictitious export/import transactions and false contracts were identified.
Common mechanisms used for the purpose have been found as non-declaration / misdeclaration of goods and false certificate of origin. Corporate structures involved in the
process comprise three groups of entities viz. transient firms, off-shore companies and
illegal financial services providers.

(ii) EAG Typology Report on Risks of Money Laundering in Foreign Trade
(December, 2010)7

Transactions

56.

The EAG Report on the Risks of Money Laundering in Foreign Trade Transactions aimed
to develop a risk assessment methodology to prevent and combat use of foreign trade
transactions in ML schemes.

57.

The main features of the study were: the identification of legal aspects in Foreign Trade
Regulation; efficient assessment of the risk based approach in national AML strategies; and,
the analysis of monitoring mechanisms adopted by financial institutions. The study
attempted to classify ML risks in foreign trade transactions by determining the share therein
of risk companies, risk countries and risk commodities. All competent authorities, including,
policy makers, customs, taxation authorities, central bank and financial institutions were
called to adopt risk assessment approach.

5

http://www.fatf-gafi.org/media/fatf/documents/reports/Typologies%20Report%20on%20Proliferation%20Financing.pdf

6

http://www.eurasiangroup.org/typology_reports.php

7

http://www.eurasiangroup.org/ru/news/WGTYP_2010_6_eng.pdf
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APG
58.

The 2008 APG Typologies Report8 collected case studies from across the Asia/Pacific
region and included case studies on TBML and related cases. Case studies on alternative
remittance services, shell companies, off-shore banks and promissory notes are of
significance to the current research.

59.

The 2012 APG Typologies Report includes a number of TBML case studies from across the
Asia/Pacific region.

The Wolfsberg Group
60.

The Wolfsberg Group is an association of eleven global banks formed in 2000 to develop
financial services industry standards. In 2009 the Wolfsberg Group published a paper
entitled The Wolfsberg Trade Finance Principles9, which aimed to contribute to industry
efforts to define standards for the control of the AML/CFT risks associated with trade
finance activities. The Wolfsberg Group published these Principles on the role of Financial
Institutions (FIs) in relation to the management of processes: 1) To address the risks of ML
and terrorist financing through certain trade finance products, and 2) To aid compliance
with international and national sanctions, including the Non Proliferation of Weapons of
Mass Destruction requirements of the United Nations.

61.

The paper addresses the mechanisms used for the finance of the movement of goods or
services across international boundaries. In particular, the paper provides detailed, practical
guidance on the types of controls that may be applied to letters of credit (LCs); documentary
bills for collection (BCs); and sanctions, including non proliferation, weapons of mass
destruction and dual use goods (NP WMD)

62.

In 2011 an expanded version of the paper was published10. This version provides additional
AML guidance in relation to guarantees (Gtees); standby letters of credit (SBLCs); and open
account trade transactions. it is noted:
“Despite the fact that historically trade finance has not been viewed as high risk it has
always been recognised that international trade and the processes and systems that support
it are vulnerable to abuse for the purposes of ML and terrorist financing. In recent years,
however, the focus on these risks has increased for a variety of reasons, including the
dramatic growth in world trade. In addition, the fact that controls introduced by FIs in
response to the more traditional ML techniques have become more robust means that other
methods to transmit funds, including the use of trade finance products, may become more
attractive to criminals.” (2011: 3)

63.

The Wolfsberg Group noted that it is committed to the application of appropriate systems
and controls in respect of trade finance products to mitigate these risks. It does not however

8

http://www.apgml.org/documents/docs/6/APG_2008_Typologies_Rpt_July08.pdf
http://www.wolfsberg-principles.com/pdf/Wolfsberg_Trade_Principles_Paper_I_(2009).pdf
10
http://www.wolfsberg-principles.com/pdf/Wolfsberg_Trade_Principles_Paper_II_(2011).pdf
9
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believe that currently there is sufficient evidence to support an assessment of this area as
high risk for AML/Sanctions purposes. Despite this, the Wolfsberg Group calls for on-going
cooperation between stakeholders to counter the threat of ML in the trade finance area.
United Nations Office of Drugs and Crime (UNODC)
Risk of Money Laundering through Financial Instruments, Users and Employees of Financial
Institutions (2010)11
64.

The UNODC Risk of Money Laundering through Financial Instruments, Users and
Employees of Financial Institutions (2010 English version) was produced to address the
need of the justice sector to improve their economic, financial and accounting preparation in
order to investigate, prosecute and adjudicate ML cases. The report does not specifically
address TBML, but contains a brief description of various financial instruments, including a
number of trade instruments, as well as their underlying documentation and red flags (451 in
total).

65.

Chapter 8 deals with Foreign Trade Business. It is noted that “Payments resulting from
foreign trade business, understood to be the export or import of goods or services, can be
one of the financial instruments at the highest risk for ML operations.” (2010: 113).
Documents of interest (e.g. the import or export declaration or form, the interbank transfer
of funds, and the declaration or form for registering the exchange operation) are identified.
Warning signs regarding the transfer of funds resulting from foreign trade are also listed.

United States
66.

The Financial Crimes Enforcement Network (FinCEN) issued an advisory in 201012 to
inform and assist the financial industry in reporting suspected instances of TBML. This
advisory contained examples of ‘red flags’ based on activity observed in Suspicious
Activity Reports (SARs) that may indicate TBML. Financial institutions were advised to
take appropriate measures to mitigate the risks of analogous activity occurring globally.

67.

It was concluded in that advisory that no one activity by itself is a clear indication of
TBML. Due to some similarities with legitimate financial activities, financial institutions
should evaluate indicators of potential trade-based money laundering in combination with
other ‘red flags’ and expected transaction activity for its customer before making
determinations of suspicion. Additional investigation and analysis may be necessary to
determine if the activity is suspicious, based on information available to the financial
institution.

11
12

http://www.unrol.org/doc.aspx?d=3041
http://www.fincen.gov/statutes_regs/guidance/pdf/fin-2010-a001.pdf
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Journal Articles
Delston R S & Walls SC (2009) Reaching Beyond Banks: How to Target Trade-Based Money
Laundering and Terrorist Financing Outside The Financial Sector.
68.

Delston and Walls in their publication (Delston R S & Walls SC 2009) Reaching Beyond
Banks: How to Target Trade-Based Money Laundering and Terrorist Financing Outside The
Financial Sector. Case Western Reserve Journal of International Law 41 (8): 85–118) have
stated that AML/CFT measures have succeeded in restricting the two traditional avenues of
ML, namely, the abuse of financial intermediaries and the physical movement of money
across borders. Consequently, international criminal and terrorist organizations have turned
to TBML to conceal and legitimize their funds, as this is a channel that remains relatively
untouched by AML/CFT efforts internationally.

69.

The authors noted the FATF’s focus on TBML due to ML and TF risks as well as financing
of the proliferation of weapons of mass destruction (WMDs). The paper proposed a farreaching solution—that those in the international supply chain be required by law to adopt
AML/CFT safeguards to protect their businesses, including filing suspicious activity
reports, identifying their customers, and designating an AML/CFT compliance officer.

70.

Delston and Walls (2009), argued that there needs to be greater harmonisation between the
FATF Best Practices Paper for combating TBML and the 2003 FATF Recommendations
calling for traders to adopt CDD, KYC and STR reporting protocols in line with obligations
on financial institutions and DNFBPs. Their proposals appear to be at odds with the
recommendations put forward in the FATF Best Practices Paper, which cautioned against
undue regulatory burdens upon legitimate trading activities. However, Delston & Walls
warn that ‘companies may ignore their TBML risk only at their peril’ (Delston & Walls
2009: 118) and suggest that businesses may voluntarily go beyond FATF’s Best Practices to
safeguard themselves against TBML threats.

Zdanowicz JS 2009, Trade-Based Money Laundering and Terrorist Financing
71.

Zdanowicz (Zdanowicz JS 2009, Trade-Based Money Laundering and Terrorist Financing.
Review of Law and Economics 5(2): 858–878) contributes to the literature on TBML and
terrorist financing by providing an analysis of previously unused statistical techniques and
methodologies as a means of monitoring, detecting and prosecuting ML activities.
Zdanowicz describes how new statistical profiling methodologies that evaluate transactions
contained in a jurisdiction’s international trade database can mitigate the risks associated
with TBML.

72.

Zdanowicz discusses the application of four new TBML profiling techniques which focus
on jurisdiction, customs district, product, and transaction price risk characteristics. The
paper highlights recent developments which reveal a new focus on TBML and TF.
1. Trade Transparency Units:
2. FATF: Trade-Based Money Laundering Report: In June 2006
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3. FFIEC Bank Secrecy Act Anti-Money Laundering Examination Manual
Brown HA 2009, Free Trade Zones: Haven for Money Laundering and Terrorist Financing?
73.

Brown has raised several possible vulnerabilities associated with the area of FTZs (Brown
HA 2009, Free Trade Zones: Haven for Money Laundering and Terrorist Financing?
ACAMS Today January: 10–12) that include:
i)

Possible lack of regulations or lack of enforcement of regulations within free trade
zones;
ii) use of cash or nonfinancial instruments, which are usually high risk, as the primary
forms of payment that occur within these zones;
iii) lack of means to implement, enforce or create regulations needed within free trade
zones;
iv) difficulties in determining the primary owner of the goods or the point of origin of the
shipments due to the transference of many shipments into and out of multiple free trade
zones around the world;
v) due to the beneficial tax incentives offered within these areas, and the decrease or lack of
tax revenue gathered by customs officials, there is little incentive to enforce or
implement regulations and oversee trade;
vi) the lack of automation and an accurate method of recording shipments and items
manufactured or received within many free trade zones, causing the loss of a paper trail
that can accurately verify the true owner of the goods;
vii) possible zone manipulation to aid in trade-based money laundering, including over-andunder invoicing, hawalas and Black Market Peso Exchange, among other trade based
schemes.

74.

Various best practices and recommendations, as mentioned in this paper could increase the
security, regulations and enforcement within these areas that currently do not have the
measures in place to monitor or detect illegal activities.

McSkimming S 2010, Trade Based Money Laundering: Responding to an Emerging Threat.
75.

McSkimming (McSkimming S 2010, Trade Based Money Laundering: Responding to an
Emerging Threat. Deakin Law Review 15(1): 37–63) observes that while little has been
done to prevent trade-based financial crime, there is also little empirical evidence of its ill
effect. Further, there has been little consideration as to whether systematic monitoring of the
trade system would be cost-effective, relative to the number of offenders detected and the
harm prevented. Without such analysis, it is almost impossible to reach a measured and
balanced view on appropriate policy settings.

76.

When considering typologies of over and under invoicing, McSkimming briefly considers
issues of transfer pricing manipulation. A transfer price is the price paid for an exchange of
goods and services between related affiliates of the same transnational corporation. This
may be a parent firm trading with subsidiaries or between subsidiaries of the same firm.
Transfer pricing refers to the method transnational corporations adopt for the setting and
adjusting prices of goods or services from one associate of the entity to another associate
within that same entity. Corporate subsidiaries in different countries must adjust prices
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when one subsidiary transfers goods or services to a subsidiary operating in a different
country. It is estimated that trade between related transnational corporations affiliates
account for 60% cent of global trade, which represents significant risks for transfer
mispricing.13 Tax authorities require that an ‘arm’s length principle’ should be followed in
determining the open-market price. Many markets are thin and often dominated by the same
multinationals and market prices are hard to determine. Transfer pricing frauds ignore the
arm’s length principle and misprice transactions to allow companies to move profits to low
tax jurisdictions to minimise or avoid tax.
77.

McSkimming proposes that even if monitoring were to be implemented, the analytical
methodologies that are currently used have major flaws. They not only rely on data that is
often of poor quality, but may also be worryingly easy to circumvent. This too, raises
serious questions about the effectiveness of the proposed policy responses to TBML. The
difficulties associated with data monitoring also raise the spectre of a significant increase in
the number of physical, and therefore costly, inspections of trade goods. Preventing
TBML/TF will take more than importing AML/CFT strategies from the financial sector to
the trade sector. Instead, a robust new approach to AML/CFT in the trade sector will be
required.

78.

The author highlights that the absence of data on TBML/TF is particularly concerning in
light of the fact that TBML/TF is a credible substitute for traditional, financial system ML
typologies. If offenders are able to avoid AML/CFT controls by abusing the trade system in
substantial numbers, then costly regulation of the financial sector may be pointless.
McSkimming notes that the larger, organised crime syndicates most able to take advantage
of TBML/TF, which makes the lack of effective AML/CFT responses even more
concerning.

Liao J & Acharya A 2011. Trans-shipment and Trade-Based Money Laundering
79.

Liao and Acharya (Liao J & Acharya A 2011. Trans-shipment and Trade-Based Money
Laundering. Journal of Money Laundering Control 14(1): 79–92) analyse reports made by
international organizations and government bodies, particularly, the US, dealing with
various aspects of financial crime, import/export activity, and world trade statistics, in order
to identify major challenges and possible solutions to the problem.

80.

The paper finds that efforts to monitor and staunch the flow of illicit money through trade
would be enhanced through more widespread coverage of customs cooperation and
standardization of information sharing procedures between national customs agencies. Also,
measures should be taken to make free trade areas (FTZs) more transparent to regulatory
scrutiny.

13

Prem Sikka, ‘Enterprise, culture and accountancy firms; new masters of the universe’, Accounting, Auditing and
Accountability Journal, vol 21, no 2, 2008, p 268-295,
www.emeraldinsight.com/Insight/viewContentItem.do;jsessionid=CD97B03F94E6B0C92BDA1B4D3D
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Australian Institute of Criminology
81.

Sullivan and Smith (Paper: 2011 by Claire Sullivan and Evan Smith, Trade-Based Money
laundering: Risks and Regulating Responses Published as Australian Institute of
Criminology Reports -Research and Public Policy Series 115) contend that the formation of
a regulatory framework to deal with TBML would be premature and unnecessary at this
stage, as more research needs to be conducted to ascertain with greater precision the nature,
risks and prevalence of TBML in Australia.

82.

The Report identifies additional TBML methods besides those identified in the FATF Study
2006. The two other techniques involve:
(i) related party transactions; and
(ii) acquisition and sale of intangibles.

83.

The Report further holds that the specific areas of risks increase the vulnerability of
international trade to TBML. These risks are:
 Barter trade
 use of shell and front companies
 trade with and through high risk jurisdictions; and
 trade with and through free trade zones.

84.

The Report recommends that future education and awareness-raising programs should
usefully incorporate training materials on TBML.
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CHAPTER II - STATISTICAL ANALYSIS
85.

An important objective of this Paper is to build on the existing studies, particularly those of
the FATF. The past studies have raised issues in four key areas:
(i) What is the extent of TBML in specific jurisdictions, regions and across the globe?
(ii) What should be the roles, responsibilities of investigating agencies and other allied
agencies to tackle TBML;
(iii) What are the best practices (preventative measures) to effectively deal with TBML ;
and,
(iv) What are those features of TBML which can make it possible to discern it from other
forms of ML?

86.

To look at these four primary areas of concern, this Chapter presents a Statistical Analysis.
The statistical analysis is based upon the responses received from 19 Jurisdictions and 1
Organization, to a Questionnaire circulated by the APG Secretariat. Due to the limited
number of responses received from jurisdictions & organizations the sample size is not large
enough to lead to any statistically significant inferences. However, these responses do add
to the understanding of the issues involved in each of the four primary areas of concern and
can help crystallize work done in the future on TBML.

87.

The Questionnaire, comprising six parts, was designed in such a way that each part could be
answered by the Agency in the best position to furnish answers in any given jurisdiction. In
all, 64 questions were circulated in the Questionnaire. The Six classes of agencies which
have combined to answer the Questionnaire can be classified as follows:(A)
(B)
(C)
(D)
(E)
(F)

Coordinating Agency; (8 questions)
Customs; (19 questions)
ML Investigating Law Enforcement Agency (LEA); (17 questions)
Financial Intelligence Unit; (7 questions)
Tax Authority; (7 questions)
Anti Money Laundering Regulator; (6 questions)

EXTENT AND PREVALENCE OF TBML PROBLEM
88.

The concern about the extent and prevalence of TBML across the globe has confronted
investigators and policy-makers, as there are inherent difficulties in gauging the extent and
magnitude of the problem. This Paper has highlighted a few of the difficulties which
became obvious during the analysis of questionnaire responses. These difficulties may also
go some way to explain why only a few cases of TBML have been reported.

89.

In fact getting a sense of the magnitude of the problem has been the most challenging for
this Paper. Walker J and Unger B in their Paper “Measuring Global Money Laundering: The
Walker Gravity Model” (published in 2009 in Review of Law and Economics 5(2):821-853)
have acknowledged that measuring global ML is still in its infancy. In most jurisdictions,
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when data about ML is captured, there is no distinction made in the data with respect to
cases of TBML.
90.

Further, since in most jurisdictions the same investigating agencies investigate TBML cases
and other ML cases, there is no distinction between the methods of detection, investigation
and prosecution of the cases of TBML and of other forms of ML. Therefore, no separate
statistics of TBML are available among most of the jurisdictions. Suspicious Transaction
Report (STR) database of FIUs also generally do not distinguish between TBML STR and
other STRs.

91.

A general lack of awareness about the red flags of TBML and the multiplicity of authorities
which deal with elements of international trade transaction increases the challenges with the
detection and investigation of TBML cases. Resultantly fewer cases are being reported,
thereby making estimation of the correct size of TBML almost impossible.

92.

Responses which have been received from 20 jurisdictions/organizations indicate the
following:
a) 45% of the respondents have attributed the reason for so few cases of TBML being
reported is the lack of training / awareness and limited resources being allocated for the
purpose. Most of the jurisdictions have responded that they have not undertaken sufficient
studies and/or risk assessments on TBML; abuse of trade finance; transfer pricing, and
alternative remittance systems.
b) 40% of the respondents have attributed the reason for low reporting of TBML cases as
their law and current policy. It is interesting to note that such law and policy relate to trade
policy and to Customs law. For instance, in a few jurisdictions, violations of Customs law
have not been included as a predicate offence under their national AML Law.
Consequently, a lower number of cases of TBML have been detected, reported or
investigated. A few jurisdictions stated in the questionnaire that low rates of Customs
duties / taxes effectively lower the incentive of ‘over and-under invoicing’ of shipped
goods. Since the aim of criminals using TBML is to earn ineligible export incentives and
evade customs duty there have been few TBML cases recognized. Others have responded
that Customs officers are primarily required to detect and investigate cases of
undervaluation / overvaluation of export / import of goods / services, and are not primarily
responsible for enforcing the national AML/CFT laws therefore, a limited number of
TBML cases are detected. Among other policy/law issues highlighted in the questionnaire
were, the absence of proper categorization of TBML cases and hence the nonexistence of
separate data for TBML cases. This was explained by the observation that the priority of
the authorities, till recent times, has been to prevent ML by the other two significant
methods of ML, namely, cash remittance and bulk cash smuggling, rather than through
TBML.
c) Only 20% of respondents indicated that TBML was not an issue despite the low recording
rates. Reports received from respondents reveal that for a few jurisdictions, international
trade is an insignificant percentage of their GDP, hence possibility for TBML is also
limited.
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93.

It appears from the analysis that the low level of cases that have been reported on TBML are
largely due to a lack of awareness and training about TBML among the jurisdictions. It
follows then that any available statistics will be an underestimate of the true extent of the
TBML problem.

94.

To ascertain the extent of TBML an attempt has been made in this Paper to see whether all
known forms of TBML have been covered by the past studies or whether there is scope for
further expansion.

95.

Analysis indicates that 55% of the respondents have stated that the FATF studies of the past
have covered all known types of TBML. Whilst this leaves scope to explore other types of
TBML a few jurisdictions have also reported that the following aspects of TBML call for
sharper focus than what has been achieved in the past:
i. ‘Under /over pricing’ of services need to be targeted separately due to its peculiar nature
ii. Terrorist financing and its linkage to TBML
iii. Misuse of Trade Finance.

96.

The most challenging aspect relating to the extent of TBML given the current sample size,
has been to arrive at any conclusion about the magnitude of the TBML problem. Perhaps
one way of such estimation may be by looking at the number of TBML investigations which
have been carried-out; the average size of TBML offence; and, the number of STRs
generated in this regard, over the last five years. Even this methodology is flawed by the
fact that most of the jurisdictions do not maintain separate statistics for TBML as a distinct
from other ML offences and therefore no meaningful inferences can be drawn. However, for
the sake of completeness and record, this report will present the few statistics provided,
though the results are unlikely to be representative of regional or global patterns.

97.

Five jurisdictions reported on the numbers of TBML investigations in the TBML
questionnaires. Between 2007 and 2011 investigating authorities in the jurisdictions
reported 289 investigations. The number of identifiable TBML STRs generated between
2007 & 2011 has been 1994. The average size of a TBML offence is USD 1.93 million
(USD 557.32 million involved in 289 cases), based upon the responses received. The total
value of assets forfeited by two of these jurisdictions between 2007 and 2011 on account of
TBML was USD 144.35 million.

CONCLUSION ON THE EXTENT AND PREVALENCE OF TBML
98.

This study has not been able to draw definitive conclusions on the extent and prevalence of
TBML. The few cases reported by the limited number of jurisdictions undermine estimation
of the size of TBML. To what extent TBML is in use remains a concern as a straight answer
is not available due to the lack of awareness and paucity of training on TBML among the
jurisdictions. All the aspects of TBML are not even covered by those jurisdictions which
have reported TBML statistics. There is no standardization with regard to the practice of
collection and maintenance of data on TBML. Even then, it is obvious that TBML is a
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problem for many of the jurisdictions and has tremendous potential as an avenue to launder
money.
99.

Despite the findings in this Paper in relation to lack of awareness; in tandem with the
limited number of TBML studies that have been done by jurisdictions; and, the lack of
separate statistics for TBML, it is still asserted by the project team, with some measure of
confidence, that these statistics, although underestimating the problem, do go some way to
corroborate the significance of TBML as an increasingly important avenue for laundering of
proceeds of crime.

ROLE OF AGENCIES RESPONSIBLE FOR TACKLING TBML
100. The 2006 FATF Paper on TBML pointed out that trade data analysis is a useful tool to
discover trade anomalies,, which in turn can lead to detection, investigation and prosecution
of cases of TBML. The questionnaire sought to consider which agencies are responsible for
collecting and managing trade data; what risk management analysis is undertaken for such
data; and, whether it is the same agency or some other agency which undertake TBML
investigation. The study has sought to determine the role of other allied agencies including
the regulators in this regard.
101. Almost all the jurisdictions reported that at least one department within Government records
and manages information on goods imported and exported into the jurisdiction. In most of
the jurisdictions, it is the Customs Department that does this. In a few jurisdictions, other
agencies like the Economic Services Bureau, Free Zone Authorities, Census and Statistics
Department, Port Terminal Operators also record and manage information on goods
imported / exported. In most of the jurisdictions, information databases are maintained by
Customs and these databases record all relevant information both on imported and exported
goods. In response to questions on whether information is collected on: the type of goods;
value of goods; importer details; exporter details; owner details; receiver details; and,
shipping company details etc, almost all the jurisdictions have reported that all this
information is collected. Generally, a Customs Declaration Form is used to obtain this
information, which besides being used for tax / duty purposes, can also be used for the
purpose of detecting or investigating TBML cases. The Questionnaire circulated among
jurisdictions also sought to ascertain whether the jurisdictions collected information to
identify the true value of goods, i.e. whether there is under/overpricing. 60 %of the
jurisdictions have advised that they are using data within the various databases to help
identify the true value of goods, i.e whether goods have been under/overpriced, by
attempting to ‘normalise, Trade Pricing.
102. 75% of the jurisdictions have indicated that the relevant Customs agencies are also
maintaining an intelligence database on import and export of goods; however, 30% reported
that Customs also cross reference this information with other government databases, i.e.
companies registry, tax records, criminal records etc. Only 20% of the respondents
indicated that Customs conduct ML investigations. In most of the jurisdictions, ML
investigations were done by a separate ML investigating agency. In these jurisdictions
Customs generally referred the potential TBML cases to an investigating agency mandated
to investigate ML cases.
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103. Only 25% of respondents have reported that Customs have dedicated financial investigators
with experience in trade related offences and/or ML investigations. Thus in most of the
jurisdictions, although Customs capture and manage the information on goods imported and
exported into the jurisdiction, they have either no authority to investigate ML cases or even
where they have such authority, they don’t have dedicated financial investigators with
experience in trade related offences and/or ML investigations.
104.

About 50% of the respondents have indicated that Customs personnel are part of joint
financial investigation/ML task forces in those jurisdictions. In a few jurisdictions, Customs
officers are members of Anti-Money Laundering Working Groups. The working groups do
not conduct investigations; however their members do share information, typologies, and
emerging trends on ML.

105. 45% of the respondents have reported that the law enforcement agency mandated to
investigate ML cases is part of a joint financial investigation/ML task force that conducts
investigations into TBML offences. The same percentage of respondents have reported that
ML investigating agency have specialist financial investigators to conduct the TBML
investigations.
106. Only 15% of the jurisdictions have reported that their FIU form part of any joint financial
investigation/ML task forces that conduct investigations into these offences. In the majority
of jurisdictions, the relevant FIU is not part of any joint financial investigation/ML task
forces that conduct investigations into TBML offences and is designated as the agency
responsible for carrying out day to day functions of the ML Reporting Authority only i.e.
functioning as an administrative FIU.
107. Only 15% of the jurisdictions have reported that their relevant Tax Authority conduct
investigations/audits into TBML. Most responses indicated that the main aim of tax
authorities in their jurisdiction was to ensure tax compliance and not to focus on detecting
suspected criminal activity of ML. In most of these jurisdictions, there was no detection of
any link between TBML and transfer pricing and no case of TBML was detected out of tax
compliance audits.
108. Only 25% of the jurisdictions reported that members of the relevant Tax Authority were part
of any joint financial investigations/ML Task Force that investigates TBML.
109. More than 50% of the jurisdictions have indicated that the relevant regulator or supervisor
are providing guidance to reporting entities regarding TBML vulnerabilities and red flags.
Such guidance includes dissemination of examples of suspicious transactions (red flags in
relation to trade finance, typologies report and papers issued by either FATF or APG) so as
to enhance awareness. Some responses indicate that although no specific guidance was
provided in relation to TBML, more general guidelines about AML/CFT were issued to the
banking and financial institutions. One jurisdiction indicated that they had established
specific examination procedures relating to a range of banking activities, products, and
services, including trade finance activities, in the form of an AML Examination Manual.
Feedback also indicated that supervisors regularly participated in industry forums, regulator
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panels, and other outreach activities so as to provide financial institutions with guidance
relating to TBML risks.
110. 50% of the jurisdictions indicated that their AML supervision regime include trade finance
aspects of compliance. Response received from one jurisdiction also indicated that in its
jurisdiction, AML supervision applied a risk-based approach to scoping and planning its
AML supervisory functions.
111. Only 40% of jurisdictions indicated that the regulator or supervisor was providing training
to reporting entities and to its own staff. Further, only 25% of jurisdictions have reported
that regulators have experts in the area of Trade Finance. However, jurisdictions were
unanimous that there is a need for training to be provided to regulators about AML risks and
vulnerabilities associated with trade finance activities as they, the regulators, would benefit
from better training and awareness.
112. 55% of the jurisdictions indicated that their jurisdictions had in place foreign currency
controls. However, 25% of jurisdictions reported that in their opinion, such “foreign
currency control” had a role in identifying abuse of trade finance or TBML. Thus, it may be
extrapolated that in these 25% of jurisdictions the aim and objective of foreign currency
controls, are not specifically to target abuse of trade finance or TBML. However, the
significance of foreign exchange manipulation in adding to the vulnerability from TBML in
international trade and the necessity to monitor foreign exchange data to reduce such
vulnerabilities are demonstrated by the contribution from South Korea in the box item
placed below.
FX MONITORING SYSTEM
The volume of Foreign Exchange (FX) data received in the course of cross border economic
transactions has skyrocketed largely due to increase in international trade. There was no satisfactory
system in South Korea which would allow effective monitoring of overall FX data, which limited the
capacity for quick response to changes in the foreign exchange market. It became imperative that an
Effective Risk Management System is developed to deal with the voluminous data. FX Transaction
Monitoring System has been developed in South Korea which aims at (1) effective monitoring of FX
data, (2) selection of suspicious companies based on logical criteria, and (3) swift intelligence analysis.

System Structure
Vision

Stop illegal FX transactions

Objective

Improve efficiency of intelligence analysis regarding FX transactions

Strategy

Establish monitoring system of FX transactions

Trend Analysis System

Selection System

Inquiry System
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(1) Time series
information on trend
of changes in FX data

(1) Selection model
utilizing statistical
method.

(2) Information on
abnormal FX
transactions.

(2) User-oriented
selection model.

(1) Detailed analysis on
FX Balance Sheet (B/S).
(2) One-click inquiry
about detailed
transaction records.

The Trend Analysis System monitors all FX data (including inward /outward remittances and purchase
of bill of exchange) collected by Korean Customs for working out trends of changes. The System
categorizes FX data by industry or jurisdiction month-wise so as to provide inquiry service about time
series information. Users can take a look at trend of changes in industry-/jurisdiction-specific FX data.
The System brings out changes considered abnormal with regard to overall FX data; or FX data by
major industry or jurisdiction. Transactions are regarded as abnormal which show abrupt changes
compared to average value of the recent three years. Once abnormal transaction is spotted, the system
provides relevant information to experts in charge of intelligence analysis. The experts would compare
such abnormal inflow or outflow of FX for that industry or jurisdiction with data of exports or imports
made from/to that industry/jurisdiction.
The Selection System calculates scores of all exports/imports by taking advantage of statistical method
(data mining). Based on the scores, the System helps users to select suspicious companies. Crimes
related to FX transactions are categorized into four categories based on applicable legislations and
violation types viz. (1) Violations in terms of payment method, (2) Violations in terms of the report of
capital transaction, (3) illegally moving property abroad, and (4) ML (which include trade abuse
through mispricing etc.) For example ML may occur through inward remittances to multiple bank
accounts disguising wire transfers as being related to trade activities. On analysing past crimes of four
types of violations, risk profiles of companies are drawn. The System also provides a user-oriented
selection model whereby experts in charge of intelligence analysis choose risk factors; and adjust value
or ratio depending on their analysis purpose to select suspicious companies. One-click inquiries about
suspicious companies regarding their records of export/import clearance and foreign exchange
transactions are made possible.
The Inquiry System provides refined FX Balance Sheet (B/S), which reflects position of individual
companies and jurisdiction-specific FX B/S of trading partners. Foreign exchange B/S is basic data for
intelligence analysis on FX transactions. The B/S allows comparison between export/import amount and
receipt/payment of FX money during certain period. The System builds jurisdiction-specific B/S by
linking export/import data and FX data of each trading partner jurisdiction; and provides visualized
results such as tables and graphs. The System enables one-click inquiry about general information of
export /import and FX data of individual companies. The System is equipped with user interface which
not only allows selection of suspicious companies but also enables search for raw data of transaction
records of each company. Such a System can shorten inquiry time.

113. Only 15% of the jurisdictions have reported that during investigations of Alternative
Remitters, they have identified instances of TBML. Further only 10% of the respondents
reported that during such investigations of Alternative Remitters, they have identified
instances of abuse of trade finance. 40% of the respondents did not submit any response in
respect to questions concerning alternative remittance systems.
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CONCLUSIONS ON ROLES OF AGENCIES
114. The statistical analysis reveals that ‘trade data’ is collected and managed by at least one of
the Government Department in each jurisdiction. In most of the jurisdictions that
Department is the Customs Department which not only collects and manages ‘trade data’
but also uses the data to detect and investigate violations of Customs Law relating to
evasion of Customs duty. However, in most of the jurisdictions, the Customs Department
does not have the authority to conduct any ML investigation including TBML investigation.
It appears that the agency responsible for ML investigations in those jurisdictions conduct
all ML investigations including TBML investigations.
115. The Tax authorities in a large number of jurisdictions also have a limited role to play in
investigation of TBML cases. While regulators in most jurisdictions do sensitize their
reporting units about the abuse of finance products emphasis on the significance and
relevance of these products in detecting TBML does not appear to be high. The lack of
trade finance investigators and absence of ‘systems’ capable of cross-referencing trade data
with that of trade finance are important limitations.
DOMESTIC & INTERNATIONAL COOPERATION AND TRAINING
116. Professional specialization of any agency makes it more proficient to carry-out its mandated
work. However, a complex problem like TBML which cuts across more than one sector of
an economy and goes beyond the national borders require considerable cooperation among
agencies both domestically and internationally in order to provide solutions. To address
this, a set of questions were incorporated in the Questionnaire so as to determine the extent
and manner of cooperation among agencies both at the domestic and international levels.
The FATF Paper on Best Practices published in 2008, has recommended having joint task
forces among domestic agencies to ensure domestic inter-agency cooperation.
117. This Paper suggests strengthening the arrangements concerning exchange of information by
fortifying mutual legal assistance agreements to support more meaningful international
cooperation. One significant method of building such best practices has been the suggestion
to include TBML orientation in ML training programs. Another set of questions in the
Questionnaire relate to the exposure to TBML training for the agencies concerned.
118. The project team has categorized that there are three broad phases of domestic cooperation
among the competent authorities namely: sharing of intelligence; coordination in
investigation; and, support in prosecution.
119. The statistical analysis reveals that only 55% of the jurisdictions have submitted a response
to the question of how the TBML investigations were initiated. 30% of the jurisdictions
reported that the inputs for TBML investigations came from intelligence and STRs. 45% of
jurisdictions reported that inputs for TBML investigation came from law enforcement
agencies whereas only 25% of jurisdictions reported that the source for initiating TBML
investigations was “Trade Data”. For almost 35% of the respondents, suspicious
transactions related to TBML were first reported to FIU, which conducted analysis before
reporting it to the relevant investigating authority.
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120. 35% of jurisdictions reported that TBML investigations by ML investigating agency are
initiated from ‘internal intelligence’ whereas 55% of respondents reported the source of
intelligence for ML investigating agency as ‘referrals from other agencies’. Jurisdictions
reporting ‘internal intelligence’ as the source for initiation have also reported that ‘referrals
from other agencies’ are another source for initiating TBML investigations. A few
jurisdictions have also reported referrals from the ‘private sector’. 60% of responses
received indicate that they receive information from the relevant Customs agency. However,
35% of the jurisdictions stated that though their ML investigating agency receives
information from Customs there are restrictions on the use of that information.
121. In response to the question on the types of impediments faced in use of information received
from other agencies, 25% of the jurisdictions have reported that there are impediments
which have been identified as: resource constraints; lack of training; delay in release of
further information; and, the inability to justify an inquiry. It is interesting to note that
limited capacity to match trade data with financial transaction information also hinders the
capability of the FIU to proactively assess possible TBML-related transactions.
122. 30% of the jurisdictions have reported that there are impediments encountered in the
extending of cooperation while conducting investigations. According to the survey the main
impediments encountered during the course of investigations were maintaining
confidentiality; inhibited from using such information in prosecution / legal proceedings;
non-disclosure to third parties without consent; and, use of juridical information only with
the authorization of a magistrate (or judicial authority).
123. 90% of the jurisdictions submitting response to the Questionnaire reported that Customs
agencies receive financial information from the FIU. According to the responses the FIU
generally provided such information spontaneously or upon request. However, responses
received also revealed that in some countries, there is requirement to sign a Memorandum of
Understanding before sharing of information can take place. In one jurisdiction, the FIU
has a Memorandum of Understanding (MOU) with several partner agencies/departments.
These Partner Agencies according to the response have on-line access which allows them to
ask for financial information relevant to all investigations. According to the response, the
MOU framework accounts for objectives of each agency and is aligned with national
interests.
124. 30% of the respondents have indicated that the Tax Authority receives FIU data for the
purpose of investigation of administrative issues. However, to what extent such data relate
to TBML has not been indicated.
125. Since TBML occurs across national borders, the best practices for strengthening
international cooperation recommended by the FATF in 2008 and supported by the project
team needs to be emphasized. Mutual Legal Frameworks with effective gateways must be
capable of facilitating prompt exchange of information and trade data.
126. 55% of the jurisdictions have indicated that they seek information from their international
counterparts during ML investigations. Responses received indicate that jurisdictions
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provide and share intelligence with the Regional Intelligence Liaison Office and World
Customs Organization. Some share ‘trade data’ with their partner countries in terms of
specific information sharing agreements to exchange trade data. 40% of the respondents
have indicated that they seek information from FIUs and LEAs in other countries. 40% of
the respondents have advised however that there are impediments to the receipt or
dissemination of this information. The most common impediments identified in the survey
are: “supply and use of information under the secrecy clauses”; signing of relevant MoUs:
lack of a clear document of mutual administrative assistance in areas that are not under the
control of Customs; delay in response; and, use of financial information obtained from the
FIUs being limited to intelligence purposes only etc. Further, it was identified that
restrictions occur without the existence of a multilateral trade agreement for the use and
sharing of information with other foreign partners.
127. About 30% of the jurisdictions indicated that they have shared TBML related intelligence
with foreign counterparts. However, 15% jurisdictions have reported that they were not
made aware of the results of that dissemination.
128. 70% of the respondents advised that international requests have been made for sharing
financial intelligence. Responses also indicate that in some jurisdictions, trade-related
information can be shared with other FIUs within the framework of MOUs.
Operationalising international cooperation by developing a common platform to share and
analyse trade data of trading partners so as to combat TBML is demonstrated by forming
Trade Transparency Units (TTU). The challenges met by formation of a TTU and its basic
features have been explained in the contribution made by the USA in the box placed below:
TRADE TRANSPARENCY UNITs (TTU)
TBML schemes are often accomplished through customs fraud violations such as over & undervaluation, over & under-shipment, false invoicing, double invoicing, and the Black Market Peso
Exchange. Due to the complex nature of international trade systems, law enforcement agencies are only
able to see one side of the trade transactions. Criminal investigators might have expertise and experience
investigating either financial or customs fraud crimes, but do not have the full financial and trade data
that would give them a complete picture of the scheme. This lack of transparency often catalyzes the use
of TBML by Transnational Criminal Organisations (TCOs).
Furthermore, as international trade has expanded, so also has the range of activities that TCOs are
involved in. This has led to TCOs evolving into loose networks who work together in order to exploit
new market opportunities. Such rapid evolution calls for international law enforcement agencies to take a
more integrated approach to address this threat. However, many challenges on integration, such as
communication and cooperation, still present themselves. Law enforcement agencies are often
hamstrung when it comes to sharing information with international partners, relying on traditional
diplomatic channels such as Mutual Legal Assistance Treaties (MLATS) or Customs Mutual Assistance
Agreements (CMAAs), in order to gather or exchange information on criminal or terrorist threats. These
agreements are often lacking in scope and can take considerable time to execute the exchange of
information. Additionally, International trade transactions inherently occur behind multiple sides of
international borders involving multiple parties and many layers of documentation and paperwork. This
complexity and lack of transparency make these transactions highly susceptible to fraud and exploitation.
Another core issue is the disparity of the capacity and capabilities between different international law
enforcement agencies. A uniform understanding of the threat and threat space is a key starting point
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amongst partnered countries, followed up by in-depth co-sponsored training that will eventually close the
knowledge gap on TBML. Law enforcement agencies must follow a uniform methodology in attacking
TBML if they are to be successful. Agencies must have adequate strategic, operational, and tactical
intelligence capabilities. Also, agencies must have a platform to share trade data across borders with
partner countries. Finally, countries must have adequate prosecutorial authorities and arrest powers for
their agencies to attack the threat.
In 2004, United States Homeland Security Investigations (HSI) initiated the Trade Transparency Unit
(TTU) to prevent, combat, and dismantle TCOs that engage in TBML. TTU develops partnerships with
customs and financial agencies around the world to detect trade discrepancies and to investigate criminal
violations including TBML. TTU focuses on the sharing of trade information with international partners
allowing each TTU to compare values reported on U.S. import/export declarations against the
corresponding values reported on foreign counterpart import/export declarations. Investigators are thus
able to see both sides of the trade transaction, thereby adding a level of transparency.

The process starts when HSI reaches out to jurisdiction representatives, to further discuss a potential
partnership under the TTU umbrella. Thereafter trade data of the partner jurisdiction is formatted.
Agreements are signed and guidelines are established for the sharing of trade information. The access to
the shared TTU trade software system is the key component that allows the TTUs to operate. TTU has
developed a proprietary computer-based system called “Data Analysis & Research for Trade
Transparency System” (DARTTS) to host and analyse the combined international trade data, which
allows the user to identify abnormal trade transactions that may indicate TBML, customs duty evasion,
and other related customs and financial crimes.
Direct communication amongst international partners is highly encouraged. Personnel assigned to the
TTUs meet regularly to exchange ideas, discuss emerging trends and to provide each other support,
guidance, training, and tools to combat TBML.

129. The FATF Best Practices Paper 2008 urged for a stronger focus on training programmes for
competent authorities to enhance their ability to identify TBML techniques which is also
supported by the project team. Such programmes, particularly those directed towards
investigating and other allied agencies, must highlight the relevance of both financial and
trade data to assist programme participants in detection of TBML cases.
130. 40% of the jurisdictions indicated that Customs have received training on TBML. Further,
only 10% indicated that they provided training to others. Most of the jurisdictions have
agreed on the need for better training and understanding of the techniques of TBML. Even
on the question of ‘challenges and obstacles for the Customs agency’, a common response
was that besides the ‘lack of authority for Customs to investigate TBML cases’ (legal issue),
‘lack of training and resource’ was indicated as a major challenge for Customs to identify or
investigate TBML.
131. 35% of the jurisdictions indicated that relevant ML enforcement agencies had received
training on TBML. Further, only 15% of the jurisdictions reported that they provide
training to other agencies on TBML issues. The main methods of training have been stated
as, ‘attending local and overseas training and seminars’. Most of the jurisdictions agreed on
the need for better training and awareness of the techniques of TBML.
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132. Only 35% of the jurisdictions have indicated that the FIU has received training on TBML.
Equal numbers of jurisdictions have indicated that FIU is also providing training to other
agencies on TBML issues. The mode / method of training are through the participation in
international conferences, seminars and overseas training. Material relied upon in the
training include annual reports of FIUs, typologies, sanitised cases and indicators linked to
TBML latest studies & papers etc. 20% of the jurisdictions have informed that their Tax
Authority received training on TBML. Further only 5% have indicated that their Tax
Authority provides training to others on TBML issues. Responses received from
jurisdictions indicate that officers of Tax Authority are trained to conduct tax audits and no
training with specific reference to audit in TBML cases has been received by the said
officers.
133. Training to those responsible for detection and investigation of TBML as well as to those
who collect trade data and handle trade finance is critical to raise their awareness about
TBML and build capacity to identify TBML. Since in majority of jurisdictions those who
handle trade data, who deal with trade finance and who investigate TBML belong to
separate agencies the significance of building mechanisms for domestic cooperation cannot
but be emphasized. Sharing of trade data across trading countries supported by prompt
exchange of information during investigation and for prosecution can be very important for
preventing and curbing TBML. However, there are impediments in exchange of information
both domestically and internationally.
PATTERNS OF FINANCIAL PRODUCTS USED
134. On the issue of financial or banking products used for TBML, responses received from the
jurisdictions indicated that formal banking channels as well as alternative remittance system
are being used. Normal banking channels that have been used to finance trade are open
accounting system and letter of credit mechanisms. The gaps between declared trade
transaction value and the true value of goods have often been filled-up through alternative
remittance.
RED FLAGS AND PATTERNS
135. The last set of questions in the Questionnaire relate to eliciting responses from the
jurisdictions about the indicators which can help discern the patterns of TBML. The FATF
Best Practice Paper 2006 has regarded making case studies and red flags available to
competent authorities and financial institutions as a basic principle of guidance to foster the
capacity to combat TBML. The patterns and red flags help in identifying the occurrence of
ML in trade and trade finance transactions. The jurisdictions which responded to the
Questionnaire have listed a large number of patterns and red flags which this Paper has
categorised in five broad groups: i) Trade Finance; ii) Jurisdictions; iii) Goods; iv)
Corporate Structures; and v) Predicate Offences. The last four categories have been dealt
with in the past papers under the broad category of trade.
136. TBML can take many forms and the distinction between it and other forms of ML which
use the financial system is often blurred. Efforts have been made in the present section of
this Chapter to identify and describe specific characteristics of TBML and hence this
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Section has examined and analysed trade characteristics as patterns of jurisdictions, goods,
corporate structures and predicate offences. Red flags identify only possible signs of illicit
activity and have to be considered in conjunction with the normal transaction activity
expected.
137. Based on the responses received from jurisdictions, red flags relating to financial & banking
products may be categorized as follows:
a) Use of letters of credit to move money between those countries, where such trade would
not normally occur and / or is not consistent with the customer’s usual business
activity. A Letter of credit is generally resorted to so as to accord more legitimacy to the
transaction in order to conceal the real facts.
b) The method of payment requested by the client appears inconsistent with the risk
characteristics of the transaction. For example receipt of an advance payment, for a
shipment, from a new seller in a high-risk jurisdiction.
c) The transaction involves the receipt of cash (or by other payment methods) from third
party entities that have no apparent connection with the transaction or which involve
front or shell companies or wire instructions / payment from parties which were not
identified in the original letter of credit or other documentation. The transactions that
involve payments for goods through cheques, bank drafts, or money orders not drawn on
the account of the entity that purchased the items also need further verification.
d) The transaction involves the use of repeatedly amended or frequently extended letters
of credit without reasonable justification or that includes changes in regard to the
beneficiary or location of payment without any apparent reason.
e) Unusual deposits i.e. use of cash or negotiable instruments (such as traveller’s cheques,
cashier’s cheques and money orders) in round denominations (to keep below reporting
threshold limit) to fund bank accounts and to pay for goods and services. The negotiable
instruments may be sequentially numbered or purchased at multiple locations and may
frequently lack payee information. Further, cash payments for high-value orders are also
indication of TBML activity.
f) Inward remittances in multiple accounts and payments made from multiple accounts for
trade transaction of same business entity are indicators for TBML. In this regard the study
of foreign exchange remittances may help detect the offence.
g) In the case of merchanting trade, the trade finance mechanism should be in place for
both export leg as well as import leg of transaction. If the Trade Finance mechanism, for
example, Letters of Credit, have been provided for only the import leg of the transaction
and not for export leg, it also indicates the possibility of TBML.
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PATTERNs OF JURISDICTION (FROM WHERE OR TO WHOM, GOODS ARE
USUALLY SHIPPED/TRANSHIPPED)
138. The Questionnaire also intended to ascertain patterns from jurisdictions as to or from where
goods usually shipped. Responses received indicated that in 90% of jurisdictions, no such
patterns had been identified to date, either because of the low numbers of TBML cases or
due to other reasons such as a study of this type had not been carried out. Responses
indicated that existence of duty free zones or jurisdictions having high import tax / export
tax rebate are most likely to be used for TBML. Volume of trade, value of trade, type of
commodity or service traded and/or the domestic regulatory environment are the factors
which determine the sensitiveness of a jurisdiction for TBML. Generally, all the factors
combine to make a jurisdiction prone to high risk of TBML.
RED FLAGS WITH REGARD TO JURISDICTIONS
a) The commodity is shipped to or from a jurisdiction designated as ‘high risk’ for ML
activities or sensitive / non co-operative jurisdictions.
b) The commodity is transhipped through one or more such high risk / sensitive
jurisdictions for no apparent economic reason.
c) Presence of Free Trade Zones / Special Economic Zones also affects the sensitiveness of
a jurisdiction as far as TBML is concerned. FTZs are also emerging as being especially
vulnerable to TBML. FATF (2010: 4) defines FTZs as ‘designated areas within countries
that offer a free trade environment with a minimum level of regulation’. In the said report,
FATF noted that most zone authorities operate separate company formation services from
those that exist in the rest of the jurisdiction and market the ease of setting up a legal entity
in an FTZ to attract business. Many zone authorities request little or no ownership
information of the companies interested in setting up in the zone. As a result, it is simpler
for legal entities to set up the firms/companies in FTZs and hide the name(s) of the true
beneficial owners. This lack of transparency has allowed companies located in FTZs to
create layers of transactions that are difficult (if not impossible) for law enforcement
agencies to follow (FATF 2010). It also reported that ‘goods introduced in a FTZ’ are
generally not subject to the usual customs controls, with goods undergoing ‘various
economic operations, such as transhipment, assembly, manufacturing, processing,
warehousing’. FinCEN has identified TBML red flags that are specific to FTZs. In its
2010 report, FinCEN (2010: 4) signalled that a number of red flags seen in conjunction
with shipments of high dollar merchandise (such as electronics, auto parts and precious
metals and gems) to duty free trade zones could be an indication of a trade-based money
laundering activity.
These include:
i. third-party payments for goods or services made by an intermediary (either an
individual or an entity) apparently unrelated to the seller or purchaser of goods. This
may be done to obscure the true origin of the funds;
ii. amended letters of credit without reasonable justification;
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iii. a customer’s inability to produce appropriate documentation (ie invoices) to support a
requested transaction; and
iv. significant discrepancies between the descriptions of the goods on the transport
document (ie bill of lading), the invoice, or other documents (ie certificate of origin,
packing list etc) (FinCEN 2010).
d) Circuitous route of shipment and/or circuitous route of financial transaction or Order
for the goods is placed by firms or individuals from foreign countries other than the
jurisdiction of the stated end-user.
e) Transaction involves shipment of goods inconsistent with normal geographic trade
patterns of the jurisdiction i.e. trade in goods other than goods which are normally
exported/ imported by a jurisdiction or which does not make any economic sense e.g.
Semi-conductor manufacturing equipment being shipped to a jurisdiction that has no
electronics industry.
PATTERNS OF GOODS INVOLVED IN TBML
139. Most of the jurisdictions have responded to state that no definite pattern of goods involved
in TBML is identifiable. This is probably due to the vulnerability of almost all trade
transactions for TBML, irrespective of the goods involved. A few studies including that of
Clare Sullivan and Evan Smith cited earlier, have emphasized the vulnerability of trade in
services for TBML. Global trade in services provide greater opportunities for ML than trade
in merchandise because fraud particularly in regard to valuation of services is more difficult
to detect and prove. The intangible nature of services makes even facts of supply / delivery /
provisioning difficult to determine. Unlike merchandise, services are also less likely to be
standard, so anomalies in value and price are less apparent and more difficult to
substantiate. However responses do indicate that goods involved in TBML will be usually
those goods, where it is rather difficult to identify true value, due to the nature of these
goods. Further responses also indicate that vulnerable goods are those which are subjected
to higher taxes/ duties or are high turnover goods or are high valued goods. Examples of
such goods are consumer goods, textiles, garments, engineering goods, electronics goods,
illicit tobacco products, leather goods, luxury cars, precious metals, counterfeit products,
diamonds, metal scraps. Illicit trade in tobacco has been identified as prone to ML as such
trade is cash intensive, profitable with low levels of risk, and the possibility of intermingling
of illicitly generated funds with legitimate forms of business is high.
RED FLAGS WITH REGARD TO GOODS
a) Where significant discrepancies appear between the description, quality and quantity of
the goods on the documents such as bills of lading, invoices etc and the actual goods
shipped. The misrepresentation may also be in relation to or type / grade of goods. For
example, a relatively inexpensive good is supplied but it is invoiced as being more
expensive, of different quality or even as an entirely different item so the documentation
does not accurately record what is actually supplied. This technique is particularly useful
in TBML. Cheap cloth items / waste thereof are declared as premium quality garments to
launder the criminal money.
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b) Significant discrepancies appear between the value of the commodity reported on the
invoice and the commodity’s fair market value. This is done either in conjunction with
mis-declaration of the description / quality / grade of goods or without it. This is also
often associated with mis-declaration of the jurisdiction of origin.
c) Consignment size or type of commodity being shipped appears inconsistent with the
scale or capacity of the exporter or importer having regard to their regular business
activities or the shipment does not make economic sense i.e. there is no reasonable
explanation for the client’s financial investment into the shipment.
PATTERN OF CORPORATE STRUCTURES
140. To adduce information about the types of corporate structures i.e. Companies, Partnership
Firms, Proprietorship, Offshore Companies etc. used by criminal syndicates in TBML,
relevant questions were included in the Questionnaire. Responses indicate that both
domestic companies as well as overseas companies are used by criminal syndicates. Bogus
registered companies (behave like true consignor / consignees of goods) and offshore
companies located in tax havens have been reported as corporate structure misused by
criminal syndicates. The use of offshore companies is also associated with complex schemes
and methodologies utilized by established criminal enterprises.
RED FLAGS WITH REGARD TO CORPORATE STRUCTURES
a) The transaction involves the use of front or shell companies. Both shell and front companies
can be used to facilitate TBML but in different ways. A shell company has no real operating
activity and is used to hide ML activity and the identities of individuals involved so as to
obscure the money trail. If activity is traced to the company it is literally an empty shell. As
FATF (2010: 20) explained TBML and other ML schemes rely on the ability of the
perpetrator of the crime to distance themselves from the illicit proceeds. Shell companies
enable illicit actors to create a network of legal entities around the world. By contrast, a front
company has real business whose legitimate operations are used as a cover for ML and other
criminal activity. In many ways, front companies present a much more significant TBML
threat than shell companies. The characteristics of offshore companies, for example,
convenient formation, free operation, tax exemption and financial secrecy, all provide rather
good veneer to disguise ML
b) Numerous sole proprietorship businesses/private limited companies set up by seemingly
unrelated people (proxies) are found to be controlled by the same group of people. For the
setting up of such businesses false addresses are registered.
c) Trade transaction reveals links between representatives of companies exchanging goods i.e.
same owners or management. TBML requires collusion between traders at both ends of the
import/export chain. Related party transactions (ie transactions between entities that are part
of the same corporate or business group) can possibly make TBML easier and more difficult
to detect. Related party transactions, including transfer pricing, rely on mutual agreements
between the parties, rather than free market forces. As the FATF (2006: 5) pointed out, over37
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or under-invoicing of goods and services requires collusion between the exporter and
importer. Although there is a higher risk of related party transactions being used for fraud
and for TBML, dealings between related parties are not necessarily illegal.
d) Transfer pricing is a related party transaction that is commonly used by transnational
corporation as part of their financial and tax planning strategy. Multinational organisations use
transfer pricing to shift taxable income from jurisdictions with relatively high tax rates to
jurisdictions with relatively low tax rates to minimise income tax. Similar strategies are also
employed in relation to import duties and value added tax. FATF (2006: 3) made it clear
though that in the case of transfer pricing, the reference to over- and under-invoicing relates to
the legitimate allocation of income between related parties, rather than customs fraud.
However possibility of TBML originating in transfer pricing cannot be ruled-out.
PREDICATE OFFENCES OF TBML
141. 15% of the jurisdictions have reported that tax evasion is the predominant predicate offence
in TBML cases whereas 10% of the jurisdictions have reported customs offences as the
main predicate offence. Other responses indicate that predicate offences are often related to
commercial fraud, IPR, Narcotics, human trafficking, terrorist financing, embezzlement,
corruption, organized crime (racketeering), dealing in banned goods, conducting illegal
business, speculation etc. One Reporting jurisdiction indicated that ML is considered to be
an autonomous offence and there is no need to prove the existence or nature of the predicate
offence in order to prosecute hence as a consequence, there is no systemic link between ML
cases and other crimes.
CONCLUSION ON RED FLAGS
142. The attempt here to segregate Red Flags for different segments of TBML is to simplify the
process of understanding the complex problem of TBML. In real life situations the
occurrence of more than one red flag is likely for trade transactions involving ML. The red
flags enumerated in this Chapter are by no means exhaustive. Annexure A to this Paper has
enlisted ‘red flags’ from a number of sources. The process of developing red flags is
continuous and requires more and more jurisdictions to contribute towards a common pool
of knowledge.
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CHAPTER III - TRADE FINANCE
SIGNIFICANCE OF TBML
143. TBML provides an important avenue for disguising funds of illicit origin and for moving
value to finance illegal activities. Chapter II on Statistical Analysis may have failed to
show the extent and prevalence of TBML in terms of statistical results. However, the
significance of TBML as a means of moving illicit value across the globe cannot be denied.
144. Baker (2005: 25) has argued that because ‘anything that can be priced can be mispriced’ and
‘false pricing is done every day, in every jurisdiction, on a large percentage of import and
export transactions’ that TBML ‘is the most commonly used technique for generating and
transferring dirty money—money that breaks laws in its origin, movement and use’.
145. Preliminary examination of this statement would invoke acceptance by most AML
practitioners as anecdotal evidence indicates that false pricing (under and over invoicing) is
considerably widespread. It is considered by the project team to be particularly prevalent in
trade within jurisdiction as a means of generating criminal wealth through deliberate
avoidance of taxation commitments. This is one of the reasons why domestic trade is not
within scope of this paper.
146. The project team believe that the geneses of TBML was to defeat the ability of jurisdictions
to collect appropriate revenue as espoused by Baker but in more modern times, under and
over invoicing has in fact become a ‘by-product’ of what has been identified as professional
ML schemes involving very complex international TBML structures capable of moving
billions of dollars of value with impunity. In these instances, the commodity is as good as
cash without the governance currently imposed on cash transactions around the world.
Why this can be achieved is also because of the fundamental lack of regulation of Trade
internationally which provides the money launderer with ample vulnerabilities to exploit.
147. Using the cover of Trade is the most logical next step as it further frustrates the activities of
regulators and investigators due to the sheer size of the trade mechanisms worldwide and
the continuing introduction of new products to reduce supply line costs. The vast number of
trade transactions produces a high level of ‘noise’ about the level of legitimate trade and
increased flexibility of the processes masks the criminal ML activity. Without specific
information to help focus investigations, automatic monitoring becomes relatively
ineffective. Legitimate Trade structures have a significant number of benefits to
professional ML syndicates namely:


The large amount of value that is moved internationally in the guise of Trade;



The appetite of jurisdictions especially those that are developing economies to promote
trade which in turn reduces red tape to create corporate entities;



The ability to mask true activity of corporate entities and ability to disburse concentrations
of illegal currency through corporate entities disguised as ‘business as usual’;



The ability to engage in corrupt practices on the pretense of trade and trade negotiation;
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The existing trade based mechanism including ‘Trade financing’, International trade
payments in foreign exchange; trade liberalisation, electronic commerce and other
financial markets are susceptible to abuse;



Lack of international regulatory coordination;



Lack of data matching across sovereign states;



Inconsistent legal frameworks; and



Enhanced electronic communication.

148. Unlike alternate remitters systems that are very mobile and operate on very small overheads,
TBML structures, especially those that move large amounts of value, are expensive to
create, expensive to maintain, leave a considerable evidentiary trail and are difficult to
dismantle. It is for these reasons that those responsible for their creation leverage as much
criminal profits as they can. These same structures can be used to:


Launder criminal profits and instruments of crime from criminal activity other than tax
evasion and fraud;



Undertake large fraud;



Facilitate confidence and other financial scams;



Facilitate corruption payments; and,



Siphon money from aid and other Government assistance programs.

149. Each can be undertaken as an individual activity or simultaneously if necessary. For this
reason the project team see TBML as the most difficult activity to detect and in turn
successfully disrupt and dismantle.
150. Further, professional money launderers do not need to utilise the traditional financing
mechanisms used in International trade (for example credit documentation) as they are
moving excess value (profit) or financing ongoing criminal activity (instrument of crime)
and credit is not essential. They do so however, to further disguise their activity. The
application of credit facilities also assist the criminals to defray their risk if it happens that
their activities are detected as the credit partner has a legal right to at least some share of the
funds that might be restrained for possible forfeiture.
THE TRADE FINANCE ENVIRONMENT
151. In order to better understand how TBML operates it is necessary to understand the
environment in which it operates. By understanding this environment, the ML investigator
can better recognise the ‘red flags’ that help peel away the veneer considered paramount by
money launderers in achieving their goals. With this veneer in place, an investigator is
unlikely to recognise TBML as a result of all the ‘noise’ of legitimate trade. As stated, this
paper attempts to provide investigators and in turn regulators with the insight to enable them
to ‘crack’ that veneer.
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152. Occurrence of trade in a Cash Based Economy can also open up possibilities for TBML
which may throw up challenges of its own kind. The contribution by Nepal in the box item
placed below give succinct description of such challenges.
CASH BASED ECONOMIES
Less developed countries have economies which are largely cash based. These countries also usually
have manual system of records. Such records lying with different entities are in a fragmented state and
are usually un-reconciled. Discreet access to such records becomes impossible. These two features viz.
Pre-dominance of cash transaction and manual record keeping pose many challenges in combating
financial crimes as it is difficult to follow the paper trail. Cash based economies flourish in an
economic environment which has a limited number of financial institutions in the formal financial
sector. This situation makes the economy vulnerable to a number of financial crimes, including TBML.
Predominance of cash transactions builds uncertainty in the financial system. Transactions in cash
allow for concealment of the true value of a transactions and/or the misrepresentation of true records.
Cash transactions may even facilitate cash smuggling. Such transactions also fuel the underground
economy and tax evasion.
The manual system of records engenders its own set of problems. There is difficulty in data collection.
The data cannot be easily cross-checked, timely review of information is not possible and identification
of any ultimate beneficiaries or ultimate suppliers and recipients becomes rather difficult. Without a
proper database, the customs authorities in these countries also have a major handicap in detecting and
investigating TBML cases.
The economic scenario is further compounded by the use of Alternate Remittance Systems (hawala /
hundi) by workers of such countries who are located abroad and need to send their savings back home.
Such an environment is quite conducive to TBML where proceeds of crime can be very easily
structured as remittance for import/export and presented as legitimate funds.

153. It has been said that trade finance can be seen as the precise science of managing the capital
required for Trade to flow. This chapter describes the most common of the Trade Financing
Instruments used today in legitimate trade transactions and then attempt to identify the
vulnerabilities of each of these.
154. In its simplest form, an exporter and importer enter into an agreement to Trade. This may
be done in some developing regions by way of ‘countertrade’ but more often than not, it is
achieved by way of a cash payment or some more complex form of financing.
155. Traders require working capital (i.e., short-term financing) to support their trading activities.
Exporters will usually require financing to process or manufacture products for the export
market before receiving payment. Such financing is known as pre-shipping finance.
Conversely, importers will need a line of credit to buy goods overseas and sell them in the
domestic market before paying for imports. In most cases, foreign buyers expect to pay only
when goods arrive, or later still if possible, but certainly not in advance. They prefer an open
account, or at least a delayed payment arrangement. Being able to offer attractive payments
term to buyers is often crucial in getting a contract and requires access to financing for
exporters.14
14

Trade Facilitation Handbook for the Greater Mekong Subregion – Chapter 8: An introduction to Trade Finance
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156. The absence of an adequate trade finance infrastructure is, in effect, equivalent to a barrier
to trade. Limited access to financing, high costs, and lack of insurance or guarantees are
likely to hinder the trade and export potential of an economy, and particularly that of small
and medium sized enterprises. Trade facilitation aims at reducing transaction cost and time
by streamlining trade procedures and processes. One of the most important challenges for
traders involved in a transaction is to secure financing so that the transaction may actually
take place. The faster and easier the process of financing an international transaction, the
more trade will be facilitated.15
157. Financial institutions play the critical role in trade finance. The trade finance products
elaborated in this chapter are all derived from financial institutions. Financial institutions
have a role to play in efforts to prevent ML activity, holding a large amount of intelligence
and information critical for TBML investigators. Often however, these institutions are not
aware of how critical the information they hold may be to an investigator. Close interaction
with financial institutions is seen by the project team as fundamental to success in
dismantling TBML structures.
158. The role of Government in trade financing is crucial especially in emerging economies. In
the presence of underdeveloped financial and money markets, traders have restricted access
to financing. Governments can either play a direct role like direct provision of trade finance
or credit guarantees; or indirectly by facilitating the formation of trade financing enterprises.
INSTRUMENTS OF TRADE FINANCE & THEIR VULNERABILITIES
Bills of Exchange
159. The drawing of a ‘bill of exchange’ (also referred to as a ‘draft’) is commonly used by
exporters as a means of obtaining payment from buyers for goods shipped. Bills of
exchange protects (reduces transactional risk) of both parties. Documentary credits
(discussed later) issued for buyers by banks usually require bills of exchange to be drawn,
and frequently bills of exchange are drawn by the seller in terms of the commercial contract
of sale with the buyer.
160. The relevant financial institution has a vested interest in this transaction, as they are
advancing credit to the buyer; and, given this advanced credit may be considerable in
monetary terms, the due diligence by the institution is usually as comprehensive as is
possible given the circumstances.
161. The Draft or Bill of Exchange (not always required) provides formal evidence of debt under
a letter of credit and is presented with all other documents unless stipulated otherwise. A
Draft may contain information on:


15

Value of Draft, date of payment and payment terms e.g. "at sight", "30 days after sight",
"60 days after Bill of Lading Date".

(http://www.unescap.org/tid/publication/chap8_2224.pdf
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Date Exporter presents documents to the "available with" Bank (not
required).

normally



Letter of credit reference number assigned by the Issuing Bank (if required by
credit).



Date the letter of credit was issued (not normally found on a draft).



Name and address of the Issuing Bank (if the drafts are drawn on the issuing bank).



Name and address of the bank on which the Drafts are to be drawn.



Signature of an authorised signing officer of the Company and the Beneficiary's name
as shown on the letter of credit.

162. The Commercial Invoice is the accounting document through which the exporter charges the
importer for goods and services purchased. The Invoice gives details about:


Merchandise weight, quantity and price and currency.



The name and address of Exporter and the Importer.



The number of copies presented and signed if required.



The trade term listed, e.g. C.I.F., F.O.B etc.

163. The Transport Document (or Bill of Lading, Airway Bill, Railway Consignment Note) is a
document issued by the carrier that describes the goods that have been accepted for carriage.
In some forms, the Bill of Lading may also act as a document of title to the goods and
should include information that is consistent with the letter of credit:


Information on the merchandise (usually a general description).



The points of loading and discharge.



To whom the Bill of Lading is consigned.



The date of shipment.

164. The Insurance Document is a guarantee in part or in whole (depending on the terms and
conditions) by an insurance company, specifying the goods shipped on a named vessel,
indicating the applicable coverage, and showing to whom loss is payable.
165. The Certificate of Origin notes the country where the goods were produced. The Certificate
of Inspection offers an opinion that the specified quality and quantity related conditions
have been met. These documents should be dated on or before the Bill of Lading date.
166. A Packing List is usually supplied by the exporting shipper in cases where a diversified
shipment is packed in several packages or containers. The list will show the contents of each
box or case identified by a specific number. A Weight Certificate is supplied by the
Exporter, at the request of the Importer. It certifies the weight of each large unit in a
shipment or the net and gross weights of packages containing smaller units. It is of
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particular value when the price of the goods is based on weight and, also, is often used by
the carrier in arriving at the weight to be recorded on the Bill of Lading as a basis for the
freight charges.
167. The quantity of units/weights should match the Commercial Invoice (this may or may not
agree based on how the weights are calculated by the various parties involved). The
breakdown of merchandise/weight per carton, package or container should be shown if
requested in the letter of credit.
Vulnerabilities:


Undertaken and paid for without any form of due diligence by an intermediary in the
supply chain because the parties are complicit.



Phantom trades maybe the cause of unrealistic timeframes or unrealistically short supply
chains.

Countertrade
168. Countertrade exists where economies face the problem of limited foreign exchange
holdings. That is, they do not hold enough currency of the jurisdiction they are trading with
to pay the outstanding debt and the cost of buying more foreign currency to service that debt
makes the trade uneconomical.
169. One way to overcome this constraint is to promote and encourage countertrade. It generally
encompasses the idea of subjecting the agreement to purchase goods or services to an
undertaking by the supplier to take on a compensating obligation in lieu of a cash
settlement. The seller is required to accept goods or other instruments of trade in partial or
whole payment for its products. Some of the forms of counter trade include:


Barter – This traditional type of countertrade involving the exchange of goods and services
against other goods and services of equivalent value, with no monetary exchange between
exporter and importer.



Counter purchase – The exporter undertakes to buy goods from the importer or from a
company nominated by the importer, or agrees to arrange for the purchase by a third party.
The value of the counter-purchased goods is an agreed percentage of the prices of the
goods originally exported.



Buy-back – The exporter of heavy equipment agrees to accept products manufactured by
the importer of the equipment as payment.

Vulnerabilities


The TBML vulnerabilities arise in determination of exchange ratios for the goods to be
countertraded. Such ratios may often be determined as a process of negotiation rather than
market determined, giving scope to TBML.
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Documentary Credit (Letters of Credit, etc)
170. Generally the exporter requires an importer to prepay in cash for goods shipped. The
importer naturally wants to reduce risk by asking the exporter to acknowledge through
documents that the goods have been shipped. The importer’s bank assists by providing a
letter of Credit (Documentary credits) to the exporter (or the exporter's bank) providing for
payment upon presentation of certain documents, such as a bill of lading, either immediately
or at a prescribed date.
171. A letter of credit is a precise document whereby the importer’s bank extends credit to the
importer and assumes responsibility in paying the exporter. Aside from the letter of credit
document, other documents used in legitimate Trade include shipping and insurance
documents, and commercial invoices. The documentary credit arrangement offers an
internationally recognised and used method of attaining a commercially acceptable
undertaking by providing for payment to be made against presentation of documentation
representing the goods, making possible the transfer of title to those goods.
172. Documentary credits (LCs, etc) are seen as a declining method of doing business, although
small and medium enterprises often rely upon documentary credit basis for trade finance.
Trade finance has been shifting away from this sometimes cumbersome and often expensive
method of conducting business to that conducted on an open account basis.
Vulnerabilities


Even in this simple form the true value of goods transferred between countries can be
masked through misrepresentation of price, quantity and quality. Letters of Credit may be
generated to create a veneer.



The documentation generated in the process leaves a paper trail which money launderer
may rely upon to disguise illegal proceeds.

Open Account Facilities
173. Open account transactions can be described as ‘buy now, pay later’ and are more like
regular payments for a continuing flow of goods rather than specific transactions. The
pursuit of ‘supply chain efficiencies’ among larger businesses has encouraged their
preference for open account trading, even as small and medium enterprises still rely upon
documentary credit basis to conduct business of international trade. Ultimately these results
suggest that trade finance should be flexible and that financiers will benefit by adapting
product and service offerings to the needs of customers in different segments.16
Vulnerabilities


16

Open account facilities have caused a disconnect between the movement of the underlying
trade and the money used to finance it.

http://www.east.com.au/media/2009-09-16.pdf
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Payments against these facilities may or may not be undertaken through an international
funds transfer instruction (IFTI) or SWIFT.

174. A range of Open Account Facilities are set out below.
Factoring
175. Factoring, also known as invoice discounting, receivables factoring or debtor financing, is
where a third party company assumes a debt or invoice from another company. This
involves either the sale at a discount of accounts receivable or other debt assets on a daily,
weekly or monthly basis in exchange for immediate cash. It can also involve the charging of
interest on the debt. The debt assets are sold by the exporter at a discount to a factoring
house, which thereby assumes part of risks of the account receivable. Factoring in
international trade is the discounting of a short-term receivable (up to 180 days). The
exporter transfers title to its short-term foreign accounts receivable to a factoring house for
cash at a discount from the face value. It allows an exporter to ship on open account as the
factor assumes the financial liability of the importer to pay and handles collections on the
receivables. The factoring house usually works with consumer goods.
176. Factoring therefore relieves the first party of a debt for less than the total amount providing
them with working capital to continue trading, while the buyer, or factor, chases up the debt
for the full amount and profits when it is paid. The factor is required to pay additional fees,
typically a small percentage, once the debt has been settled. The factor may also offer a
discount to the indebted party. Essentially factoring transfers the ownership of accounts to
another party that then chases up the debt. In the absence of private sector players,
Governments can facilitate the establishment of a state-owned factor; or a joint venture setup with several banks and trading enterprises. The peak international body is Factors Chain
International (FCI) which is a body that International Factors deal with17.
177. Factoring is divided into import factoring and export factoring. Details of each are set out
below.
Export factoring
178. In export factoring, the Factor deals directly with the seller of the goods. In this case the
debt is a ‘recourse' debt, and if the seller goes under, or the purchaser does not pay, the local
Factor assumes the risk. In Export factoring the local Factor, deals with a counterparty
Factor, who will check out the creditworthiness of the purchaser.
179. In this case the seller will provide documentation to show that the goods have been shipped
prior to payment. Payment is usually made on an 80/20 split, 80% is paid to the seller at the
time of the invoice/goods shipment. This amount is loaned to the seller by the Factor and
interest charged until the purchaser pays. When the purchaser pays the 100% of the invoice

17

http://www.fci.nl/about-factoring/how-does-it-work
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the Factor pays the seller the other 20% of the invoice. There is usually a small activity fee
(around 1% of the invoice that is also charged, so it is typically a 80/1/19 split!)
Import Factoring
180. Import factoring is a reverse of the scenario set out for export factoring, but differs
slightly. The local Factor will insure the risk on a usually 80% basis, and will therefore
carry a 20% risk. This is called a 'non-recourse debt'. The local Factor will check out the
bona fide credit history etc. of the purchaser of the goods. Credit lines etc are usually
established.
181. The foreign factor will examine the bills of lading shipping documents etc and confirm with
the Local Factor. International factoring (as opposed to domestic factoring) have more to do
with the counterpart abroad and with insuring risk.
Vulnerabilities


Often the factor may be left with losses after the so-called traders disappear, after having
indulged in TBML, by moving illicit funds through ‘sham trade’.

Forfaiting
182. Forfaiting is the purchase of an exporter's receivables (the amount importers owe the
exporter) at a discount by paying cash. The purchaser of the receivables, or forfaiter, must
now be paid by the importer to settle the debt. As the receivables are usually guaranteed by
the importer's bank, the forfaiter frees the exporter from the risk of non-payment by the
importer. The receivables have then become a form of debt instrument that can be sold on
the secondary market as bills of exchange or promissory notes. Forfaiting is a method of
trade financing that allows the exporter to sell its medium-term receivables (180 days to 7
years) to the forfaiter at a discount, in exchange for cash. With this method, the forfaiter
assumes all the risks, enabling the exporter to extend open account terms and incorporate
the discount into the selling price. Forfaiters usually work with capital goods, and large
projects.
Vulnerabilities



These instruments (exporter's receivables) are capable of being sold on the secondary
market as ‘bills of exchange’ or ‘promissory notes’, provides a money launderer with an
enhanced mechanism to move value.
If the launderer, through collaboration inflates the value of receivables more value can be
moved.

Pre-Shipment Finance
183. This is financing for the period prior to the shipment of goods, to support pre-export
activities like wages and other costs. It is especially needed when inputs for production must
be imported. It also provides additional working capital for the exporter. Pre-shipment
financing is especially important to smaller enterprises because the international sales cycle
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is usually longer than the domestic sales cycle. Pre-shipment financing can take the form of
short-term loans, overdrafts and cash credits.
Vulnerabilities
 Pre-shipping finance especially its application to ‘inputs for production that must be
imported’ provides the money launderer with an ability to engage a third party in another
jurisdiction thus moving value to all venues in which the criminal syndicate are operating
and thus widen the scope for TBML.
 Short-term loans, overdrafts and cash credits may allow launderers to make business
claims on the relevant revenue agencies in those countries thus supplementing their
reasons for the value they hold.
Post-Shipment Finance
184. This is financing for the period following shipment. The ability to be competitive often
depends on the trader’s credit term offered to buyers. Post-shipment financing ensures
adequate liquidity until the purchaser receives the products and the exporter receives
payment. Post-shipment financing is usually short-term.
Vulnerabilities


Although this method of financing is short term by nature, cash is usually supplied at time
of sale, hence such pretence would not raise suspicion unless intelligence arouse such
suspicion.

Buyer’s Credit
185. A financial arrangement whereby a financial institution in the exporting jurisdiction extends
a loan directly or indirectly to a foreign buyer to finance the purchase of goods and services
from the exporting jurisdiction. This arrangement enables the buyer to make payments due
to the supplier under the contract.
Vulnerabilities


Financing of the importer by an institution in the exporter’s jurisdiction widen the scope
for TBML, since to exercise due diligence in a foreign jurisdiction may be more difficult.



The money launderers seek this credit to help minimise risk of confiscation.



If a financial institution has a stake in the trade, law enforcement has to account for that
stake in any ensuing action unless the law enforcement action can demonstrate that the
financial institution in complicit.

Supplier’s Credit
186. A financing arrangement under which an exporter extends credit to the buyer in the
importing jurisdiction to finance the buyer’s purchases.
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Vulnerabilities


The utilisation of Supplier’s Credit arrangements provide a mechanism to move
significant amounts of value in most forms irrespective of whether or not the trade is
legitimate, inflated or phantom.



This financing arrangement need not involve a financial institution, although to reinforce
the veneer, engaging the third party may be undertaken in ML schemes.



If the buyer and seller are in collusion, this mechanism is a channel for TBML.

Structured Commodity Finance
187. Structured commodity finance (SCF) focuses on three main commodity groups: metals &
mining, energy, and soft commodities (agricultural crops). It is a financing technique
utilised by commodity producers and trading companies conducting business in the
emerging markets. SCF provides liquidity management and risk mitigation for the
production, purchase and sale of commodities and materials. This is done by isolating
assets, which have relatively predictable cash flow attached to them so as to estimate their
present value. The corporate borrowers use such assets to mitigate risk and secure credit
from a lender. A corporate therefore borrows against a commodity’s expected worth.
188. If all processes go to plan, then the lender is reimbursed through the sale of the assets. If not
then the lender has recourse to some or all of the assets. Lenders charge interest on any
funds disbursed as well as fees for arranging the transaction. SCF funding techniques
include those techniques previously mentioned, namely, pre-export finance, countertrade,
barter, and inventory finance. These solutions can be applied across part or all of the
commodity trade value chain: from producer to distributor to processor, and the physical
traders who buy and deliver commodities.
189. As a financing technique based on performance risk, it is particularly well-suited for

emerging markets considered as higher risk environments.18
USEFUL TIPS FOR TBML INVESTIGATORS
190. Whilst it is suggested that trade financing and especially open account facilities can provide
a reasonable veneer for the activities of the money launderer, it is still costly to set up and
maintain. It is important to emphasise that if the veneer protecting the criminal mischief is
cracked the trail is relatively easy to follow. In conducting Trade business, legitimate
companies also require mechanisms to track their activity and example of this include:
Export Credit Insurance
191. In addition to financing issues, traders are also subject to risks, which can be either
commercial or political. Commercial risk arises from factors like the non-acceptance of
goods by buyer, the failure of buyer to pay debt, and the failure of foreign banks to honour
18

http://www.tradefinancemagazine.com/boutUs/tub/WhatIsTradeFinance.html
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documentary credits. Political risk arises from factors like war, riots and civil commotion,
blockage of foreign exchange transfers and currency devaluation. Export credit insurance
involves insuring exporters against such risks. Export Credit Insurance is not likely to be
something of interest to either the professional or novice money launderer as it adds
additional costs seen as unnecessary and therefore should be something actively examined
by the TBML investigator.
Trade Services Utility
192. In response to the development of open account trading, the organisation SWIFT launched
the TSU (trade services utility), a collaborative centralised data matching utility, which
allows banks to build products around its core functionality to improve the speed and flow
of open account trade. This is helping banks re-intermediate themselves into these trade
flows.
193. This development may in fact be of assistance to TBML investigators as it can help identify
‘red flags’ discussed in this paper. There are a number of other mechanisms capable of
collecting data including revenue departments, customs departments, accountancy data,
general financial data, market data, topography data and social media data. The issue to
date when it comes to investigating and prosecuting TBML is that this data is still stored in
a dispersed way.
194. TBML investigator will need to devise ways in which to gather this data, have it integrated
and then analysed against the concept of time and distance and normality. It is only then
will enough criminal activity will be identified and actioned to cause a change in general
attitude which is all that can be expected.
195. The project team believes that two critical elements that might be used to crack the veneer
created by the ML syndicates is for investigators to consider the concepts of time and
distance in ML schemes. Investigators need to commence building a time line of all known
events surrounding the activities of the syndicates being investigated. Information and
intelligence gathering is paramount to this endeavour and interaction with the financial
institution is essential. These institutions have a vested interest in ensuring the trade in
which they are engaged is legitimate. These discussions may be hampered by domestic
privacy restrictions so legislative change may be necessary before significant headway can
be made.
196. Distance is the other key concept.
Inconsistencies in documentation, excessive
complication and unrealistic time frames all contradict that path of least resistance and
should therefore raise suspicion.
Partnership with Private Sector
197. An outreach programme can help create awareness about the TBML vulnerabilities to
which private business are exposed. Not only the private sector can install preventative
measures but in turn disseminate useful information for the ML investigators. U.S.
Immigration and Customs Enforcement (ICE) have introduced many new initiatives aimed
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at analysing and combating the movement of illicit funds by bulk cash smuggling, TBML,
courier hubs, money services businesses (MSBs), charities, and alternative remittance
systems. These initiatives include:


Operation Cornerstone, (founded in 2003 – a private industry partnership and aggressive
outreach program) (http://www.ice.gov/cornerstone/).



Operation Cornerstone detects and closes down weaknesses within U.S. financial, trade
and transportation sectors that can be exploited by criminal networks. Law enforcement
entities share criminal typologies and methods with businesses and industries that manage
the very systems that terrorists and criminal organizations seek to exploit. This sharing of
information allows the financial and trade community to take precautions to protect itself
from exploitation. In return, ICE receives information to more thoroughly investigate these
complex and sophisticated criminal schemes.

Inter-sectoral & cross border transaction data analysis
198. Cross referencing of trade data with that of trade finance is useful to discover trade
anomalies which can in turn lead to TBML investigations. It is important that such
anomalies are investigated in the light of information obtained from international trading
partners. In 2004, the US ICE established a number of Trade Transparency Units
(http://www.ice.gov/trade-transparency/) to combat TBML and other import–export crimes.
These TTUs rely on data analysis of international trade patterns to identify potential TBML
activities. The TTUs in the United States use the ‘Data Analysis and Research for Trade
Transparency Systems’ (DARTTS), which allows investigators to view totals for
merchandise imports and then sort on any number of variables, such as jurisdiction of
origin, importer name, manufacturer name, and total value (US DHS 2010: 3). Through this,
DARTTS identifies trade and financial transactions that are ‘statistically anomalous based
on known facts and user queries’, rather than being used to ‘predict future behaviour’ or to
‘profile’ traders (US DHS 2010: 3) The data that DARTTS uses is collected from US
Customs, the US Bureau of Census (where historical trade data is held), FinCEN and
foreign government bodies, and consists of information gathered from those required to
complete import–export forms (US DHS 2010). From this collection of data, three types of
analysis are conducted by DARTTS:


International Trade Discrepancy Analysis — US and foreign import/export data are
compared to identify anomalies and discrepancies that warrant further investigation for
potential fraud or other illegal activity.



Unit Price Analysis — trade pricing data are analysed to identify over- or under-valuation
of goods, which may be an indicator of TBML or other import–export crimes.



Financial Data Analysis — financial reporting data (the import/ export of currency,
deposits of currency in financial institutions, reports of suspicious financial activities and
the identities of parties to these transactions) are analysed to identify patterns of activity
that may indicate illegal ML schemes (US DHS 2010: 110).

199. When conducting this analysis, the TTU in the United States relies heavily upon
information gathered from other countries.
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CHAPTER IV - CASE STUDIES
200. Case studies best illustrate the complex and simple forms of TBML. The cases studies set
out below, while being based upon the experience of various jurisdictions, present the facts
in simplified manner, through narration and diagram, highlighting the modus operandi and
red flags.
201. The FATF Paper 2006 on the TBML focused on trade based techniques used in TBML. The
techniques which have been mentioned are over/under invoicing of goods, multiple
invoicing of goods, over/under shipments of goods and false description of goods. Besides
identifying these elements of trade that facilitate TBML, the seven case studies presented in
this Chapter also bring-out the mechanisms of trade finance used in TBML.
202. The cases studies have been presented in four parts. The first part comprises the modus
operandi in several simple steps. The second part demonstrates the essence of modus
operandi though a diagram. The third part relates to giving comments on the case study so
as to highlight the essential features. Finally, a list of red flags which can be inferred from
the case study is included.
CASE STUDY 1 (Information provided by India)


Company L located in India entered into a trade arrangement called merchanting trade
with Company M located in Singapore and Company N located in South Korea.



Trade arrangement required that Company L act as an intermediary between Company M
and Company N.



Trade finance arrangements required Company L to make payments to Company M and
receive payments from Company N.



Goods involved in the transaction i.e. “Nickel & Copper Scrap” were to be directly
shipped from Company M to Company N.



To secure payment for Company M, Company L got Letters of Credit (L/C) issued in
favour of Company M (import leg).



Company L entered into an agreement with Company O in India to get such Letters of
Credit issued by Company O in favour of Company M for a charge of commission by
Company O (for the import leg of the transaction).



Company O secured receipt of payments for the export leg of the transaction (payment
from company N) by obtaining bonds and guarantees furnished by Company L.



On the advice of Company L, Company O opened L/Cs in favour of Company M as &
when Company M directly shipped scrap consignments to Company N.



Company M on shipment of the goods to Company N, got such Letters of Credit
discounted with the bank.

52
Appendix E



For the initial shipments, Company N accepted the goods and made payments to Company
L. For payments made through Letters of Credit by Company O to Company M, Company
L compensated Company O through payments received from Company N.



After the successful completion of the initial rounds of transactions, Company N defaulted
on payments to Company L even though the Letters of Credit opened by Company O at
the behest of Company L in favour of Company M had already been discounted by
Company M.



The trade finance arrangement for the import leg of the transaction was completed
between Company M & Company O by way of payment to beneficiary (Company M) but
for the export leg of the transaction, due to non-acceptance of goods by Company N, no
payment was received from Company N to Company O through Company L.



On investigations it was found that Company L was in league with Company M &
Company N. Company O was left with heavy losses.



Predicate offences of cheating and criminal conspiracy were involved and merchanting
trade and its finance arrangements were used to launder the criminal proceeds.

Controlling Supplier

MERCHANT TRADER
IN INDIA

Controlling Buyer

Factoring Company in India

Exporter of Ni and Cu Scrap
(Singapore)

Cheap Metal Scrap Mis‐
declared as scrap of Ni and Cu

Movement of Goods

Importer
(South Korea)

Commentary:
203. This case study reveals the misuse of trade and trade finance to generate proceeds of crime
and to launder funds. Unlike conventional methods of laundering the money in which
generally, the proceeds of crime is structured into the financial system, in this case proceeds
of crime were generated through mis-declaration of the goods, forgery of trade documents
and the introduction of a third party in a jurisdiction other than the two trading countries.
The techniques deployed to indulge in TBML were mis-declaration of goods and related
party transactions which were not independent corporate structures.
204. In this case study, Letters of Credit (trade finance) were arranged only for the import leg of
the transaction and not for the export leg. Thus trade finance mechanisms became
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vulnerable to laundering the criminal proceeds. The lack of proper due diligence by the
factoring company in assessing and acknowledging the risks and the lack of duty of care by
banks in undertaking the proper scrutiny of the documents facilitated the commission of
crime and TBML.
Red Flags
1. Mis-declaration of the goods - both of quality and type.
2. The third party located in a third jurisdiction acted as an intermediary, even though goods
were in fact capable of being supplied from one jurisdiction to another jurisdiction
directly.
3. Both supplier and buyer of the goods are related to the intermediary or the buyer and /or
the seller all belong to the same group of companies.
4. Risk exposure of the factoring company was not commensurate with expected norms.
5. Intermingling of different types of trade finance arrangements for different segments of
trade transactions.
CASE STUDY 2 (Information provided by Singapore)


Mr X was the managing director of a Company A listed on a stock exchange outside
Singapore. Company A indulged in trade of integrated circuit chips.



In 2001, Company A began experiencing cash flow problems due to an industry downturn.



Mr. X tied up with Supplier B located abroad and Customer C to collude in a fraudulent
scheme.



Overseas Supplier B supplied worthless goods to Company A and raised grossly inflated
invoices.



Company A submitted trade credit applications to Banker D for disbursing invoiced value
to Supplier B.



Supplier B then transferred the funds corresponding to the inflated value to Customer C.



Company A then “sold” these worthless goods to Customer C again at inflated value.



In order to realise the invoiced value of the goods “sold” to its accomplice Customer C
before the expiry of the credit period, Company A discounted the invoices raised to
Customer C with Factoring Entity E.



The payment received by Company A was then used to repay the trade credit which it had
obtained from its Banker D.



The Customer C paid the factoring company when the credit term was due.



Through this scheme, Company A and its accomplice suppliers and customers defrauded
various banks and a factoring company into disbursing funds.



Mr X was charged with cheating offences for his role in defrauding bankers and the
factoring company.
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Mr. X had also exploited the international trade system to channelize the disbursements
from Singapore back to Company A after a series of cross border sham purchases / sales
involving the same worthless goods.

Use of Factoring Entity E

Mr. X (Managing Director)
Sale of
Worthless goods

Customer ‘C’

Transfer of
Payment received
from Bank

payment

Company ‘A’
Singapore
Import of worthless
goods at Inflated
rate.

Banker ‘D’

Supplier ‘B’
Overseas

Repayment of Loan

payment

Singapore

Commentary:
205. In this case study, international trade was mis-used to fraudulently obtain funds from banks
and from a factoring company and launder proceeds through trade channels. By resorting to
cross-border transactions, it became easy to deceive the banks and the factoring company as
it is generally difficult to verify the genuineness of the other end of the international trade
transactions pipeline. Further, by using accomplice suppliers and accomplice customers, the
entire movement of mis-declared goods was fully controlled by the main person Mr. X and
thereby it escaped detection for six years. The trade finance channels of the bank, trade
credit, open accounting and factoring were all used to circulate the funds.
Red Flags
1.
2.
3.
4.

Mis-declaration of value (over-valuation) of goods.
Series of cross border transactions in the same goods between related companies.
Use of factoring companies to finance trade transactions between related companies.
Despite an industry-wide recession, the ability of a company to generate large funds from
trade.
5. Direct payment through open accounting from banks to overseas suppliers on trade credit
application of the domestic trader.
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CASE STUDY 3

(Information provided by USA)

206. Authorities in US had information that Bank P in Lebanon had been extensively used by an
international drug trafficking syndicate controlled by individual Q for moving the proceeds
of narcotics sales through TBML across the globe.


The syndicate smuggled narcotics from South America to Europe and to the Middle East
through West Africa.



The kingpin Q of the syndicate organised shipments of 100 Tonnes of Cocaine from South
America and laundered the proceeds of up to US $ 200 Million per month, obtained from
the sale of cocaine in Europe and Middle East.



Proceeds of drug trafficking were moved and laundered through1. bulk cash smuggling (cash couriers) ;
2. use of exchange houses including one owned by Q.
3. use of accounts of family members of “Q” in several branches of Bank P ;
Bulk cash deposits were made by Q and his associates into exchange houses which in turn
deposited the money into several accounts maintained in Bank P.




In fact Q owned and controlled one of the exchange houses located in the same building as
a branch of Bank P. Certain employees of Bank P were in league with Q.



Two distinct TBML schemes were used by the syndicate to move and launder illicit funds
through trade.
SCHEME A



In the first scheme, wire transfers from Bank P were sent to banks in U.S. for the purchase
of used cars in the U.S.



The car dealerships were operated by individuals who had been separately identified in
drug-related investigations.



The recipients of these funds purchased vehicles in the United States, which were then
shipped to countries in West Africa and elsewhere.



The proceeds generated from sale of used cars were ultimately repatriated back to
Lebanon.



The money generated from illicit drug trade was thus fully integrated into the financial
system through TBML scheme involving trade in used cars.
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Bulk cash proceeds from Narcotic Drug
Sale

Lebanon
Sale proceeds of car

Bank P

Wire Transfer
of drug
money
to
USA
for
purchase of used cars

USA

West Africa

Export of
used cars

SCHEME B


In the second scheme, Individual R, who owned a wide network of companies which were
dealing in consumer goods in Asia and in other regions provided consumer goods for
TBML.



Although based in Asia, individual R had centralized his banking operations in Lebanon,
particularly through the use of over 30 accounts at Bank P.



Individual R received funds in his accounts from the kingpin Q and R also exchanged
funds with the Latin American members of the drug syndicate.



In the TBML scheme used by them, the proceeds generated in local currency from the sale
of imported consumer goods were deposited in individuals’ accounts in the local banks.



This completed the Latin America-based Black Market Peso Exchange ML cycle, and
allowed for the repatriation of proceeds for the Latin American drug producers.
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Sales proceeds in local
currency to drug traffickers

NARCOTIC DRUG MONEY

Latin
America

Lebanon
Bank P

Wire transfer of funds to US
correspondent Bank in Asia

Asian Suppliers
CONSUMER GOODS

Commentary:
207. The proceeds of narcotics drug money were first placed into the financial system of a
jurisdiction where the AML regime was not adequately strong. The syndicate targeted
jurisdictions where the AML regime may not have been as strong as Europe. The criminal
syndicate was able to influence individuals on the operations of its bank as well as those of
the exchange houses. The proceeds of drugs was layered and moved through the use of
international trade. Round tripping of the money and its laundering occurred through abuse
of trade and trade finance (open accounting system). Interestingly, both the TBML schemes
were being operated concurrently and funds were moving between the two schemes, by use
of the Money Exchange House established by Q.
Red flags
1. Trade in commodities like used cars and consumer goods for which valuation can be
manipulated.
2. Payment for imports received from banks located in a third jurisdiction, whereas goods
are traded between two other countries.
3. Cash deposits made in bulk in certain bank accounts from high risk customers like
exchange houses.
4. Cross border wire transfers from sensitive jurisdictions without adequate explanation of
the considerations involved for such transfers.
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CASE STUDY 4 (Information provided by India)
208. Company X located in India received advance remittance from Company Y located in
foreign jurisdiction for a promise to export consignments of diamonds.


Company X filed falsely declared and forged documents with the bank to show the
overvalued exports of diamond without having made any shipment.



To give a colour of authenticity, Company X also fabricated purchase invoices to show
local purchases of diamonds, whereas no purchases of diamonds had actually ever taken
place.



Company X received export payments through trade finance arrangements via an open
accounting system from Company Y.



Company X had received substantial cash deposits in India from the public on the promise
of high returns via a fraudulent Ponzi Scheme.



Company X transferred large amounts of public deposits to company Y through hawala
(Alternative Remittance System).



Company X indulged in round tripping by receiving back as export earnings the financial
value which it had transferred abroad as hawala.



Predicate offences of cheating, criminal conspiracy and forgery of documents occurred.

Advance payment for Exports

Company X in

Company

India

Y

Abroad
Fraudulent Export of Diamonds
(No actual Export)

Hawala
Cash Deposit under
Ponzi Scheme

Commentary:
209. In this case, the proceeds of crime were generated through the fraud perpetrated on general
public under a Ponzi scheme which was then laundered through fraudulent and bogus
exports. Such proceeds of crime were transferred abroad through alternative remittance
system. Money was received back from abroad through banking channels as export
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remittance. Round tripping of money and its laundering occurred through TBML. Company
X had a network of associate companies established in many jurisdictions abroad. In this
case, on the trade side, overvaluation of export goods and under shipment (no shipment) of
goods was done. Proceeds of Crime were moved abroad by using alternative remittance
system (hawala) and then round tripping occurred through open accounting system.
Red flags
1.
2.
3.
4.

Export of goods without any corresponding purchase of raw materials or finished goods.
Sudden increase in volume of exports by a new exporter.
Advance inward remittance against exports without justifiable reasons.
Export documents which are not duly authenticated by export regulating agency
were
accepted by the bank.

CASE STUDY 5

(Information provided by Macao, China)

210. Criminal Syndicate S had a regional base in Jurisdiction A.


Syndicate S registered a Shell Company R in a tax haven jurisdiction.



Syndicate S set up a number of “supplier” shell companies in Jurisdiction B and
Jurisdiction C.



Syndicate S opened accounts in more than 10 banks in Jurisdiction A and applied for high
value loans.



Shell Company R claimed that the company dealt with cross-border trading activities, and
thus purchased goods from Supplier Companies in Jurisdiction B and in Jurisdiction C.



Shell Company R obtained trade credit from the banks in Jurisdiction A on the strength of
invoices for the purchases made from Jurisdictions B & C.



The banks in Jurisdiction A directly credited loan amounts at the behest of Company R
into the bank accounts of the “supplier” shell companies in Jurisdiction B and in
Jurisdiction C.



On receipt of funds the “supplier” shell companies immediately transferred the funds
through a circuitous route to Shell Company R and to other accounts controlled by
Syndicate S.



Shell Company R used the funds for part repayment of loans.



The fake transaction cycle engendered outstanding non-performing loans for banks in
Jurisdiction A.

60
Appendix E

Syndicate S
Jurisdiction ‘A’

Funds transferred
to shell company ‘B’

Funds transferred to
shell Company ‘B’

Shell Company ‘R’
Tax Haven

Fake invoices

Supplier Shell
Companies
Jurisdiction ‘C’

Funds transferred to shell
Company ‘B’

Fake
invoices

Only part of loan
was repaid

Supplier Shell
Companies
Jurisdiction ‘B’

Bank credited loan amount directly to Bank Account in
Jurisdiction ‘B’ & ‘C’

211. Commentary: In this case study, it is observed that cross border trade was mis-used by a
criminal syndicate to move value between shell companies located in different jurisdictions.
There was use of a Tax Haven jurisdiction to take advantage of relaxed AML regime and to
avoid detection. The veneer of international trade was created to conceal collusion among
related companies located in different jurisdictions. The trade finance mechanism of raising
bank loans (trade credit) against fake invoices could occur due to limitations to verify the
credibility of overseas suppliers. Wire transfers made to such related suppliers resulted in
losses to banks. Thus a Criminal Syndicate could indulge in TBML in the absence of crossverification of trade data and financial data.
Red Flags
1.
2.
3.
4.

Use of corporate structure of shell companies located across the jurisdictions.
Registration of a trading company in a tax haven even though its business relates to another
jurisdiction.
Mismatch between trade documents like bill of lading, import bill, invoices and trade
finance documents (trade credit applications).
Direct payments by banks to overseas suppliers who are related parties without adequate
verification of the authenticity of such suppliers and without verifying trade transactions.
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CASE STUDY 6

(Information provided by USA)

212. Toy Company T of Los Angeles, USA was receiving cash generated from trafficking of
narcotics by Columbian drug cartel S.


Company T received such cash by two methods - in some cases, people affiliated with
drug traffickers simply dropped cash at the company offices in downtown Los Angeles;
the second method involved cash deposits made directly into Company’s bank account,
sometimes by individuals located as far away as New York.



During the four-year period, the investigation tracked more than $ 8 million in cash
deposits into the accounts of the Company T, and not a single transaction was for more
than $ 10,000.



The bank accounts of Company T, were used to pay for import of toys into USA.



The toys, viz. stuffed animals, including teddy bears and Topo Gigio dolls, were imported
from Company U in China.



The toys imported into US from China were again exported from the U.S. to Company V
in Colombia.



The Colombian pesos generated by the sales of toys by Company V were then used to
reimburse the Colombian drug trafficker.



TTU Colombia was deployed to investigate shipments of toys.



The TBML investigation brought out structuring transactions to avoid reporting
requirements, bulk cash smuggling and intimidation of witnesses. In addition, the toy
Company T was charged with conspiracy to launder money.



Five persons, including two owners of the Company T and a Columbia-based businessman
were convicted and fined.
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Goods sold locally & proceeds
transferred to Drug Trafficker

Narcotics Drug
Trafficker

Drug Money Structured into US Bank
Accounts of Company T

Bank
A/C

Bank
A/C

Exports of
Goods

Bank
A/C

Bank
A/C

Bank
A/C

Imports of
Goods

Payment for
Imports of Goods

Company U in China

Company V in
Columbia

Commentary:
213. Cash obtained from the trafficking of narcotics was first structured into financial system
through smurfing. Money was then used to import toys, thereby converting the proceeds of
narcotics trafficking into goods. The imported toys were then re-exported to move that value
to the desired jurisdiction, in lieu of the value of narcotic drugs. Thus international trade was
used for layering and integrating the crime money and to disguise its illicit origin.
Red Flags
1. Payment for import is made through multiple accounts.
2. Credits into such accounts were made mostly through structured cash deposits, i.e. through
smurfing.
3. Re-export of goods to sensitive jurisdictions.
4. Inadequate consideration received for re-exported goods.
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CASE STUDY 7 (Information provided by India)
214.

This is a complex case which involves multiple techniques of ML by misuse of trade as
well as trade finance mechanisms. The kingpin of this ML racket, called “A” in this case
study, was laundering funds for Narcotic Drug cartels in Asia and South America using
various techniques including cash couriers, money service bureaus, alternate remittance
system (hawala) as well as through formal mechanisms of trade finance.

A. MISUSE OF LETTERS OF CREDIT (DOCUMENTARY CREDIT)


An Indian national “A” was based in Dubai and had established a number of companies
there, say A1, A2, A3.



He also had a network which spread across many countries in Europe, Asia, Africa and
USA.



In Dubai, he got Letters of Credit (L/Cs) opened by various companies A1, A2 & A3,
which were controlled by him, for Importers I1, I2 & I3 in Dubai.



Exporters E1, E2 & E3 in India, as well as in other parts of the world, were the beneficiary
parties for these L/Cs.



For opening of L/Cs, “A” used his networking with Issuing Banks (B1, B2 & B3), who
tied up with the Advising Banks (B4, B5 & B6). Advising Banks were responsible for
transmission of funds into accounts of Exporters E1, E2 & E3.



L/Cs were opened for amounts substantially higher than the real value of the actual
consignments being traded.



“A” arranged for trade documents to be prepared so as to make such documents acceptable
to the Issuing Banks B1, B2 & B3 and Beneficiary/Advising Banks B4, B5 & B6.



“A” in turn remitted the inflated value of exports to Exporters E1, E2 & E3 in India, as per
the terms of L/Cs, after adding the drug money lying with him. Funds remitted to India
were as per the terms of the L/C.



After receiving the higher remittances, the Exporters E1, E2 & E3 retained the actual price
of the goods exported and transferred the additional amount to the family members (R1,
R2 & R3) of “A” in India and to his associates in other parts of the world.



In a slight variation of this technique of misuse of L/Cs, “A” facilitated opening of L/Cs
for importers (I1, I2 & I3), for commission. The L/Cs were opened at inflated values. He
collected fair value of imports from the importers but remitted the inflated L/C amount of
higher value to the Exporters E1, E2 & E3. The additional funds thus transferred were
collected from Exporters, by associates of “A”



Thus, by misuse of Letters of Credit, funds were moved across countries, in the guise of
trade finance, after intermingling of drug money of criminal origin.
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MISUSE OF L/C

A
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B3

B6

E3
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B. USE OF ALTERNATIVE REMITTANCE SYSTEM


“A” also utilised the services of alternative remitters (hawala operators) to move funds
offshore.



The legal framework in Dubai allows hawala to operate after registration with the UAE
Central Bank.



One way of use of Alternate Remitters by “A” was by funding those individuals who were
visiting Dubai and were in need of funds in local currency, which he provided.



The flush of money arising from the narcotics trade was enough to cater to large demands
of individuals as well as of companies.



On return to their home jurisdiction, these individuals made compensatory payments to the
assigned agents of “A” located in their home jurisdiction, in currency of their home
jurisdiction, thereby completing the clandestine movement of funds from Dubai to the
home jurisdiction of these individuals.



In another technique of use of Alternate Remitters, “A” facilitated trade in prohibited /
restricted goods by falsifying trade documents by using his network of associates in India.
Fake documents were prepared to fraudulently export pulses from India, when such
exports were banned.



To circumvent the restriction, the goods were mis-described in trade documents, which
also enabled mis-declaration of value and thereby also enabled movement of excess funds
to the exporting jurisdiction.



He used alternative remitters (Hawala operators) H1, H2 & H3 to settle differential
payments arising out of such trade in prohibited / restricted goods.



Through the companies A1, A2 & A3 controlled by him, “A” first imported pulses into
Dubai and made payments of contractual price to Exporters E1, E2 & E3, through banking
channels / through L/C.



Through his companies A1, A2 & A3, he resold the imported pulses at higher prices to the
real importers I1, I2 & I3, who were in fact the genuine buyers of pulses in Dubai and
elsewhere.
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Since A had pre-dated the contracts to allow for export of pulses from India after ban, he
earned huge profits on resale in foreign market facing shortage of pulses.



Profits earned on resale of pulses were also remitted to his agents R1, R2 & R3 through
Alternate Remitters (Hawala operators) H1, H2 & H3.

ALTERNATIVE REMITTANCE SYSTEM
I1
B1

A1

H1

B4

E1

R1

E2

R2

PULSES

I2
B2

A2

H2

B5
PULSES

I3
B3
H3

C.

A3

B6

E3

R3

PULSES

USE OF OPEN ACCOUNT


“A” organised exports of artificial jewellery from India to various importers (I4, I5 & I6)
in Afghanistan.



Companies A1, A2 & A3 established in Dubai by “A” were declared as ‘Notifying Parties’
in trade documents for exports from India to Afghanistan.



Payment was sent by A1, A2 & A3 through banks B1, B2 & B3 in Dubai to the accounts
of Indian exporters E1, E2 & E3 in banks B4, B5 & B6 in India.



The Indian exporters having received payments through open accounting paid the
commission in cash for such exports to the agents of “A” in India, viz. R1, R2 & R3.



Thus, in exchange for drugs originating from Afghanistan, “A” arranged for delivery of
goods in that jurisdiction, by indulging in countertrade through trade manipulation.



“A” used his companies A1, A2 & A3, by declaring them as ‘Notifying Parties’ in the
trade documents to facilitate misuse of the trade finance mechanism of open account
trading.
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MISUSE OF OPEN ACCOUNTING
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215. As stated at the outset, “A” was operating a very complex scheme of TBML, which can be
summed up as follows:
 “A” indulged in laundering of proceeds from Narcotics trafficking and was based in
Dubai. He opened a number of associate companies (A1, A2 & A3) to place money into
the financial system by using the services of Cash Couriers (C1, C2,& C3) or Money
Service Bureaus (M1, M2 & M3) or Alternative Remitters or Hawala Agents (H1, H2 &
H3).


To remit part of the proceeds of crime to his home in India, he tied up with Indian
exporters (E1, E2 & E3).



The Indian exporters (E1, E2 & E3) overvalued the exports to earn export incentives. The
individual “A” used letters of credit, open accounting as well as alternative remittance
system for movement of money between importers (I1, I2 & I3) and the Indian exporters
E1, E2 & E3.



The actual importers / users situated in the same jurisdiction as “A”, collected the goods
exported from India and paid to “A”, the actual cost (true value) of the goods so imported.



“A” in turn remitted the inflated proceeds of exports either against the L/Cs opened in the
names of Importers (I1, I2 & I3) OR through open account OR through alternative
remittance system to Indian Exporters (E1, E2 & E3).



After receiving the higher remittances, the Exporters (E1, E2 & E3) retained the actual
costs and conveyed the additional amounts to the associates (R1, R2 & R3) of “A” in India
or elsewhere.



The Exporters (E1, E2 & E3) gained from excess export incentives on overvalued exports
and from being able to export banned goods and to inaccessible destination. The importers
gained by acquiring goods which were not available through normal trade channel.



“A” succeeded to launder criminal proceeds through trade finance.
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Goods
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Commentary:
216. In this complex case study, the funds originated from narcotic drug sales and fraudulent
export incentives. The proceeds of crime were laundered by mis-declaration of description
of goods and forgery of documents.
217. In the first illustration, the misuse of Letter of Credit mechanism of trade finance to disguise
the movement of criminal funds in conjunction with overvaluation of goods, where both
exporter as well as importers were in league, has been depicted.
218. In the second illustration, use of alternative remittance system (Hawala) has been explained,
wherein funds were moved in connection with trade in prohibited / restricted goods. Using
the international trade system, the criminal organisation was able to transfer illegal funds by
using trade transactions to justify payment through the financial system.
219. In the third illustration, criminals have mis-used the open account trade finance system to
launder the crime money. Movements of funds were disguised by using the third party
remittance system. Mis-declaration of goods, over-valuation of goods and barter of goods
were deployed, coupled with misuse of trade finance mechanisms of L/Cs and open account
trading. Extensive use of Alternate Remitters was also resorted to move funds illegally
across countries, at will.
Red Flags
1. Trade in banned/prohibited/restricted goods.
2. Overvaluation of export goods.
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3. Exports to sensitive destinations of a new commodity by a regular exporter of some other
commodity.
4. Introduction of notifying parties in trade documents without adequate explanation.
5. Export Remittances received from third parties.
6. Settlement of accounts for trade between two countries through a third jurisdiction.
7. Movement of abnormally large sums of money in various accounts of the individuals and
companies which are not related to the nature of their business.
ALTERNATIVE REMITTANCE SYSTEMs:
220. Some of the case studies have referred to Alternate Remittance System. Therefore a brief
write-up on Alternative Remittance System by Bangladesh in the box placed below explain
the basic features of such a system whereby accounts are settled across the nations through
compensatory payments made in local currency of trading partners for differentials arising
between true value of goods involved in trade and formal means of trade finance.
ALTERNATIVE REMITTANCE SYSTEM
Alternative Remittance System i.e. “Hundi” or “Hawala” is a way to transfer funds through
informal channels. Hundi means “trust” and hawala means “transfer related to money”. These are also
often referred to as “underground banking system” or “parallel banking system” or “informal money
transfer system”. Alternative remittance systems are financial services, traditionally operating outside
the conventional financial sector, where value or funds are moved from one geographic location to
another. (FATF Best Practice Paper 2006: Combating the abuse of Alternative Remittance System
http://www.fatf-afi.org/media/fatf/documents/recommendations.)
Under-invoicing / over invoicing of goods and services are used in TBML to move funds across the
borders not only to disguise its illicit origin but also to evade taxes and duties as well as get undue
export incentives. To settle such over or under payments in international trade transactions, Hundi or
Hawala mechanisms are used.
Hawala Operators (Hawaldars) or Hundi Dealers operate their business under a global network which
helps them to do their business worldwide. Generally Hawala Operators or Hundi Dealers have other
formal businesses, like exchange houses, travel agencies, import/export or shipping companies,
grocery stores, gold and jewellery shops, textile or apparel shops and many other business
establishments. Often these operators arrange fund transfers for a large number of migrant workers and
immigrants, who send back their savings to the home jurisdiction. The popularity of their business lies
in 3 C’s viz. certainty, convenience and cheap. The transactions ensure that remittance reaches the
beneficiary at an assigned address in definite time period, for a charge which is less than the transfer
charges of formal system. Moreover the accounts among the Alternative Remittance System operators
are settled by making compensatory payments in local currency to persons in the home jurisdiction
who have been assigned by the partner hawala operator located abroad.
Since such hawala transactions remain largely unreported, there is no reliable data available on the
magnitude of hawala / hundi / other alternative remittance systems. The significance of this trade
finance mechanism as means to fill up the gap arising out of difference in actual trade value being
exchanged and the amount transferred through formal mechanisms call-for larger awareness and
focused training on the subject of Alternative Remittance System.
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CONCLUSIONS
221. The first case study relating to ‘merchanting trade’ reveals how a third party located in a
third jurisdiction ostensibly to facilitate trade between two other countries introduces TBML
vulnerability in such trade transactions. The financing of different segments of trade through
diverse mechanisms of trade finance can introduce risks in the trade transactions which are
difficult to assess by financial institutions.
222. The second case study brings-out how the ‘carousel trade’ with the circulation of the same
goods across the countries, call for close scrutiny of such transactions, for TBML. The
mechanisms of financing trade through factoring and through disbursement of trade credit to
overseas suppliers are fraught with risks for financial institutions unless due diligence is
exercised about the overseas trading partner.
223. The third case study reveals how proceeds of crime can move to a jurisdiction where the
AML regime may have weaknesses. It also shows the vulnerability arising from trade
finance mechanisms in a system wherein the integrity of financial institutions has been
undermined by weak application of fit and proper controls. The operations of ‘exchange
houses’ owned and controlled by criminals coupled with ‘compromised’ working of a bank
make trade finance mechanisms means for indulging in TBML.
224. The fourth case study demonstrates how proceeds of crime generated out of a ‘ponzi
scheme’ were moved abroad though a variant of alternative remittance system viz. hawala.
The TBML allowed for integration of proceeds as legal remittance.
225. The fifth case study reveals how the creation of veneer of international trade can help
conceal the identity of true beneficiary from the financial institutions. The use of a
corporate structure of shell companies located in sensitive jurisdictions of a tax haven can
hoodwink the institutions of trade finance.
226. The sixth case study demonstrates yet another variant of alternative remittance system viz.
Black Market Peso Exchange. The use of international trade acts as a lubricant to facilitate
the cycle of laundering of narcotic drugs funds.
227. The seventh case study shows multiple forms of international trade and various mechanisms
of trade finance which give inherent flexibility to criminals to adopt those forms and types
which suit the demands of a situation. Such adaptability of these forms makes the detection
and prevention of TBML a very challenging task.
228. The FATF Paper 2006 highlighted four basic techniques of TBML. These basic techniques
relate to abuse of trade transactions and combine with techniques which abuse trade finance
mechanisms for TBML to occur. Four of the trade finance techniques which can be inferred
from the analysis in this Paper are following:
a) Cash Inflow Based Payment: Cash is structured into formal financial system through
smurfing and other processes so as to make payments for international trade transactions.
Trade finance payments are funded out of cash receipts of the financial institutions.
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Normally cash will be received in one jurisdiction and payment through trade finance
mechanisms will be made in the jurisdiction of trading partner. Thus the veneer of
international trade is used to obliterate the signs of illicit origin of the payments.
b) Third Party Payment: A third party is introduced preferably in a third jurisdiction, in the
payment channel between two trading partners. Such third party may be a notifying party
between consignor and consignee. It can also be a facilitator who acts as an intermediary
for trade transaction as well as for trade finance mechanism. In still other situations such
third party may either be a factoring or forfaiting entity. The technique involves making
the process of due diligence to be conducted by domestic financial institutions more
difficult to succeed.
c) Segmental Modes of Payment: Instead of opting to finance single trade transaction as a
whole, the trade transaction is split into parts so that each part is financed through different
modes of trade finance. The segmental modes of trade finance are used to fund the trade
transaction. This technique is normally used wherein a third party is brought in between
the exporter and the importer. For imports of goods, letters of credit mechanisms may be
used and on the re-export of such goods to other jurisdictions wire transfers may be opted.
The technique introduces different levels of risks for different segments of trade so that
financial institutions are unable to make correct risk assessment of the trade finance
payments.
d) Alternative Remittance Payment: Trade transactions which are vulnerable to TBML
involve transfer of goods of which the true value does not correspond to the amount of
payment transferred through formal mechanisms of trade finance. To finance such gap the
alternative remittance mechanisms are utilized. The technique involves ‘squaring-off’ the
‘differential gaps’ by making compensatory payments in local currency to domestic
persons assigned by the trading partner located abroad.
229. The techniques of trade finance abuse succeed only when they work in conjunction with the
techniques of abuse of trade transaction. The segregation of sectors of finance and of trade
prevents investigators from having an integrated approach. Isolated sectoral outlooks fail to
raise ‘alerts’ about the TBML.
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CHAPTER V - CONCLUSIONS
CHALLENGES
Growing Concerns
230. This study on TBML, done six years after the landmark FATF Study of 2006, has
reaffirmed the conclusion of the earlier study that TBML is an important channel for
criminal organizations and terrorist financiers to move money or value to disguise its illicit
origin and to integrate it into the formal economy. The rapid growth in the global economy
has made international trade an increasingly attractive avenue to move funds through goods
and services. There are instances brought out in this Paper where the veil of international
trade was deliberately created so as to launder the proceeds of crime. A number of
publications on TBML during the intervening period of six years, as reviewed in Chapter-I,
reflect the growing concern about its potential as a form of ML.
231. While various jurisdictions may have different levels of preparedness for identifying and
investigating TBML, the general recognition of its existence and of its future potential
underscore its significance. In fact, international trade remains a viable option for movement
of value even in those jurisdictions that do not have a well-developed financial or banking
sector. Thus, TBML is a concern for the international community even though it may
presently impinge upon various jurisdictions without the same impact.
Complex Phenomenon
232. TBML is a complex phenomenon since its constituent elements cut across not only sectoral
boundaries but also national borders. The dynamic environment of international trade
imparts inherent flexibility for TBML to take multiple forms. To discern TBML from
among the legitimate activities of international trade has become a daunting task. The
features of the dynamic environment that also distinguish TBML from other forms of ML
were identified in Chapter I. Such features include occurrence of TBML through
intermingling of the trade sector with the trade finance sector in cross-border transactions.
The foreign exchange market and the long supply chain make international trade more
vulnerable to TBML.
233. To assist in recognizing the multiple forms of TBML, Chapter II of this Paper has
enumerated specific characteristics of TBML. These attributes of TBML have been
categorized into those relating to trade finance and to trade. For further simplification trade
characteristics have been classified into four groups, namely: jurisdictions; goods; corporate
structures; and, predicate offences. This methodology has allowed the Project Team to
identify some ‘Red Flags’ which relate to specific characteristic of TBML.
Statistics and Data
234. Very few cases of trade base ML were reported. Thus statistics on detection of TBML and
on TBML related STRs were also very limited. One of the major obstacles in devising
future strategy to tackle TBML has been the lack of reliable statistics relating to it. Most
jurisdictions do not distinguish TBML from other forms of ML. Hence they have reported
that they do not maintain separate statistics for TBML. Moreover, the data on trade which
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is largely collected by the Customs Department in most of the jurisdictions are oriented to
serve purposes other than those of TBML. While the trade data is collected, maintained and
analysed by the Customs they neither have a legal mandate to undertake TBML
investigations nor do they have training and competence to utilize such data to combat
TBML. Merely 25% of the jurisdictions have reported that TBML investigations were
initiated on the basis of trade data.
235. As already pointed out in this Paper any strategy that focuses only on the trade sector
leaving-out the corresponding elements of the trade finance sector would be inadequate to
tackle TBML. Having a warehouse of trade finance data within financial institutions
without correlating such data to that of the trade sector will not allow effective targeting of
TBML. The Project Team holds that an isolated sectoral approach has not worked. An
integrated holistic strategy to fight TBML is needed.
Sharing of Information
236. It is evident from the feedback from most of the jurisdictions that sharing of the information
obtained domestically and internationally, has impediments. These impediments relate to
inadequate and delayed response, restrictions on the use of the information furnished and
insistence on confidentiality or secrecy clause which hamstring its evidential value. More
than 50% of the jurisdictions reported having initiated TBML investigations on referrals
from other agencies. Again, more than 50% of the jurisdictions reported seeking
information from foreign jurisdictions. Laying platforms for effective and prompt sharing
of information domestically and internationally can go a long way to combat TBML.
Trade Finance Vulnerabilities
237. Investigators in many jurisdictions face major challenges comprehending trade finance
products and the implications of the use of trade finance in TBML. Chapter-III of this Paper
attempts to be a ready reckoner for investigators to assist them to better understand trade
finance products. This should assist investigators to begin to incorporate trade finance
analysis in their investigations.
238. The trade finance products set out in Chapter III reveal a menu of choices that are available
to genuine traders to facilitate trade. While the various trade finance products reduce trade
transaction costs, their accessibility have also made them vulnerable to abuse.
239. Information relating to the trade finance products remain concentrated within the financial
sector. Often the financial institutions are not aware of the significance of the information
held by them to TBML investigators. A TBML investigator would need to obtain crucial
data from financial institutions and correlate that with the information available in the trade
sector so as to sieve ‘TBML-laced’ transactions from the predominantly genuine trade
flows, the ‘noise’.
240. Chapter II of this Paper finds that jurisdictions were unanimous in highlighting a need for
training to be provided to regulators regarding TBML vulnerabilities and risks associated
with trade finance activities.
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TBML Techniques of Trade Finance
241. The selection of Case Studies in Chapter IV has the intention of expounding the ‘modus
operandi’ involved in TBML not only to throw light on the abuses in the trade sector but
also to bring home the contributory anomalies of the trade finance sector. Several of these
Case Studies reflect the confidence of the criminal syndicates in the impregnability of the
veneer of the international trade they have created to move illicit funds and indulge-in
TBML. The syndicates have not merely taken advantage of existing trade structures but
have gone on to create new and additional structures for TBML.
242. A number of ‘Red Flags’ have been enumerated from each of the 7 Case Studies. The ‘Red
Flags’ relate to trade as well as to trade finance. These red flags also corroborate the
patterns identified for TBML in Chapter-II.
243. On the basis of the analysis of patterns, modus operandi and red flags, four techniques of
TBML relating to trade finance have been formulated. The four techniques are: cash inflow
payments; third party payments: segmental modes of payment; and, alternative remittance
payments. These four techniques are those which have been more commonly used by
criminal syndicates to support the practice of abusing the trade sector.

THE WAY FORWARD
244. Any strategy to prevent and combat TBML needs to be based on dismantling TBML
structures, while allowing genuine trade to occur unfettered. A holistic approach, with
emphasis on inter-agency coordination and international cooperation, needs to be
universally adopted by the policy-makers. A comprehensive strategy which takes into
account sectoral peculiarities, agency specialization and jurisdictional frameworks can only
address the challenges in tackling TBML. Some of the steps that can form part of the way
forward are discussed ad seriatim.
Standardization of Data and Statistics
245. Presently, statistics relating to TBML are not distinguished from those of other forms of
ML. Data needed to combat TBML remain dispersed over various domestic sectors.
Practices to compile and collate the statistics and data relevant to TBML vary among
jurisdictions. There is a need to have common formatting of how TBML statistics are to be
recorded and maintained so that trends are more easily identifiable.
246. If centralization of data and statistics is not presently possible then access of competent
authorities to such statistics and data should be ensured. Cross-referencing data relating to
trade and trade finance can be the starting point for adopting a risk based approach. Such an
approach will not only lead to prioritization of limited resources but will also facilitate
genuine trade without compromising the necessary governance over TBML. A risk based
approach will help capture crucial trade data along with providing an ability to keep track of
its corresponding payments data. To ensure efficient real time delivery of analysis the
adopting of an electronic platform may be essential.
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247. Monitoring foreign exchange may be an option for some jurisdiction in identifying
anomalies to detect TBML. one of the finding of the project team is there exists an acute
need to correlate trade data with the foreign exchange data of a jurisdiction so as to detect
TBML and in particular identify cases wherein value is moved across countries in the form
of goods without corresponding outgo of foreign exchange as its payment.
248. As an example, the development of a foreign exchange monitoring system by South Korea
endeavours to cross-reference trade related data based on an electronic platform. By
working out trends and past performances the system conducts some risk analysis to select
risk-prone foreign exchange transactions for more specific scrutiny. There is a capacity to
systematically target TBML.
249. Capturing data on trade and trade finance in standard format across the jurisdictions will
ease cross-referencing for discovering trade anomalies leading to detection of TBML.
Correlating such findings with systematic compilation of foreign exchange data can foster
efficient strategies to prevent and combat TBML.
Domestic Task Forces
250. Multiple agencies are associated either directly or indirectly in fighting TBML. One wayforward to combine the respective competencies of relevant authorities for combating
TBML is to form domestic task-forces. Task-forces focused on TBML investigations will
need to have the ability to utilize the expertise of each agency without comprising its
functional skills. It is suggested that to be successful the task-force must set its modes of
communication and interaction. The operating platform should be electronic which allows
for virtual exchange and management of large quantities of information. If a manual
operating platform is adopted then task-force members must ensure regular interaction. The
coordination achieved through a TBML task-force should go some way in providing
effective support in intelligence, investigation and prosecution work relating to TBML.
251. Customs agencies hold trade data in most of the jurisdictions surveyed. Traditionally such
data is used to detect and investigate Customs offences relating to smuggling and duty
evasion. The regulators in the trade finance sector issue alerts on the basis of the data
available within the sector for the use of financial institutions.
252. Law enforcement agencies responsible for investigating ML use the same tools to
investigate TBML without any specialized training to undertake such investigations. These
agencies work in isolation without the necessary inputs from Customs and Regulators. FIUs
in most jurisdictions analyse and disseminate suspicious transaction reports on the
information furnished by the financial sector without corresponding inflow from trade sector
and foreign exchange control agencies (in those jurisdictions with such controls). Tax
authorities exclusively focus on investigation relating to tax evasion. Transfer pricing audits
conducted by such authorities do not identify implications for TBML.
253. The competent authorities tasked with tackling TBML are more often than not focused on
work mandated by the legislation as it relates to them. They may have even achieved
professional specialization and competence in such mandated work. However, the strategy
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to prevent and combat TBML requires expertise created through the combination of all such
authorities. It is recognized however that any necessary amendment in the given legal
framework may not be easy and in some cases may impact on the respective professional
efficiency that exists.
International Cooperation
254. International cooperation to combat TBML is difficult to achieve. The formal and informal
means of international cooperation used include treaties and agreements. The Mutual Legal
Assistance Treaty (MLAT) and the Customs Mutual Assistance Agreement (CMAA) are
bilateral arrangements for exchange of information and are often deployed for combating
TBML. However, exchanges made through formal channels often result in delayed
responses, inadequate information and limited or no further feedback.
255. Informal channels include interaction with the representatives of foreign jurisdictions
assigned for the purpose in the domestic jurisdiction. Informal channels which exist as part
of bilateral diplomatic arrangements can also be used to tackle TBML.
256. The Project Team believes that there is an urgent need to strengthen the existing bilateral
arrangements and to build multilateral mechanisms for international cooperation. The
bilateral arrangements must ensure prompt exchange of information with regular follow-ups
which should result in more efficient delivery. The multilateral mechanisms may entail
equal commitment of all trading jurisdictions for coordination in matters relating to TBML.
Technological innovations for effective communication across jurisdictions can provide
permanency to multilateral arrangements. In this regard an initiative by the World Customs
Organisation (WCO) to develop the concept of Globally Networked Customs (GNC) for
exchange of information may turn-out to have significant strategic value.
TBML Focused Training
257. TBML focused training is an absolute necessity for the anti-TBML strategy to succeed.
Customs, ML investigating LEA, FIU, Tax Authorities and Regulators have all identified a
pressing need for more focused training so that their personnel can have an adequate
knowledge base to detect, prevent and combat TBML. Many of the jurisdictions have
reported limitations with regard to resources which they can spare to provide training
capable of mitigating TBML activities. This study reiterates the findings of the FATF Best
Practices Paper 2008 to incorporate a TBML focus in the existing AML training
programmes.
258. The sharper focus on TBML in existing training programs can be brought about by
incorporating specific topics which relate to TBML. The case studies, the red flags and
typology papers on TBML may be disseminated during such programs. As trade essentially
involves multiple jurisdictions, there is a need for Law Enforcement Officers to understand
the legal and procedural aspects of other jurisdictions. Training should be aimed at making
use of trade data analysis as well as cross referencing trade data with trade finance data and
understanding any useful tools developed to identify trade anomalies which may lead to
investigation and prosecution of TBML cases. Inter-linkages of tax frauds and customs
violations with TBML also need to be explained.
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259. The significance of domestic coordination and of international cooperation to tackle TBML
must be conveyed during training programs. Further, as a large number of private players
are involved in international trade they need to be apprised of concealed TBML threats in
any outreach programs that are conducted. Thus, capacity building among all competent
authorities and private industry is an important component of any successful strategy to
prevent and combat TBML.
Further Research
260. The ongoing fight against TBML through the comprehensive strategy discussed in this
Chapter should spur further research so as to meet emergent challenges. The possible areas
of such research may be briefly delineated as follows:
a) Services: Treatment with regard to TBML vulnerabilities in trade of services shall require
specialized tools. Services more than goods, give wide scope for manipulation in pricing,
quantification and delivery time-schedule. It may therefore be imperative to undertake
further research to develop case-studies and identify red-flags.
b) Terrorist Financing: Moving of funds through trade to fund illicit activity of terrorism in
an important issue confronting the global security. Further research to look into aspects of
such illicit fund movement through trade is called for.
c) Financing the proliferation of WMD: Building on work undertaken by the FATF, there is a
need to further consider vulnerabilities of trade finance to the financing of the proliferation
of WMD.
d) Risk Based Approaches: Adoption of risk based approaches in the strategy to combat
TBML is essential not only to maximise resources but to target TBML without inhibiting
genuine trade flows. Research should be undertaken to work-out models which could be
practically adopted by various jurisdictions.
e) Tax evasion: The work done by international bodies such as OECD, Global Financial
Integrity, have brought into focus trade-mispricing and transfer pricing as well as their
correlation with poverty. With continued enhanced focus on tax evasion, or use of tax
havens and on evasion of customs duty, it is essential to do research to explore their interlinkages with TBML.
261. A comprehensive strategy to meet the growing concern about TBML has been
recommended in this Chapter. Challenges in formulating such a strategy have been
identified. Ways forward for addressing some of these challenges have been suggested.
International trade needs to be kept free of TBML so that the full benefit from effective and
efficient global trade can be realised by the community of nations.
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ANNEX A - TBML RED FLAGS FROM CURRENT & EXISTING
STUDIES
262. The Red Flags which have been mentioned in the existing studies have been categorized as
per the scheme adopted in Chapter II of this Paper. Annex A sets out red flags gleaned from
existing studies, as well as those identified in the current study. In many cases there is a
correlation between previous studies and the present study.
263. The Red Flags set out in this section of Annex A are derived from studies by the FATF, US
(FINCEN & ICE), Australia (AIC) the Wolfsberg Group and studies by BRANNIGAN
(2010) and Brown (2009).
Red Flags relating to Trade Finance:


The transaction involves receipt of cash (or other payments like wire transfers, checks,
bank drafts or postal money orders) from unrelated third party entities or an intermediary
(either an individual or an entity) apparently unrelated to the seller or purchaser of goods.
This may be done to obscure the true origin of the funds (e.g. Wires where no apparent
business relationship appears to exist between the originator and the beneficiary) ;



The transaction involves the use of repeatedly amended or frequently extended letters of
credit without reasonable justification or for reasons like changes of the beneficiary or
location of payment ;



A customer’s inability to produce appropriate documentation (e.g. invoice or any other
document) to support a requested financial transaction or bank finds double invoicing or a
Customer fails to provide adequate information about the originator, beneficiary, and
purpose of the wire transfer;



The method of payment appears inconsistent with the risk characteristics of the
transaction; (For example, the use of an advance payment for a shipment from a new
supplier in a high-risk country or Frequent transactions involving rounding or whole dollar
amounts).



Phantom shipping – no goods are shipped and all documentation is completely falsified to
move funds in the guise of trade



Negotiable instruments (such as traveller’s checks, cashier’s checks and money orders) in
round denominations under $3,000 used to fund domestic accounts or, alternatively,
smuggled from a jurisdiction for placement into accounts at foreign financial institutions.
The negotiable instruments may be sequentially numbered or purchased at multiple
locations and may frequently lack payee information or contain visible broker markings or
symbols. These negotiable instruments may also be used to pay for goods and services.
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International wire transfers received as payment for goods into bank accounts or processed
through correspondent or intermediary accounts in a particular country, especially where
the ordering party (importer of goods) of the wire does not live in the country from which
the wire originated. (e.g. Wires originating from jurisdictions which have been highlighted
in relation to black market peso exchange activities),



Sudden onset and equally sudden cessation of payments – typically wire transfers – within
a short duration. This could be an indication that the account is temporarily being used to
launder illicit proceeds.



A foreign based importing entity with accounts in exporting country receiving payments
from locations outside the areas of their customer base.



Unusual deposits occurring in combination with one or more of the following indicators:
o Multiple deposits occurring in various locations when the account owner resides
elsewhere, for example, deposits made in various cities when the account owner
resides in a different city.
o Multiple bank accounts held by a customer individually or along with closely
related family members. These accounts may be held at one or more financial
institutions. Such accounts may be used to facilitate the placement and layering of
illicit funds.
o Checking accounts receiving cash deposits in amounts under $1,000 as frequently
as several times per month. These deposits may be followed by ATM withdrawals
in foreign countries. This method, sometimes referred to as micro-structuring, is
used by “smurfs” to deposit cash which may then be used to purchase goods.



Foreign visitors opening multiple bank accounts at one or more financial institutions.
Individuals may travel to a foreign jurisdiction with instructions to establish multiple bank
accounts as a straw party. Upon return to their home country the straw account owner
signs all of the blank checks and relinquishes control of the checkbooks and ATM cards
tied to the accounts to the beneficial owner who now has control of the accounts. The
following are examples of activity common to these accounts:
o Cash deposits received using over-the-counter deposit slips since the checkbooks
containing the pre-printed deposit slips as well as ATM cards are located out of
that country;
o Deposits which are frequently made in multiple cities / jurisdictions;
o Withdrawals made via foreign ATM transactions; or
o Withdrawals via check transactions that exhibit a difference between the
handwriting for the signature and the payee portions of the check.



Unusual activity in established bank accounts for non-resident aliens, such as structured
cash and monetary instrument deposits; checks written from the domestic account to
foreign businesses with no apparent relationship to the account holder; and international
wire transfers to entities that do not appear to have any relationship with the originator.
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Sequentially numbered checks drawn on domestic bank accounts negotiated through
foreign money services businesses.

264. It is important to remember that no one activity by itself is a clear indication of trade-based
ML. Due to some similarities with legitimate financial activities, financial institutions should
evaluate indicators of potential trade-based ML in combination with other red flags and
expected transaction activity for its customer before making determinations of suspiciousness.
Additional investigation and analysis may be necessary to determine if the activity is
suspicious, based on information available to the financial institution.
Red Flags relating to Jurisdictions:


The commodity is shipped to (or from) a jurisdiction designated as “high risk” for ML
activities;



The commodity is transhipped through one or more jurisdictions for no apparent economic
reason;



Customers conducting business in high-risk jurisdictions. Although not specifically
identified by the authority handling AML work or FATF ; FTZs may be added to the list
of high-risk jurisdictions given that there is an argument that FTZs exacerbate the risk



Customers shipping items through high-risk jurisdictions, including transit through noncooperative countries



Unusual shipping routes or trans-shipment points



Funds transferred into a country’s domestic accounts that are subsequently transferred out
of the account in the same or nearly the same amounts. Origination and destination
locations are frequently high risk jurisdictions.

Red Flags relating to Goods:







Significant discrepancies between the descriptions of the goods on the transport document
(i.e., bill of lading), the invoice, or other documents (i.e., certificate of origin, packing list,
etc.).
Significant discrepancies appear between the description of the goods on the bill of lading
(or invoice) and the actual goods shipped;
Significant discrepancies appear between the value of the commodity reported on the
invoice and the commodity’s fair market value;
The size of the shipment appears inconsistent with the scale of the exporter or importer’s
regular business activities;
The type of commodity being shipped is designated as “high risk” for ML activities; [e.g.
high-value, low-volume goods (e.g. consumer electronics, diamonds), which have high
turnover rates and which present valuation difficulties].
Shipment locations or description of goods that are inconsistent with the letter of credit
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Documentation showing a higher or lower value or cost of merchandise than that which
was declared to Customs or paid by the importer (i.e. commodity over-valuation or undervaluation )



Customers involved in potentially high-risk activities, including those subject to
export/import restrictions such as equipment for military or police organisations of foreign
governments, weapons, ammunition, chemical mixtures, classified defence articles,
sensitive technical data, nuclear materials, precious gems, or certain natural resources such
as metals, ore and crude oil



Obvious misrepresentation of quantity or type of goods imported or exported



A shipment that does not make economic sense (e.g. the use of a forty-foot container to
transport a small amount of relatively low value merchandise)



The type of commodity being traded appears inconsistent with the exporter or importer’s
usual business activities (e.g. a steel company that starts dealing in paper products, or an
information technology company that suddenly starts dealing in bulk pharmaceuticals)



Carousel transactions: the repeated importation and exportation of the same high-value
commodity



Packaging inconsistent with commodity or shipping method

Red Flags relating to Corporate Structures used:


A transaction involves the use of front (or shell) companies.



Companies or Money Exchange Bureaus located in third countries used as intermediaries
for transfer of goods or money.



A transaction structure that appears unnecessarily complex through introduction of
corporate entities so that it obscures the true nature of the transaction.



Companies operating out of foreign countries, especially when it is difficult or impossible
to determine ownership or controlling persons of the company, or when the business
purpose is not fully apparent.
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RED FLAGS CONFIRMED IN THE APG TBML PAPER
265. The present paper has categorized the Red Flags received from various jurisdictions in
response to the questionnaire into following five broad categories.
TRADE FINANCE
266.

Based on the responses received from jurisdictions, red flags relating to financial &
banking products may be categorized as follows:

a) Use of letters of credit to move money between those countries, where such trade would
not normally occur and / or is not consistent with the customer’s usual business
activity. A Letter of credit is generally resorted to so as to accord more legitimacy to the
transaction in order to conceal the real facts.
b) The method of payment requested by the client appears inconsistent with the risk
characteristics of the transaction. For example receipt of an advance payment for a
shipment from a new seller in a high-risk jurisdiction.
c) The transaction involves the receipt of cash (or by other payment methods) from third
party entities that have no apparent connection with the transaction or which involve
front or shell companies or wire instructions / payment from parties which were not
identified in the original letter of credit or other documentation. The transactions that
involve payments for goods through cheques, bank drafts, or money orders not drawn on
the account of the entity that purchased the items also need further verification.
d) The transaction involves the use of repeatedly amended or frequently extended letters
of credit without reasonable justification or that includes changes in regard to the
beneficiary or location of payment without any apparent reason.
e) Unusual deposits i.e. use of cash or negotiable instruments (such as traveller’s cheques,
cashier’s cheques and money orders) in round denominations (to keep below reporting
threshold limit) to fund bank accounts and to pay for goods and services. The negotiable
instruments may be sequentially numbered or purchased at multiple locations and may
frequently lack payee information. Further, cash payments for high-value orders are also
indication of TBML activity.
f) Inward remittances in multiple accounts and payments made from multiple accounts for
trade transaction of same business entity are indicators for TBML. In this regard the study
of foreign exchange remittances may help detect the offence.
g) In the case of merchanting trade, the trade finance mechanism should be in place for
both export leg as well as import leg of transaction. If the Trade Finance mechanism, for
example, Letters of Credit, have been provided for only the import leg of the transaction
and not for export leg, it also indicates the possibility of TBML.
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JURISDICTIONS (ORIGIN OR DESTINATION OF GOODS)
a) The commodity is shipped to or from a jurisdiction designated as ‘high risk’ for ML
activities or sensitive / non co-operative jurisdictions.
b) The commodity is transhipped through one or more such high risk / sensitive
jurisdictions for no apparent economic reason.
c) Presence of Free Trade Zones / Special Economic Zones also affects the sensitiveness of
a jurisdiction as far as TBML is concerned. FTZs are also emerging as being especially
vulnerable to TBML. FATF (2010: 4) defines FTZs as ‘designated areas within countries
that offer a free trade environment with a minimum level of regulation’. In the said report,
FATF noted that most zone authorities operate separate company formation services from
those that exist in the rest of the jurisdiction and market the ease of setting up a legal entity
in an FTZ to attract business. Many zone authorities request little or no ownership
information of the companies interested in setting up in the zone. As a result, it is simpler
for legal entities to set up the firms/companies in FTZs and hide the name(s) of the true
beneficial owners. This lack of transparency has allowed companies located in FTZs to
create layers of transactions that are difficult (if not impossible) for law enforcement
agencies to follow (FATF 2010). It also reported that ‘goods introduced in a FTZ’ are
generally not subject to the usual customs controls, with goods undergoing ‘various
economic operations, such as transhipment, assembly, manufacturing, processing,
warehousing’. FinCEN has identified TBML red flags that are specific to FTZs. In its
2010 report, FinCEN (2010: 4) signalled that a number of red flags seen in conjunction
with shipments of high dollar merchandise (such as electronics, auto parts and precious
metals and gems) to duty free trade zones could be an indication of a trade-based ML
activity.
These include:
i. third-party payments for goods or services made by an intermediary (either an
individual or an entity) apparently unrelated to the seller or purchaser of goods. This
may be done to obscure the true origin of the funds;
ii. amended letters of credit without reasonable justification;
iii. a customer’s inability to produce appropriate documentation (ie invoices) to support a
requested transaction; and
iv. significant discrepancies between the descriptions of the goods on the transport
document (ie bill of lading), the invoice, or other documents (ie certificate of origin,
packing list etc) (FinCEN 2010).
d) Circuitous route of shipment and/or circuitous route of financial transaction or Order
for the goods is placed by firms or individuals from foreign countries other than the
jurisdiction of the stated end-user.
e) Transaction involves shipment of goods inconsistent with normal geographic trade
patterns of the jurisdiction i.e. trade in goods other than goods which are normally
exported/ imported by a jurisdiction or which does not make any economic sense e.g.
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Semi-conductor manufacturing equipment being shipped to a jurisdiction that has no
electronics industry.
NATURE OF GOODS
a) Where significant discrepancies appear between the description, quality and quantity of
the goods on the documents such as bills of lading, invoices etc and the actual goods
shipped. The misrepresentation may also be in relation to or type / grade of goods. For
example, a relatively inexpensive good is supplied but it is invoiced as being more
expensive, of different quality or even as an entirely different item so the documentation
does not accurately record what is actually supplied. This technique is particularly useful
in TBML. Cheap cloth items / waste thereof are declared as premium quality garments to
launder the criminal money.
b) Significant discrepancies appear between the value of the commodity reported on the
invoice and the commodity’s fair market value. This is done either in conjunction with
mis-declaration of the description / quality / grade of goods or without it. This is also
often associated with mis-declaration of the jurisdiction of origin.
c) Consignment size or type of commodity being shipped appears inconsistent with the
scale or capacity of the exporter or importer’s having regard to their regular
business activities or the shipment does not make economic sense i.e. there is no
reasonable explanation for the client’s financial investment into the shipment.

COPRPORATE STRUCTURES
a) The transaction involves the use of front or shell companies. Both shell and front
companies can be used to facilitate TBML but in different ways. A shell company has no
real operating activity and is used to hide ML activity and the identities of individuals
involved so as to obscure the money trail. If activity is traced to the company it is literally
an empty shell. As FATF (2010: 20) explained TBML and other ML schemes rely on the
ability of the perpetrator of the crime to distance themselves from the illicit proceeds.
Shell companies enable illicit actors to create a network of legal entities around the world.
By contrast, a front company has real business whose legitimate operations are used as a
cover for ML and other criminal activity. In many ways, front companies present a much
more significant TBML threat than shell companies. The characteristics of offshore
companies, for example, convenient formation, free operation, tax exemption and financial
secrecy, all provide rather good veneer to disguise ML
b) Numerous sole proprietorship businesses/private limited companies set up by
seemingly unrelated people (proxies) are found to be controlled by the same group of
people. For the setting up of such businesses false addresses are registered.
c) Trade transaction reveals links between representatives of companies exchanging goods
i.e. same owners or management. TBML requires collusion between traders at both ends
of the import/export chain. Related party transactions (ie transactions between entities
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that are part of the same corporate or business group) can possibly make TBML easier and
more difficult to detect. Related party transactions, including transfer pricing, rely on
mutual agreements between the parties, rather than free market forces. As the FATF
(2006: 5) pointed out, over- or under-invoicing of goods and services requires collusion
between the exporter and importer. Although there is a higher risk of related party
transactions being used for fraud and for TBML, dealings between related parties are not
necessarily illegal. d) Transfer pricing is a related party transaction that is commonly
used by transnational corporation as part of their financial and tax planning strategy.
Multinational organisations use transfer pricing to shift taxable income from jurisdictions
with relatively high tax rates to jurisdictions with relatively low tax rates to minimise
income tax. Similar strategies are also employed in relation to import duties and value
added tax. FATF (2006: 3) made it clear though that in the case of transfer pricing, the
reference to over- and under-invoicing relates to the legitimate allocation of income
between related parties, rather than customs fraud.
PREDICATE OFFENCES OF TBML
267. 15% of the jurisdictions have reported that tax evasion is the predominant predicate offence
in TBML cases whereas 10% of the jurisdictions have reported customs offences as the
main predicate offence. Other responses indicate that predicate offenses are often related to
commercial fraud, IPR, Narcotics, human trafficking, terrorist financing, embezzlement,
corruption, organized crime (racketeering), dealing in banned goods, conducting illegal
business, speculation etc. One Reporting jurisdiction indicated that ML is considered to be
an autonomous offence and there is no need to prove the existence or nature of the predicate
offence in order to prosecute hence as a consequence, there is no systemic link between ML
cases and other crimes.
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ANNEX B - SUMMARY OF RESPONSES TO THE APG TBML
QUESTIONNAIRE
268. 19 jurisdictions responded to the questionnaire: Anguilla, Australia, Belgium, Belize, Bhutan,
Cambodia, Canada, Fiji, Hong Kong,China, India, Japan, Macao, Malaysia, Myanmar, Nepal, OCO,
Pakistan, Singapore, Vietnam and USA. Oceania Customs Organisation also responded to the
questionnaire.

SUMMARY OF RESPONSES

SECTION A. COORDINATING AGENCIES
Yes

No

1A. Reason for very few cases of TBML reported up to 2011:
i. It is not an issue;
ii. It is a policy/law, issue that results in no detection; or
iii. Other Issues (Training, awareness / other)that results in no detection;

4
8
9

1

No Report / Not Applicable etc: (1)
2A. Did the FATF 2006 & 2008 papers describe all types of TBML?

11

4

19

-

5

10

No Report / Not Applicable etc: (5)
3A. Whether any Government department records information on goods
imported and exported into your jurisdiction?
No Report / Not Applicable etc: (1)
4A. Does this agency, if Customs, has dedicated financial investigators with
experience in trade related offences and or ML investigations?
Does this agency, if other than Customs, has dedicated financial
investigators with experience in trade related offences and or ML
investigations?
No Report / Not Applicable etc: (2)
6A. Does your jurisdiction use any database to identify the value of goods, ie
under/overpricing?
No Report / Not Applicable etc: (3)
7A. If your jurisdiction has identified cases of TBML?
No Report / Not Applicable etc: (3)
8A. Has your jurisdiction undertaken any of the following:
a. A typologies study on TBML , or Abuse of the Trade Finance
sector in the jurisdiction?
b. A risk assessment of TBML or Abuse of Trade Finance sector in
the jurisdiction?
c. A risk assessment on Transfer Pricing.
d. A risk assessment of the use of Alternative Remittance Sectors in
trade finance.
No Report / Not Applicable etc: (4)

5

12

5

9

8

2

14

2

14

2
2

14
14
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SECTION B. CUSTOMS AGENCIES
1B. Does Customs conduct investigations into TBML or Transfer pricing?
If so, does the Customs agency also conduct the ML aspect of this investigation?
No Report / Not Applicable etc: (1)

Yes
8

No
11

4

4

2B. Statistics on the number of TBML investigations in the past 5 years.
Details
2007
2008
2009
2010
2011
Nos of TBML investigations initiated /
5
8
219
identified / referred
Amount involved in such offences
Not available
Result of investigations
Value of assets attached / frozen
$90 million#
Not available
Value of assets confiscated
Not Available/ Not Maintained separately / Nil: (17)
# US reported TBML investigations completed in 2010 resulted in approx US$90 million in seizures.
Yes
No
3B. Is Customs part of any joint financial investigation/ML task force that
9
9
conducts investigations into these offences?
Not Available/ Not Maintained separately: (2)
4B. Has Customs received training on TBML?
8
10
Does Customs provide training to other agencies on TBML issues?
2
10
No Report / Not Applicable etc: (2)
Yes
No
5B. Whether any impediments encountered when conducting investigations? Eg
6
6
impediments regarding the release of FIU data to the agency or agency unable to
share trade information etc.
No Report / Not Applicable etc: (8)
Yes
No
6B. Whether information is collected on type of goods, value of goods,
17
importer, exporter, owner, receiver, shipping company etc?
No Report / Not Applicable etc: (3)
7B. Do you conduct analysis of trade information that could be used to
10
9
identify, investigate or prosecute TBML?
No Report / Not Applicable etc: (1)
8B. Has your jurisdiction identified patterns of goods that are involved in
5
13
TBML?
No Report / Not Applicable etc: (2)
9B. Are goods in TBML usually trans-shipped?
1
5
And is there any pattern of jurisdiction of origin (ie where are the goods
2
2
usually shipped from, or are there some jurisdictions more prevalent than
others as a point of origin)?
No Report / Not Applicable etc: (14)
10B. How are the investigations into TBML usually initiated? ie information from intelligence, law
enforcement, FIU data, STRs, trade data etc.
On the basis of inter-agency intelligence
8
On the basis of intra-agency intelligence
8
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information
information
information
from FIU
from law
from
data
enforcement,
intelligence
6
9
7
No Report / Not Applicable etc: (9)

informatio
n from
STRs,
6

informati
on from
trade data
5

information from other sources

3

11B. During your investigations do you seek information from your international
counterparts?
During your investigations do you seek information from your WCO?
No Report / Not Applicable etc: (6)
12B. During your investigations do you seek information from Domestic LEAs?
No Report / Not Applicable etc: (7)
13B. During your investigations do you seek information from international LEAs ?
During your investigations do you seek information from FIUs?
No Report / Not Applicable etc: (8)
14B. Is there any impediments to the receipt or dissemination of this information?
Is there any legal requirements for the dissemination of information related to trade
(ie MoU)?
No Report / Not Applicable etc: (7)
15B. Does your agency maintain an intelligence database on import and export of
goods?
Do you cross reference this information with other government databases, i.e.
companies registry, tax records, criminal records etc.?
No Report / Not Applicable etc: (1)
16B. Whether any indicators and red flags of TBML identified?
No Report / Not Applicable etc: (8)
17B. Have you shared any TBML related intelligence with your foreign
counterparts?
If so are you aware of the results of that dissemination, i.e. aid in investigation,
result in prosecution etc.
No Report / Not Applicable etc: (4)
18B. Are there any challenges and obstacles for your agency to identify or
investigate TBML?
No Report / Not Applicable etc: (9)

Yes
11

No
3

10

3

10

3

8

4

8

3

8
4

5
4

15

4

6

7

7

5

6

10

3

8

3

SECTION C. LAW ENFORCEMENT AGENCY MANDATED TO
INVESTIGATE ML (MAY INCLUDE CUSTOMS / INVESTIGATIVE FIUS)
1C. Statistics on the number of TBML investigations in the past 5 years
Details
No. of TBML
investigations initiated
/ identified / referred
from other agencies
Amount involved

2007

2008

2009

2010

2011

1

18

27

20

223

USD 2.17
Million

USD 6.16
Million

USD 420.59
Million

USD 46.88
Million

USD
81.52Million
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Result of investigations

-

-

Value of assets
USD 2.17
USD 6.16
attached / frozen ( US
Million
Million
$)
Value of assets
confiscated
No Report / Not Applicable etc/ Nil : (15)

Prosecution
pending

Prosecution
pending

Prosecution
pending

USD 44.98
Million

USD 91.04
Million #

Under
investigation

-

-

-

#: In addition to above as per report of USA: 208 investigations. TBML investigations completed during
2010 resulted in approximately $90 million dollars in seizures.
Yes
No
2C. Does the law enforcement agency conduct investigations into TBML or
11
4
Transfer pricing?
If so does the law enforcement agency also conduct the ML aspect of this
11
3
investigation?
No Report / Not Applicable etc: (5)
3C. Is the law enforcement agency part of a joint financial investigation/ML task
9
6
force that conducts investigations into these offences?
No Report / Not Applicable etc: (5)
4C. Has the law enforcement agency received training on TBML?
7
10
Does it provide training to other agencies on TBML issues?
3
9
No Report / Not Applicable etc: (3)
5C. Are there any impediments encountered when conducting investigations?
6
9
No Report / Not Applicable etc: (5)
6C. How are TBML investigations initiated? i.e. referrals from other agencies etc.?
1. From Internal intelligence: (7)
2. Referrals from other agencies: (11)
No Report / Not Applicable etc: (7)
7C. Of the TBML matters investigated what is the average size, in dollar
USD 557.3 Million in 19 cases.
terms, of the offence?
No Report / Not Applicable etc: (15)
8C. What are the predicate offences that have in the past been associated with TBML?
1. Narcotics
2. Domestic Crime / Organised Crime
3. Corruption
4. Customs Violations
5. Tax Evasion
6. Manufacturing, stockpiling, transporting and/or trading in banned goods
7. Conducting business illegally
8. Speculation
9. Commercial fraud
10. IPR
11. Human Trafficking & Terrorist Financing
12. Embezzlement
13. Fraud
No Report / Not Applicable etc: (12)
9C. What types of goods are involved in TBML matters?
1. Metal scrap.
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2. Textile materials.
3. Zero duty goods like Diamonds. (2)
4. Precious metals.
5. Luxury watches
6. Good where the taxes are high or which are heavily controlled
7. Electronic goods
8. Illicit tobacco products
9. Counterfeit Products
10. Bulk Commodities.
No Report / Not Applicable etc: (14)
10C. What types of corporate structures are used by criminal syndicates in TBML investigations?
1. Companies: (6)
2. Offshore Companies: (5)
3. Others: joint-venture companies registered in developing countries (1)
4. Criminals don’t use Corporate Structure. (1)
Yes
Where such offshore companies are registered?
3
Is there any pattern to jurisdictions that they are registered?
No Report / Not Applicable etc: (16)
Yes
No
11C & 12C. Whether you receive information from the Customs agency?
12
Are there any restrictions on the use of this information?
7
No Report / Not Applicable etc: (7)
14C. Does your agency have specialist financial investigators who conduct the
9
TBML investigations?
No Report / Not Applicable etc: (4)

No

1
5
7

Value in USD
USD 72.66 Million

15C. What was the value of any assets forfeited as a result of the investigation?
No Report / Not Applicable etc: (17)
16C. What red flags or indicators of the TBML activity have you identified?
No Report / Not Applicable etc: (12)

Yes
3
2

17C. Have investigations of Alternative Remitters identified instances of TBML?
Have investigations of Alternative Remitters identified instances of abuse of trade
finance?
No Report / Not Applicable etc: (10)

No
7
7

SECTION D. FIU
1D. Statistics on the number of TBML STRs in the past 5 years
Details
2007
2008
2009
Nos of TBML STRs received
Nos of TBML STRs disseminated
Value of STRs received (USD)
No Report / Not Applicable etc: (15)

15
7
$756

49
28
$15462

186
130
$164614

2D. Is the FIU part of a joint financial investigation/ML task force that conducts

2010

2011

690
474
$486256

1054
699
$7315
Yes
3

No
15
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investigations into these offences?
No Report / Not Applicable etc: (2)
3D. Has the FIU received training on TBML?
Does it provide training to other agencies on TBML issues?
No Report / Not Applicable etc: (2)
4D. Are there any impediments encountered when conducting intelligence gathering?
For example, impediments regarding the release of FIU information, unable to
receive law enforcement information, lack of access to databases etc.
No Report / Not Applicable etc: (4)
5D. Can Customs agencies receive financial information from the FIU?
No Report / Not Applicable etc: (2)
6D. Have requests been made for sharing financial intelligence (FIU to FIU, FIU to
LEA etc)?
No Report / Not Applicable etc: (2)

7
7

11
11

5

11

18

-

14

4

SECTION E. TAX AUTHORITIES
1E. Do you have any estimates of the size of (detected and undetected) TBML and
transfer pricing in your jurisdiction?
If yes, what is the size? USD 19 Million (1 Jurisdiction)
No Report / Not Applicable etc: (9)
2E. Does the Tax Authority conduct investigations/audits into TBML or Transfer
Pricing?
No Report / Not Applicable etc: (7)

Yes
2

No
9

3

10

3E. Statistics on the number of TBML/transfer pricing detections in the past 5 years
Details
2007
2008
2009
2010

2011

No of TBML/transfer pricing
investigations initiated / identified

1

1

3

63

Amount involved in such offences
(USD)
Result of investigations

USD 234.6

USD 111.8

USD 49.3

USD 240.9

Not
prosecuted

Not
prosecuted

Not
prosecuted

Not
prosecuted

Assets attached /
frozen/confiscated
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Nil /No Report / Statistics not maintained for TBML cases /Not Applicable etc: (18)
4E. Is the Tax Authority part of a joint financial investigations/ML/Task Force that
combats TBML?
If so, is there a lead agency?
No Report / Not Applicable etc: (9)
5E. Has the Tax Authority received training on TBML?
Does it provide training to other agencies on TBML issues?
No Report / Not Applicable etc: (6)
7E. Does the Tax Authority receive FIU data for the purpose of investigation of
administrative issues?
No Report / Not Applicable etc: (9)

Yes
5

No
6

2

3

4
1

9
10

6

5

SECTION F. AML REGULATOR
1F. Has the regulator or supervisor provided guidance to reporting entities regarding
TBML vulnerabilities and red flags?
No Report / Not Applicable etc: (4)
2F. Does the regulator or supervisor provide training to reporting entities and their own
staff on TBML?
Does the regulator have experts in the area of Trade Finance?
No Report / Not Applicable etc: (4)
3F. Does AML supervision include trade finance aspects of compliance?
No Report / Not Applicable etc: (4)
4F. Does your jurisdiction have foreign currency controls?
No Report / Not Applicable etc: (5)
5F. Do foreign currency controls have a role in identifying abuse of trade finance or
TBML?
No Report / Not Applicable etc: (11)
6F. Have investigations of Alternative Remitters identified instances of TBML or abuse
of trade finance?
No Report / Not Applicable etc: (8)

Yes
11

No
5

8

8

5

7

10

6

11

4

5

4

3

9
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INTRODUCTION
In 2006, when the Financial Action Task Force (FATF) published its report, Trade Based Money Laundering,
it was apparent that additional measures were needed to help combat money laundering and the financing
of terrorism in the international trade sector. FATF concluded that “as the standards applied to other money
laundering techniques become increasingly effective, the use of trade-based money laundering can be
expected to become increasingly attractive” and that “the scope for abuse of the international trade system
has received relatively little attention.”1
Since that time, trade based money laundering (TBML) has become an increasing concern. A study by
Global Financial Integrity estimates illicit inflows and outflows to and from developing and emerging
economies was between 14–24% of their total trade from 2005–2014.2 That is more than a trillion dollar
problem—not counting the potential damage done by the use of the illicit funds. The international trade
sector and regulatory agencies have worked to address the issue. FATF and other authorities have published
various forms of guidance to assist banks and help other parties identify characteristics that may indicate
money laundering.
BAFT (Bankers Association for Finance and Trade) established a working group to help provide clarification
and guidance on the complex financial crime and know your customer (KYC) compliance requirements
associated with trade finance. In March 2015, BAFT issued Guidance for Identifying Potentially Suspicious
Activity in Letters of Credit and Documentary Collections, a comprehensive compilation of trade red flags
identified by the U.S. Federal Financial Institutions Examination Council (FFIEC), FATF, the Wolfsberg
Group (Wolfsberg), and the UK Financial Conduct Authority (FCA). BAFT’s guidance identifies 16 distinct
trade red flags.3
While helpful, clarification of regulations and additional compliance staff is not enough to solve the problem.
The core problem with TBML is that it is a methodology criminals use to hide illicit funds by integrating
them into normal commercial flows. So there is an inherent trade-off between interrupting normal
commerce and intercepting illicit transactions. Some have likened this not to looking for the needle in a
haystack, but rather, looking for the bad needle in a stack of needles.

1. FATF, Trade Based Money Laundering, June 2006.
2. Illicit Financial Flows to and from Developing Countries: 2005–2014, Global Financial Integrity, April 2017.
3. BAFT (2015), https://bafft.org/policy/document- library
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In this paper, BAFT proposes alternative collaborative approaches to the public and private sectors for
solving the problem of trade based money laundering. The objective is to increase the effectiveness of efforts
to combat financial crime, while ensuring commerce through trade continues to flow in an efficient manner.
We will seek to clarify misconceptions about bank-intermediated trade and the ability of banks to interdict
illicit activity. We also will explore ways in which the broader group of stakeholders in international trade
can better align to help reduce TBML and the financing of terrorist activities using trade.

BACKGROUND
The primary role of banks in international trade is to provide financing, risk mitigation and settlement of
payment for cross-border transactions. However, they have been increasingly called upon to help identify
and intercept financial crime. Banks recognize their citizenship role in protecting the integrity of the
financial system, however, there are misconceptions about bank-intermediated trade and the ability of banks
to interdict illicit activity.
To better understand TBML in a bank context, it is essential to first differentiate trade that is bankintermediated from that which is not. Buyers and sellers agree to contract terms independent of any
financing that may be required. In some instances, financing is not required. In other cases, financing is
provided between the two parties (e.g., 30/60 day terms of sale), where the buyer pays the seller within a
designated period of time from the invoice date. The only role for the bank is processing the payment to
settle the transaction. The bank has no knowledge or visibility to the underlying trade transaction as it was
not bank-intermediated, and therefore, has limited ability to identify illicit trade behavior.
In instances where trade is bank-intermediated, the bank may provide financing and/or risk mitigation.
Financing occurs in a variety of forms including transaction types such as documentary (e.g., letters of
credit, collections, guarantees) and non-documentary (e.g., trade loans, receivables/payables financing).
Transactions that are non-documentary and those that are not bank-intermediated are broadly referred to
as open account trade. In 2017, Wolfsberg estimated that approximately 80% of global trade was transacted
using open account settlement.4
For documentary trade, banks observe commonly accepted rules, such as those outlined in the International
Chamber of Commerce (ICC) Uniform Customs and Practices (UCP), and other similar rules for various
transaction types. For documentary credits, UCP 600 Article 5 notes: “Banks deal with documents and not
with goods, services or performance to which the documents may relate.” For bank-intermediated open
account trade, there are rules for some, but not all transaction types since financing can be very dealspecific. Deal structure and policies of the lending institution outline documentation required.
Banks receive underlying documentation for the approximate 20% that is documentary trade, a portion of
non-documentary bank-intermediated trade, and 0% of non-bank intermediated trade. They are limited in
both the number of opportunities to interdict illicit flows as well as the practicality of identifying “the bad
needle.”

4. The Wolfsberg Group, ICC and BAFT Trade Finance Principles 2017.
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Documentary and Non-Documentary Trade Transactions
From the standpoint of an organization looking to launder illicit funds, the payment is the most important
piece of the puzzle. The trade transaction, in most instances, is being used as additional cover to help avoid
detection. The same way narcotics or human smuggling operations may physically co-mingle drugs or
people with “normal” shipments, TBML relies on payments in settlement of trade transactions to mask
the movement of illicit funds. The type of trade transaction used determines the opportunities a financial
institution has to identify the suspicious activity.
In documentary transactions, the bank handles or processes documentation such as bills of lading,
invoices, packing lists, etc. In non-documentary transactions, the bank may have access to only a portion
of documentation based on the structure of the transaction and policy of the institution. For example,
pre-shipment financing occurs before shipping documents and invoices are produced. For non-bank
intermediated transactions, the bank only handles the transfer of funds without seeing any underlying
documents that identify the payment as being trade related.
1. Example of a documentary trade transaction: Processing the drawing of a letter of credit:
In such a transaction, to obtain payment, the seller/beneficiary presents the documents (as outlined
in the letter of credit) to his/her bank. The documents may include the title/transport document,
invoice, packing list, certificate of origin, inspection certificate, etc. In this case, the bank advising
and/or negotiating the letter of credit has sufficient access to the transaction’s underlying information
to review it for red flags before executing the payment. There is some potential to identify indicators
of money laundering, especially given that documents generally undergo several stages of (often
manual) review by experienced processing staff within a bank’s trade services department.
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2. Example of a non-documentary trade transaction: Processing a wire transfer to settle an open
account transaction:
In such a transaction, banks usually have only the name, address and account number of the
payment originator (buyer) and name and account number of the payment beneficiary (seller). The
payment is typically processed without human intervention via systems in the bank’s wire transfer
department. It is possible that very general payment information such as “Invoice number 123,” will
be included, but that will not always be the case. In fact, there is rarely sufficient information about
the purpose or nature of the underlying transaction to identify a payment as settlement of a trade
transaction, let alone apply the red flags outlined in BAFT’s comprehensive guide.
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CHALLENGES
Typologies: Types of Money Laundering Schemes
Trade-based money laundering is defined by FATF as “the process of disguising the
proceeds of crime and moving value through the use of trade transactions in an
attempt to legitimize their illicit origin.” 3 Criminals and/or terrorist organizations
3

4

FATF, Trade Based Money Laundering, June 2006.
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CHALLENGES

Typologies: Types of Money Laundering Schemes
Trade-based money laundering is defined by FATF as “the process of disguising the proceeds of crime
and moving value through the use of trade transactions in an attempt to legitimize their illicit origin.”5
Criminals and/or terrorist organizations may try to disguise the nature of the activities they are funding or
goods6 they are shipping, to appear as normal trade transactions. Such schemes leverage the natural flow of
goods in exchange for payment, to move value from one location to another without triggering suspicious
activity alerts.
This paper will not address all of the various typologies used, as there have been different manifestations of
TBML in different regions based on the local business practices. In general, TBML schemes may involve:
•

Over or under invoicing: Misrepresenting the price of the goods.

•

Multiple invoicing: Invoicing one shipment several times.

•

Short or over shipping: Shipping more or less goods than invoiced.

•

Obfuscation: Shipping something other than what is invoiced.

•

Phantom shipping: Shipping nothing at all with false invoices.

Example 1: Over-Invoicing Price of Goods
Company A, a colluding importer in Country X, agrees to purchase 10,000 cell phones for $200 each from
Company B, a colluding exporter in Country Y. The true cost of the cell phones is $100 each and the retail
value of each phone is $400. Company B exports the phones and invoices Company A for $2 million, when
the true value is only $1 million. Company B has just received a transfer of excess value of $1 million that
MAY represent illicit funds obtained by Company A and have now been moved from Country X to Country
Y. The trade documents may all be consistent with the contract and actual goods shipped, hence, without
knowing the true value of the goods shipped, it is virtually impossible to detect this as TBML in the normal
course of the trade transaction.

Example 2: Under-Invoicing Price of Goods
Same scenario as in Example 1, however, in this case, the contracted price of the phones is $30 each. Hence,
Company A will pay Company B only $300,000 (instead of $1 million). However, when Company A sells
the phones at retail, they will generate the same $4 million in gross sales, but will retain $3.7 million in profit
instead of $3 million, resulting in a transfer of $700,000 in excess value from Company B to Company A.
In each case above, the technical specifications, location and brand of the phones may greatly vary the true
cost. Bank personnel are typically not qualified to assess the true value/cost of goods. What if the goods

5. FATF, Trade Based Money Laundering, June 2006.
6. Dual-use goods are relevant in this context. These are goods that may be perfectly legitimate objects of international trade (e.g., fertilizer,
cell phones, etc.) that have also been defined in various regulations as being potential components of weapons of mass destruction (WMDs).
Financial institutions are required to flag trade transactions with indicators of a criminal scheme involving WMDs as well as those with
indicators of money-laundering, but the same limitations that apply to screening for TBML apply to WMDs.
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shipped are actually narcotics instead, but the invoices and shipping documents state cell phones? How would
the bank know, since they only deal in documents, not the actual goods? What if the invoices are submitted
and paid multiple times? What if the invoices are submitted and paid, but no shipments actually take place?
All of these represent TBML schemes, and a bank’s ability to identify red flags also depends on whether it is
bank-intermediated trade and if documentary or non-documentary settlement methods are used.
Over 80% of the time, Company A and B settle transactions such as this on open account, limiting banks’
ability to even identify the payment as settlement of a trade transaction. Only in cases where banks are
financing the open account trade transaction would they know of its existence. Open account settlements are
typically handled by wire transfer or checks. Some open account activity may be handled through “netting,”
where the buyer and seller have multiple transactions between them and may owe each other money. Rather
than issuing multiple individual payments, the parties may agree to settle via a single net payment. Netting of
payments can further obscure the nature of the transactions.
If the transaction was settled using documentary trade (e.g., letter of credit), then the processing staff might
notice anomalies if the documentation was inconsistent. If the bank were providing post-shipment financing,
they might also have access to some documentation. However, it is also feasible that the true unit cost of a
cell phone is $100, or $200 or $30, thus making the red-flag for over/under invoicing very difficult to detect.
Similarly, banks deal only in documents, so they are not positioned to determine if the shipment actually
contained 10,000 phones, some other quantity, or something other than cell phones.
There is limited data to indicate what percentage of actual TBML involves bank-intermediated, documentary
and non-documentary trade. Nevertheless, for reasons outlined above, there appears to be a very low instance
of documentary TBML relative to open account. Yet, an inordinate amount of emphasis is placed on the
controls within the trade services department to mitigate TBML in documentary trade.
More than US$3.07 quadrillion in payments are made annually.7 By comparison, World Trade Organization
(WTO) estimates roughly $16 trillion of trade transactions occur each year. Accordingly, approximately
0.52% of the value of all payments represent trade settlement. Given that at least 80% of trade is open account,
only about 0.1% of the value of payments made reflect settlement of documentary trade. All of the AML
monitoring and controls put in place in a bank’s trade services department are there to identify and
intercept roughly 0.1% (or less) of illicit funds flow. This is not a very efficient use of resources.
To truly make a difference in mitigating TBML, we must look beyond documentary trade, and beyond banks.

7. CHIPS and the World Bank, 2015.
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Monitoring Non-Documentary Trade Transactions
Banks are expected to understand their customers and their customers’ business. A due-diligence assessment
of a corporate client at the time of onboarding may include expectations of volumes, values and trade flows
as well as an understanding of the types of goods and services involved. This customer profile allows banks
to periodically validate that the transaction flows are consistent with the business profile of the customer. If a
dairy company starts transacting in precious metals, a red flag may be raised either during the processing of a
transaction, or in post-transaction reviews if they used documentary trade settlement.
If a bank customer that conducts international trade only uses the bank to settle its transactions (i.e., does
not use the bank’s trade services), the bank does not have opportunity to identify changes in underlying
trade flows, only changes in payment flows. A company with annual turnover of $10 million that makes
and receives $15 million in payments in a given month, may raise a red flag in periodic client reviews. Large
companies may transact with thousands of counterparts around the world, so it becomes even more difficult
to identify and monitor changes in a company’s counterparts. When a bank sends a payment on behalf of its
corporate customer to a beneficiary at a foreign bank, the U.S. bank may have very limited information on
the receiving bank’s customer.8
Most wire transfers flow straight through bank systems electronically, without manual intervention. For
some intermediary banks, less than 5% of transactions are seen by bank personnel. However, even when wire
transfers do not flow straight through the system and must be reformatted, the transfer instructions may not
include explicit details on the purpose of the transfer. This information might also be transmitted from the
originator to the beneficiary outside the wire transfer (e.g., by email), and outside of bank systems.
Even when wire transfers do contain details on the purpose of the payment, the financial institution does not
have any documents to validate. The details themselves offer little for analysis, such as:
1. Payment for settlement
2. Payment for invoice 1234
3. Payment for goods
4. Payment for 1000 widgets as per invoice no. 1234
Generally, the only time a bank intervenes to obtain more details on a payment is if:
1. The payment instructions are unclear, requiring more information.
2. A sanctions filter automatically stops the transaction for further review by
Operations and/or Compliance staff. The bank may ask for additional detailed
information on the underlying transaction and purpose of the payment to
determine if there is actually a true “hit” i.e., a sanctions violation.

8. According to FATF’s October, 2016 Guidance on Correspondent Banking, “To clarify, the FATF Recommendations do not require financial
institutions to conduct customer due diligence on the customers of their customer (i.e., each individual customer).”
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Banks periodically conduct post-transaction reviews, which may offer opportunities to identify TBML
activity. Such post-transaction reviews are typically run on a monthly basis, and may leverage predefined
algorithms and parameters to identify patterns of activity that may be deemed “unusual.” Unusual activity
is not necessarily suspicious or criminal, and institutions follow a review and escalation process to assess
whether a Suspicious Activity Report (SAR) should be filed or other course of action taken. Post-transaction
reviews can help identify TBML, but are limited by the scope, type and quality of data that can be analyzed
and validated.
A bank may potentially spot red flags and issue a trade-related SAR only when documentation reveals the
nature of the trade. Between March 1, 2012, and December 31, 2016, U.S. TBML/BMPE (Black Market
Peso Exchange) SAR filings represented less than 1% of overall U.S. SAR filings.9 FATF notes that most
jurisdictions do not identify TBML as a separately identifiable activity, that is, something apart from money
laundering in general.10 Such identification would generate better statistics and information on TBML.
Better data and reporting on TBML SARs would help localize the actual risk and points of vulnerability,
but from the above, it should be fairly obvious that the highest likelihood of successfully achieving TBML is
through open account non-bank intermediated trade. Hence, piling more checks and controls to interdict
documentary trade transactions is not likely to produce a material impact on TBML. Our attention,
therefore, should look beyond bank trade services operations and examine other approaches to increase
effectiveness of stopping this illicit activity.

SOLUTIONS
A starting point for all stakeholders is continuous education, awareness, procedures and compliance
discipline. We take these as a common baseline, though we recognize not all institutions have the same level
of expertise or systematic capabilities. As technology continues to evolve rapidly, more tools to combat TBML
are available. Unfortunately, criminal organizations are always working to stay one step ahead, often utilizing
some of the same technology. Nevertheless, as we characterized the problem as one of finding the bad needle
in a stack of needles, organizing the solution requires collaboration, analytics and a targeted approach.

Information Sharing
Partnering and information sharing has been instrumental in combatting TBML. It is understood that data
sharing and privacy concerns must be weighed, and this has been flagged as one of the obstacles to more
effective efforts to combat financial crime. That issue may be explored in more detail in other papers, but
there is a practical example of how that can help the industry better combat TBML.
Started as a 12-month pilot project in 2015, the UK’s Joint Money Laundering Intelligence Taskforce (JMLIT)
established itself as a successful AML public-private partnership led by law enforcement and included several

9. FinCEN Suspicious Activity Report (Form 111) Exhibit 4, Number of Filings by Type of Suspicious Activity by Depository Institutions, March 1,
2012–Dec. 31, 2016
10. FATF, Best Practices on Trade-Based Money Laundering, June 2008.
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government agencies, the British Bankers Association, UK and international banks. Its aim was to improve
intelligence sharing to aid the fight against money laundering. The inter-agency operation has been so
successful, it is now a fully established dimension of UK anti-money laundering strategy. As JMLIT continues
to demonstrate successful prevention and prosecution of financial crime, the UK National Crime Agency
(NCA) continues to “[work] with colleagues from overseas law enforcement agencies to help inform the
development of similar partnerships.11”
Such a public-private partnership has tremendous value in identifying trends as information is able to be
shared in a controlled setting that may not be detected just within one institution. Further, by highlighting
evolving trends, it enables all participants to be more targeted, and thus more effective. It also demonstrates
an intangible, yet very valuable point that law enforcement, government agencies and financial institutions
are all on the same team when it comes to fighting financial crime. Other governments have looked at the
JMLIT and are considering the value of such efforts in different countries. We believe such public-private
partnerships must be encouraged and supported.
When FATF published12 its list of trade red flags, it included a broad range of trade-related activity and the
involvement of parties other than banks. As outlined by FATF, shipping companies, shipping agents, freight
forwarders, customs brokers and customs officials also may be involved in handling trade transactions and
also have a role to play in identifying TBML activities.
Keep in mind that only 20% of all trade is documentary, only 0.1% of the value of all payments are settlement
of documentary trade. The TBML net must be cast much wider than just banks. For instance, customs
clearance is a vital check point where all goods entering a country must have proper classification, valuation
and inspection in order for a buyer to claim them. This process serves a variety of economic and national
security interests, and can also be a vital point of intersect to combat TBML. A JMLIT-type of partnership
should include the customs and freight community, as well as the financial community.

Data Analytics
Banks and government entities have invested heavily in technology to improve their ability to identify
anomalies in payments, non-documentary and documentary trade. It is worth noting here that certain types
of data analytics have been highly successful when used by government to identify and combat trade-based
financial crime. As described in a 2016 Congressional Research Service Report13:
“Within the U.S. Department of Homeland Security (DHS), Immigration and Customs
Enforcement’s Homeland Security Investigations (ICE/HSI) established the first Trade
Transparency Unit [TTU] in Washington, D.C., in 2004. Using a specialized computer

11. http://www.nationalcrimeagency.gov.uk/about-us/what-we-do/economic-crime/joint-money-laundering-intelligence-taskforce-jmlit
12. FATF, International Standards on Combating Money Laundering and the Financing of Terrorism & Proliferation, 2012, updated October 2016.
13. CRS, Trade-Based Money Laundering: Overview and Policy Issues, 2016, p. 13-14.
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system called the “Data Analysis and Research for Trade Transparency System” [DARTT],
TTUs examine trade anomalies and financial irregularities in domestic and foreign trade
data to identify instances of TBML, customs fraud, contraband smuggling, and tax evasion
…. According to one estimate, more than $1 billion has been seized since the creation of the
U.S.-and foreign-based TTU effort.”
What the TTU was able to achieve was an aggregation of data across all shipments to analyze price variations
outside of a range, thus allowing for a more targeted review of potential over/under invoicing. This is a
much more effective approach than relying on individual bank personnel at different institutions, and was
instrumental in helping law enforcement identify and apprehend criminal organizations utilizing different
TBML methods. It is important to note that using customs data was central to the TTU. This is a much more
comprehensive and reliable source of price valuation analytics than bank trade services personnel.
An integrated combination of data analytics from customs, shipping and freight companies, and financial
institutions, could offer a vastly improved ability for law enforcement to identify patterns of illicit behavior,
illicit flows, and have a material impact on interdicting TBML.

Emerging Technology
With the introduction of distributed ledger technology (DLT), we have seen banks and the FinTech
community feverishly at work trying to apply the benefits of the technology to solve business problems. One
such problem involved the duplicative (fraudulent) discounting of receivables. In the Qingdao case in 2014,
companies were alleged to have used warehouse receipts for the same metals stockpiles several times to
commit hundreds of millions of dollars of fraud. A proof of concept run by banks in Singapore demonstrated
that DLT was able to mitigate the multiple invoicing fraud problem. While the limited case demonstrated
the capability of the technology, the industry still faces the challenge of widespread availability, adoption and
deployment else, a company that tries to commit fraud at one institution will try again at others until they
succeed.
Artificial intelligence (AI) and cognitive computing have emerged as promising technologies that learn and
adapt as more information is provided. This is valuable to all stakeholders to be able to identify complex
patterns, both in post-transaction audits, and in predictive models, which is even more powerful. We see
examples of this currently helping to mitigate credit card fraud—often in real time. Market leaders are
actively assessing applications for advanced technology to improve their ability to detect and mitigate illicit
behavior, but we are still early in the cycle.
Emerging technology can help in the fight against financial crime, but as it evolves, taking a coordinated, riskbased approach is still paramount. Data pooling across stakeholder communities (public and private) may
be more effective than organizations deploying duplicative solutions. Organizations are already constrained
by funds available for investment in technology, so shared investments in such data pooling solutions can
also reduce the cost, risk and potentially accelerate the timeline for deploying technology solutions to
mitigate financial crime. Smaller organizations are more likely to be most constrained in their ability to make
significant technology investments. Consideration must be given for how capabilities in that part of the
global trade and financial ecosystem can be bolstered.
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CONCLUSIONS & RECOMMENDATIONS
The problem of TBML is significant and difficult to detect. Like most forms of money laundering,
sophistication of structuring and the ability to co-mingle illicit transactions with legitimate transactions
makes it very difficult to detect. Transactions are stitched together in a way where individually, they may
appear on their face to be legitimate, and can only be detected when looked at across a broad spectrum to
identify the illicit pattern. That includes looking beyond a single financial institution’s transactions. That
includes looking beyond financial institutions collectively.
There are many misconceptions about TBML, which has inhibited the industry’s effectiveness in combatting it.
1. Most TBML occurs in non-documentary trade, and trade settlements represent only 0.1% of
the value of all payments. Layering additional controls on the manual operations in a bank’s
trade operation will not solve TBML. The solution must reach beyond banks. Law enforcement,
government agencies and regulators should take an ecosystem approach to this problem, bringing
together financial institutions, customs agencies, shipping companies and other stakeholders that
have access to different information. In this way, an end-to-end view can be constructed, and
mitigating controls put in the right place.
2. Information sharing across public-private sectors is vital to identifying trends, structures and
techniques used by criminals, thus improving the ability to combat TBML. By gathering and sharing
relevant information through a codified process, stakeholders can better identify TBML.14 The
UK’s JMLIT is a good example of partnerships between government, regulators, law enforcement,
financial intelligence units (FIUs) and business. These types of cooperative partnerships that can
examine current case studies and trends, should be considered in jurisdictions where TBML is a
concern, as this can help mitigate the contagion of TBML schemes used across multiple institutions.
3. Data pooling, particularly including data from customs and the freight community, is vital to the
analytics to detect TBML methods such as over/under invoicing. Banks are just one node on the
network used by criminals, and do not have all the necessary data to identify and interdict TBML.
Pooling data across stakeholders will allow for more robust analytics and higher success. The TTU
concept should be considered as a means to pool data in a protected manner to identify anomalies,
helping to better target law enforcement investigations. While this is currently a government run
system, deploying public-private solutions of this nature will be much more effective. It is important
to recognize that individual institutions and industries have limitations, but an ecosystem view
allows for a more effective means to detect and proactively prevent financial crime.
4. More comprehensive and globally consistent SAR classification and tracking will aid in the analysis
of the TBML problem. More consistent standards across jurisdictions, better data on measuring and
qualifying the problem and success of solutions is needed. Enhancing existing classification systems
to improve identification of anomalies could assist various stakeholders with the current challenges
in detecting and investigating suspicious activity.

14. Considering the limitations related to sharing information and data related to privacy and confidentiality rules, stakeholders must consider
how to share data effectively.
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5. Better education is needed across all stakeholders. There are many gaps in understanding what
information is available to parties across the disparate and unconnected value chain, and at what
points in a transaction cycle. Many redundancies exist along with many gaps, leading to higher costs
and inefficiencies. The public and private sectors, including multiple industry players/stakeholders,
must work together to fill the gaps in understanding, and leverage each other’s expertise and position
in the transaction cycle. Again, this could be achieved through a cross-industry public-private
partnership as suggested above.
6. New technology should continue to be evaluated for its usefulness, and where appropriate, leveraged
for purposes of combatting TBML. Pooled/shared investment should be considered to ensure that
the broader ecosystem is utilizing the most advanced methods to identify and interdict financial
crime, while minimizing the duplicative cost to each institution. Smaller and less sophisticated
institutions must also have access to technological solutions, else, they will become the main targets
for entry into the financial system by criminal organizations.
The success of financial crime compliance initiatives should consider the effectiveness of outcomes, not
just adherence to a process. Financial institutions continue to go to great lengths and dedicate significant
resources to identify TBML, and have no appetite to facilitate illegal activity. They must remain aware,
disciplined, and vigilant when it comes to methods and tools to identify, report and interdict financial crime.
However, financial institutions are highly limited in their ability to combat financial crime. These roadblocks
present challenges in detecting TBML, terrorist financing and the proliferation of WMDs. To impact the
effectiveness of anti-TBML efforts, we must include, but look beyond banks.
Initiatives such as the JMLIT and the TTU have demonstrated that both gathering wider information across
the industry and applying data analytics can result in much more successful identification and prosecution
of criminal activity. We are aware of efforts in other jurisdictions to consider more integrated public-private
sector trade platforms. Development of better forums for sharing such information (both formally and
informally) might result in creation of better red flags and typologies for all parties to be able to enhance their
ability to identify potentially suspicious activity.
BAFT looks forward to continuing the dialogue with governments, industry, regulatory bodies and other
associations working to help combat money laundering. We stand ready to assist in the further development
of an advocacy and educational campaign on behalf of the industry to help build and maintain a better
understanding of the nuances in TBML.
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TABLE I:
Transaction Types, Information Normally Available, the Potential For Detecting Documentary
Trade Based Money Laundering and Typical Controls Applicable to Each Transaction
Transaction
type

Is there an
underlying
trade
transaction?

Potential for
detecting
Documentary
TBML?

Do banks
see trade
documents?

When might a bank see
underlying documents?

Controls may include:
(See note at the foot of the table)

Check payment

Possibly

No

No

Only if specifically requested
as part of a sanctions or post
transaction AML monitoring trigger

• Balance inquiry to ensure
sufficient funds/credit check for
payment

ACH payment

Possibly

No

No

Only if specifically requested as
part of a post transaction AML
monitoring trigger

• Balance inquiry to ensure
sufficient funds/credit check for
payment

International
ACH Transaction
(IAT)

Possibly

No

No

Only if specifically requested
as part of a sanctions or post
transaction AML monitoring trigger

• Balance inquiry to ensure
sufficient funds/credit check for
payment
• Potential Sanctions screening (not
required for domestic U.S. ACH)

Funds Transfer
(RTGS – Real
Time Gross
Settlement
payment)

Possibly

No

No

Only if specifically requested
as part of a sanctions or post
transaction AML monitoring trigger

• Balance inquiry to ensure
sufficient funds/credit check for
payment
• Check for completeness of
payment details (depending on
local regulatory requirements)

Bank-to-Bank
Reimbursements

Yes

No

No

Only if specifically requested
as part of a sanctions or post
transaction AML monitoring trigger

• Balance inquiry to ensure
sufficient funds/credit check for
payment

Clean collection

Possibly

Yes

No

Only if specifically requested
as part of a sanctions or post
transaction AML monitoring trigger

• Balance inquiry to ensure
sufficient funds

Documentary
collection

Yes

Yes

Yes

Always

• Sanctions screening of names
appearing in documents

Guarantees

Yes

Yes

Not unless
specified
under the
terms of the
guarantee

Depending on the type of
guarantee

• Credit approval
• Sanctions screening at issuance
• Document review (including
sanctions and red flags review) for
payment

Standby Letter of
Credit

Yes (in some
cases)

Yes

Not unless
specified
under the
terms of the
standby

Only if specifically requested
as part of a sanctions or post
transaction AML monitoring trigger

• Credit approval
• Sanctions screening at issuance
• Document review (including
sanctions and red flags review) for
payment

Documentary
Letter of Credit

Yes

Yes

Yes

Always

• Credit approval
• Sanctions screening at issuance
• Document review (including
sanctions and red flags review) for
payment and negotiation

Supply chain
finance

Yes

Yes

Depends
on the
terms of the
transaction

Unless required under the terms
of the financing arrangement,
documents would only be seen
in the event of a sanctions or
monitoring trigger

• Credit approval
• Sanctions screening of names
received in documentation/
electronic data received
• Sampling and verification of
underlying transaction

Bank Payment
Obligation

Yes

Yes

No, instead
of documents
the bank is
involved in
data matching

Only if specifically requested
as part of a sanctions or post
transaction AML monitoring trigger

• Credit approval
• Sanctions screening of names
received in documentation/
electronic data

Unless noted in the controls column in the table, real time sanctions screening of the payment should be in place for all products. Banks
may also include information about whether a client uses a particular bank product in their due diligence files and also may conduct post
transaction AML monitoring on account activity.
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TABLE II:
Mapping of BAFT Red Flags to Payments, Open Account Trade Payments
and Documentary Trade Transactions Including Payments
BAFT Red Flags

1

2

3

4

5

6

The customer engages in transactions that are
inconsistent with the customer’s business strategy (e.g.,
a steel company that starts dealing in paper products) or
make no economic sense.

Open Account Trade
Payments

Documentary
Trade Transactions
including payments

X15

X

A customer deviates significantly from its historical
pattern of trade activity (i.e., in terms of markets,
monetary value, frequency of transactions, volume or
merchandise type)

X16

X

X

Transacting parties appear to be affiliated, conduct
business out of a residential address, or provide only a
registered agent’s address

X17

X

X

Customer conducts business in jurisdictions that are at
higher risk for money laundering, terrorist financing or
other financial crimes

X18

X

X

Customer shipping items to, through or from higher
money-laundering risk jurisdictions including countries
identified by the Financial Action Task Force as “noncooperative jurisdictions” in regards to anti-money
laundering regulations
Customers transacting in activities/goods that potentially
involve a high risk of money laundering and other financial
crimes including activities/goods that may be subject to
export/import restrictions

X

X19

X

7

Obvious over or under pricing of goods

X

8

Obvious misrepresentation of quantity of goods shipped

X

9

The payment terms or tenor are inconsistent with the type
of goods

X

10

Transaction structure and/or shipment terms appear
unnecessarily complex or unusual and designed to
obscure the true nature of the transaction

X

11

The LC contains non-standard clauses or phrases or has
unusual characteristics

X

12

The LC is frequently significantly amended for extensions,
changes to the beneficiary and/or changes to the
payment location

X

The transaction appears to involve use of front or shell
companies for the purpose of hiding the true parties
involved

X

The bank is approached by a previously unknown party
whose identity is not clear, who seems evasive about
its identity or connections, or whose references are not
convincing, or payment instructions are changed at the
last minute

X

Trade-related documentation under an LC or
documentary collection appears illogical, altered,
fraudulent, or certain documentation is absent that would
be expected given the nature of the transaction

X

Transaction involves obvious dual use goods

X

13

14

15

16

15.
16.
17.
18.
19.

14

Payments

Such as goods description codes, if established as a baseline for the client.
Beneficiary’s country, if shown; amounts/volumes outside transaction averages.
Originator and beneficiary are similarly named.
For example, if the beneficiary’s country is shown, and it appears on FATF’s list of high risk and non-cooperative jurisdictions.
Customer’s type of business per KYC record.

Combatting Trade Based Money Laundering: Rethinking the Approach

Appendix F

GLOSSARY OF TERMS
ACH payment
An electronic batch payment system that may or may not feature same-day settlement. Examples of ACH
systems include the ACH in the U.S., BACS in the UK, and ECG in Hong Kong.
BAFT
BAFT is a leading international financial services trade association that helps bridge solutions across financial
institutions, service providers and the regulatory community. It engages on a wide range of topics affecting
transaction banking, including trade finance, payments and compliance.
Bank-to-Bank Reimbursement
A type of payment reimbursement under a documentary letter of credit whereby the bank issuing the
documentary letter of credit authorizes a third bank (“reimbursing bank”) to honor reimbursement claims
made by the nominated bank under the documentary credit.
Bank Payment Obligation
An irrevocable undertaking given by a bank to another bank that payment will be made on a specified date
after successful electronic matching of data according to industry-wide ICC rules.
CHIPS
The Clearing House Interbank Payments System is the largest private-sector U.S.-dollar funds-transfer system
in the world, clearing and settling an average of $1.5 trillion in cross-border and domestic payments daily.
Clean collection
A “Clean Collection” means the handling by banks of financial documents, in accordance with instructions
received, in order to: (1) obtain payment and/or acceptance, or (2) deliver financial documents against
payment and/or against acceptance, or (3) deliver financial documents on other terms and conditions.
CRS
The Congressional Research Service (CRS) works exclusively for the United States Congress, providing policy
and legal analysis to committees and Members of both the House and Senate, regardless of party affiliation.
CRS is a legislative branch agency within the Library of Congress.
Documentary collection
A “Documentary Collection” means the handling by banks of commercial documents, which may or may
not be accompanied by financial documents, in order to: (1) obtain payment and/or acceptance, or (2)
deliver documents against payment and/or against acceptance, or (3) deliver documents on other terms and
conditions.
Documentary letter of credit
An unconditional undertaking, given by a bank (the “Issuing Bank”) at the request of their customer (the
Applicant or Importer) to pay the Beneficiary (or Supplier) against stipulated documents, provided all the
terms and conditions in the Letter of Credit are complied with.
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FATF
The Financial Action Task Force, established in 1989, is an intergovernmental organization that sets standards
and promotes legislation as well as regulatory reform to combat money laundering, terrorist financing and
other related threats to the international financial system.
FCA
The UK Financial Conduct Authority regulates the conduct of more than 56,000 financial services firms
and financial markets and is the prudential regulator for over 18,000 of those firms. Its aim is to protect
consumers, protect and enhance the integrity of the UK financial system, and to promote competition.
FFIEC
The Federal Financial Institutions Examination Council is a formal interagency body empowered to
prescribe uniform principles, standards and report forms for the federal examination of financial institutions
and to make recommendations to promote uniformity in the supervision of financial institutions. The FFIEC
receives its authority from the Board of Governors of the Federal Reserve System (FRB), the Federal Deposit
Insurance Corporation (FDIC), the National Credit Union Administration (NCUA), the Office of the
Comptroller of the Currency (OCC), and the Consumer Financial Protection Bureau (CFPB).
FinCEN
FinCEN is a bureau of the U.S. Department of the Treasury. The Director of FinCEN is appointed by
the Secretary of the Treasury and reports to the Treasury Under Secretary for Terrorism and Financial
Intelligence. FinCEN’s mission is to safeguard the financial system from illicit use and combat money
laundering and promote national security through the collection, analysis, and dissemination of financial
intelligence and strategic use of financial authorities.
Global Financial Integrity (GFI)
Global Financial Integrity is a non-profit, Washington, DC-based research and advisory organization, which
produces analyses of illicit financial flows, advises developing country governments on effective policy
solutions, and promotes pragmatic transparency measures in the international financial system as a means to
global development and security.
Guarantees
An undertaking given by a bank (guarantor) on behalf of its customer (applicant) to another party
(beneficiary) to pay a stated sum of money if the customer fails to comply with a contractual obligation. The
bank undertakes to pay a stated sum of money against presentation of specified document(s) in compliance
with the terms of its guarantee.
International ACH (IAT) Transaction
A (US$) debit or credit entry that is part of a payment transaction involving a financial agency’s office that is
not located in the territorial jurisdiction of the United States. Source NACHA.
RTGS payment
A gross settlement system in which both processing and final settlement of funds transfer instructions can
take place continuously (i.e., in real time). Source: Basel Committee on Banking Supervision. Examples of
RTGS systems include Fedwire, CHIPS and TARGET.
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Standby letter of credit
A standby letter of credit is a guarantee of payment issued by a bank on behalf of a client that is used as
“payment of last resort” should the client fail to fulfill a contractual commitment with a third party.
Supply chain finance
The use of financing and risk mitigation practices and techniques to optimize the management of the
working capital and liquidity invested in supply chain processes and transactions. SCF is typically applied to
open account trade and is triggered by supply chain events.
Wolfsberg
The Wolfsberg Group is an association of 13 global banks that aims to develop frameworks and guidance
for the management of financial crime risks, particularly with respect to Know Your Customer, Anti-Money
Laundering and Counter Terrorist Financing policies.
Working Group
The BAFT AML KYC Working Group (Working Group) includes experts in trade finance and compliance
from BAFT’s financial institution and supplier membership. Its mission is to assist in providing guidance and
clarification on the complex financial-crime compliance requirements associated with trade finance activities.
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Foreword to the 2019 amendment
Since the publication of the joint 2017 Wolfsberg Group, ICC and BAFT Trade Finance Principles paper and
appendices much has happened in the way of discussion and cooperation between various industry groups in the
space of financial crime related to Trade Finance.
The fruitful cooperation between the abovementioned three groups has continued and led to the paper you now
have before you, which incorporates two new appendices; one on the subject of Bank to Bank Trade loans (also
known as FI Trade Loans) and one on Open Account Trade Finance.
BAFT published their paper on Trade called Combating Trade Based Money Laundering: Rethinking the Approach in
August 2017 and in March 2018 the Wolfsberg Group, with the support of the ICC and BAFT, launched a short awareness
video focussed on Trade-Based Money Laundering1.
And finally, in Singapore, the ACIP Public-Private Partnership between the Monetary Authority of Singapore (MAS), the
Commercial Affairs Department of the Singapore Police Force (CAD), Singapore Customs and several local and international
banks published two guidance papers in May 2018 on TBML and Legal Persons 2.
It is encouraging to see that the focus on preventing and identifying money laundering activity in global trade has
not only increased over the past few years, but that it has shifted away from relying solely on the preventative
measures from banks and that this is leading to more cooperation between regulators, law enforcement and banks
(either directly or via industry groups).
As the chair of the Working Group, I would like to thank its members and support staff for their hard work, as well as
the Wolfsberg Group Secretariat, the ICC Banking Commission and BAFT for their support.
Willem Toren

1
2

Wolfsberg Trade Based Money Laundering awareness video
https://abs.org.sg/docs/library/best-practices-for-counte ring-trade-based-money-launde ring.pdf
https://abs.org.sg/docs/library/legal-persons-misuse-typologies-and-best-practice.pdf
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2011 to 2017
The Wolfsberg Group Trade Finance Principles paper and appendices were last updated in 2011. Since then regulatory
expectations and a more stringent application of existing regulations have made it necessary to review the paper,
identify where expectations have changed and, therefore, where the basic principles or their application need to be
readdressed.
Since 2011, the Wolfsberg Group has had an increasingly close dialogue with the ICC to see how the principles could
be better disseminated to the ICC members hip with a view to raising and standardising the practice level of Financial
Crime Compliance (FCC) within the Trade Finance industry.
At that time, the only other publicly available guidance, which was specific to the United States, was the January 2008
BAFT IFSA “Guidelines for Bank Secrecy Act/Anti-Money Laundering for Trade Services”3 and a subsequent March 2015
BAFT global update entitled “Guidance for Identifying Potentially Suspicious Activity in Letters of Credit and
Documentary Collections.” 4
In discussion with many practitioners at ICC Banking Commission meetings and other industry events, it became clear
that many banks saw the Wolfsberg Principles paper as being for “large global banks” and not for “our smaller, local
banks.” There was also the view that if the ICC issued a guidance paper or official publication, then many more banks
would see it as important to follow that guidance.
This led to the formation of the joint ICC-Wolfsberg Group Trade Finance Principles Drafting Group in April 201 4, with
a remit to redraft and update the Wolfsberg Trade Finance Principles paper in the style of ICC guidance, with members
drawn from Wolfsberg Group banks, ICC members globally, as well as BAFT so as to broaden the global perspective as
part of the drafting group.
It is important to note that the core principles have not changed, nor have the responsibilities of the banks involved
in trade transactions to have a good knowledge of their customer or instructing party, the business that they conduct
and with whom and where they are situated. Neither has the requirement for banks to follow strictly the regulations
aimed at detecting and preventing Money Laundering, Financing of Terrorists or Terrorist Organisations, committing
or assisting in Bribery and Corruption, evading tax liabilities, the proliferation of weapons of mass destruction and
other financial crimes, or the evading or breaking of sanctions imposed on countries or individuals by competent
authorities changed.
The core principles paper has been expanded to give more detail around what is meant by various risk mitigation
activities, describes the challenges and limitations faced and also recommends actions that law enforcement, customs
and other government agencies and policy makers still need to address to help the financial services industry meet its
obligations under Financial Crimes Compliance frameworks.
In order to strengthen the description of the control and escalation framework that banks need to have in place in
order to meet the core principles paper’s guidance, the former appendices V, VI and VII on Control, Escalation and the
Glossary, have been incorporated as sections 2, 3 and 4 of the new Core paper, so that readers do not need to move
between appendix and the Core paper to understand the guidance given in the product specific appendices.
It is strongly recommended that practitioners also refer to the other Wolfsberg Group papers in respect of Customer
Due Diligence (CDD), Correspondent Banking, the use of SWIFT RMAs, and the Risk Based Approach (RBA) all of which
reflect the requirements of regulators and the “International Standards on Combating Money Laundering and the
Financing of Terrorism and Proliferation,” known as the FATF 40 Recommendations. These principles apply to a ll banks
regardless of size and do not require a bank to have significant electronic systems to be in place to apply them. These
principles are the basis of what was always considered to be “Good Banking Practice.” Readers should also acquaint
themselves with the BAFT Guidance referenced above.

3
4

BAFT (2008), https://baft.org/policy/document-library
BAFT (2015), https://baft.org/policy/document-library
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The former Chair of the Drafting Group, Neil Chantry, and the current Chair, Willem Toren, would like to express their
gratitude to the members of the group for their diligence and endeavour in bringing this rewrite to fulfilment and to
the support given by our teams and the ICC Secretariat staff.
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Trade Finance Principles
Summary and Highlights5
The Trade Finance Principles outlines the s tandards for the control of financial crime risks (FCRs) associated with
Trade Finance activities. In this paper, the term “financial crime” refers to money laundering (all crimes including
but not limited to, fraud, tax evasion, human trafficking), bribery and corruption, terrorist financing, the financing of
proliferation of weapons of mass destruction and other related threats to the integrity of the international financial
system.6
The Trade Finance Principles outlines the role of Financial Institutions (“FIs”) in the management of processes to:
a. Address the risks of financial crime associated with Trade Finance activities.
b. Aid compliance with national and regional sanctions and embargoes and with the Non-Proliferation of
Weapons of Mass Destruction (“NPWMD”) requirements of the United Nations (“UN”).
It is important to understand that the Core, Control, Escalation and Glossary sections of the core principles paper
are to be read as a whole with the individual product and services covered in the Appendices.

1. Core
1.1 Introduction
1.2 Trade Finance can be described as the provision of finance and services by FIs for the movement of goods and
services between two points, either within a country or cross border. Both FIs and Trade Bodies (such as the
International Chamber of Commerce and BAFT), as well as Governments are critical in promoting international
commerce and free trade. FIs and Trade Bodies support the timely and efficient movement of goods, documents
and payments, as well as, increasingly, data.
1.3 The Trade Finance activities covered in this paper comprise a mix of money transaction conduits, default
undertakings, performance undertakings and the provision of specific trade-related credit facilities.
1.4 There is a perception that Trade Finance is a “higher risk” area of business from a financial crime perspective,
therefore, all FIs involved in Trade Finance should have risk policies and controls which are appropriate for their
business. FIs should have an end-to-end FCR management programme, which can be applied to Trade Finance
and the specific products and transactions outlined in this paper.
1.5 Trade Based Money Laundering (“TBML”) has become a widely used term. It covers a broad spectrum of financial
and other services, including those financial services referred to as Trade Finance, but also transactional
activities across current and deposit accounts and payments for example, which are not in the purview of Trade
Finance operations of FIs. The detection of unusual and potentially suspicious activities across transactional
activities, should take place via whatever transaction monitoring systems and processes an FI has in place, be it
manual or automated. For the purposes of this paper, the scope of TBML is restricted to the Trade Finance
5
6

In Sections 1 and 2, Banks and FIs are used interchangeably
The terms financial crime risk, money laundering or AML may be used interchangeably throughout the paper
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activity represented by the documents contained in the transactions and supported by the management of the
FCRs related to the specific activities laid out in this paper. This guidance is based upon the requirements of the
FATF 40 recommendations and the best practices outlined in the UK FCA’s Thematic Review TR13/3 of 2013.
1.6 The majority of world trade is carried out under “Open Account” terms, whereby the buyer and seller agree to
the terms of the contract and goods are delivered to the buyer followed by a clean or netting payment through
the banking system. Under such Open Account terms, unless the FI is providing credit facilities, the FI’s
involvement will be limited to the clean payment and it will not generally be aware of the underlying reason for
the payment. As the FI has no visibility of the transaction, it is not able to carry out anything other than the
standard anti-money laundering (AML) and sanctions screening on the clean or netting payment. If the FI is
providing credit facilities in relation to the trade transaction there may be more opportunity to understand the
underlying trade process and financial movements. Further reference to Open Account can be found in
Appendix IV: Open Account.
1.7 This paper will address (through the appendices):
a. The mechanisms used for the finance of the movement of goods or services a cross international
boundaries.
b. Standard Trade Finance products:
i.
Documentary Credits (“DCs”, sometimes referred to as Letters of Credit) and Documentary Bills
for Collections (“BCs”). Although DCs and BCs can also be used domestically, this remains prevalent
in non OECD countries. These standard products have trade related documents (invoices, transport
documents) that are sent through FIs and may be examined by the FI for consistency with the
terms of the trade transaction. Both these products are governed internationally by sets of rules
of practice issued under the auspices of the International Chamber of Commerce (“Rules”).7 These
Rules, and the standard international banking practice they have created, affect the ways that FIs
are able to apply FCR requirements. The Rules have been reflected in the decisions of courts in
many jurisdictions and they impose court recognised timeframes and behaviour on FIs and trading
parties, related to ensuring how the trade transaction is to be conducted and completed.
ii.

Demand Guarantees (Financial and Performance) and Standby Letters of Credit (“SBLCs”) in
relation to Trade Finance.

iii.

Open Account Trade as defined for Payables Finance and Receivables Discounting in the ICC
Standard Definitions of Supply Chain Finance8.

iv.

FI Trade Loans, also referred to as Bank-to-bank Trade Loans.

1.8 The paper will not address:
a. Other products and or services associated with Trade Finance, such as newly emerging electronic trade
finance solutions or specialised structured loan-based Trade Finance.
b. Other risks that may be present in Trade Finance.
7

The relevant ICC Rules are for DCs “The Uniform Customs and Practice for Documentary Letters of Credit (2007 Revision), ICC Publication No.
600” and “The Uniform Rules for Collections, ICC Publication No. 522”
8
‘Standard Definitions for techniques of Supply Chain Finance’ (http://supplychainfinanceforum.org)
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1.9 For the purpose of this paper FI relationships are defined as follows:
a.

Customer Relationship (“Correspondent Bank”): The Wolfsberg Group definition of Correspondent
Banking9 is “the provision of a current or other liability account, and related services, to another financial
institution, including affiliates, used for the execution of third party payments and Trade Finance, as well
as its own cash clearing, liquidity management and short-term borrowing or investment needs in a
particular currency. A Correspondent Bank is effectively acting as its Correspondent's agent or conduit,
executing and/or processing payments or other transactions for the Correspondent's customers. These
customers may be individuals, legal entities or even other financial institutions. A correspondent
relationship is characterised by its on-going, repetitive nature and does not generally exist in the context
of one-off transactions.” Payments can be made by the Respondent Bank via an account held with the
Correspondent Bank, on the instructions of the Respondent Bank's customers. This type of activity poses
a potential risk from a FCR perspective, as there is reliance on the Respondent Bank initiating payment
to have policies and procedures that articulate appropriate levels of due diligence relating to payment
initiators.

b. Non-Customer Relationship: A Non-Customer Bank is a FI that does not have a payment account
relationship, and therefore cannot make third party clean payments through the other Non-Customer
Bank. A Non-Customer Bank, for the purposes of this paper, can only transact documentary credits
(confirmation, negotiation and discount), collections and demand guarantees, or SBLCs. The relationship
allows only for a SWIFT RMA10 plus (I.e. a Relationship Management Account) capability, whereby the FIs
agree on the message types that can be exchanged relating to a subset of the MT400 message series for
documentary collections and the MT700 series for documentary credits, SBLCs and demand guarantees.
Thus, even though value can be exchanged via the exchange of trade documents, the FCRs are not always
apparent because of the lack of the full view of the payment process. Payment is made via a mutual
Correspondent or Central Bank clearing system. The underlying documents provide evidence of the
transaction, some of which may be verified by reputable third parties, e.g. sea transport can be verified
through the use of a well-known third party vessel and voyage history database service, or checking
container numbers or voyage details through the International Maritime Bureau, a part of the I CC, in
accordance with a FI’s RBA.
1.10 Product Variations
There are a number of variations of the core products that are not covered in this paper and appendices. These
variations put them outside the internationally accepted ICC Rules and therefore any controls that have been
developed from the core products to manage the FCR, may not be in place or available as standardised control
processes in the industry. It is up to individual FIs to consider the FCR inherent in these product variations and
to apply suitable controls based on their RBA.
1.11 Additional appendices may be developed to reflect the growth of trade and the numerous techniques that have
been and may be introduced as part of the Trade Finance market.

9

See the Wolfsberg Correspondent Banking Principles (2014), http://www.wolfsberg-principles.com/pdf/standa rds/Wolfsbe rg-CorrespondentBanking-Principles-2014.pdf
10
See the Wolfsberg Guidance on SWIFT Relationship Management Application (RMA) Due Diligence (2016), http://www.wolfsbergprinciples.com/pdf/home/SWIFT-RMA-Due-Diligence.pdf
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2. Parties in Trade Transactions
2.1 A Trade Transaction involves multiple parties. As a general rule, at least one party to the transaction should be
identified as a customer and subject to appropriate due diligence procedures. FIs may apply a different level of
due diligence depending on the nature of their role in the transaction, according to their RBA. That customer
may be, but is not limited to, a corporation, Correspondent Bank or an individual.
2.2 Being active in international trade finance not only requires the FI to obtain a thorough understanding of their
customers’ business model at on-boarding (including their principal counterparties, the countries where these
counterparties are located, the goods or services that are exchanged, as well as the expected annual transaction
volumes and flows), it is becoming more and more apparent that regulators expect that this knowledge,
obtained from customers, is reviewed (where appropriate) in conjunction with information provided during the
actual trade transactions that the customer undertakes with the FI. This may lead to a greater emphasis on an
active exchange of information between CDD information and transaction information.
2.3 International Standard Banking Practice recognises that FIs deal with documents and not with transport,
delivery, goods, services, or performance to which the documents may relate. FIs do not get involved with the
physical goods nor do they have the capability to do so. This overarching principle is the basis for defining what
degree of scrutiny and understanding an FI can bring to the identification of unusual activity involving a Trade
Finance transaction.
2.4 Relevant stakeholders at both a national and international level (which may include national bodies such as
Governments, Law Enforcement Agencies, Financial Intelligence Units, Regulators, FATF, Export Credit Agencies,
Customs and Excise, Tax Authorities, Port Authorities and businesses such as Shipping Agents and Carriers)
should continue to recognise the need for on-going participation and co-operation in ensuring financial crime is
not facilitated through Trade Finance activities.

3. Financial Crime Risks
3.1 Below are the elements of FCRs related to Trade Finance transactions that FIs should be aware of:
a. Risks
i.
It is recognised that international trade and the processes and systems that support it, are vulnerable
to abuse for the purposes of financial crime. In recent years, there has been an increasing focus on
these risks for a variety of reasons, including the continued growth in world trade. Furthermore, the
fact that controls introduced by FIs in response to the more traditional money laundering techniques
have become more robust means that other methods to transmit funds may have become more
attractive to criminals.
ii.

11

This paper does not cover Trade Based Money Laundering as defined in the FATF report on TBML, which
covers multiple areas outside of the scope of Trade Finance. The FATF Report on Trade Based Money
Laundering11 highlights that problems are not limited to the Trade Finance activities in which FIs are
directly involved, but that any process to move money through the banking system by simple payment
may be manipulated as a means of financing trade in order to disguise the true underlying (and
potentially illegal) activity. The report also highlights the importance on the roles of all stakeholders,
not just FIs, in combating money laundering.

FATF (2008), http://www.fatf-gafi.org/documents/documents/bestpracticesontrade basedmoneylaunde ring.htm l
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iii.

The use of Trade Finance to obscure the illegal movement of funds includes methods to misrepresent
the price, quality or quantity of goods. Generally, these techniques rely upon collusion between the
seller and buyer, since the intended outcome from such arrangements is obtaining a benefit in excess
of what would be expected from an arm’s length transaction. The collusion may arise because both
parties are controlled by the same persons.

iv.

The transfer of value in this way may be accomplished in a variety of ways which are described briefly
below:

Method

Description

Over Invoicing

By misrepresenting the price of the goods in the invoice and other documentation (stating it at above the
true value) the seller gains excess value as a result of the payment.

Under Invoicing

By misrepresenting the price of the goods in the invoice and other documentation (stating it as below the
true value) the buyer gains excess value when the payment is made.
By issuing more than one invoice for the same goods a seller can justify the receipt of multiple payments.

Multiple Invoicing

This will be harder to detect if the colluding parties use more than one FI to facilitate the payments and or
transactions.

Short Shipping

The seller ships less than the invoiced quantity or quality of goods thereby misrepresenting the true value
of goods in the documents. The effect is similar to over invoicing.

Over Shipping

The seller ships more than the invoiced quantity or quality of goods thereby misrepresenting the true value
of goods in the documents. The effect is similar to under invoicing.

Deliberate
obfuscation of the
Type of Goods

Parties may structure a transaction in a way to avoid alerting any suspicion to FIs or to other third parties
which become involved. This may simply involve omitting information from the relevant documentation or
deliberately disguising or falsifying it. This activity may or may not involve a degree of collusion between the
parties involved and may be for a variety of reasons or purposes.

Phantom Shipping

No goods are shipped and all documentation is completely falsified.

v.

Determining whether cases of over-invoicing or under-invoicing exist (or any other circumstances
where there is misrepresentation of value) cannot easily be identified based on the trade documents
alone. Furthermore, it is not feasible to make such determinations on the basis of external data
sources; most products are not traded in public markets and therefore there are no publicly available
market prices. Even in transactions involving regularly traded commodities, which are subject to
publicly available market prices, FIs generally are not in a position to make meaningful determinations
about the legitimacy of unit pricing due to the lack of relevant business information, such as the terms
of a business relationship, volume discounting or the specific quality of the goods involved. However,
there may be situations where unit pricing appears manifestly unusual, which may prompt appropriate
enquiries to be made based on the FI’s RBA.

b. Risk Assessments
i.

FIs should determine their own compliance requirements for Trade Finance using a RBA. The RBA
relates to the steps taken for individual customers or transactions, based on that FI’s analysis of the
risks in relation to the parties involved, the type of transaction, monetary value of the transaction
and other factors that may either increase or reduce the risk of financial crime in any given
transaction. FIs should review these guidelines and incorporate, as appropriate, all or part of them
into their internal processes.

ii.

The Wolfsberg Group has issued general guidance on a RBA12 in relation to Trade Finance.

12

Wolfsberg Statement - Guidance on a Risk Based Approach for Managing Money Laundering Risks (2006), http://www.wolfsberg principles.com/pdf/standards/Wolfsberg_RBA_Guidance_(2006).pdf
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iii.

When developing their RBA, FIs should take into consideration country factors such as the Corruption
Perception Index, the FATF Deficient Countries list, sovereign and credit risk, country national risk
assessment and the overall FCR environment. FIs should also take into consideration the type of
relationship, such as a Customer relationship or a Non-Customer relationship.

iv.

As with their other lines of business, services, and products, FIs should apply a RBA to the assessment
and management of risk in relation to Trade Finance.

v.

The assessment of risk and application of appropriate FCR controls depends on the role of an FI in a
trade transaction. As Trade Finance transactions may involve a number of FIs there will be an
interdependence between these institutions in respect of their responsibility to conduct underlying
due diligence on their respective customers. A number of these FIs may be correspondents of one
another and therefore the principles advocated in the Wolfsberg Correspondent Banking Principles13
are relevant.

c. Application of Controls

13

i.

FIs review trade transactions on an individual basis, for fraud, sanctions and for unusual and potentially
suspicious activities. Generally transactions are examined for the application of relevant ICC rules and
for whether the documented conditions conform to international standard banking practice and what
is known of the customer.

ii.

The complex, paper based nature of transactions provides a large amount of information about the
parties, goods, and services being transferred and involves scrutiny of the relevant documents. Whilst
certain elements of this process may be automated (e.g. screening of transactions against published
lists of sanctioned entities and individuals), the overall process of reviewing trade documents by its
nature cannot be successfully automated. A combination of automated and manual controls will be
relevant in the context of AML and counter-terrorist financing (CTF) efforts.

iii.

Individual FIs will configure their own transaction monitoring programmes accordingly, however it is
difficult for one FI to manage all the FCRs in the end-to-end process given the multiplicity of parties
involved (from producer or exporter to the final buyer).

iv.

The most effective method of i dentifying terrorist involvement in Trade Finance transactions is for
competent authorities to identify individuals and organisations connected to terrorist activities and
provide such information to FIs in a timely manner. Accordingly, Trade Finance controls, consisting of
screening relevant transaction information against lists of known or suspected terrorists (designated
parties) issued by competent authorities having jurisdiction over the relevant FI , are relevant in the
context of CTF efforts.

v.

More specific guidance with regard to the nature and extent of controls that should be applied by the
various FIs in relation to the underlying parties to the transaction and the documentation are set out
in the Control Mechanisms section and in the appendices. Appendix I: Documentary Credits, Appendix
II: Bills for Collection, Appendix III: Guarantees and Standby Letters of Credit, Appendix IV: Open
Account Trade, Appendix V: FI Trade Loans.

Wolfsberg
Anti-Money
Laundering
Principles
for
Correspondent
principles.com/pdf/standards/Wolfsberg-Correspondent-Banking-Principles-2014.pdf

Banking

(2014),

http://www.wolfsberg -
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3.2

Documenting Decisions: As part of the application of controls in 3.1 c) above, FIs are expected to have
procedures and processes in place which allow staff to record the basis of their decision in respect of any
risk indicators or assessments of transaction risks that arise at any stage of a transaction. FIs are also
expected to ensure that those comments are kept as part of the transaction audit trail for review as part of
the control effectiveness and quality assurance processes, as well as evidence for audit and regulatory
purposes.

4. National and Regional Sanctions, Embargoes and NPWMD
4.1 Below are the elements of national and regional sanctions, embargoes and the Non-Proliferation of Weapons
of Mass Destruction (“NPWMD”) that FIs should be aware of.
For the purposes of this paper, the following definitions will be used:


Sanctions: Economic and, or trade based measures taken by a government or international body to promote
foreign policy or national security goals against certain jurisdictions or targeted individuals or entities.
Sanctions can be sectoral, unilateral (imposed by only one country or body on one other country or body),
or multilateral (imposed by one or more countries or bodies on a number of different countries or bodies).



Embargoes: An embargo restricts commerce of exchange with a specified country. An embargo is usually
created as a result of unfavourable political or economic circumstances between nations. The restriction
looks to isolate the country and create difficulties for its governing body, forcing it to act on the underlying
issue.



NPWMD: This term refers to the prevention of proliferation of nuclear, chemical and biological weapons,
as well as their means of delivery.



Anti-Boycott measures: This term refers to measures undertaken by FIs to ensure that Trade Finance
transactions do not become subject to non-sanctioned embargoes designed to isolate or create economic
disadvantages for certain countries where there is countervailing legislation that they are subject to.
a. Sanctions
i. There are a variety of United Nations (“UN”) and other multilateral and unilateral sanctions and
embargoes in place.
ii. There have also been a series of UN Security Council Resolutions which have inter alia introduced
targeted financial sanctions and or activity based financial prohibitions in respect of certain countries
which relate to the prevention of WMD proliferation and prevention of Terrorist Financing.
iii. These are augmented by:
 Financial sanctions and embargoes that target specific individuals and entities
 Trade based sanctions: Embargoes on the provision of certain goods, services, or expertise to
certain countries.
iv. Sanctions that require the embargo of certain goods and services are particularly relevant to the
provision and facilitation of Trade Finance products.
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b. Application of Controls
i. The controls to be applied in relation to complying with Sanctions, Embargoes and NPWMD include
customer screening (both new and existing customers), transaction screening, payment screening and
document screening.
ii. The application of certain existing and appropriate financial crime controls may be considered relevant
for the purpose of complying with national and regional sanctions and embargoes and NPWMD. More
specific guidance with regard to the nature and extent of controls that should be applied together with
a description of the limitations faced by FIs, are set out in Section 2 of the Core Principles Paper: Control
Mechanisms.
4.2

Documenting Decisions: As part of the application of controls in 4.1 b) above, FIs are expected to have
procedures and processes in place to allow staff to record the basis of their decision in respect of any risk
indicators or assessments of transaction risks that arise at any stage of a transaction. FIs are also expected
to ensure that those comments are kept as part of the transaction audit trail for review as part of the control
effectiveness and quality assurance processes, as well as evidence for audit and regulatory purposes.
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5. Challenges
5.1 One of the most significant hurdles to effective enterprise wide FCR management is the controls on data
protection and cross border information exchange. Such controls restrict the ability of FIs, as parties to a trade
transaction, from accessing the relevant information required for due diligence on other parties. This will
impact upon the effectiveness of transaction monitoring and screening.
5.2 Differing jurisdictional standards may impede global standardisation of due diligence requirements in Trade
Finance transactions. Additionally, differing jurisdictional standards may cause some jurisdictions to have less
stringent FCR controls than others. Such differences can lead to issues in respect of reliance on parties’ systems
and controls to conduct appropriate due diligence.
5.3 Differences in the scope and application of sanctions by various jurisdictions, which may create disparate or
conflicting compliance or legal obligations, may present challenges for FIs relating to specific transactions and
the assessments of a Customer or Non-Customer Relationship Bank in relation to FCC systems and controls.
5.4 Price verification for financial crime control purposes is difficult for FIs. FIs generally are not in a position to
make meaningful determinations about the legitimacy of unit pricing due to the lack of relevant business
information, such as the terms of a business relationship, volume discounting or the specific quality of the goods
involved. Further, many products are not traded in public markets and there are no publicly available market
prices. Even where goods are publicly traded, the current prices may not reflect the agreed price used in any
contract of sale or purchase and these details will not usually be available to the FIs involved due to the
competitive sensitivity of such information.
5.5 Dual use items are goods, software, technology, documents and diagrams, which may have both civil and
military applications. Identification of dual use goods in a trade transaction is challenging given their possible
complex and technical nature. While FIs may be in a position to identify obvious dual use goods; corporates,
customers, Customs and export licensing agencies are better able to make this determination.
A FI’s RBA should give guidance and provide regular training to staff involved in relationship management,
transaction processing and any others who are involved in transactions on a regular basis (this should include
Front Office and Middle Office staff involved in the transactions). Guidance and regular training may include
how to perform an analysis of pricing for those goods where reliable and up-to-date pricing information can be
obtained, how to identify where a unit price would be seen as obviously unusual and the escalation process that
should be followed. The same applies to dual use goods. Staff should be aware of dual use goods issues, as well
as the common types of goods which have a dual use and should attempt to identify dual use goods in
transactions wherever possible.
5.6 Any methods used to hide the ultimate user of a product (such as through the use of intermediaries or the
ultimate application or use of a product) often present a FCR in Trade Finance. Transactions involving multiple
parties and transfers of ownership may disguise the true nature of a transaction, where such information may
not be apparent to the FIs involved in that transaction.
5.7 FIs need to conduct significant work to ensure that all FCRs are routinely considered while processing Trade
Finance transactions. Staff managing FCR at various levels in different departments require continuous training
on how to identify potentially suspicious transactions.
5.8 It needs to be recognised that FIs around the world, especially those located in developing countries, are at
different levels of maturity as far as the identification and application of FCR, CDD and Sanctions risks policies
Appendix G

and the implementation of appropriate mitigation processes required (variations in the level of sophistication
of FCR systems and processes in FIs can be extreme, even within a single country). A FI’s Risk Based Assessments
of customers and transactions therefore need to take these country and regional differences into account when
determining the level of risk mitigation and controls that are required to meet their principal regulators’
expectations. Conversely, regulators need to be cognisant of these variations which will affect a FI’s risk
mitigation policies and processes to meet the risks in their geographical counterparty profile.

6. Recommendations
6.1 It is recommended that Governments, FIs, Trade Bodies and international Trade Logistics providers work
together to counter the threat of financial crime within Trade Finance. This includes the ability of FIs to
aggregate data freely across borders to identify, detect and prevent Financial Crime. All parties in the public
and private sectors should ensure that there are clear data information exchange protocols. In order to support
the cross border, enterprise wide exchange of information and data, co-operation and joint action is required
by governments and other relevant authorities to ensure that laws relating to data protection data privacy, the
duty of confidentiality and any other relevant legislation do not impede the exchange of information in support
of FCR management.
These recommendations include:
a. The provision and maintenance, by relevant government authorities, of up to date suitably standardised
lists of sanctioned entities and individuals, including appropriate identification data points and other
relevant information to facilitate (i) effective screening and searching against customer databases and (ii)
efficient and effective screening of transactions and relevant parties and information by FIs and other
relevant stakeholders involved in the detection and prevention of Financial Crime.
b. The provision of details, by relevant government authorities, in a manner that can be understood by nonexperts, in respect of products and materials that relate to “Dual Use” goods. These details should ideally
be capable of being integrated into electronic processing systems.
c. The availability of effective “Help Desks” within relevant government authorities to respond to queries of
a technical nature in relation to sanctions and in particular dual use goods. Such responses must be timely
enough not to impact adversely the FI’s obligations under the trade transaction or to alert potential
perpetrators.
d. The publication by the relevant authorities of the names of individuals and entities that have been denied
export licences with the reasons for denial or who have been involved in criminal activities (including
corruption) involving Trade Finance.
e. Continuous dialogue between the public and private sectors in relation to the identification and
dissemination of typologies and previously used risk indicators in respect of Trade Finance.
f.

The timely provision and maintenance by the authorities of up to date information in respect of the
patterns, techniques and routes used by criminals and other s to launder money, fund terrorism and
breach sanctions in the Trade Finance area, as well as sharing of the typologies and giving feedback in
relation to the SARs filed.
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2. Control Mechanisms
1. Introduction
1.1 The Trade Finance Principles Paper sets out the background to Trade Finance and addresses associated FCRs.
1.2 Appendices I, II, III, and IV, dealing with DCs, BCs, SBLCs, Guarantees and Open Account, set out the extent to
which FIs already address the challenges posed by Financial Crimes Risk, where known, in the context of all the
activities they undertake. Sanctions exist in various forms both nationally and internationally. Some of these
directly concern non-proliferation, weapons of mass destruction and dual use goods.
1.3 This section of the Principles paper highlights the control mechanisms considered most relevant to FIs and
should be read in conjunction with the guidance on FCRs within the Core Trade Finance Principles paper and the
other sections and appendices.
1.4 The Financial Action Task Force (“FATF”) Proliferation Report14 is a significant reference source. It identifies the
important role of a number of stakeholders and acknowledges the difficulties which FIs face in detecting
proliferation financing.
1.5 It is a requirement that FIs retain all evidence relating to FCR decisions made in the processing of all transactions,
which must be kept with the transaction records and be readily available for review post transaction completion.
1.6 Risk based post transaction reviews and quality assurance processes should be established to determine, within
a reasonable timeframe, if transactions have been appropriately evaluated and risk managed both with respect
to Operational risk and FCR requirements, and that data in a CDD file is valid and current.
1.7 FIs need to be able to demonstrate that they have robust control review processes and procedures for alert
management in place. This requires that there are records of the decision making process and the review of
those decisions being checked and challenged where appropriate.

2. Customer Due Diligence
2.1 The due diligence process in relation to customers represents an important control and is one which is expected
to be enhanced where higher risk circumstances are recognised. FIs will have a RBA in their policies and
procedures around the on boarding and retention of customers. These will reflect, at the very least, the
requirements of FATF Recommendation 10,15 the Interpretive Note to Recommendation 10 and an FI’s primary
regulators’ requirements on CDD.
2.2 CDD for trade account customers, both borrowing and non-borrowing, requires the FI to have an understanding
of the business model, the principal counterparties, the countries where the counterparties are located and
the goods or services that are exchanged, as well as the expected annual transaction volumes and flows.
2.3 Depending on a FI’s RBA and its risk appetite, Enhanced Due Diligence (EDD) may be required where the
countries, products or customers involved are deemed to be High Risk, or where the goods are seen as being
high risk or of a dual use nature.
14

FATF
Proliferation
Report
(2008),
http://www.fatf-gafi.org/media/fatf/documents/reports/Typologies%20Re port%20o n%
20Proliferation%20Financing.pdf
15
FATF Recommendation 10, Text of Recommendation and Interpretative Note, http://www.un.org/en/sc/ctc/docs/bestpractices/fatf/40re cs moneylaundering/fatf-rec10.pdf
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2.4 Relevant country, goods and principal counterparty names should be made available to trade processing staff
so that they can easily check that a transaction is within the agreed profile of the customer. A RBA to the
provision of counterparty names should be adopted due to the practicalities for customers with multiple
counterparties.
2.5 The CDD processes will be expected to include “feed-back loops” where a trigger event in a transaction or
normal review process leads to new information or questions about a r elationship. This updating of the CDD
profile ensures that the information in the CDD profile is current. The event reviews may also lead to the status
of the relationship with the customer being escalated for decisions related to additional controls being applied
or the exiting of the customer.

3. Name Screening
3.1 The application of FCC controls provides a good foundation for certain sanctions controls. FIs generally have
screening systems or processes in place, which are designed to match information in processed transactions
against relevant lists. This process can be applied to ensure that the transactions such as those described in the
appendices do not violate UN or applicable local sanctions against named individuals and entities.
In order to achieve this, FIs need to refer to relevant external sources or subscribe to competent information
providers.
3.2 Clearly, the effectiveness of this control is dependent upon the availability, accuracy, quality and usability of
the source lists which contain the details of target names. A very substantial practical issue already faced by FIs
is the volume of false hits which can occur in their systems as a result of automated screening. A false hit is
where a partial or unconfirmed match occurs between bank data and the data in the relevant list. A partial
match will occur where target names have similar or common elements with non-targets. An unconfirmed
match, also known as a “False Positive”, would occur if the names match, but investigation confirms that the
underlying identities are not the same.
3.3 FIs should have robust internal list management procedures in place to assist in reducing the numbers of repeat
“False Positive” hits. This is to help reduce the possibility of too many false positives obscuring true positive
hits and causing reviewers to miss actual issues.

4. Activity Based Financial Sanctions
4.1 Where the target of the relevant sanctions is indicated by industry, activity, geographical location (not country
specific) or related to a sanctioned entity and not specifically identified by name, it makes any effective
screening of a transaction by FIs exceptionally difficult, regardless of whether automated or manual processes
are used.
4.2 FIs should be aware of UN resolutions in relation to the proliferation of nuclear weapons, WMD, Dual Use
Goods and of relevant local legislation which translates these into national laws or regulations.
4.3 Guidance on this is also issued by FATF and by the relevant authorities in regions where an export licencing
control regime is in place. Other programmes address the more conventional threat from missiles, chemical
weapons and related activity. Available sources include the following:
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a. The Wassenaar Arrangement,16 which has been established in order to contribute to regional and
international security and stability, by promoting transparency and greater responsibility in transfers of
conventional arms and dual-use goods and technologies.
b. UN Security Council Resolution (UNSCR) 1737 (2006)17
c.

FATF Guidance including:
Implementation of financial provisions of UNSCRs to counter the proliferation of WMDs (updated
2013)18
 FATF Guidance regarding the implementation of activity-based financial provisions of UNSCR 1737
(October 2007)19
 FATF report on Proliferation Financing (June 2008) 20
 FATF Combating Proliferation Financing: Status Report on Policy Development and Consultation
(February 2010)21


d. Other supporting documents22
4.4 FIs should, to the extent possible, use the available information in relation to parties giving them instructions,
goods and the countries involved. It should, however, be recognised that any practical application of this
information may be severely limited.
4.5 As with name screening (3.3), FIs should have robust list management processes and procedures in place to
assist in reducing the numbers of repeat “False Positive” hits. This is to help reduce the possibility of too many
false positives obscuring true positive hits and causing reviewers to miss actual issues.

5. Export Controls
5.1 It is the commercial counterparties to a trade transaction that, in the first instance, should determine whether
an export licence is required and that should obtain such a licence if it is required. FIs are generally not in a
position to determine, at any stage in a trade transaction, whether an export licence is required, or whether
the commercial counterparties to the trade have obtained a valid export licence.
5.2 The documentation required for preparing a trade financing arrangement rarely contains a detailed description
of the product, much less information as to whether there are any third-country licencing requirements
attached to the product. Relevant government agencies, on the other hand, may be in a position to determine
the need for any necessary licences and to verify whether they have been duly obtained.
5.3 Where highly structured Trade Finance transactions are concerned, or where EDD is conducted as a matter of
routine, it may be appropriate for the FIs involved to obtain appropriate assurances that export licencing
requirements have been satisfied.

16

The Wassenaar Arrangement on Export Controls for Conventional Arms and Dual-Use Goods and Technologies,
http://www.wassenaar.org/controllists/index.html
17
UN Security Council Resolution (UNSCR) 1737 (2006), https://www.iaea.org/sites/default/files/unsc_res1737-2006.pdf
18
FATF (2013), http://www.fatf-gafi.org/media/fatf/documents/recommendations/Guidance-UNSCRS-Prolif-WMD.pdf
19
Consolidated with FATF Guidance: The Implementation of Financial Provisions of United Nations Security Council Resolutions to Counter the
Proliferation of Weapons of Mass Destruction (2013), http://www.fatf-gafi.org/documents/documents/unscr-prolife ration-wmd.htm l
20
FATF (2008), http://www.fatf-gafi.org/media/fatf/documents/reports/Typologies%20Report%20on%20Prolife ration%20Financing.pdf
21
FATF (2010), http://www.fatf-gafi.org/media/fatf/documents/reports/Status-report-prolife ration-financing.pdf
22
http://www.iaea.org/DataCenter/index.html
Appendix G

6. Limitations
6.1 The challenge facing FIs in their efforts to put in place suitable controls aimed at preventing or discovering
financial crime in their trade finance business is considerable, particularly in relation to activity based financial
sanctions. The following points are especially relevant.
a. Payments made through FIs in support of Open Account trade (which accounts for approximately 80% of
all international trade) can only be screened by reference to the disclosed name data.
b. The successful facilitation of international trade relies on the adherence to recognised international banking
standards. Following initial CDD and once a customer transaction has been accepted and initiated, the
remaining activities conducted by the parti cipating FIs need to be completed within relevant specific
timeframes.
c. Information or details within the documentation presented to FIs may be insufficient to disclose the exact
nature of the transaction. Many trade transactions are only a part of a related chain of transactions and the
FIs involved will have a view for that transaction only. Provided that there are no alerts that would indicate
an issue with the transaction, a FI would continue with the transaction if it met the requirements of the
customer CDD profile.
d. When handling BCs, in particular, a detailed examination of documents accompanying the BC is not
possible. This is fundamentally different to the position under DCs, SBLCs, and Guarantees. This is because
there is no initiating document in a BC transaction as there is in a DC or Guarantee or SBLC transaction (refer
to Appendix II 6. 5. b.)
e. Countries known to be involved directly may be named in sanctions, but countries which are technology
producers or are “diversion risk” countries used for the transit or re-export of goods may well not appear
on any warning lists.
f. The clarity of any additional information derived from a sanction screening hit or a FC risk indicator review.
Often the information is ambiguous or contradictory. (Refer to Challenges and Recommendations in this
paper).
6.2 Interpretation of “dual use” requires a degree of technical knowledge that DC, SBLC, and Guarantee FI staff
cannot be expected to possess. In addition, goods descriptions may appear in the documents using a wording
which does not allow the identification of such goods as “dual use.” Regardless of the details in the information
sources, without the necessary technical qualifications and knowledge across a wide range of products and
goods, the ability of a FI to understand the varying applications of dual use goods will be virtually impossible.
It would be impracticable for FIs to employ departments of specialists for this purpose as in doing so they would
need to replicate comprehensive scientific research facilities.
6.3 FIs are only one of the relevant stakeholders. Whilst FIs are a primary conduit for the movement of funds,
substantial participation from other key stakeholders is required in order to provide an effective deterrence
effort and to aid the detection or discovery of the relevant targets in this area.
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3. Escalation Procedures
1. Introduction
1.1 The Trade Finance Principles Paper sets out the background to Trade Finance and addresses FCRs.
1.2 This section provides guidance on the specific application of controls by Banks 23 in the context of escalation
procedures.

2. Three Lines of Defence
2.1 Banks involved in a trade transaction should ensure that they are cognisant of the Three Lines of Defence model,
and that they implement the model in accordance with their RBA.
2.2 The first line of defence refers to business operations. Specifically, businesses are responsible for ensuring that
a risk and control environment is established as part of day-to-day operations. Line management should thus
be adequately skilled to create risk definitions and perform risk assessments. The first line of defence provides
management assurance and informs business governance committees , by identifying risks and business
improvement actions, implementing controls and reporting on progress.
2.3 The second line of defence refers to the oversight functions. The oversight functions set company boundaries
by drafting and implementing policies and procedures. They are also responsible for guidance and direction for
implementing their policies and for monitoring their proper execution. They provide oversight over business
processes and risks.
2.4 The third line of defence refers to internal audit. The role of the third line of defence is to provide independent,
objective assurance, as well as consulting activities designed to add value and improve a company’s operations.
They help the company to accomplish its objectives by bringing a systematic, disciplined approach to evaluate
and improve the effectiveness of risk management, control and governance processes.

23

Within this appendix, reference to Banks rather than FIs will be used given the need to refer to Banks in an accepted technical context in relation
to Escalation Procedures
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3. Application
3.1 To apply the three lines of defence model into their Trade Finance business, FIs may adopt the following model:

Level 1 Detection
First Line of
Defence
Level 2 Investigation

Second Line of
Defence

Level 3 Escalation

MLRO

Authorities

The independent and objective Third Line of Defence will periodically review the escalation process.

3.2 For the application of the three lines of defence model in Trade Finance, banks can build on existing transaction
processes to add in at key points as described in Appendices I, II and III. At each stage of an intervention, the
decision to refer or continue and the rationale needs to be recorded and kept on file. Details of the escalation,
the review and decision rationale and action are kept for all stages of the escalation process up to and including
the decision at Level 3 to record as an Unusual Transaction Report (internal record or however named) or to
file a Suspicious Activity Report (SAR or STR) with the relevant Authorities.
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4. Glossary
1. Terms
1.1 This section is a glossary of selected terms used generally in Trade Finance and in this Trade Finance Principles
Paper:
−

Acceptance: The act of giving a written undertaking on the face of a usance bill of exchange or draft, to pay
a stated sum on the maturity date indicated on the bill of exchange. If an acceptance is created by a Bank,
it is known as a Bankers Acceptance. If it is accepted by a corporate entity it is known as a Trade Acceptance.
In Bills for Collection, documents of title to shipped goods are typically exchanged for a usance bill of
exchange that has been accepted by the drawee (trade acceptance) when documents are sent using
Documents against Acceptance (D/A) terms.

−

Account Payable: A legally enforceable liability to a creditor recorded in the balance sheet, usually arising
from purchases of goods and services on an open account basis and evidenced by a received invoice due to
be paid within an agreed timeframe.

−

Account Receivable: A legally enforceable claim for payment held by a business enti ty against its customer
for goods supplied or services rendered in execution of the customer's order, and recorded on the balance
sheet. Such claims generally take the form of invoices raised by a business and delivered to the customer
for payment within an agreed timeframe.

−

Advising: The act of conveying the terms and conditions of a Documentary Credit, Guarantee or SBLC to the
beneficiary.

-

Advising Bank: The Advising bank is a Correspondent Bank or a Non-Customer Bank of the issuing bank,
usually located in the beneficiary’s country. It is the bank nominated in the DC to authenticate and advise
a DC, SBLC or Guarantee to the Beneficiary in accordance with the requirements of ICC Rules.

−

Amendment: An alteration to the terms of a Documentary Credit or SBLC or Guarantee. Amendments must
be issued by the issuing bank and advised to the beneficiary.

−

Anchor Party: A party, usually a large buyer, who facilitates a buyer-led supply chain finance programme
for its suppliers and whose credit risk is the economic basis of the finance provided. It is also used to
describe a large seller which orchestrates a programme of Receivables Purchase financings in relation to its
customers.

−

Anti-Boycott measures: This term refers to measures undertaken by FI’s to ensure that Trade Finance
transactions do not become subject to non-sanctioned embargoes designed to isolate or create economic
disadvantages for certain countries, where there is countervailing legislation that they are subject to.

−

Applicant: The person or entity who applies to their bank to issue a Documentary Credit, SBLC or Guarantee.
In the majority of DCs issued, the applicant is a buyer or importer of goods or services.

−

Back-to-Back Credit: A Documentary Credit issued against the security of another Documentary Credit
(master credit) on the understanding that reimbursement will stem from documents eventually presented
under the first credit (master credit) issued. It follows therefore that each side of a Back to Back transaction
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covers the shipment of the same goods although price differentials in the goods or services will exist since
this is usually where the beneficiary of the Master credit makes a profit.
−

BAFT: (The Bankers Association for Finance and Trade) is a leading international financial services trade
association whose membership includes a broad range of financial institutions throughout the global
community. BAFT helps bridge solutions across financial institutions, service providers and the regulatory
community that promote sound financial practices enabling innovation, efficiency, and commercial
growth. As a worldwide forum for analysis, discussion, and advocacy in international financial services,
BAFT engages on a wide range of topics affecting transaction banking, including Trade Finance, payments,
and compliance. BAFT member banks provide leadership to build consensus in preserving the safe and
efficient conduct of the financial system worldwide.

−

Beneficiary: A payee or recipient, usually of money. A party in whose favour a DC, SBLC or Guarantee is
established. The beneficiary is usually the exporter or seller of the goods or services.

−

Bill for Collection (BC): Documents (including a Bill of Exchange or Draft) submitted through a bank for
collection of payment from the drawee, also known as a Documentary Collection.

−

Bill of Exchange or Draft: A written unconditional order to pay, addressed by one party (the drawee) to
another, signed by the party giving it (the drawer), requiring the drawee to pay the drawer a specified sum
of money, on demand or at fixed or determinable future time.

−

BPO: Bank Payment Obligation is an irrevocable undertaking by a bank to make a payment as specified in
an agreed baseline of an electronic trade transaction made in accordance with the ICC BPO Rules,
Publication 750E, in an approved TMA supplied controlled system.

−

Clean Payment: Used to describe a payment which is handled without the presence of any underlying
commercial documents.

−

Collecting Bank: In Bills for Collections it is the Bank in the drawee’s (buyer’s) country that is instructed to
collect payment from the drawee.

−

Collection Order: Form submitted, with documents, to the remitting bank by the principal or exporter with
his instructions. Also known as Collection Instruction.

−

Connected Party: Person or entity that has some connection with the customer through having mutual
managers, directors, owners, partners etc.

−

Confirm or Confirming: Act of a bank, other than the issuing bank, assuming the liability for payment,
acceptance or negotiation of conforming documents presented under a Documentary Credit or SBLC.

−

Confirming Bank: Bank acting on the nomination of the issuing bank to act as the paying, accepting and
paying on due date against conforming documents submitted by the beneficiary.

−

Contingent Liability: A liability that arises only under specified conditions, e.g. when a bank opens a DC,
SBLC or guarantee it incurs an obligation to make a future payment on condition that a conforming demand
for payment is made under such DC, SBLC or Guarantee by the beneficiary.
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−

Credit: Where a bank lends money or assumes a contingent liability (that is providing a credit facility).

−

Default undertaking: An irrevocable obligation made by a bank to make a payment should a named party
fail to carry out or complete a stated activity within or by a specified time or date and in accordance with
the stipulated documentary requirements to fulfil the claim for payment.

−

Dilutions: are every situation that may reduce the value of an outstanding invoice except default by the
debtor. Typical causes are returns, credit notes, commercial disputes etc.

-

Disclosed or undisclosed: A situation when a finance provider undertakes a transaction such as a
receivables purchase it may or may not be advised to or disclosed to the underlying debtor. Undisclosed
might be described as Confidential or Non-Notification as in Confidential or Non-Notification Factoring.

-

Discounting: Act of purchasing or prepaying an accepted bill of exchange or documents presented under
Documentary Credit.

−

Discrepancy: Any deviation from the terms and conditions of a Documentary Credit, SBLC or Guarantee, or
from international standard banking practice or any applicable ICC rules found in the documents presented
there under, or any inconsistency between the documents themselves.

−

Documentary Collection: See Bill for Collection (BC).

−

Documentary Letter of Credit (DC): Is a written undertaking by a bank (issuing bank) given to the seller
(beneficiary) at the request of the buyer (applicant) to pay a stated sum of money against presentation of
documents complying with the terms of the credit within a set time limit. There are three types of
commercial DC: Sight DCs, Acceptance DCs and Deferred Payment DCs (the latter two types are often
referred to as “Usance DCs” whereby payment is to be made at a date determined by the terms of the
credit, e.g.: 120 days after Bill of Lading Date. A Deferred Payment DC is similar to an Acceptance DC except
that no Bills of Exchange or drafts are presented or accepted. The issuing bank is responsible to make
payment on the Due Date.

−

Documents against Acceptance (D/A): Instruction used in Bills for Collection for documents to be released
to the drawee in exchange for the drawee’s acceptance of the Bill of Exchange, Draft or an irrevocable
promise to pay at a determinable future date.

−

Documents against Payment (D/P): Instruction used in Bills for Collection for commercial documents to be
released to the drawee in exchange for payment.

−

Draft or Bill of Exchange: A financial document evidencing a demand for payment of a stated sum of money.
(see Bill of Exchange above).

−

Drawee: The party from whom payment is expected.

−

Drawer: The party who is demanding payment.

−

Due Date: Maturity date for payment.
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−

Due Diligence: the risk based process for identifying and knowing the customer; the risk based controls in
relation to parties who may not be customers. Requires gathering and storing of information about the
company, the managers, owners and beneficial owners (silent partners) if any, trading partners, countries
and goods or services traded.

−

Enhanced Due Diligence: Additional level of questioning required to be answered where initial investigation
of a customer or potential customer or counterparty has raised issues related to “risk indicators” or where
the RBA of the firm has identified that further CDD information is required to satisfy the requirements to
fulfil adequate due diligence in relation to that customer.

−

Embargoes: An embargo restricts commerce of exchange with a specified country. An embargo is usually
created as a result of unfavourable political or economic circumstances between nations. The restriction
looks to isolate the country and create difficulties for its governing body, forcing it to act on the underlying
issue.

−

Export Licence: A permit, either electronic or on paper, issued by a government department or licensed
body, including customs agencies, allowing the export of controlled items under stated conditions. Also
used in general when a country has Foreign Exchange controls.

−

FATF: The Financial Action Task Force (FATF) is an inter-governmental body established in 1989 by the
Ministers of its Member jurisdictions. The objectives of the FATF are to set standards and promote effective
implementation of legal, regulatory and operational measures for combating money laundering, terrorist
financing and other related threats to the integrity of the international financial system. The FATF is
therefore a “policy-making body” which works to generate the necessary political will to bring about
national legislative and regulatory reforms in these areas.
The FATF has developed a series of Recommendations that are recognised as the international standard
for combating money laundering and the financing of terrorism and proliferation of weapons of mass
destruction. They form the basis for a co-ordinated response to these threats to the integrity of the
financial system and help ensure a level playing field. First issued in 1990, the FATF Recommendations were
revised in 1996, 2001, 2003, and most recently in 2012 to ensure that they remain up to date and relevant,
and they are intended to be of universal application.

−

Financial Crime: Any criminal activity that involves the financial system or the use of money or anything
that is of value, in order to perpetrate or assist in the perpetration of a criminal activity.

−

FCR (FCR or FC risk): Are the risks associated with criminal activities involving the financial system. These
risks are identified by a bank’s risk assessment of its business and are then managed by the application of
the risk control framework the bank uses to mitigate those risks.

−

Guarantee: An undertaking by a bank to make payment to a named beneficiary against a formal complying
claim that another named party has failed to perform a specified action

−

Guarantor: The bank issuing the Guarantee

−

International Chamber of Commerce (ICC): ICC is the world’s largest business organization with a network
of over 6.5 million members in more than 130 countries. ICC works to promote international trade,
responsible business conduct and a global approach to regulation through a unique mix of advocacy and
standard setting activities – together with market leading dispute resolution services. ICC’s members
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include many of the world’s largest companies, SMEs, Business associations and local chambers of
commerce.24

24

−

Import Licence. A permit, either electronic or on paper, issued by a government department or licenced
body, including customs agencies, allowing the import of controlled items under stated conditions. Also
used in general when a country has Foreign Exchange controls.

−

ISP98: The International Standby Practices ISP98, ICC Publication No. 590.

−

Issuing Bank or Issuer: The bank that opens a Documentary Credit or SBLC or Guarantee at the request of
its customer, the applicant.

−

Letter of Credit (LC): Common parlance term. See Documentary Credit.

−

Negotiation: DCs: The purchase by a nominated bank of drafts (drawn on a bank other than the nominated
bank) or documents under a complying presentation under a Documentary Credit, by advancing or agreeing
to advance funds to the beneficiary on or before the banking day on which reimbursement is due to the
nominated bank.

−

Negotiation: BCs: The purchase or discounting of the Bill of Exchange or Draft of a Collection by the
Remitting Bank.

-

Network banks: Are non-customer banks and have no accounts, facilities or dedicated Relationship
Manager. They are sponsored by a global line of business and interactions are limited to document
exchanges and restricted SWIFT RMA message interactions. The settlement of any transaction is decoupled
from the document exchange and always made via a customer bank.

−

Nominated Bank: A bank requested to carry out a specified action in accordance with the UCP or ISP 98.

−

NPWMD: This term refers to the prevention of proliferation of nuclear, chemical, and biological weapons,
as well as their means of delivery.

−

Opening Bank: See Issuing Bank.

−

Payables finance: A SCF technique provided through a buyer-led programa within which sellers in the
buyer's supply chain are able to access financ by means of Receivables Purchase. The technique provides a
seller of goods or services with the option of receiving the discounted value of receivables (represented by
outstanding invoices) prior to their actual due date and typically at a financing cost aligned with the credit
risk of the buyer. The payable continues to be due by the buyer until its due date.

-

Performance risk: The risk associated with a party’s ability to meet its obligations under a contract, in
particular to procure, manufacture and ship goods, or provide services in a timely fashion according to
quality standards.

-

Physical Supply Chain: A term used to describe the totality of the organizations, systems, people, activities,
information, and resources involved in moving a product or service from supplier to a buyer.

Definition from www.iccwbo.org
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25

−

Presentation: In Documentary Credit, SBLC and Guarantees, it is either the delivery of documents under a
Documentary Credit and SBLC or Guarantee to the issuing bank or guarantor or to the nominated bank, or
the documents so presented. In Bill for Collection, it is the act of a collecting bank, performing in the capacity
of presenting bank, which contacts the drawee for payment or acceptance in accordance with the collection
instruction.

−

Presenting Bank: Under Documentary Credit SBLC and Guarantees, it is the bank that presents drafts and
or documents or a claim for payment. In Bill for Collection, it is the collecting bank that makes presentation
to the drawee.

−

Principal: A term used in BCs that means the party entrusting the handling of a collection to a bank.

−

Receivable: The amount due from a Debtor or Obligor to a Creditor. This includes, but is more extensive
than trade-related Account Receivables and for instance covers the amount due under a Negotiable
Instrument.

−

Receivables Discounting: A defined SCF technique herein and is a form of Receivables Purchase, flexibly
applied, in which sellers of goods and services sell individual receivables or numbers of receivables
(represented by outstanding invoices) to a finance provider at a discount.

-

Receivables Purchase: An agreement between a finance provider and a client (supplier) to cover the
purchase of individual or a portfolio of receivables.

−

Red Flag: So called from FATF and US Treasury typologies. Event triggers or indicators that are used to
identify when a review or escalation activity needs to take place. Firms identify, (through their RBA
processes, activities, data, or risk indicators) their own risk indicators for transactions, enhanced CDD
requirements and escalation points. (For further reference; please see the BAFT issued Guidance for
Identifying Potentially Suspicious Activity in Letters of Credit and Documentary Collections, March 2015)25.

−

Reimbursing Bank: The bank nominated by the DC issuing bank that will pay the value of the DC to the
negotiating/paying bank.

−

Related Party: Person or entity that is a subsidiary, associate, that has a relationship to the customer that
is not at arm’s length.

−

Relevant Party: Person or entity that is identified as appropriate to carry enhanced due diligence screening
when the name appears in related documents or in research activities during the on boarding or review
processes.

−

Remitting Bank: A term used in BCs that means the bank to which the principal has entrusted the handling
of a collection.

−

RBA (RBA): The RBA relates to the steps taken for individual customers or transactions, based on that FI’s
analysis of the risks in relation to the parties involved, the type of transaction, monetary value of the

BAFT (2015), https://baft.org/policy/document-library
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transaction and other factors that may either increase or reduce the risk of financial crime in any given
transaction. The Wolfsberg Group has issued general guidance on a RBA26 in relation to Trade Finance.
−

Sanctions: An official order, such as, but not limited to, the stopping of trade, which is taken against a
country in order to make it obey international law.

−

Schedule: The remitting, negotiating, presenting bank's letter covering bills of exchange and or documents
sent to the collecting or issuing bank, which lists the documents attached and gives collection and or
payment instructions. In BCs this is also known as the Collection Instruction.

−

Screening: Processes, usually automated, whereby lists of names, entities, persons or countries derived
from various official sanctions or prohibited persons lists are used to identify possible fraud, sanctions or
other concerns with respect to a relationship or transaction.

−

Sight: A term used to mean immediate payment. A bill of exchange or draft payable at sight is payable on
presentation to the drawee, i.e. on demand.

−

Standby Letter of Credit: A written undertaking by a bank (issuing bank) at the request of the applicant, to
issue an irrevocable undertaking in favour of a named beneficiary.

-

Supply Chain Finance: The use of financing and risk mitigation practices and techniques to optimize the
management of the working capital and liquidity invested in supply chain processes and transactions. SCF
is typically applied to open account trade and is triggered by supply chain events. Visibility of underlying
trade flows by the finance provider(s) is a necessary component of such financing arrangements, which can
be enabled by a technology platform.

−

SWIFT: The Society for Worldwide Interbank Financial Telecommunication, headquartered in Belgium, is a
global member-owned cooperative and is the world’s leading provider of sec ure financial messaging
services.

−

SWIFT RMA: The RMA (Relationship Manager Application) is a messaging capability that enables members
of the SWIFT network to exchange messages over the network. The use of RMA is mandatory for sending
and receiving any SWIFT message. RMA Plus: Is a more restrictive arrangement allowing banks to limit the
message types that can be exchanged between “correspondent network banks”.27

−

Trade Based Money Laundering: Trade Based Money Laundering (“TBML”) has become a widely used term.
It covers a broad spectrum of financial and other services, including those financial services referred to as
Trade Finance, but also transactional activities across current and deposit accounts, payments etc., which
are not in the purview of Trade Finance operations of FIs. Typologies given by regulators in respect of TBML
often describe in detail the use of ”Funnel Accounts” as a part of a TBML typology. Detection of such funnel
account operations may only be discovered by a bank’s account activity monitoring systems and
programme, and rarely through the trade transactions activity. Often the funnel accounts are not in the
trade financing bank, with transfers of money from funnel accounts being made against false invoices or
processes to bring the money into the account of the trade relationship in order to fund the legitimate trade

26

Wolfsberg Statement - Guidance on a Risk Based Approach for Managing Money Laundering Risks (2006), http://www.wolfsberg principles.com/pdf/standards/Wolfsberg_RBA_Guidance_(2006).pdf
27
See the Wolfsberg Group’s “Guidance on SWIFT Relationship Management Application (RMA) Due Diligence” paper (2016),
http://www.wolfsberg-principles.com/pdf/home/SWIFT-RMA-Due-Diligence.pdf
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transactions of the trading company. Often the trading company will have been taken over by the money
launderers to facilitate the layering process.
−

Transaction Monitoring: Process, either automated or manual, that is post transaction, whereby
transactions are reviewed and assessed to identify if there are any suspicious or unusual activities or
patterns in the customer’s behaviours.

−

Transferable Credit: Permits the beneficiary to transfer all or some of the rights and obligations under the
Documentary Credit to one or more second beneficiaries. Not all DCs are transferrable. In order for a DC to
be transferrable there must be a “Transfer clause” in accordance with the UCP, clearly noted in the text of
the credit or by using the correct SWIFT message type, MT 720, 721.

−

TMA: Transaction Matching Application is an independent electronic system operating a message platform
in compliance with ISO 20022 which has transaction matching algorithms defined to manage a trade
transaction in purchase order detail so that the seller and buyer can be confident that the order as placed
is fulfilled. A bank or banks may add their Bank Payment Obligation to the transactions to provide certainty
of payment. An example of a TMA is the SWIFT TSU (Trade Service Utility) provided as a service to member
banks.

−

UCP 600: ICC publication, Uniform Customs and Practice for Documentary Credits (2007 revision).

−

Unexplained Third Party: Person or entity that appears in a transaction or payment instruction where there
has been no previous identification of that person or entity in the structure or documentation relating to
the transaction.

−

URC 522: ICC publication, Uniform Rules for Collections (1995 revision).

−

URDG 758: ICC Uniform Rules for Demand Guarantees.

−

URC 725: Uniform Rules for Bank to Bank Reimbursements.

−

Usance Bill: A Bill of Exchange (draft) which allows the drawee a term or period of time before payment
(this period is also called usance). The term is usually stated in days (e.g. 30 days) and starts either from the
date of the bill (e.g. 30 days date), from the date of shipment, or from sight by the drawee (e.g. 30 days
sight) which in practice means from the date of acceptance.

−

Waive: To relinquish a right; used in BCs with charges and or interest to be collected from the drawee; used
in relation to DCs where the issuing bank agrees to pay for documents presented after waiving the presence
of discrepancies in the documents.

−

With or without recourse: in the case of ‘with recourse’ financing, the finance provider relies on the seller
(of a receivable claim) for any shortfall in the event of non-payment. In a 'without recourse’ facility or
agreement, the finance provider relieves the seller of any further liability for the dent and accepts the entire
credit risk of non-payment itself.
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−

Wolfsberg Group: The Wolfsberg Group is an association of thirteen global banks which aims to develop
frameworks and guidance for the management of FCRs, particularly with respect to Know Your Customer,
Anti-Money Laundering and Counter Terrorist Financing policies. The Wolfsberg Group consists of the
following financial institutions: Banco Santander, Bank of America, Bank of Tokyo-Mitsubishi UFJ, Ltd,
Barclays, Citigroup, Credit Suisse, Deutsche Bank, Goldman Sachs, HSBC, JPMorgan Chase, Société Générale,
Standard Chartered and UBS.

−

Working Capital: The financial resources invested by a business in financing its current trading operations
usually expressed as the difference between Current Assets (receivables, inventory and operating cash
balances) and Current Liabilities (payables and short term debt).
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Appendix I: Documentary Credits
1. Introduction
1.1 The Trade Finance Principles Paper sets out the background to Trade Finance, as defined in Section 1 of the Core
paper of this document, and addresses associated FCRs. The paper also comments on the application of controls
in general and makes some observations on the subject of future co-operation between relevant stakeholders.
1.2 This appendix provides guidance on the specific application of controls by Banks28 in the context of Documentary
Credits (DCs). It is intended to reflect standard industry practice. In order to fully illustrate these controls the
appendix uses a simplified scenario and then describes in some detail the control activities applied by the Banks
involved. Where appropriate, any variations on the simplified scenario will be addressed.
1.3 The controls fall into the following categories:
a. Due Diligence: Defined in this paper as:
 the risk based process for identifying and knowing the customer;
 the risk based controls in relation to parties who may not be customers.
Given the range of meanings, reference will be made as necessary to appropriate risk based checks.
Each bank’s established CDD policies should designate which party to a trade transaction is the customer
and therefore subject to the bank’s due diligence process. It is not the responsibility of the bank to perform
due diligence on all parties to a trade transaction. (Refer to Section 2.1 of the Trade Finance Principles, Core
Paper).
Banks should have risk based policies and procedures covering CDD, whereby all customers of the bank,
which includes correspondent banks, will be subject to the bank’s CDD procedures. Due diligence
information should be made available to all areas handling Trade Finance customers and transactions, to
enable them to understand the customer profile (including expected activity) and identify potential
suspicious activity.29
b. Review: Defined as any process (whether manual or automated) to review relevant information available
in a transaction relating to the relevant parties involved, documents and data presented and instructions
received. Certain information can, and should, be reviewed and checked before transactions are allowed
to proceed.
Reviewing activity, as described in this paper, equates to document checking where the documents and
their contents are checked for conformity. Appropriate FCR checks should be done based on the
information in the documents , transaction details and relevant information from the CDD profile.
References to “review cycle” relate to the customer CDD review process whereby the relationship as a
whole is “reviewed” on an agreed cycle, typically a one to three year cycle dependent upon the bank’s risk
assessment of the customer.

28

Within this appendix, reference to Banks rather than FIs will be used given the need to refer to Banks in an accepted technical context in relation
to DCs
29
BAFT: Guidance for Identifying Potentially Suspicious Activity in Letters of Credit and Documentary Collections (2015),
https://baft.org/policy/document-library
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c. Screening: Processes, usually automated, whereby lists of names, entities, persons or countries, derived
from various official sanctions or prohibited persons lists are used to identify possible fraud, sanctions or
other concerns with respect to a relationship or transaction.
1.4 Transaction Monitoring: Defined as any activity to review completed or in progress transactions for the
presence of unusual or potentially suspicious features. For Documentary Trade transactions, it should be
recognised that it is difficult, if not impossible, to introduce any standard patterning techniques in relation to
transaction monitoring processes or systems. This is due to the range of variations which are present even in
normal trading patterns. The significant presence of paper documents in this type of trade, and the continuing
difficulty of global trade businesses to fully adopt standardised electronic solutions, will continue to see a need
for manual input even in transaction monitoring. While the latest technological developments may give rise to
the possibility of automation and pattern based recognition systems, these systems are still under development,
are unproven and represent investment requirements that will be attainable only to larger banks. A summary
of control activities is provided in tabular form at the end of this appendix. For further reference, some of the
terms used in this guidance are defined in Section 4: Glossary of Terms.
1.5 It is important to note that with DCs the banks typically operate in accordance with ICC Publication No. 600 –
Uniform Customs and Practice for Documentary Credits.30 The extent of reviewing activity which banks carry
out is determined by their responsibilities as defined within these internationally accepted rules. These rules
are fundamentally different to the rules governing Bills for Collection (refer to Appendix II).
The checking of information in documents to meet the requirements of the DC under UCP and International
Standard Banking Practice is not the same as checking documents for AML or sanctions purposes. The UCP does
not require the line by line detailed examination of all documents presented, nor of the printed terms and
conditions on documents such as transport, insurance and other “official” documents presented. The AML
checks will be based on the RBA of a bank and its instructions and education given to trade operations and
related staff.

2.

Simplified Scenario - DC

Party X
Applicant/
Buyer/
Importer

2=DC
Application

Bank A
Applicant
Bank /
Issuing
Bank

3=DC Issued

Bank B
Advising
Bank

4=DC Advised

Party Y
Beneficiary
/ Seller /
Exporter

1=Contract between buyer and seller

2.1 As depicted in the diagram, Party X is purchasing goods from one of their suppliers, Party Y. Party X is the
customer of Bank A, and Party Y may or may not be a customer of Bank B.

30

“The Uniform Customs and Practice for Documentary Letters of Credit (2007 Revision), ICC Publication No. 600
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2.2 Prior to shipping the goods, Party Y wants to know that they will be paid once the shipment has been made, so
Party Y requests that a DC be issued in its favour, with payment to be made only against the receipt of stipulated
documents related to the shipment of goods by Party X’s Bank, Bank A.
2.3 Party X instructs Bank A to issue a DC in favour of a Seller, Party Y.
2.4 Bank A selects Bank B (its correspondent bank or Party Y's nominated bank) to advise the DC to Party Y locally.
After the presentation of documents by Party Y through Bank B, and having found the documents to be in
order, Bank A will pay under the DC.
2.5 An overview of the due diligence and reviewing activities is provided in the tables below.

3.

Due Diligence Overview - DC
Party X
Applicant / Buyer /
Importer

Party Y
Beneficiary /
Seller / Exporter
d) CDD

a) CDD

Bank A
Applicant Bank/
Issuing Bank

b) CDD

Bank B
Advising Bank

c) CDD

3.1 The banks conduct due diligence, which usually follows the pattern described below:31
a. Bank A will conduct due diligence on Party X (when on boarding and during the account CDD review cycle).
b. Bank A should conduct appropriate risk based due diligence on Bank B and at CDD review.
c. Bank B should conduct appropriate risk based due diligence on Bank A and at CDD review.
d. Bank B will conduct risk based due diligence on Party Y where Party Y is B’s customer.
e. Bank B will conduct appropriate risk based control checks on Party Y where Party Y is not B’s customer.

31

This information is obtained prior to transactional activity and the data is made available to the processing department during the transactiona l
verification process.
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4.

__________________________________________

Review Activity Overview - DC
Party X
Applicant /
Buyer /
Importer

4=Shipment of Goods

1=DC Application /
Request

Bank A
Applicant
Bank/
Issuing Bank

Party Y
Beneficiary /
Seller /
Exporter

3=DC Advised

5=Documents under DC

2=DC Issued

Bank B
6=Documents Delivered Advising Bank
7=Payment

4.1 Once the DC is initiated by Party X the banks will, in the normal course of DC practice, review the transaction
at various stages through to the eventual payment being made. This reviewing activity will normally follow the
pattern described below:
a. Bank A will review the DC application from Party X (before agreeing to issue DC).
b. Bank B will review the DC as issued when received from Bank A (before agreeing to advise it).
c. Bank B may review the documents presented by Party Y (when receiving them under the DC from Party
Y) applying a RBA.
d. Bank A will review the documents and payment instructions presented by Bank B (before paying Bank B who will in turn pay Party Y).
e. Bank A and Bank B will screen the payment which they make or receive as per their financial crime policy,
procedures and controls.

5. Controls undertaken by Bank A
5.1 Party X Due Diligence:
a. Bank A should conduct due diligence32 as appropriate on Party X (who is a customer of Bank A) prior to
issuance of the original DC. This is likely to involve a series of standardised procedures for account opening
32

Identification, verification screening, CDD (and credit approval)
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within Bank A. The due diligence will support an on-going relationship with Party X and is not required for
each subsequent DC applied for.
b. This would be available for use by Trade Finance operations for confirmation that each transaction is in
accordance with the CDD profile.
c. Bank A’s due diligence process should include, where DC facilities are required, the following questions:
 The countries in relation to which Party X buys and sells
 The goods traded
 The type and nature of parties with whom Party X does business (e.g. customers, suppliers, etc. This
does not imply that a counter party CDD is required)
Based on the responses to these questions, it may be required to conduct EDD.
d. Additionally, Bank A can be expected to have a RBA to obtaining information on a transactional basis
about the role and location of agents and other third parties used by Party X in relation to the business
(where this information is provided by Party X).
5.2 Enhanced Due Diligence (EDD):
a. An enhanced due diligence process should be applied, within the normal process of due diligence, where
Party X falls into a higher risk category or where the nature of their trade, as disclosed during the standard
due diligence process, suggests that enhanced due diligence would be prudent (See the FATF 40
Recommendations,33 Section 10 Guideline H).
b. An EDD process should be designed to ensure clear understanding of the trade cycle, to gain assurances
regarding customers’ compliance systems (which could include but are not limited to cross border
controls and licencing regulations) and to ensure understanding of payment flows.
c. Trigger Events:
There may be trigger events during the on boarding stage or during the ongoing review of a relationship
or during the transaction process




The nature of business and the anticipated or actual transactions as described and disclosed in the
initial due diligence stage or during the relationship may not necessarily suggest a higher risk category.
However if, during the course of any transaction, any additional risk factors become apparent, this
may warrant additional or enhanced due diligence
This due diligence may include third parties (i.e. parties not associated with Bank A, intermediaries
or traders using back to back or transferable DCs to unconnected other parties)

5.3 Bank B Due Diligence:
a. Bank A should undertake appropriate due diligence on Bank B, depending on the nature of the
relationship between Bank A and Bank B. The due diligence will support an on-going relationship with
Bank B, which will be subject to a relevant risk based review cycle. Therefore, additional due diligence on
Bank B for any subsequent transactions is not required.

33

FATF 40 Recommendations (2012), http://www.fatf-gafi.org/publications /fatfrecommendations/documents/fatf-recommendations.html
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b. See the Wolfsberg Correspondent Banking Principles 34 and FAQs for guidance with respect to the level of
due diligence to be performed in relation to Bank B.
5.4 Reviewing of transactional information:
Reviewing and screening will occur at initiation and during the life cycle of the DC transaction, principally at
the following stages:
a. Receipt of the initial DC application (and any amendments) from Party X
b. Receipt and checking of documents presented by Party Y through Bank B
c. Payment
d. At other times where material changes to the transaction occur.
In practice, once a DC has been issued, Bank A has an obligation to complete the transaction. Only if subsequent
reviewing activity shows a positive screening match would Bank A be in a position to stop the transaction.
Depending on local law there may be circumstances where fraud would also allow the transaction to be
stopped.
The documentation presented to Bank A will be examined to ensure compliance with the DC and in accordance
with the UCP and international banking standards.35 This review does not need to involve a detailed
examination of all the information in all the documentation.
A detailed explanation of potential reviewing activities is set out below.
Stage 1: Reviewing the DC application
Appropriate reviews should be conducted by Bank A in relation to the Documentary Credit application when
received from Party X, which takes account of the following:
Sanctions and Terrorist lists which may affect:
o Directly, Party Y as a named target
o The country in which Party Y is located
o The goods involved
o The country where goods are shipped from, disclosed transhipment points and destination
points
o All other names appearing in the DC
The countries, which are rated as high risk for other reasons, in which:
o Bank B or Party Y are located
o The transportation of goods occurs
The goods described in the transaction to check if:
34

Wolfsberg Anti-Money Laundering Principles for Correspondent Banking (2014), http://www.wolfsberg-principles.com / pdf
/standards/Wolfsberg-Correspondent-Banking-Principles-2014.pdf
35
The relevant ICC Rules for DCs are “The Uniform Customs and Practice for Documentary Letters of Credit (2007 Revision), ICC Publication No.
600, and “The Uniform Rules for Collections, ICC Publication No. 522”.
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o

The type and quantity of goods, and value of transactions, is not inconsistent with what is known
of Party X

The seller (Party Y)
o On the face of the application they are the kind of counterparty which is consistent with what is
known of Party X and their business
Risk indicators and Unusual Activity
Depending on the information arising from this reviewing process Bank A may need to:
o Make further internal enquiries as to the appropriate course of action
o Request more information from Party X before agreeing to proceed with the transaction
o Allow the transaction to proceed to issuance of the DC, but make a record of the circumstances
that allowed the DC to be issued for review purposes
o Depending on circumstances, local regulatory and legal requirements Bank A must file a
suspicious activity report to the appropriate Authority and take any additional action as required
by local laws and regulations
Stage 2: Reviewing the documents presented under the DC
Appropriate reviews should be conducted by Bank A in relation to the documents presented by Bank B,
which should take account of the following:


The lapse of time between stage 1 and stage 2, since this can raise the need for a further check of
any relevant sanctions or binding local regulations



Local legal requirements



The screening of all names and parties related to the transaction against current applicable lists



The extent to which documents presented match the information already checked in the DC at the
time of presentation. If the information matches, it means that the reviewing would have already
taken place when checking the DC, therefore relevant AML reviewing activities do not need to be
repeated.



Checking of the received documents against any Risk indicators or scenarios that Bank A has
determined to apply in its RBA.



Decline the transaction if enquiries do not provide reasonable explanations and, subject to
circumstances and local legal requirements, submit an internal suspicious activity report to the
appropriate department that handles FCRs.



Depending on circumstances, local regulatory and legal requirements Bank A must file a suspicious
activity report to the appropriate Authority and take any additional action as required by local laws
and regulations.
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−

Stage 3: Making the payment

When making payment, Bank A will screen the names in the payment instructions, including the names
of any banks involved. Therefore in the event that Party Y requests transfer of funds to an account with
a bank not involved in the DC, that bank’s name should be subjected to screening by Bank A.
5.5 Monitoring:
a. For Bank A the monitoring opportunities arise from:
−
The normal procedures for monitoring Party X’s account and transactional activity
−
Party X’s activity observed from business as usual trade processing
5.6 Ongoing Due Diligence by Bank A:
a. Bank A will rely heavily on the initial and ongoing due diligence conducted on Party X. It will not be
practical or commercially viable for Bank A continually to seek additional assurances from Party X as every
new transaction is received for processing. This would hamper the efficiency of processing and undermine
the trust which is normal in the relationship between Bank A and Party X.
b. There should be ongoing reviews of the relationship on a periodic basis.

6. Controls undertaken by Bank B
6.1 Due Diligence:
a. It will not normally be practical for Bank B to undertake any due diligence on Party X aside from the
reviewing of Party X’s name against sanctions or terrorist lists.
b. Bank B should undertake appropriate due diligence on Bank A. The due diligence may support an ongoing relationship with Bank A which will be subject to a relevant risk based review cycle. Due diligence
on Bank A is not therefore required in relation to each subsequent transaction.
c. In other circumstances Bank B may simply act as a local processing correspondent in which case due
diligence may be conducted on a different basis. As a minimum Bank B will need to ensure that there is a
means of authenticating any DC received from Bank A.
d. See the Wolfsberg Correspondent Banking Standards 36 and the Wolfsberg Guidance on SWIFT
Relationship Management Application (RMA) Due Diligence37 for guidance with respect to the level of due
diligence to be performed in relation to Bank A.
e. Bank B may have an existing relationship with Party Y in which case appropriate due diligence procedures
should already have been completed.

36

Wolfsberg Anti-Money Laundering Principles for Correspondent Banking (2014), http://www.wolfsberg-principles.com/pdf/standa rds /
Wolfsberg-Correspondent-Banking-Principles-2014.pdf
37
Wolfsberg Guidance on SWIFT Relationship Management Application (RMA) Due Diligence (2016), http://www.wolfsberg-principles.com/
pdf/home/SWIFT-RMA-Due-Diligence.pdf
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f.

However, Bank B may not have any relationship with Party Y because Bank A could have selected Bank B
for its own reasons (e.g. there is an existing correspondent relationship in place between Bank A and Bank
B). Alternatively Party Y’s own bank may not engage in Trade Finance business or the processing of DCs.
In this case Bank B will need to undertake certain checks in relation to Party Y as described below as per
the banks RBA.

g. Furthermore, Bank B may act in a number of different capacities in addition to that of the advising bank
as described in the simplified scenario at the beginning of this guidance. Each role as defined by the UCP
determines the level of review that a bank will undertake, and therefore the level of compliance related
activity will depend on that role.
It is important to recognise these different roles, as they have a direct bearing on the controls which will
apply in the context of checks (and reviewing and monitoring), undertaken by Bank B in different
situations. Furthermore, there may be other banks which will, out of necessity, become involved in the
transaction before it is fully completed.
The following table illustrates the different roles of Bank B and the checks which may be needed in respect of Party
Y, in addition to the usual checks as defined in Stage 1, 2 and 3 above:
Role of Bank B

Checks conducted in relation to Party Y where Y is not B’s
customer

Advising bank

Name screening of Party Y for Sanctions purposes.

Transferring bank

Name screening of Party Y for sanctions purposes.
Payment must only be made to a bank (which has been name screened for
sanctions) through an established payment channel.
Additional checks on Y may be required using a RBA.

Confirming bank

Name screening of Party Y for sanctions purposes.
Payment must only be made to a bank (which has been name screened for
sanctions) through an established payment channel.
Additional checks on Y may be required using a RBA.

Negotiating or discounting a presentation under
DC

Name screening of Party Y

Making payment on behalf of Bank A after
handling documents

Name screening of Party Y for sanctions purposes.
Payment must only be made to a bank, (which has passed name screening for

Presentation of documents to Bank B has to occur via Party Y’s Bank (i.e. no direct
presentation of documents by Party Y without appropriate non-customer risk
based controls)
Payment must only be made to a bank (which has been name screened for
sanctions) through an established payment channel.
Additional checks on Y may be required using a RBA

sanctions), through an established payment channel.
Reimbursing bank – will debit bank A’s account to

Payment must only be made to a bank (which has been name screened for

settle the claim from the bank which pays Y

sanctions) through an established payment channel.

h. Bank B may well undertake all these roles if they are required. If another bank is undertaking any of these
additional roles then the same checks would be relevant for that other bank.
i.

Additional checks in relation to Bank A or Party Y may be appropriate where higher risk factors become
evident. This would be the case whether or not there is an existing relationship with Bank B in accordance
with Bank B’s RBA.
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6.2 Reviewing:
a. Reviewing may take place principally at three stages; - i.e. reviewing the DC issued while advising,
transferring, confirming, reviewing the documents presented and making the payment. A detailed
explanation of potential reviewing activities is set out below:
Stage 1: Reviewing the DC received
Appropriate reviewing should be conducted by Bank B in relation to the DC when received from Bank A, which
will take account of the following:


Sanctions and Terrorist lists, which may affect:
o Directly, any named Party
o The country in which Party X is located
o The goods involved
o The country where the goods are shipped from, any disclosed transhipment points and
destination points
o Names appearing in the DC



The countries which are rated as high risk for other reasons in which:
o Bank A or Party X are located
o The transportation of goods occurs



The goods described in the transaction to ensure that:
o The nature, type and value of these goods appear to make sense



The applicant of the DC (Party X) to ensure that:
o As a result of any screening activity Bank B would not regard them as unacceptably high risk

Risk indicators and Unusual Activity


Depending on the information arising from this reviewing process Bank B may need to:
o Make further internal enquiries as to the appropriate course of action
o Request more information from Bank A (or Party Y) before agreeing to proceed with the
transaction
o Allow the transaction to proceed but make a record of the circumstances for reviewing purposes
o Depending on circumstances, local regulatory and legal requirements, Bank A must file a
suspicious activity report to the appropriate Authority and take any additional action as required
by local laws and regulations
Stage 2: Reviewing the documents presented



Appropriate reviewing should be conducted by Bank B in relation to the documents presented by Party
Y which should take account of the following:
o The lapse of time between Stage 1 and Stage 2 since this might raise the need for a further check
of any relevant sanctions or binding local regulations
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o

o
o

The extent to which the documents presented comply with the terms and conditions of the DC
and that the documents are consistent among themselves and the information contained therein
do not conflict
Whether an unusual payment instruction is given by Party Y
The screening of all names and parties related to the transaction against current applicable lists



Depending on the information arising from this reviewing process Bank B may need to:
o Make further internal enquiries as to the appropriate course of action
o Request more information from Party Y before agreeing to proceed with the transaction
o Allow the transaction to proceed but make a record of the circumstances for review purposes



Checking of the received documents against any Risk indicators or scenarios that Bank B has determined
to apply in its RBA.



Depending on circumstances, local regulatory and legal requirements, Bank A must file a suspicious
activity report to the appropriate Authority and take any additional action as required by local laws and
regulations.

Stage 3: Making the payment


When making payment Bank B will review the names in the payment instructions, including the names
of any banks involved.

6.3 Monitoring:
For Bank B the monitoring opportunities arise from:
a. The normal procedures for monitoring the activity relevant to their correspondent Bank A. This will be
dependent upon the systems in place to measure such activity as per the bank’s RBA.
b. Where Party Y is Bank B’s customer, the normal procedures for monitoring the account and payment
activity.
c. Where Party Y is not Bank B’s customer, activity observed from business as usual trade processing.
6.4 Limitations faced by Bank B:
a. Bank B is not the originator of the transaction, but is requested to act on instructions received from Bank
A (although it is not obliged to do so). In accordance with established practice for handling DCs, Bank B
will have limited time in which to act upon such instructions. Bank B may then receive supplementary
instructions from either Bank A or Party Y.
b. The level of reviewing and monitoring which Bank B may conduct on Bank A, or Party Y in the absence of
an existing and established relationship with any of them, will be subject to a RBA related to the precise
capacity in which it is acting. This may be li mited to reviewing relevant Party names against sanctions or
terrorist lists.
7.

Risk Indicators, Pre- and Post-Event:
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a.

A DC is an independent undertaking issued by a bank on behalf of its customer to support a business
transaction between the bank’s customer (usually the buyer) and the counter party (usually the seller).
Contract terms will be agreed between seller and buyer a nd then communicated to the buyer's bank so
that the DC can be issued. The terms of each DC reflect a unique combination of factors involving the
specific nature of the underlying trade transaction, the nature of the business relationship between the
counterparties to the transaction, the nature and terms of the financing arrangement, and the nature of
the relationship between the financial institutions that are Party to the financing and payment
arrangements.

b. Since the full execution of each DC transaction is a fragmented process involving a number of parties,
each with varying degrees of information about the transaction, it is extremely rare for any one Bank to
have the opportunity to review an overall trade financing process in complete detail given the premise
of the trade business that banks deal only in documents. Furthermore it is relevant to note that:

Different Banks have varying degrees of systems capabilities which will lead to industry wide
differences in their reviewing abilities

Commercial practices and industry standards determine finite timescales in which to act.

Banks around the world, especially those located in developing countries, are at different levels of
maturity as far as application of ML, CDD and Sanctions risks and the mitigation thereof (variations
in the level of sophistication of FCR systems and processes in banks can be extreme, even within a
single country). In determining whether transactions are unusual due to over or under invoicing (or
any other circumstances where there is misrepresentation of value) it needs to be understood that
Banks are not generally equipped to make this assessment.
c. For Banks involved in processing DCs, the knowledge and experience of their trade staff must therefore
serve as the first and best line of defence against criminal abuses of these products and services.
Reviewing trade documentation is a highly manual process, requiring that the commercial documents
that are presented for payment are compared against the terms and conditions of the DC in accordance
with the applicable ICC rules for International Standard Banking Practice.
d. Potentially there are a large number of risk indicators. Against this background it is important to
distinguish between:
 Information which must be validated before transactions are allowed to proceed or complete and
which may prevent such completion. (e.g. a terrorist name, sanctioned entity)
 Information which ought to be used in post event analysis as part of the investigation andsuspicious
activity reporting process.
e. Banks should look to put into place systems (either manual or automated) to monitor the risk indicators
and their customers’ business flows and have processes to review and escalate concerns appropriately.
f.

Appended below is a list of some of the ris k indicators which might become apparent in the handling of
a DC transaction. This table does not contain the full range of risk indicators which might apply generally
across the customer to bank relationship, but is specifically targeted to cover some of the risk indicators
related to the processing of a DC transaction. It is also important to note that some risk indicators will
only become apparent after the transaction has taken place and will only be known to law enforcement
or financial investigation units as part of their formal investigation processes. Banks should derive their
own set of risk indicators from their risk assessments.
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Some Risk Indicators (not exhaustive)
WHAT: Activity or information connected with the DC

WHEN: Pre or post transaction

Deal structures

PRE or POST

 Beyond capacity and or substance of customer
 Improbable goods, origins, quantities, destination
 Unusual complexity and or unconventional use of financial products
Goods

PRE – as part of on boarding CDD

 Applicable import or export controls regulations may not be complied with
 Blatant anomalies in value versus quantity
 Totally out of line with customer’s known business

PRE or POST

Countries and names
 On the Sanctions or terrorist list

PRE

Countries

PRE or POST

 On the Bank’s high risk list
 Any attempt to disguise or circumvent countries involved in the actual trade
Payment instructions

PRE or POST

 Illogical
 Last minute changes
Repayment arrangements

POST

 Third parties are funding or part funding the DC value (just in time account credits to
the settlement account)
DC patterns

POST

 Constantly amended or extended
 Routinely cancelled or unutilised
DC Parties

PRE or POST

 Connected applicant and beneficiary
 Applicant documentation controls payment
Discrepancies in documents (not necessarily grounds for rejection under UCP600)

PRE or POST

 Goods descriptions differ significantly
 Especially invoice v shipping doc
 Unexplained third parties
Discrepancies waived
 Advance waivers provided
 Absence of required transport documents
 Significantly overdrawn DC (tolerance allowed by standard practice)

PRE or POST

Appendix G

Summary of possible controls (as falling within each bank’s RBA) described in this guidance on the lifecycle
of the DCs
REVIEWING STAGE
WHO OR WHAT IS REVIEWED AGAINST WHAT
BY WHOM
Account Opening Party X

 Party X

Appropriate due diligence

Bank A

Account Opening Party Y where Party
Y is a customer of Bank B

 Party Y

Appropriate due diligence

Bank B

DC Issuing request from Party X

 Party X

Sanctions lists
Local applicable export control
lists if known

Bank A

 Party Y and or other named parties
 Names & Countries
 Goods type
 Ports

AML Checks as per interna l
procedures.

 DC structure
 Risk indicators
Bank A issues DC to Bank B

 Bank B

Sanctions list

Bank A

Bank B receiving DC from Bank A

 Bank A

Bank B

 Party X

Sanctions lists
Local applicable export control
lists

 Party Y and or other parties
 Names & Countries

AML Checks as per interna l
procedures.

 Goods type
 Ports
 DC Structure
 Risk indicators
 Party Y

DC advising by Bank B to Party Y

1. Appropriate customer risk
based controls;

Bank B

2. Appropriate non-custome r
risk based controls – (this will
vary depending on whether
Party Y is a customer of Bank B
and the exact capacity of Bank B)
Presentation
of
Party Y to Bank B

documents

by

 Bank A





Party X
Party Y and other parties
Names & Countries
Goods type

Sanctions lists

Bank B

Local applicable export control
lists
AML Checks as per interna l
procedures.

 Vessel name
 Shipping company or carrier or
agent
 Ports
 DC Structure
 Risk indicators
Presentation
of
Bank B to Bank A

documents

by

 Vessel Name

Sanctions lists

 Shipping company or carrier or
agent

AML Checks

Bank A

 New named parties or countrie s
not mentioned in DC
 Documents
 Goods type
 Risk indicators
Payment by Bank A to Bank B

 Names on the payment instruction

Sanctions lists

Bank A

AML Checks
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Payment by Bank B to Party Y

 Names on the payment instruction

Sanctions lists

Bank B

AML Checks

Appendix II: Bills for Collection
1. Introduction
1.1 The Trade Finance Principles Paper sets out the background to Trade Finance as defined in section 1 of the core
paper and addresses associated FCRs. The paper also comments on the application of controls in general and
makes some observations on the subject of future co-operation between relevant stakeholders.
1.2 This appendix provides guidance on the specific application of controls by Banks38 in the context of Bills for
Collection (BCs). It is intended to reflect standard industry practice. In order to illustrate these controls fully, the
appendix uses a simplified scenario and then describes in some detail the control activities applied by the Banks
involved. Where appropriate, any variations on the simplified scenario will be addressed.
1.3 The controls fall into the following categories:
a. Due Diligence: To be defined in this paper as
 the risk based process for identifying and knowing the customer;
 the risk based controls in relation to parties who may not be customers.
Given the range of meanings, reference will be made as necessary to appropriate risk based checks.
Each bank’s established CDD policies should designate which party to a trade transaction is the customer
and therefore subject to the bank’s due diligence process. It is not the responsibility of any single bank to
perform due diligence on all parties to a trade transaction.
Banks should have policies and procedures covering CDD, whereby all customers of the bank, including
correspondent banks and non-customer Banks, will be subject to the bank’s CDD procedures. Such
information should be made available to all the areas handling Trade Finance customers and transactions,
to enable them to understand expected activity and identify suspicious activity.
b. Review: Defined as any process (whether manual or automated) to review relevant information available
in a transaction relating to the relevant parties involved, documents presented and instructions received.
Certain information can, and should, be reviewed and checked before transactions are allowed to proceed.
Reviewing activity as described in this paper, equates to document checking where the documents and
their contents are checked for conformity. Appropriate FCR checks should be done based on the
information in the documents, transaction details and relevant information from the customer CDD profile.
References to “review cycle” relate to the customer CDD review process whereby the relationship as a
whole is “reviewed” on an agreed cycle, typically a one to three year cycle dependent upon the bank’s risk
assessment of the customer.

38

Within this appendix, reference to Banks rather than FIs will be used given the need to refer to Banks in an accepted te chnical context in
relation to BCs
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c. Screening: Processes, usually automated, whereby lists of names, entities, persons or countries, derived
from various official sanctions or prohibited persons lists are used to identify possible fraud, sanctions or
other concerns with respect to a relationship or transaction.
d. Transaction Monitoring: Defined as any activity to review completed or in progress transactions for the
presence of unusual and potentially suspicious features. For Collections, as with DCs, it should be
recognised that it is difficult, if not impossible, to introduce any standard patterning techniques in relation
to transactional monitoring processes or systems. This is due to the range of variations which are present
even in normal trading patterns. The significant presence of paper documents in this type of trade, and the
continuing difficulty of the global trade businesses to fully adopt standardised electronic solutions, will
continue to see a need for manual input even in transaction monitoring. While the latest technological
developments may give rise to the possibility of automation and pattern based recognition systems, these
systems are still under development, are unproven and represent investment requirements that will be
attainable only to the larger banks. A summary of control activities is provided in tabular form at the end of
this appendix. For further reference, some of the terms used in this guidance are defined in Section 4:
Glossary of Terms.
1.4 It is important to note that with BCs the banks typically operate in accordance with ICC Publication No. 522 –
Uniform Rules for Collections.39 The extent of reviewing activity which banks carry out is determined by their
responsibilities as defined within these internationally accepted rules. These rules are fundamentally different
to the rules governing DCs (refer to Appendix I).

2.

Simplified Scenario – Bills for Collection (BC)
Party X
Drawer /
Seller /
Exporter /
Principal

2=Documents
Submitted

Bank A
Principal’s
Bank /
Remitting
Bank

3=Documents
Dispatched

Bank B
4=Documents Party Y
Collecting
Delivered Drawee /
Bank /
Buyer /
Presenting
Importer
Bank

1=Contract between buyer and seller

2.1 As depicted in the diagram, Party X is selling goods to Party Y. Party X is the customer of Bank A, and Party Y
may or may not be a customer of Bank B.
2.2 Party X is willing to ship the goods, but does not want the documents, which entitle Party Y to receive the goods,
to be released until Party Y has paid for them, or given specified payment undertakings. In this scenario it is
assumed that Party X is the customer of Bank A and Party Y is the customer of Bank B.

39

“The Uniform Rules for Collection (1996 Revision), ICC Publication No. 522
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2.3 Party X (the seller) instructs Bank A to collect payment in relation to documents drawn on Party Y (the buyer).
Bank A selects another bank, Bank B, to present documents for payment to Party Y locally in the other country.
The delivery of documents to Party Y by Bank B is typically subject to:
a. Payment by Party Y to Bank B, or
b. Acceptance/Issuance by Party Y of a financial document (drafts, promissory notes, cheques or other similar
instruments used for obtaining money), agreeing to pay Party X at a specified future date, or
c. Other stipulated terms and conditions.
2.4 The presentation terms (collection instructions) are determined by Party X and conveyed to Bank A, who in turn,
provides the collection instruction to Bank B at the time of presentation of documents for collection. Unless
otherwise specifically agreed, neither bank incurs any liability to make payment.
2.5 An overview of the due diligence and reviewing activities is provided in the table at the end of this appendix.

3.

Simplified Scenario – Bills for Collection (BC)
Party X
Drawer /
Seller /
Exporter /
Principal

2=Documents
Submitted

Bank A
Principal’s
Bank /
Remitting
Bank

Bank B
3=Documents
4=Documents Party Y
Collecting
Delivered Drawee /
Dispatched
Bank /
Buyer /
Presenting
Importer
Bank

1=Contract between buyer and seller
3.1 The banks conduct due diligence, which usually follows the pattern described below:40
a. Bank A will conduct due diligence on Party X (when on boarding and during the account CDD review cycle).
b. Bank A should conduct appropriate risk based due diligence on Bank B and at review.
c. Bank B should conduct appropriate risk based due diligence on Bank A and at review.
d. Bank B will conduct risk based due diligence on Party Y where Party Y is B’s customer.
e. Bank B will conduct appropriate risk based control checks on Party Y where Party Y is not B’s customer.

40 This information

is obtained prior to transactional activity and the data is made available to the processing department during the transactiona l
verification process.
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4.

Review Activity Overview - BC
Party X
Drawer / Seller / 1=Shipment of Goods
Exporter /
Principal

2=Documents
Submitted

Bank A
Principal’s Bank /
Remitting Bank

Party Y
Drawee /
Buyer /
Importer

4=Documents Released /
Delivered
3=Documents
Dispatched

Bank B
Collecting Bank /
Presenting Bank

5=Payment

4.1 Once the BC is initiated the banks will then review the transaction in accordance with standard banking practice
at various stages through to the eventual payment made. This reviewing activity will normally follow the
pattern described below:
a. Bank A will review the BC application from Party X (before agreeing to send the BC).
b. Bank B will review the BC as received from Bank A (before informing Party Y).
c. Bank B will release the documents to Party Y upon fulfilment by Party Y of the conditions for release of
documents as outlined under the BC (see Paragraph 2.3).
d. At sight, or maturity, Bank B will collect payment from Party Y and will transfer the funds received to Bank
A for further application to Party X.
e. Bank A and Bank B will screen the payment (or other) instructions which they receive.

5. Controls undertaken by Bank A
5.1 Party X Due Diligence:
a. Bank A should conduct appropriate due diligence41 on Party X (who is a customer of Bank A) prior to
handling of the original BC. This is likely to involve a series of standardised procedures for account opening
within Bank A. The due diligence will support an on-going relationship with Party X and is not required for
each subsequent BC handled.

41
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b. This would be available for use by Trade Finance operations for confirmation that each transaction is in
accordance with the CDD profile.
c. Bank A’s due diligence process should include, where BC handling is required, the following questions:
 The countries in relation to which Party X trades
 The goods traded
 The type and nature of parties with whom Party X does business (e.g. customers, suppliers, etc)
Additionally, Bank A can be expected to have a RBA to obtaining information on a transactional basis about:
 The role and location of agents and other third parties used by Party X in relation to the business (where
this information is provided by Party X)
d. Having received the answers to these questions, it may be required to conduct enhanced due diligence.
5.2 Enhanced Due Diligence (EDD):
a. An EDD process should be automatically applied, within the normal process of due diligence, where Party
X falls into a higher risk category or where the nature of their trade as disclosed during the standard due
diligence process suggests that enhanced due diligence would be prudent (See the FATF 40
Recommendations42, Section 10 Guideline H). The enhanced due diligence should be designed to
understand the trade cycle and may involve establishing:

The countries where Party X trades

The goods traded

The type and nature of principal parties with whom Party X does business
b. The nature of business and the anticipated transactions as described and disclosed in the initial due
diligence stage may not necessarily suggest a higher risk category, but if this becomes apparent after
transactions commence, this may warrant additional due diligence.
c. Trigger Events:
There may be trigger events during the on boarding stage or during the ongoing review of a relationship
or transaction
 The nature of business and the anticipated or actual transactions as described and disclosed in the
initial due diligence stage or during the relationship may not necessarily suggest a higher risk category.
However if, during the course of any transaction, any additional high risk factors become apparent,
this may warrant additional or enhanced due diligence.

This due diligence may include third parties (i.e. parties not associated with Bank A, intermediaries,
or traders using back to back or transferable DCs to unconnected other parties).
5.3 Bank B Due Diligence (Collecting Bank/Presenting Bank):
a. Bank A should undertake appropriate due diligence on Bank B, depending on the nature of the relationship
between Bank A and Bank B. The due diligence will support an on-going relationship with Bank B which
will be subject to a relevant risk based review cycle. Therefore, due diligence on Bank B for any
subsequent transactions is not required.
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b. See the Wolfsberg Correspondent Banking Standards 43 and FAQs for guidance with respect to the level of
due diligence to be performed in relation to Bank B.
5.4 Reviewing:
a. Stage 1: Reviewing the BC and accompanying documents
Under URC522, the Bank is not required to review the content of the documents; however for the purpose of
combating Financial Crime, Bank A should proceed to the following reviews:
Appropriate reviews should be conducted by Bank A in relation to the BC request and accompanying
documents when received from Party X, which could include the following (depending on the documents
received):


Sanctions and Terrorist lists which may affect:
o Directly, Party Y as a named target
o The country in which Party Y is located
o The goods involved
o The country where goods are shipped from, disclosed transhipment points, and destination
points.
o All other names appearing in the documents





The countries which are rated as high risk for other reasons in which:
o Bank B or Party Y are located
o The transportation of goods occurs

The goods described in the transaction to check if:
o The type and quantity of goods, and value of transactions, (where it is possible to check such
details within the RBA of the bank) is consistent with what is known of Party X





The buyer (Party Y)
o On the face of it they are the kind of counter-party which is consistent with what is known of Party
X’s business.
Risk indicators and Unusual Activity
Depending on the information arising from this reviewing process Bank A may need to:
o Make further internal enquiries as to the appropriate course of action
o Request more information from Party X before agreeing to proceed with the transaction
o Allow the transaction to proceed to send the BC, but make a record of the circumstances that
allowed the transaction to proceed for review purposes
o Decline the transaction if enquiries do not provide reasonable explanations, and, subject to
circumstances and local legal requirements, submit an internal suspicious activity report to the
appropriate department that handles FCRs.
o Depending on circumstances and its RBA Bank A may still decide to submit an internal suspicious
activity report to the appropriate department that handles FCRs after the BC was sent out.

43
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b. Stage 2: Making the payment
When making payment, Bank A will screen the names in the payment instructions, including the names
of any banks involved.
5.5 Monitoring:
a. For Bank A the monitoring opportunities arise from:

The normal procedures for monitoring Party X’s account and transactional activity

Party X’s activity observed from business as usual trade processing more generally
5.6

Ongoing Due Diligence by Bank A:
a. Ongoing review of relationship with Party X on a periodic basis.

6. Controls undertaken by Bank B
6.1 Due Diligence:
a. It will not normally be practical for Bank B to undertake any due diligence on Party X aside from the
reviewing of Party X’s name against sanctions or terrorist lists.
b. Bank B should undertake appropriate due diligence on Bank A. The due diligence may support an ongoing relationship with Bank A which will be subject to a relevant risk based review cycle. Due diligence
on Bank A is not therefore required in relation to each subsequent transaction.
c. If Bank B acts as Collecting Bank, Bank B should have appropriate CDD on Party Y.
d. See the Wolfsberg Correspondent Banking Standards 44 for guidance with respect to the level of due
diligence to be performed in relation to Bank A.
e. Bank B may have an existing relationship with Party Y in which appropriate due diligence p rocedures
should already have been completed.
f. However Bank B may not have any relationship with Party Y because Bank A has selected Bank B for its
own reasons (e.g. there is an existing relationship in place between Bank A and Bank B). In this case Bank
B will need to undertake certain checks in relation to Party Y as described below.
The following table illustrates the different roles of Bank B and the checks which may be needed in respect of
Party Y, in addition to the usual checks as defined in section 6.2 a, Stage 1 below:

44

Role of Bank B

Checks conducted in relation to Party Y where Y is not B’s
customer

Collecting bank

Name screening of Party Y and Party X
Payment must only be made to Bank A, the Remitting bank (which has been
name screened) through an established payment channel.

Wolfsberg
Anti-Money
Laundering
Principles
for
Correspondent
principles.com/pdf/standards/Wolfsberg-Correspondent-Banking-Principles-2014.pdf

Banking

(2014),

http://www.wolfsberg -
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Additional checks on Y and X may be required using a RBA.
Presenting bank

Name screening of Party Y and Party X
Payment must only be made to Bank A, the Remitting bank (which has been
name screened) through an established payment channel.
Additional checks on Y and X may be required using a RBA.

g. Additional checks in relation to Bank A or Party Y may be appropriate where higher risk factors become
evident. This would be the case whether or not there is an existing relationship with Bank B in accordance
with Bank B’s Risk Based policies.
6.2 Reviewing:
Reviewing may take place principally at 3 stages, i.e. reviewing the BC instruction, reviewing the documents
presented, and making the payment. A detailed explanation of potential reviewing activities is set out below:
a.

Stage 1: Reviewing the BC Instruction/Covering schedule/Documents
Appropriate reviewing should be conducted by Bank B in relation to the BC when received from Bank A,
which will take account of the following:


Sanctions and Terrorist lists, which may affect:
o Directly, any Party as a named target
o The country in which Party X is located
o The goods involved
o The country where the goods are shipped from, any disclosed transhipment points and
destination points
o Names appearing in the BC documents



The countries which are rated as high risk for other reasons in which:
o Bank A or Party X are located
o The transportation of goods occurs



The goods described in the transaction to ensure that:
o The nature type and value of these goods appears to make sense



The Seller of the BC (Party X) to ensure that:
o As a result of any screening activity Bank B would not regard them as unacceptably high risk



Depending on the information arising from this reviewing process Bank B may need to:
o Make further internal enquiries as to the appropriate course of action
o Request more information from Bank A (or Party Y) before agreeing to proceed with the
transaction
Allow the transaction to proceed but make a record of the circumstances for reviewing purposes
Decline the transaction if enquiries do not provide reasonable explanations, and , subject to
circumstances and local legal requirements, submit an internal suspicious activity report to the
appropriate department that handles FCRs.
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o

Depending on circumstances and its RBA Bank A may still decide to submit an internal
suspicious activity report to the appropriate department that handles FCRs after the BC was
sent out.

Checking of the received documents against any Risk indicators or scenarios that Bank B has determined
to apply in its RBA.
b. Stage 2: Making the payment


When making payment Bank B will review and screen the names in the payment instructions,
including the names of any banks involved.

6.3 Monitoring:
For Bank B the monitoring opportunities arise from:
a.

The normal procedures for monitoring the activity relevant to Bank A. This will be dependent upon the
systems in place to measure such activity.

b. Where Party Y is Bank B’s customer, the normal procedures for monitoring the account and payment
activity.
c. Where Party Y is not Bank B’s customer (unusual), activity observed from business as usual trade
processing more generally.
6.4 Limitations faced by Bank B:
a. Bank B is not the originator of the transaction but is requested to act on instructions received from Bank
A (although it is not obliged to do so). In accordance with established practice for handling BCs Bank B
will have limited time in which to act upon such instructions. Bank B may then receive supplementary
instructions from either Bank A or Party Y.
b. The level of reviewing and monitoring which Bank B may conduct on Bank A, or Party Y in the absence of
an existing and established relationship with any of them, will be subject to a RBA related to the precise
capacity in which it is acting. This may be limited to reviewing relevant Party names appearing in the BC
against Sanctions and Terrorist lists.
6.5

Risk Indicators Pre and Post Event:
a. In handling BCs banks do not incur independent undertakings, however in BC the checking of the
document will be performed against Trade risk indicators scenarios that Bank B has determined to apply
through its RBA. The terms of the BC simply set out the basis on which the seller’s documents will be
passed on to the buyer. These terms do not set out the information which is required to appear in the
seller’s documents nor the underlying transportation terms involved. A Bank’s position with regard to
checking documents is therefore fundamentally different to the position with DCs. A detailed examination
of documents attached to a BC is consequently unlikely to be productive due to the absence of any
specified terms and conditions against which to check them.
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b. Since the full execution of each BC transaction is a fragmented process involving a number of parties, each
with varying degrees of information about the transaction, it is extremely rare for any one Bank to have
the opportunity to review an overall trade financing process in complete detail given the premise of the
trade business that banks deal only in documents. Furthermore it is relevant to note that:

Different Banks have varying degrees of systems capabilities which will lead to industry wide
differences in their reviewing abilities.

Commercial practices and industry standards determine finite timescales in which to act.

In determining whether transactions are unusual due to over or under invoicing (or any other
circumstances where there is misrepresentation of value) it needs to be understood that Banks are
not generally equipped to make this assessment. (Please refer also to paragraph 3.1 (a) of the
Principles Paper).
c. For Banks involved in processing BCs, the knowledge and experience of their trade staff must therefore
serve as the first and best line of defence against criminal abuses of these products and services.
Reviewing trade documentation is a highly manual process, requiring that the commercial documents that
are presented for payment are compared against each other for material differences, that they relate to
the transaction described in the covering schedule and the terms and conditions of the BC instructions in
accordance with the applicable ICC rules and standard international banking practice.
d. Potentially there are a large number of risk indicators. Against this background it is important to
distinguish between:

Information which must be validated before transactions are allowed to proceed or complete and
which may prevent such completion. (e.g. a terrorist name, UN sanctioned entity).

Information which ought to be used in post event analysis as part of the investigation and suspicious
activity reporting process.
e. Banks should look to put into place policies, procedures and systems (either manual or automated) to
monitor the risk indicators and their customers’ business flows and have processes to review and escalate
concerns appropriately.
f.

Appended below is a list of some of the risk indicators which might become apparent in the handling of
a BC transaction. This table does not contain the full range of risk indicators which might apply generally
across the customer and bank relationship, but is specifically targeted to cover some of the risk indicators
related to the processing of a BC transaction. It is also important to note that some risk indicators will
only become apparent after the transaction has taken place and will only be known to law enforcement
or national financial investigation units as part of their formal investigation processes.

Some Risk Indicators (not exhaustive)
WHAT: Activity or information connected with the BC

WHEN: Pre or post transaction

Deal structures

PRE or POST

 Beyond capacity and or substance of customer
 Improbable goods, origins, quantities, destination
 Unusual complexity and or unconventional use of financial products
Goods
 Applicable import or export controls regulations may not be complied with

PRE – as part of onboarding CDD

 Blatant anomalies value versus quantity
 Totally out of line with customer’s known business

PRE or POST

Countries and names

PRE
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 On the Sanctions and or terrorist list
Countries

PRE or POST

 On the Bank’s high risk list
 Any attempt to disguise and or circumvent countries involved in the actual trade
Payment instructions
 Illogical
 Last minute changes

PRE or POST

Repayment arrangements

POST

 Third parties are funding or part funding the BC value (just in time account credits to the
settlement account)
BC Parties
 Connected Drawer or Drawee

PRE or POST

Discrepancies in documents
 Goods descriptions differ significantly

PRE or POST
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Summary of controls described in this guidance on the lifecycle of the BCs
REVIEWING STAGE

WHO OR WHAT IS REVIEWED AGAINST WHAT

BY WHOM

Account Opening Party X

 Party X

Appropriate due diligence

Bank A

Account Opening Party Y where
Party Y is a customer of Bank B

 Party Y

Appropriate due diligence

Bank B

BC handling request from Party X

 Party X

Sanctions lists
Local applicable export control lists if
known

Bank A

 Party Y and other named parties
 Names and Countries
 Goods type
 Ports

AML Checks as per internal
procedures.

 Risk indicators
 Vessel Name
Bank A Remits Collection to Bank
B

 Bank B

Sanctions Lists

Bank A

Bank B receiving BC from Bank A

 Bank A
 Party X

Sanctions lists
Local applicable export control lists

Bank B

 Party Y and other parties
 Names and Countries
 Goods type

AML Checks as per internal
procedures.

 Shipping-company
 Ports
 Vessel name
 Risk indicators
BC advising by Bank B to Party Y

 Party Y

1. Appropriate customer risk based
controls;

Bank B

2. Appropriate non-customer risk
based controls – (this will vary
depending on whether Party Y is a
customer of Bank B and the exact
capacity of Bank B)
Bank B as Presenting Bank

 Bank A
 Party X

Sanctions lists

Bank B

Local applicable export control lists
AML Checks as per internal
procedures.

 Party Y and other parties
 Names & Countries
 Goods type
 Ports
 Vessel name
 Risk indicators
Payment by Bank B to Bank A

Payment by Bank B to Party X

 Names
on
instruction

the

 Names
on
instruction

the

payment

Sanctions lists

Bank B

AML Checks
payment

Sanctions lists

Bank A

AML Checks
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Appendix III: Guarantees and Standby Letters of Credit
1. Introduction
1.1 The Trade Finance Principles Paper sets out the background to Trade Finance as defined in the introduction of
Section 1 of the Core paper and addresses associated FCRs. The paper also comments on the application of
controls in general and makes some observations on the subject of future co-operation between relevant
stakeholders.
1.2 This appendix provides guidance on the specific application of controls by banks45 in the context of Guarantees
and Standby Letters of Credit (“SBLC”). It is intended to reflect standard industry practice. In order to fully
illustrate these controls the appendix uses a simplified scenario and then describes in some detail the control
activities applied by the banks involved. Where appropriate, any variations on the simplified scenario will be
addressed.
SBLCs and Guarantees are different from Documentary Credits (“DCs”); while a DC is a performance-related
payment instrument (i.e. once the seller has performed and presents the required documentation, the DC can
be drawn upon and payment made), both Guarantees and SBLCs are instruments generally used to secure a
compensation payment to the beneficiary only in the case of non-performance (i.e. the SBLC or Guarantee may
provide compensation to either (a) to a buyer for the seller’s failure to provide the contracted goods or services
in accordance with specified timelines or other performance measures, or (b) to a seller where the buyer fails
to make regular payment under a sales contract).
Under some circumstances, usually unrelated to the movement of goods or services, SBLC’s may function as
both a payment instrument and as an assurance of payment.
1.3 SBLCs are distinguishable from Guarantees, as SBLCs usually only require a simple demand for payment along
with a statement of default and are subject to either ISP98 or UCP600, while Guarantees usually subject to URDG
758 more often require a simple demand with a statement of the nature of the default or claim. Use of a
Guarantee versus an SBLC may also vary based on local law or prevailing business practice.
1.4 Guarantees and SBLCs may be issued in support of the supply of goods or services such as (Performance Bonds,
Advance Payment Guarantees, Tender Bonds, Bid Bonds), and those used to secure a purely financial obligation
such as (Counter Indemnities, the repayment of credit facilities or the payment of leasing fees). They may be
issued in connection with the supply of utilities such as water, power, etc., they are also used in support of bond
issues, licences to operate, etc. as part of the contract terms. They may also be issued to support a contract of
performance in a third country, different to both the country of the applicant and the beneficiary.
1.5 SBLCs and Guarantees can be used in support of many types of financing or other commercial prospects. It
should, therefore, be recognised that most SBLCs and Guarantees issued are not related to Trade Finance
activities (i.e. are not related to the movement of goods, import and export).
1.6 The risk control framework for Guarantees and SBLCs is, however to a certain extent, similar to that applicable
to DCs, in that when a Guarantee or SBLC is issued, the risk control framework should generally have elements
adequate to identify 1) The nature of the counterparty relationship; 2) The reasonableness of the underlying
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Within this appendix, reference to Banks rather than FIs will be used given the need to refer to Banks in an accepted technical context in relation
to Guarantees and Standby Letters of Credit.
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transaction, when compared with the business operations of the counterparties; and 3) Whether either the
underlying activity or the counterparties to the activity are sanctioned by relevant authorities.
1.7 Differences in the application of such a control framework arise; however, as DC-related risk control frameworks
typically contemplate payments as the expected result of the business process whereas, in the context of SBLCs
and Guarantees, payments would generally be the exception. Risk controls specific to situations where
Guarantees and SBLCs are drawn upon or paid should also address sanctions, expected activity and identify
potential suspicious activity.
1.8 The controls fall into the following categories:
a. Due Diligence: Defined in this paper as:
 The risk based process for identifying and knowing the customer;
 The risk based controls in relation to parties who may not be customers.
Given the range of meanings, reference will be made as necessary to appropriate risk based checks
Each bank’s established CDD policies should designate which party to a trade transaction is the customer
and therefore subject to the bank’s due diligence process. It is not the responsibility of the bank to perform
due diligence on all parties to the trade transaction.
Banks should have risk based policies and procedures covering CDD, whereby all customers of the bank,
which includes correspondent banks, will be subject to the bank’s CDD processes and procedures. Due
diligence information should be made available to all areas handling Trade Finance customers and
transactions, to enable them to understand the customer profile including expected activity and identify
suspicious activity.46
b. Review: Defined as any process (whether manual or automated) to review relevant information available
in a transaction relating to the relevant parties involved, documents and data presented, and instructions
received. Certain information can, and should, be reviewed and checked before transactions are allowed
to proceed.
Reviewing activity as described in this paper, equates to document checking where the documents and
their contents are checked for conformity. Appropriate FCR checks should be done based on the
information in the documents and transaction details and relevant information from the customer CDD
profile. References to “review cycle” relate to the customer CDD review process whereby the relationship
as a whole is “reviewed” on an agreed cycle typically of one to three years dependent upon the bank’s risk
assessment of the customer.
c. Screening: Processes, usually automated, whereby lists of names, entities, persons or countries, derived
from various official sanctions or prohibited persons lists are used to identify possible fraud, sanctions or
other concerns with respect to a relationship or transaction.
d. Transaction Monitoring: Defined as any activity to review completed or in progress transactions for the
presence of unusual and potentially suspicious features. For SBLCs and Guarantee transactions, it should
be recognised that it is difficult, if not impossible, to introduce any standard patterning techniques in
46
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relation to transactional monitoring processes or systems . This is due to the range of variations which are
present when SBLCs and Guarantees are used in support of construction, design and supply contracts where
beneficiaries, nature and size of the transactions will vary significantly, whilst other transactions will be
exactly, if not the same and to the same counter parties (lease or rental guarantees for example). While the
latest technological developments may give rise to the possibility of automation and pattern based
recognition systems, these systems are still under development, are unproven and represent investment
requirements that will be attainable only to the larger banks. Controls which apply (i.e. Due Diligence,
Reviewing, Screening and Monitoring) are largely the same as defined in the Appendix relating to DCs. A
summary of control activities is provided in tabular form at the end of this appendix. For further reference
some of the terms used in this guidance are defined in Section 4: Glossary of Terms.
1.9

It is important to note that with SBLCs the banks operate in accordance with ICC Publication No. 600 – Uniform
Customs and Practice for Documentary Credits, or Publication 590 – International Standby Practices ISP98.
Guarantees may follow the ICC Uniform Rules for Demand Guarantees ICC Publication 758 or otherwise simply
be subject to a national law and regulations. The extent of reviewing activity which banks carry out is
determined by their responsibilities as defined within these internationally accepted rules. ISP98 and
URDG758 are different from UCP600. SBLCs are often issued subject to the UCP, which was designed primarily
for DCs, and as a result exclusions and variations of its rules are often used.

2. Simplified Scenario

2.1 As depicted in the diagram, Party X is supplying goods or services to one of their buyers, Party Y. Party X is the
customer of Bank A, and Party Y may or may not be a customer of Bank B.
2.2 Prior to shipping the goods, Party Y wants to know that they will be paid damages should the shipment not be
made, so Party Y requests that a SBLC or guarantee be issued in its favour and advised through Party Y’s bank,
Bank B, with payment to be made only against the receipt of stipulated documents, related to the nonshipment of goods, by Party X’s Bank, Bank A.
2.3 Party X instructs Bank A to issue a SBLC in favour of the buyer, Party Y.
2.4 Bank A selects Bank B (its correspondent bank or Party Y's nominated bank) to advise the SBLC or guarantee to
Party Y locally, often in another country. After the presentation of claim documents by Party Y through Bank B,
and having found the claim documents to be in order by Bank A, Bank A will pay under the SBLC.
2.5 In the second simplified scenario, the guarantee or SBLC is delivered by Bank A directly to Party Y. Therefore
Bank A will only carry out the appropriate due diligence on Party X. Bank A will conduct appropriate risk based
control checks on Party Y where Party Y is not A’s customer.
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2.6 An overview of the due diligence and reviewing activities is provided in the tables at section 3 of this appendix.

3. Due Diligence Overview

3.1 The banks conduct due diligence which usually follows the pattern described below during onboarding:47
a. Bank A will conduct due diligence on Party X (when on boarding and during the account CDD review cycle).
b. Bank A should conduct appropriate risk based due diligence on Bank B and at CDD review.
c. Bank B should conduct appropriate risk based due diligence on Bank A and at CDD review.
d. Bank B will conduct risk based due diligence on Party Y where Party Y is B’s customer.
e. Bank B will conduct appropriate risk based control checks on Party Y where Party Y is not B’s customer.
f.

In the second simplified scenario, the guarantee or SBLC is delivered by Bank A directly to Party Y. Therefore
Bank A will only carry out the appropriate due diligence on Party X. Bank A will conduct appropriate risk
based control checks on Party Y where Party Y is not A’s customer.

47 This information

is obtained prior to transactional activity and the data is made available to the processing department during the transactiona l
verification process.
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4. Reviewing Activity Overview

4.1 Once the SBLC or Guarantee is initiated by Party X, the banks will, in the normal course of SBLC or Guarantee
practice, review the transaction at various stages through to the eventual payment where made. This reviewing
activity will normally follow the pattern described below:
a. Bank A will review the SBLC or Guarantee application from Party X (before agreeing to issue SBLC or
Guarantee).
b. Bank B will review the SBLC or Guarantee as issued when received from Bank A (before agreeing to advise
it).
c. Bank B may review the claim documents presented by Party Y (when accepting them under the SBLC or
Guarantee from Party Y) applying a RBA depending upon its precise role.
d. Bank A will review the claim documents presented by Bank B (before paying B - who will in turn pay Party
Y).
e. Bank A and Bank B will review the payment (or other) instructions which they receive.
f.

In the second scenario Bank A will review the claim documents presented by Party Y before paying Party Y
via the bank nominated by Party Y to receive payment.

5. Controls undertaken by Bank A
5.1 Party X Due Diligence: Bank A should conduct appropriate due diligence48 on Party X (who is a customer of
Bank A) prior to issuance of the original guarantee or SBLC. This is likely to involve a series of standardised
procedures for account opening within Bank A. The due diligence will suppor t an on-going relationship with
Party X and is not required for each subsequent SBLC applied for. In the second simplified scenario, the
48

Identification, verification screening, KYC (and credit approval)
Appendix G

guarantee or SBLC is delivered by Bank A directly to Party Y. Bank A will only carry out the appropriate due
diligence on Party X. Bank A will conduct appropriate risk based control checks on Party Y where Party Y is not
A’s customer.
a. This would be available for use by Trade Finance operations and or guarantees operations for confirmation
that each transaction is in accordance with the CDD profile.


Bank A’s due diligence process should include, where SBLC or guarantee facilities are required, the following
questions:
 The countries in relation to which Party X trades
 The goods or services traded
 The type and nature of parties with whom Party X does business (e.g. customers, suppliers, etc)

Additionally, Bank A can be expected to have a RBA to obtaining information on a transactional basis about:
 The role and location of agents and other third parties used by Party X in relation to the transaction
(only where this information is provided by Party X) and these checks will primarily be related to
sanctions screening.
b. Having received the answers to these questions, it may be required to conduct enhanced due diligence in
accordance with the FI’s procedures.
5.2 Enhanced Due Diligence:
a. An enhanced due diligence process, in line with a bank’s RBA, should be applied, within the normal process
of due diligence, where Party X falls into a higher risk category, or where the nature of their transaction,
as disclosed during the standard due diligence process, suggests that enhanced due diligence would be
prudent (See the FATF 40 Recommendations49, Section 10 Guideline H). The enhanced due diligence should
be designed to understand the trade cycle and may involve establishing:
 The countries where Party X trades
 The goods traded and or service provided
 The type and nature of principal parties with whom Party X does business. This does not imply that
a counterparty CDD is required
b. The nature of business and the anticipated transactions as described and disclosed in the initial due
diligence stage may not necessarily suggest a higher risk category, but if this becomes apparent after
transactions commence, this may warrant additional due diligence.
5.3 Bank B Due Diligence:
a. Bank A should undertake appropriate due diligence on Bank B, depending on the nature of the relationship
between Bank A and Bank B (i.e. Correspondent or Network Bank). The due diligence will support an ongoing relationship with Bank B which will be subject to a relevant risk based review cycle. Therefore, due
diligence on Bank B for any subsequent transactions is not required.

49

FATF 40 Recommendations (2012), http://www.fatf-gafi.org/publications/fatfrecommendations/documents/fatf-re commendations.htm l
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b. See the Wolfsberg Correspondent Banking Standards50 and FAQs for guidance with respect to the level of
due diligence to be performed in relation to Bank B.
5.4 Reviewing:
a.

Reviewing will occur at initiation and during the life cycle of the transaction , principally at the following
stages:
i.
ii.
iii.

Receiving the initial SBLC or guarantee application and subsequent amendment applications from
Party X
Only in the event of a claim being made, receiving and checking documents presented by Party Y
through Bank B
Making payment

b.

In practice, once a SBLC or guarantee has been issued, Bank A has an obligation to complete the
transaction. Only if subsequent reviewing activity showed a “positive match” of applicable names in the
transactions with the names on Sanctions and Terrorist lists, would Bank A be in a position to stop the
transaction. Depending on the local legislation there may be circumstances where fraud would allow Bank
A to refuse payment under other circumstances (non-sanctions). This would be determined on a case by
case basis in conjunction with the FIs Legal team.

c.

When the claim is presented to the guaranteeing bank, either Bank A or Bank B, the claim and supporting
documents, if any, will be examined to ensure compliance with the terms of the SBLC or guarantee and
that it is in accordance with the UCP, ISP 98 or URDG758 and international banking standards51 as
applicable. Depending on the bank’s RBA, this review does not need to involve a detailed examination of
all the information in the claim.
Stage 1: Reviewing the SBLC or Guarantee request or application
For guidance in respect of what is reviewed, by when and by who in a SBLC or guarantee transaction see
the table under “Summary of controls described in this guidance on SBLCs and Guarantees” at the end of
this appendix.
Stage 2: Making the payment
When making payment Bank A will screen the names in the payment instructions, including the names of
any banks involved

5.5 Monitoring:
For Bank A monitoring opportunities arise from:
 The normal procedures for monitoring Party X’s account and transactional activity
 Party X’s activity observed from business as usual trade processing more generally
5.6 Ongoing Due Diligence by Bank A:

50

Wolfsberg
Anti-Money
Laundering
Principles
for
Correspondent
principles.com/pdf/standards/Wolfsberg-Correspondent-Banking-Principles-2014.pdf
51

Banking

(2014),

http://www.wolfsberg -

The relevant ICC Rules for DCs are “The Uniform Customs and Practice ISP 98, URDG 758
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a. Bank A will rely heavily on the initial and ongoing due diligence conducted on Party X. It will not be
practical or commercially viable for Bank A to continually seek detailed additional assurances from Party
X as every new transaction is received for processing because that would a) hamper the efficiency of
processing and b) undermine the element of trust which is normal in the relationship between Bank A and
Party X.
b. There should be ongoing reviews of the relationship on a periodic basis.

6. Controls undertaken by Bank B (only if advising or counter guaranteeing)
6.1 The due diligence, reviewing, and monitoring undertaken by Bank B will follow a similar pattern to that set out
in the Appendix on DCs.
6.2 Any differences in relation to Guarantees and SBLCs may arise as a result of the following:
a. Any reference to goods may not apply.
b. The likelihood of any claim for payment is much reduced.
c. The legal jurisdictions which apply are more likely to be specified.

7. Risk Indicators, Pre and Post Event
7.1 SBLCs or Guarantees are independent undertakings issued by a bank on behalf of its customer to support a
business or financial transaction between the bank’s customer (the applicant) and the counterparty (the
beneficiary). Contract terms will be agreed between applicant and beneficiary. Details of the required SBLC or
Guarantee are then communicated by the applicant to his bank so that the SBLC or Guarantee can be issued.
The terms of each SBLC or Guarantee reflect a unique combination of factors involving the specific nature of
the underlying transaction, the nature of the business relationship between the counterparties to the
transaction, the nature and terms of the financing arrangement, and the nature of the relationship between
the financial institutions party to the financing and payment arrangements.
7.2 While the full execution of each SBLC or Guarantee transaction is a process involving a number of parties, with
full information available to the commercial parties and the issuer, it is rare for the advising, reissuing, counter
guaranteeing Banks to have the same level of detail about the transaction. Furthermore it is relevant to note
that:
a. Different Banks have varying degrees of systems capabilities which will lead to industry wide differences
in their reviewing capabilities.
b. Commercial practices and industry standards determine finite timescales in which to act.
7.3 For Banks involved in processing SBLCs and Guarantees, the knowledge and experience of their operations staff
must serve as the first and best l ine of defence against criminal abuses of these products and services.
Reviewing SBLC or Guarantee claims is a mostly manual process, requiring that the claim and any supporting
documents that may be presented for payment are compared against the terms and conditions of the SBLC or
Guarantee and, where applicable, any ICC rules and international standard banking practice.
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7.4 Potentially there are a large number of risk indicators. Against this background it is important to distinguish
between:
a. Information which must be validated before transactions are allowed to proceed or complete and which
may prevent such completion. (e.g. a terrorist name, sanctioned entity).
b. Information which ought to be used in post event analysis as part of the investigation and Suspicious Activity
Reporting process.
7.5 Appended below is a list of some of the risk indicators which might become apparent in the handling of an
SBLC or Guarantee transaction. This table does not contain the full range of risk indicators which might apply
across the customer and bank relationship, but is specifically targeted to cover some of the risk indicators
related to the processing of an SBLC or Guarantee transaction. It is also important to note that some risk
indicators will only become apparent after the transaction has taken place and will only be known to law
enforcement or financial investigation units as part of their formal investigation processes. FIs will determine
their own set of risk indicators based upon their policies and risk appetite.
Some Risk Indicators
WHAT: Activity or information connected with the SBLC/Guarantee

WHEN: Pre or post transaction

Deal structures

Beyond capacity and or substance of customer

Unusual complexity and or unconventional use of financial products

PRE or POST

Goods (if any)

Applicable import or export controls regulations may not be complied with

PRE or POST


Totally out of line with customers known business
Countries and names

PRE


On the sanctions and terrorist list
Countries

PRE or POST



On the Bank’s high risk list



Any attempt to disguise and or circumvent countries involved in the actual
trade
Claims and Payment instructions





PRE or POST

Last minute changes to payment instructions
Claims made within a short time after issuance
Continuous claims under various guarantee instruments.
Claim pressure tactics
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Summary of controls described in this guidance on SBLCs/Guarantees
REVIEWING STAGE

WHO OR WHAT IS REVIEWED

AGAINST WHAT

BY WHOM

Account Opening Party X
Account opening Party Y where Party
Y is a customer of Bank B

 Party X

Appropriate due diligence

Bank A
Bank B

SBLC or Guarantee Issuing reques t
from Party X







Sanctions lists
Local applicable export control
lists if known
AML Checks as per interna l
procedures.

Bank A

Bank A

Bank B

 Party Y
Party X
Party Y and other principal parties
Names and Countries
Goods type (if any)
AML Checks

 Ports
 SBLC or Guarantee structure
 Risk indicators
Bank A delivers SBLC or Guarantee to
Party Y

 Party Y

Bank A issues SBLC or Guarantee to
Bank B

 Bank B

Sanctions lists
Appropriate Risk Based control
checks.
Appropriate due diligence

Bank B receiving SBLC or Guarantee
from Bank A

 Bank A
 Party X

Appropriate due diligence
Sanctions lists

 Party Y and other parties
 Names and Countries
 Goods type (if any)

Local applicable export control
lists if known
AML Checks as per interna l
procedures.

 Ports

Bank A

 SBLC or Guarantee structure
 Risk indicators
SBLC or Guarantee advising by Bank
B to Party Y

 Party Y

Appropriate due diligence – (this
will vary depending on whether
Party Y is a customer of Bank B
and the exact capacity of Bank B)

Bank B

Presentation of claim documents by
Party Y to Bank B or Bank A

 New principal parties or countries not
mentioned in SBLC/Guarantee

Sanctions lists
AML checks

Bank B or Bank
A if
presentation is
direct

Presentation of claim documents by
Bank B to Bank A

 New principal parties or countries not
mentioned in SBLC/Guarantee

Sanctions lists
AML checks

Bank A

Payment by Bank A to Bank B or to
Party Y’s bank

 Names on the payment instruction

Sanctions lists
AML checks

Bank A

Payment by Bank B to Party Y

 Names on the payment instruction

Sanctions lists
AML checks

Bank B

8. Counter Guarantees and Counter Standby Letters of Credit.
8.1

For AML purposes counter guarantees and SBLCs are treated in the same way as if they are an original or
new issuance. The reissuing bank for a SBLC or the Bank receiving the counter guarantee and issuing its own
guarantee locally treats the original issuing bank as the applicant (instructing party) and full CDD is required
on them.
As a result, the above procedures apply to the counter guarantee or SBLC.
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Appendix IV: Open Account
1.

Introduction

1.1 The Trade Finance Principles Paper sets out the background to Trade Finance and addresses associated FCRs.
The paper also comments on the application of controls in general and makes some observations on the subject
of future co-operation between relevant stakeholders.
1.2 This appendix provides guidance on the specific application of controls by Banks 52 in the context of Open
Account Trade transactions; and specifically elaborates on Receivables Purchase techniques as defined by the
Global Supply Chain Finance Forum.53
1.3 Open Account Trade involves the movement of goods or services between two companies, either domestically
or internationally, based on mutual trust in which the seller may extend payment and/or credit terms. Thirdparty intermediation to provide processing services, performance risk mitigation or payment financing is not
deemed to be required as part of the transaction because of the relationship between the two parties. Open
Account Trade is viewed as an efficient way to handle trade-related payments, as it does not incur the costs
and delays involved with Bank-provided financing or risk mitigation services.
1.4 In a typical Open Account transaction, the seller and the buyer contract for the delivery of stated goods from
the seller to a place designated by the buyer. The type of contract and its terms and conditions will depend on
the relationship between the buyer and seller; usually one party drives the standard terms and method of
payment.
1.5 Participants to an Open Account Trade transaction generally finance the transaction out of their own cash flow
or through other arrangements. Banks may be indirectly involved in the financing of the trade transaction and
therefore will have limited information as to the specifics of the trade transaction.
1.6 As a result, Banks are generally not involved in an Open Account Trade transaction until a clean payment is
made at the end (which could be after the goods have been delivered). The seller and buyer will generally not
provide the Banks handling the Open Account payment with supporting documentation, reducing the
information available to Banks to assess and review. The clean payment triggered by an Open Account trade
transaction will be subject to standard payment services controls.
1.7 Banks may support Open Account trade transactions with Supply Chain Finance (SCF) techniques in order to
allow a buyer or a seller to optimise their working capital or payment terms according to their individual needs.
In this context, Receivable Purchase techniques (specifically Receivables Discounting and Payables Finance)
play an important role.
The Global Supply Chain Finance Forum54 defines SCF as ‘the use of financing and risk mitigation practices and
techniques to optimise the management of the working capital and liquidity invested in supply chain processes
and transactions’, and ‘is typically applied to open account trade.’55
52

Within this appendix, reference to Banks rather than FIs will be used given the need to refer to Banks in an accepted technical context in relation
to Open Account trade
53

Reference is made to the ‘Standard definitions for techniques of Supply Chain Finance’ (http://supplychainfinanceforum.org/)

54

The Global Supply Chain Finance Forum was established in January 2014, as an initiative of these industry associations, to address what has
been recognised as a need to develop, publish and champion a set of commonly agreed standard market definitions for Supply Chain Finance
and for SCF-related techniques. (http://supplychainfinanceforum.org/about-the-forum/)
55

Standard definitions for techniques of Supply Chain Finance, p. 24
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1.8 Receivables Purchase based SCF techniques usually involve both parties of a trade relationship, raising a need
to apply FCR management. Depending on the level of involvement and the underlying contractual relationships,
such FCR management measures may vary in order to ensure that a Bank has an efficient and appropriate view
on its customers and their counterparties, as determined by its risk appetite.
This Appendix provides guidance on the specific application of controls by Banks for Receivables Purchase
based SCF techniques. Within the category of Receivables Purchase, this Appendix specifically focuses on
Receivables Discounting and Payables Finance.
1.9 The controls fall into the following categories:
a. Due Diligence: Defined in this paper as:
i.
the risk based process for identifying and knowing the customer;
ii.
the risk based controls in relation to parties that may not be customers.
Given the range of meanings, reference will be made as necessary to appropriate risk based controls.
Banks should have risk-based policies and procedures covering CDD, whereby all customers of the Bank will
be subject to the Bank’s CDD procedures. Due diligence information should be made available to all areas
handling Trade Finance customers and transactions, to enable them to understand the customer profile
(including expected activity) and identify potentially suspicious activity.
Each Bank’s established policies should designate which party to a trade transaction is the customer and
therefore subject to the Bank’s due diligence process. In the instance of Payables Finance, the buyer (and
likewise, the seller in a Receivables Discounting program) is designated as the customer and should be
subjected to the Bank’s CDD process. A Bank may undertake certain controls on other parties to the trade
transaction depending on its RBA. It is not the responsibility of the Bank to perform due diligence on all
parties to a trade transaction. (Refer to Section 2.1 of the Trade Finance Principles, Core Paper)
b. Screening: Processes, usually automated, whereby lists of names, entities, persons or countries, derived
from various official sanctions or prohibited persons lists are used to identify possible fraud, sanctions or
other concerns with respect to a relationship or transaction.
c. Transaction Monitoring: Defined as any activity to review completed or in progress transactions for the
presence of unusual or potentially suspicious features. For Receivables Purchase based techniques, it
should be recognised that any patterning techniques in relation to transaction monitoring processes or
systems will highly depend on the level of automation of the infrastructure that is used. Transaction
Monitoring may take the form of automated controls, ‘red flag’ based manual controls, or a mix of both
and will be commensurate to the risk and / or size of the Bank.
It is important to note that with SCF techniques, Banks typically apply CDD at the outset of each business relationship.
This includes a customer adoption of the anchor party and its business relationships with its counterparties,
providing appropriate insight into the customer’s business and hence the trade pattern that can be expected.
In that respect, Supply Chain Finance may offer more opportunities for systematic transaction monitoring,
depending on the level of automation that is applied. A summary of control activities is provided at the end of this
appendix. For further reference, some of the terms used in this guidance are defined in Section 4: Glossary of Terms.
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2

Definition

Receivables Purchase techniques under Supply Chain Finance is provided through a customer-led programme within
which either the customer itself or its counterparties in the customer’s supply chain are able to access finance by
means of selling their Receivables to a Bank. Receivables Purchase techniques provide a seller of goods or services
with the option of receiving the discounted value of receivables (represented by outstanding invoices) prior to their
actual due date. Typical programme-based Receivables Purchase techniques are Payables Finance and Receivables
Discounting. A customer may act as buyer, seller, or both depending on its position in the physical supply chain and
its individual financial requirements.56

SCF Payables Finance and Receivables Discounting – holistic view

56

Reference is made to the Standard Definitions for techniques of Supply Chain Finance, sections 3.4.1
(Receivables Discounting) and 3.4.5 (Payables Finance)
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2.1 Distinctive features Payables Finance:
The buyer identifies an invoice(s) or account(s) payable (on its books) for which it has given an unconditional,
irrevocable commitment to pay,57 and the seller has the option to sell the receivable(s) (i.e. the counterpart of the
buyer’s payable on its own books) and receive an early, discounted payment from the Bank. The technique is ‘buyercentric’ in that the buyer will typically arrange a payables finance programme with one or more Banks in favour of
its sellers.
As seen in the diagram, the buyer encourages its sellers to consider the use of this Payables Finance programme;
the sellers make an independent decision to utilise the programme.
The Bank relies on the creditworthiness of the buyer and typically grants the financing ‘without recourse’ to the
seller. Such ‘without recourse’ relates to the credit risk or risk of non-payment by the buyer of the invoice or account
payable. It is common that certain elements of recourse are retained against the seller, such as relates to breaches
of representations and warranties. The buyer will pay the principal amount owed at the invoice maturity/due date
or at another agreed upon due date directly to the Bank. If there are any dilutions between the buyer and seller, it
would be resolved outside of this Payables Finance structure.

SCF Payables Finance (as described in the SCF Standard Definitions)

57

a.k.a. independent payment undertaking (IPU)
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2.2 Distinctive features Receivables Discounting:
Discounted receivables range from a single receivable through to the majority of the receivables within the sales
ledger of a seller. The funds available to the seller are based on the outstanding value of the invoices related to the
relevant buyers.
Receivables Discounting is usually offered by finance providers to customers selling to multiple buyers. The buyer
coverage will depend on the number of buyers for which the finance provider is willing to take credit risk.
The finance provider offers finance based on a security margin applied to the open account receivables being
assigned by the seller and as pre-agreed between the seller and the Bank.
Typically, the Bank will limit such offering to a customer base, whose receivables comply with certain criteria, such
as a minimum credit rating.

SCF Receivables Discounting (as described in the SCF Standard Definitions)
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3

Due Diligence Overview – Receivables Purchase
3.1 Bank A conducts due diligence, which usually follows the pattern described below:58

Initial Due Diligence
Party X
Customer

a) CDD

Bank A
Customer’s Bank

Party Y
Counterparty

b) Risk based
checks

a) CDD

Bank B
Counterparty’s
Bank

Customer and counterparty checks
a. Bank A and Bank B will conduct Customer Due Diligence on their customers (when onboarding and
during the account CDD review cycle)
b. Bank A will conduct appropriate Risk based checks on the counterparty on an RBA unless the
counterparty is a customer of the Bank, in which case a) would apply

58

This information is obtained prior to transactional activity and the data is made available to the processing department.
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4

Review Activity – Receivables Purchase
4.1 Once the Receivables Purchase programme is set up, Bank A will, in the normal course of business review
the programme from a customer and counterparty perspective. This reviewing activity will normally follow the
pattern described below:

Due Diligence – Review Activity
Party X
Customer

a) CDD

Bank A
Customer’s Bank

Party Y
Counterparty

b) Risk based
checks

a) CDD

Bank B
Counterparty’s
Bank

Customer and Counterparty periodic or event-driven reviews
a. Bank A and B will review CDD on their customers
b. Bank A will review appropriate Risk based checks on the counterparty on a RBA unless Party Y is also a
customer of the Bank, in which case a) would apply

5

Controls undertaken by Bank A

5.1 Party Due Diligence
a. Bank A should conduct due diligence59 as appropriate on Party X (that is a customer of Bank A) prior to the
setup of a Receivables Purchase programme. This is likely to involve a series of standardised procedures
for customer adoption within Bank A. The due diligence will support an on-going relationship with Party X
and is not required for each subsequent programme that is set up with this customer.
b. Bank A’s RBA, its due diligence process may include, amongst others, the following information:
−
The countries in relation to which Party X buys and sells
−
The goods traded
−
The counterparties with whom Party X does business (buyers, sellers).
A counterparty in the context of a Receivables Purchase program is typically created when there is a request from
the customer of Bank A to support its own business or the business of the customer’s trading partner. Bank A has
no other relationship with that third party. Such counterparties do not have an account, a facility or a dedicated
Relationship Manager at Bank A, and they also do not give any instructions to Bank A. They are sponsored by a global
line of business, and interactions with Bank A are limited to the scope of the Receivables Purchase program. The
59

Identification, verification screening, CDD (and credit approval)
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relationship with these counterparties is based on a successful CDD on Party X and the trust of Bank A in the
commercial relationships Party X enters into for the purpose of its own business.
Typical examples of counterparties under a Receivables Purchase program may include, but are not limited to:



Buyers of Party X of Bank A under a Receivables Discounting program that is arranged by Bank A for Party
X and its buyers (= Party Y)
Sellers of Party X of Bank A under a Payables Finance program that is arranged by Bank A for Party X and its
sellers (= Party Y)

Minimum Risk based checks for non-customer relationships
It is generally recommended to perform risk based checks on counterparties. The extent of such checks may vary
depending on the particular SCF technique that is is applied and additional aspects such as the state of disclosure
against the counterparty or whether a programme is whole turnover or not. 60 The risk based checks may include the
following:






Collect counterparty name and address information (counterparty name at a minimum)
Conduct sanctions screening against relevant sanctions list(s), as appropriate
Conduct a review against internal ‘red flag’ lists. In this context, ‘red flag’ lists refer to lists that Banks may
maintain to manage or monitor transactions / relationships with particular entities or persons. These are
generally based on a variety of factors including, but not limited to, prior unusual transaction history and
negative media reports.
Evaluate risks of the potential relationship to the counterparty based on the above information to identify
whether a Bank may require further review based on internal risk tolerance.

Based on this information, it may be required to conduct additional checks.
5.2 Additional checks:
a. An enhanced due diligence process should be applied, within the normal process of due diligence, where
Party X falls into a higher risk category or where the nature of its trade, as disclosed during the standard
due diligence process, suggests that enhanced due diligence would be prudent (See the FATF 40
Recommendations,61 Section 10 Guideline H).
b. An additional due diligence process should be designed to ensure clear understanding of the trade cycle, to
gain assurances regarding customers’ compliance systems (which could include but are not limited to cross
border controls and licencing regulations) and to ensure understanding of payment flows.
c. Trigger Events:
There may be trigger events during the on boarding stage, during the ongoing review of a relationship or
during the transaction process.
The nature of business and the anticipated or actual transactions as described and disclosed in the initial
due diligence stage or during the relationship may not necessarily suggest a higher risk category. However

60
61

For Receivables Discounting, the risk based check may include the buyer name, however not always other information such as the address.
FATF 40 Recommendations (2012), http://www.fatf-gafi.org/publications /fatfrecommendations/documents/fatf-recommendations.html
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if, during the course of the Receivables Purchase programme, any additional risk factors become apparent,
this may warrant additional or enhanced checks for Party X or Party Y.
5.3 Bank B Due Diligence
Bank B is not involved in the Receivables Purchase Transaction except for receiving and crediting funds for Party
Y, or – in the case of a Receivables Discounting program – executing payment instructions of Party Y to Party X
(or to Bank A, depending on the specific design of the Receivables Discounting programme). Consequently, Bank
B is not subject to Due Diligence in the context of a Receivables Purchase program.
5.4 Reviewing transactional information
In practice, once a Receivables Purchase programme has been set up, Bank A processes the payment
instructions or invoice data received from Party X. If subsequent review or screening activity shows a positive
match, Bank A may stop the programme or a particular transaction. Depending on local law, there may be
circumstances where fraud would also allow the transaction to be stopped.
Reviewing and screening will occur when the customer presents its payables or receivables information to Bank
A. The information (presented on a manual basis or electronically) will be subject to the programme eligibility
control. This control will typically ensure the transactions match with the scope Bank A had initially agreed with
Party X for the Receivables Purchase programme, e.g. the transaction currency, the amount, the beneficiary or
buyer and the due date of the transaction.
Unless local regulatory requirements apply, Party X will present no further information. A local regulator may
require further checks or presentation of information, e.g. for purposes of import/export controls
5.5 Monitoring
For Bank A monitoring opportunities arise from:
 The normal procedures for monitoring Party X’s account and the usage of the Receivables Purchase
programme
 Party Y’s activity observed from business with Bank A in the context of the Receivables Purchase
programme
5.6 Ongoing Due Diligence by Bank A
a. Bank A will heavily rely on the initial and ongoing due diligence conducted on Party X. It will not be required
for Bank A to seek continuous additional assurances from Party X as every new transaction is received for
processing, since it will be subject to the regular transaction monitoring activities of Bank A.
b. There should be ongoing reviews of the relationship on a periodic basis. Bank A may conduct ad hoc controls
following the below grid:
Scope






Selected customers (Party X), using a Risk Based Approach
Ongoing sanction screening
if material issues are noted, selected counterparties (Party Y)
ongoing transaction monitoring
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Frequency

Responsibility

6

 customer due diligence on a periodic basis and based on critical trigger events or
internal ad hoc controls
 Increased frequency for higher risk customers based on Bank A’s policies
 A dedicated team of Bank A taking ownership and responsibility for ad hoc controls
 Support from internal functions of Bank A, e.g. Credit Risk, Customer Coverage and
Financial Crime Teams

Controls undertaken by Bank B
Bank B is not involved in a Receivables Purchase programme that Bank A has arranged. Controls undertaken
by Bank B are limited to standard controls on incoming or outgoing payments for Party Y.

6.1 Due Diligence:
a. Bank B has an existing relationship with Party Y. Appropriate due diligence should already have been
completed.
b. Bank B will not undertake any due diligence on Party X aside from the screening of Party X’s name against
sanctions and terrorist lists for incoming payments from any party involved in the program62.
7

Risk Indicators, Pre- and Post Event

7.1 A Receivables Purchase Program is an undertaking arranged by a Bank for its customer to support business
transactions between the Bank’s customer and its counterparties , independent of the underlying trade
transactions. Contract terms will be agreed between the customer and its counterparties and then be
communicated to the Bank in the context of the arrangement of the Receivables Purchase Program. The terms
of a Receivables Purchase program reflect a unique combination of factors involving:




the specific nature of the Receivables Purchase programme,
the underlying commercial relationships between Party X and Party Y,
the nature of the relationship between Bank A and Party X as well as Party Y.

where Party X and Party Y would refer to customer and counterparty accordingly depending on the type of
programme.
7.2 In Receivables Purchase business, Banks deal in documents representing receivables information, or rather
sets of data, representing such documents. Since the execution of each transaction under a Receivables
Purchase program is a rather automated and integrated process within a pre-agreed scope of parameters it is
rare for Bank A to review individual transactions in complete detail. Furthermore it is relevant to note that:



Both parties of a Receivables Purchase program are subject to initial and ongoing controls, ensuring that
transactions meet the criteria that had been agreed at the outset of a Receivables Purchase programme
Commercial practices and industry standards determine finite timescales in which to act

62

Under a Payables Finance programme arranged by Bank A, Bank A will appear as the payer for the majority of incoming payments. Only for
non-financed transactions, Party X will appear as the payer. Depending on whether a Receivables Discounting program is set up undisclosed or
disclosed (and Bank A acting as a collection agent), the beneficiary of a payment from Bank B may vary between Party X (if undisclosed) and
Bank A (disclosed).
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Different Banks have varying degrees of systems capabilities which will lead to differences in their
reviewing abilities

7.3 Potentially there are risk indicators that may be looked at in the context of a Receivables Purchase programme.
Against this background it is important to distinguish between:




Information which must be validated before a Receivables Purchase programme is set up and which
may prevent such set up (e.g. a sanctioned entity or a terrorist name)
Transactional controls, e.g. sanction screening
Information which ought to be used in a post event analysis as part of the investigation and suspicious
activity reporting process

7.4
Banks should look to put into place internal procedures (either manual or automated) to identify and
monitor the risk indicators at all stages and have processes to review and escalate concerns appropriately.
7.5
Appended below is a list of some of the risk indicators which might become apparent in the handling of a
Receivables Purchase programme. This table does not contain the full range of risk indicators which might apply
generally across the customer to Bank relationship, but is specifically targeted to cover some of the risk indicators
related to the processing of a Receivables Purchase programme. It is also important to note that some risk indicators
will only become apparent after the transaction has taken place and will only be known to law enforcement or
financial investigation units as part of their formal investigation processes. Banks should derive their own set of risk
indicators from their risk assessments.
WHAT: Activity or information connected with the SCF program

WHEN: Pre or post transaction

Deal structures

PRE

 Beyond capacity and or substance of customer
 Improbable goods, quantities, origins, destination
 Applicable import or export controls regulations may not be complied with
 Countries / Names on the Bank’s high risk, Sanctions or terrorist list
 Any attempt to disguise or circumvent countries involved in the actual trade
 Unusual complexity and or unconventional use of financial products
 Evasive behaviour of Party X or Party Y when being on-boarded
 Or a combination of the above
Deal structures
 Party X or Y changes its name, legal entity structure, accounting standards, country of
incorporation or operation, or Bank relationship

POST

 New regions, currencies, Parties (X or Y) added after the initial setup
 Or a combination of the above
Transactions

POST

 Blatant anomalies or changes in value or volume of the transactions processed against
the agreed / expected or historic value or volume
 Changes in financing behaviour of Party X or Party Y
 Changes in settlement behaviour of the buyer
 Failed or returned payments to sellers (under a Payables Finance program)
 Or a combination of the above
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Appendix V: FI Trade Loans
1. Introduction
1.1 The Trade Finance Principles Paper sets out the background to Trade Finance as defined in Section 1 of the core
paper and addresses associated financial crime risks. The paper also comments on the application of controls in
general and makes some observations on the subject of future co-operation between relevant stakeholders.
1.2 This appendix provides guidance on the application of controls by banks63 in the context of Financial Institutions
Trade Loans “FITL”, also called Bank-to-Bank Trade Loans. It is intended to reflect standard industry practice. In
order to illustrate these controls fully, the appendix uses a simplified scenario and then describes in some detail
the control activities applied by the banks involved.
1.3 FITL is direct or indirect short-term financing on an uncommitted basis by a Bank (Lender) to another Bank
(Borrower) to fund clearly defined trade transactions undertaken by these Bank customers for their corporate
customers against the purchase and sale obligations of these customers. FITL is for bank to bank risk, has a short
tenor, but the underlying transactions are always trade-related. They may be provided to facilitate either a single
transaction or a pool of trade transactions.
1.4 The Lender will have satisfied itself, based on documentary evidence or otherwise, that the financing will be used
to fund trade transactions. Depending on the Lender’s Risk Based Approach (RBA), the proof of the underlying
trade transaction may include shipping documents or other information that demonstrates the financing to be
consistent with the underlying trade transaction(s). These transactions can involve either domestic or crossborder trades.
1.5 The Lender (Bank A, as referred to in Paragraph 2 below) is not directly or immediately involved in the trade
transaction. It is the Borrower, that undertakes the trade transaction(s) and the parties involved in the underlying
transactions are unlikely to have a relationship with Bank A. Nevertheless, it is necessary for the Lender to apply
a minimum level of controls to the transactions underpinning the financing request, to address possible sanctions
or
other
financial
crime
risks.
It should be noted in this context, that, sanctions may be applied differently from jurisdiction to jurisdiction. A
transaction that is perfectly acceptable in the jurisdictional context of one bank could be prohibited under the
sanctions
regime
applicable
to
another.
1.6 This appendix should be considered together with the Wolfsberg Group Anti Money Laundering Principles for
Correspondent Banking,64 which provide due diligence guidance on the transacting parties to practice effective
risk management and exercise sound judgement.
1.7 Applying the Wolfsberg Group Anti Money Laundering Principles for Correspondent Banking and the Wolfsberg
Due Diligence Questionnaire65, banks should develop their own RBA for FI customers with specific regard to the
risk control framework customers have in place for their trade finance activities. The risk profile of individual
Borrowers and Lender’s RBA, together with other considerations such as credit worthiness, should decide what
type of FI Trade loans, and for which amount, a Lender is prepared to grant to the respective Borrower.

63

Within this appendix, reference to Banks rather than FIs will be used given the need to refer to Banks in an accepted technical context in
relation to Guarantees and Standby Letters of Credit.
64
Wolfsberg Anti-Money Laundering Principles for Correspondent Banking (2014)
65
Wolfsberg Group Correspondent Banking Due Diligence Questionnaire (2018)
Appendix G

1.8 The additional controls for FITL from the Lender’s perspective are
a. Screening: Processes, usually automated, whereby lists of names, entities, persons or geographic locations
derived from various official sanctions or prohibited persons lists are used to identify possible sanctions or
other concerns with respect to a relationship or transaction.
b. Monitoring: Any activity to review the underlying transactions for the presence of unusual or potentially
suspicious activity.
2. Simplified scenario

2.1 Given that FITL is essentially a finance request on an uncommitted basis from a bank customer, the underlying
transaction can be of any type of trade finance activity. The majority of FITL transactions seen by banks are
usually related to Documentary Credit type transactions and therefore the assumption of L/C as the underlying
transaction has been taken for this simplified scenario. The process flow of the underlying trade finance activity
displayed in the simplified scenario above is similar to the simplified scenario in the Documentary Credits
Appendix I of the Trade Finance Principles, however with the addition of a Lender granting the FI Trade Loan.
2.2 In this example, the Borrower has a contingent asset in its books in the form of a Documentary Credit issued
on behalf of one of its customers. The borrower wishes to obtain a bank loan against this asset. The reasons
for such financing can vary, but generally, loans marked as trade have a better Product Recovery Rate (PRR)
than standard loans, which positively impacts their risk weighting for balance sheet purposes. Hence, the
Issuing Bank/Borrower and the Lender have arranged for the Lender to grant a loan to the Borrower in the
amount of the letter of credit.
2.3 Bank A disburses the loan upon request of the Borrower, usually when payment by the Issuing Bank/Borrower
is due under the letter of credit, but in practice can be at any moment as long as it is done before the repayment
of the obligation by the Importer as per the terms of the Documentary Credit used in this example. In all cases,
an FI Trade Loan’s terms should match the terms of the trade asset(s) it is based on.
2.4 The trade finance activities giving rise to the FI trade loan could include documentary credits, bills for collection
and/or various open account trade products.
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2.5 An overview of the due diligence and control activities is provided below.
3. Controls undertaken by Lender
3.1 Borrower Due Diligence: The Lender should conduct appropriate due diligence66 prior to offering financing.
The due diligence will support an on-going relationship with the Borrower and would not require additional
due diligence for each subsequent request for financing. The due diligence must be subject to a regular risk
based review cycle. See the Wolfsberg Correspondent Banking Standards 67 and FAQs, as well as FATF 40
Recommendations,68 Section 10 Guideline H, for guidance with respect to the level of due diligence to be
performed
3.2 The Borrower initiates a financing request via SWIFT message or other means to Lender. In many cases, this
message is the extent of information banks will receive to tri gger financing and process payment.
3.3 Reviewing: Reviewing occurs once a request for financing is made. The request for financing is linked to the life
cycle of the underlying trade finance transaction. Banks should establish a requirement for minimum
information from Borrower on the underlying trade finance transaction before any loan is made. Unless the
nature of the underlying product precludes the information being available at that time (pre-shipment
financing) or at all (domestic financing or services) the details should include:
-

Name of Borrower
Address of Borrower
Name of Buyer
Address of Buyer
Name of Seller
Address of Seller
Port of Loading
Port of Discharge
Shipment date
Description of Goods
Vessel name
Purchase order number/ LC number/ Contract number/ Invoice number

Reviewing of the data could include Sanctions screening, AML, or other financial crime checks, depending on
the Bank’s RBA.
As part of the controls in place, and in accordance with their RBA, the Lender may also request actual or copy
documents relating to the underlying trade transaction(s). If subsequent reviewing activity of this identifies
unusual or potentially suspicious behaviour, or a positive screening match, the Lender may stop the payment
to the Borrower, but will not necessarily be able to impact the underlying trade finance transaction.
Upon repayment of the FI Trade loan by the Borrower, the incoming funds will once again be screened by the
Lender as required under the Bank’s screening program. A Sanction risk exists at this point if any movement of
the goods has taken place after the initial financing was provided, and that movement involved a sanctioned
entity or country. The screening may reveal this sanctioned link, thus, depending on the sanctions regime

66

Identification, verification, screening, KYC (and credit approval)
Wolfsberg Anti-Money Laundering Principles for Correspondent Banking (2014)
68
Financial Action Task Force (“FATF”) 40 Recommendations (2012)
67
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applicable to the Lender, requiring the Lender to either block or return the funds that now have become
tainted.
3.4 Ongoing Due Diligence: Banks rely heavily on the initial and ongoing due diligence conducted by their Bank
customers. It is not practical or commercially viable for Banks to seek detailed additional assurances from Bank
customers, whether continuously or for every single transaction, because that would a) hamper the efficiency
of processing and b) undermine the element of trust which is normal in the relationship between Banks and
their Bank customers. This stresses the importance of ongoing reviews of the relationship on a periodic basis.
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INTRODUCTION
Nearly four years ago, Canadians helped us build a plan for real change.
It was a plan that would invest in the things that matter most: good, well-paying
jobs for the middle class and people working hard to join it; more help for families
struggling with the high cost of living; strong, connected communities; and
better opportunities for our children and grandchildren.
Canadians chose to invest in their future. And in the years since, those
investments have begun to pay off.
This year, a typical middle class family of four will receive, on average, about
$2,000 more in support than they did in 2015, thanks to the middle class tax cut
and the Canada Child Benefit.
Under the Government’s economic plan, Canadians have created over 900,000
new jobs—the vast majority of which have been full-time—driving the
unemployment rate to its lowest levels in more than 40 years. The number of
Canadians working (as a share of the working-age population) also reached a
record high in 2018. This includes especially strong employment gains by women,
with the pace of job gains for women more than doubling since November 2015,
compared to the previous three-year period.
Not only are there more jobs, but wages have also increased, rising in 2018 at
one of the fastest paces of growth seen in the past eight years.
With lower taxes, more money to save or spend each month, and more good
jobs, there are many reasons for middle class Canadians to feel more confident
about what the future holds for themselves, and their families.
In 2019, however, there persists a sense among some Canadians that the
promise of progress—the idea that with hard work, everyone can build a better
life—may no longer hold true. Much more needs to be done to make sure all
Canadians feel confident and secure about their future.
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Facing an Uncertain Future
Too many Canadians are worried about making ends meet.
High housing costs, mounting household debt, a rapidly changing job market,
and the steady erosion of things that used to offer a sense of security—like
employer-sponsored pension plans—are adding to the sense of uncertainty.
Many Canadians still feel that they are working harder than ever, but not getting
any further ahead.
They feel uncertain about the future for different reasons.
Some young people are worried about their ability to find and keep good jobs,
and frustrated that even with a college or university degree, they might not have
the skills that employers need. Some of them may want to build a future in the
rural areas they grew up in, but have concerns about finding jobs in their field or
that suit their skill sets.
For some parents, it’s the rising cost of living, saving for their kids’ education
and their own retirement, and taking care of aging parents that may weigh
most heavily.
Workers of all ages may wonder if their jobs are secure, or worry about how
they’ll get the skills needed to find new or better opportunities down the road.
And some seniors, who have earned a secure and dignified retirement after a
lifetime of work, may be concerned about whether they have enough savings to
support themselves through their retirement.
Across the country, Canadians of all backgrounds want to be assured that the
Government is doing all it can to make sure that the promise of progress
endures—creating new jobs and more opportunities; and building a country
where more housing is affordable, where climate change is taken seriously,
where new Canadians are welcomed and supported, and where reconciliation
with Indigenous Peoples continues to move forward.
These concerns—and these hopes for a better future for their children and
grandchildren—are real. Canadians deserve a Government that not only listens
to these concerns, but has in place a plan to address them. One that will help to
make life more affordable and help more people succeed in a rapidly changing
world. One that is grounded in evidence and carried out in a responsible and
balanced way.
While it is clear that there is much more work to be done, the Government’s
efforts to build an economy that works for everyone have delivered
promising results.
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Results for the Middle Class
Since 2015, the Government has focused on strengthening and growing the
middle class, and offering real help to people working hard to join it. Its ambitious
plan to invest in the middle class has delivered:
A middle class tax cut for over 9 million
Canadians. As one of its first orders of
business, the Government raised taxes on
the wealthiest 1 per cent, and cut taxes
for the middle class. As a result, single
Canadians who benefit are now saving
an average of $330 each year, and
couples who benefit are saving an
average of $540 each year.
The tax-free Canada Child Benefit. With
the Canada Child Benefit, 9 out of 10
families receive more help than they did
under previous child benefit programs.
This year, on average, families benefitting
from the Canada Child Benefit will
receive around $6,800 to help with the
high cost of raising kids—an amount that
will continue to rise with the cost of living.
These two measures alone mean that a
typical family of four is $2,000 better off
this year—and every year—than they
were four years ago.

Canada: Lowest Effective
Personal Tax Rate in the
Group of Seven (G7)
Once the tax-free Canada
Child Benefit is added to family
income, a typical Canadian
two-income couple with two
children now keeps nearly
85 per cent of their gross
income. That’s the lowest
effective rate of taxation in
the G7.
For single-parent households
earning the average wage with
two kids, or for families with two
kids where only one parent is
working at the average wage,
the benefits are even greater—
they pay effective personal tax
rates of less than 2 per cent. In
other words, these families keep
more than 98 per cent of what
they earn.

More affordable post-secondary
education. More generous support
through the Canada Student Loans Program means that, in the 2017-18 school
year, over 490,000 Canadian post-secondary students received $1.4 billion from
all types of Canada Student Grant support. This represents a 34 per cent
increase in Canada Student Grant recipients and a 90 per cent increase in total
Canada Student Grant amounts since 2014-15, for Canadian post-secondary
students to invest in their future success.
Better support for working Canadians. The Canada Workers Benefit will help lowincome workers take home more money while they work—up to nearly $500
more for a worker earning $15,000 in 2019—encouraging more people to join
and remain in the workforce, and offering real help to more than 2 million
Canadians who are working hard to join the middle class.
More money for vulnerable seniors today. Increasing the Guaranteed Income
Supplement (GIS) top-up payment by up to $947 per year for single seniors
boosted benefits for nearly 900,000 low-income seniors, while restoring the
eligibility age for Old Age Security and GIS benefits to 65 means thousands of
dollars more for Canadians as they become seniors.
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A more secure and dignified retirement for all Canadians. The enhancement of
the Canada Pension Plan will give Canadian workers greater income security
when they retire—including benefits that rise with the cost of living—while
helping to fill the gap left by declining workplace pension coverage.
Stronger, more resilient communities. Investing in communities can deliver good,
middle class jobs today, while setting the stage for economic, social and
environmental returns for years to come. To date, the Government has
approved more than 33,000 infrastructure projects in communities across the
country—with the vast majority already underway. More than $7 billion of the
$19.9 billion committed to projects has been fully invested in projects like new
highways, bridges, buses, water treatment plants and community centres.
More affordable places to call home. New, long-term investments in the National
Housing Strategy will build 100,000 new units of affordable housing, and help cut
chronic homelessness in half. Since Budget 2016, almost $2 billion in new federal
funding has been invested in housing across Canada and over 303,500 units
have been built or repaired, giving Canadians greater access to affordable
housing. These incremental investments have already provided more
stable housing to 9,000 Canadians who were homeless or at serious risk
of homelessness.
Fewer Canadians living in poverty. Thanks, in part, to a number of investments
such as the income-boosting effects of the Canada Child Benefit and the
increase to the top-up to the Guaranteed Income Supplement for single seniors,
the Government has achieved its targeted 20 per cent reduction of poverty
three years ahead of time, lifting over 825,000 Canadians out of poverty in 2017,
including 278,000 children, compared to 2015.
A path toward reconciliation with Indigenous Peoples. Historic investments are
helping to secure a better quality of life for Indigenous Peoples—lifting more than
80 long-term drinking water advisories, supporting the construction or repair of
over 14,000 homes on reserve, and supporting more than 75 active Recognition
of Rights and Self-Determination tables representing over 400 communities—
while laying the foundation for a renewed relationship with First Nations, Inuit
and the Métis Nation based on the recognition of rights, respect, cooperation
and partnership.
An ambitious and affordable plan to fight climate change. With the
Government’s new Climate Action Incentive payments, most households living in
provinces that do not meet the Canada-wide federal standard for reducing
carbon pollution—Ontario, New Brunswick, Manitoba and Saskatchewan—will
get back more money than their increased costs resulting from the federal
carbon pollution pricing system.

12

Appendix H

A Long-Term Plan for Canadians
The positive results realized since 2015 have not happened by accident, and will
not continue without sustained effort.
Supported by investments in the middle class, it is the hard work of Canadians
that is creating good, well-paying jobs, growing the economy, and helping to
make life more affordable for people across the country.
Those investments and that hard work are what will continue to keep the
economy strong and growing for the long term.
The alternative—making aggressive cuts to the services Canadians rely on to
eliminate the deficit faster—will not help the economy, and it will not help
Canadians. Canadians understand that a country cannot cut its way
to prosperity.
That’s why the Government has instead chosen to move forward with a plan
that continues to invest to grow Canada’s economy for the long term, in a
fiscally responsible way that preserves Canada’s low-debt advantage for
current and future generations.
It’s a plan that is delivering real results for the middle class and people working
hard to join it.
It’s a plan that, step by step, is helping to build an economy that works for
everyone, where every person has a real and fair chance at success.
It’s a long-term plan for Canadians that respects the choice Canadians made in
2015, and that will continue to deliver results for people—helping to create
good, well-paying jobs and building strong, connected communities we can all
be proud to call home.

Investing in the Middle Class
Since 2015, hard-working Canadians have proven what has long been
understood: that a strong economy starts with a strong middle class.
Investing in the middle class means more help for people who need it. It means
better opportunities for people today, and the promise of a better future—even
in a world filled with change.
Budget 2019 is the next step in the Government’s plan to keep Canada’s
economy strong and growing. It recognizes Canadians’ concerns and takes
their needs to heart.
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With this Budget, the Government is:
•

Investing in the Middle Class—To help more families find good places to live,
Budget 2019 introduces the new First-Time Home Buyer Incentive and other
measures to make housing more affordable across the country. With the new
Canada Training Benefit, working Canadians will have the extra help they
need to find and keep good jobs today—and tomorrow. And all Canadians
will be healthier and better off with the steps Budget 2019 takes toward
implementing national pharmacare.

•

Building a Better Canada—To keep our economy strong and growing, Budget
2019 invests in the infrastructure Canadians—and Canadian communities—
need. Doubling the transfer to municipalities will help get more projects
underway, creating more good, well-paying jobs and making our cities and
towns better places to live. More affordable electricity bills, new support for
zero-emission vehicles, and a new commitment to bring high-speed internet
to every Canadian home and business are all part of building a
better country.

•

Advancing Reconciliation—Building on the progress achieved to date, the
distinctions-based investments in Budget 2019 will help deliver clean water
and better health care to Indigenous communities, advance selfdetermination and self-governance, and improve the quality of life for First
Nations, Inuit, and Métis Nation people in Canada.

•

Delivering Real Change—Canada is a country defined by its values, and is at
its best when everyone has real and fair chance at success. The investments
in Budget 2019 will support artists and veterans; improve Canadians’ health,
public safety, and access to justice; strengthen Canada’s role in the world;
deliver better government; and make sure our tax system is fair for everyone.

Conclusion
Today, over 900,000 more Canadians are working compared with November
2015. Wages are up and the unemployment rate is near 40-year lows. As of 2017,
over 825,000 fewer Canadians are living in poverty compared to 2015. The
Government’s plan to grow the middle class is working.
Budget 2019 is about building on this progress, and continuing to make a real
difference in the lives of Canadians today, and into the future.
It responds to Canadians’ concerns, and underscores the fact that for all the
progress that has been made, more hard work lies ahead.
It reminds Canadians that when they work hard, together they can make sure
that Canada’s success is felt by everyone, not just by the privileged few.
It gives people the help they need to succeed today, and offers hope for a
brighter tomorrow—one where people have the security and the skills they need
to meet whatever change comes their way.
Budget 2019 is about investing in the middle class, to build a better future for all.
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OVERVIEW
In 2015, Canada’s economy was in a weak position—and so were many
Canadians. Low growth, rising unemployment and weak wage growth made it
harder for middle class Canadian families to make ends meet, save and plan for
the future.
At the same time, Canada’s relatively low debt burden, combined with
historically low interest rates, gave the Government room to invest to grow the
economy—helping to create good, well-paying jobs in the short term, while
building the infrastructure and skilled workforce needed to keep the economy
strong and growing for years to come.
The results speak for themselves. Instead of facing low growth as a result of
austerity and cuts, the Government’s investments in people and in the
communities they call home have helped to drive the strong economic growth
Canadians needed to feel more confident.
With Budget 2019, the Government is continuing to deliver on its economic
plan—one that favours investment over austerity, with a clear focus on
fiscal responsibility.

Canadian Economic Context
In a challenging global economic environment, Canada’s economy remains
sound. Since November 2015, targeted investments and strong economic
fundamentals have contributed to creating over 900,000 new jobs, pushing the
unemployment rate to its lowest levels in over 40 years (Chart 1). In 2018 alone,
all employment gains were full-time jobs.
At 3 per cent growth, Canada had the strongest economic growth of all
G7 countries in 2017, and was second only to the U.S. in 2018. Recently, growth in
global economic activity has slowed more than expected. At home, growth in
the Canadian economy was softer at the end of 2018.
Despite these challenges, the Canadian economy is expected to strengthen
over the second half of 2019, and to remain among the leaders for economic
growth in the G7 in both 2019 and 2020.
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Chart 1

Labour Market Since
November 2015

Projected Average Real Gross
Domestic Product (GDP) Growth
for 2019 and 2020

Note: Last data point is February 2019.

Sources: International Monetary Fund,
January 2019 World Economic Outlook
Update; Department of Finance Canada
calculations.

Source: Statistics Canada.

Canada’s solid economic performance—bolstered by a strong labour market
and the Government’s investments in the middle class—also supported solid
wage growth last year, coming in at one of the fastest paces of growth
recorded in the past eight years. With higher earnings and a strong economy,
consumer confidence remains solid. This confidence is expected to help drive
household spending and continued economic growth going forward.
At the same time, business sentiment in Canada remains firmly positive and
growth in business investment and exports is expected to regain momentum
over 2019, supported by new and modernized arrangements with many trading
partners, and recently announced tax incentives designed to encourage
businesses to invest in and create middle class jobs (Chart 2). This outlook is also
supported by Canada’s reputation as a good place to invest and do business,
as evidenced by Canada being the only G7 country to witness a material
improvement in foreign direct investment into the country over the first three
quarters of 2018.
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Chart 2

Bank of Canada’s Business
Outlook Survey Indicator

Change in Foreign Direct
Investment Inflows as a Share of
GDP (year-to-date, 2018)

standardized units
5

0

-5
2015Q1

2016Q2

2017Q3

2018Q4

Note: Last data point is 2018Q4.
Source: Bank of Canada.

Notes: Data on foreign direct investment flows
and GDP for 2017 and 2018 cover the period
Q1 to Q3. Data for 2018Q4 for all countries are
not yet available.
Sources: Organisation for Economic
Co-operation and Development;
Department of Finance Canada calculations.

Budget 2019 Investments
Nearly 20 years into the new century, Canada faces a number of challenges:
the cost of living continues to rise for many Canadian families; a rapidly
changing world leaves many worried about finding and keeping good, wellpaying work; and things like global climate change and the growth of populism
are fuelling uncertainty about the future. These challenges call for a responsible
and forward-looking response, with a plan for the economy that is fiscally
responsible and squarely focused on making life better for the middle class and
people working hard to join it.
Budget 2019 continues the Government’s plan to invest in the middle class, with
a special focus on investing in people and in the things they need to succeed:
more affordable places to live, especially for first-time home buyers; skills for a
changing job market; lower prescription drug costs to support good health; local
infrastructure that helps deliver a good quality of life; and better connections to
each other and the world through universal high-speed internet.
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Table 1
Economic and Fiscal Developments Since the 2018 Fall Economic Statement
(FES 2018) and Investments Included in Budget 2019
billions of dollars
Projection

FES 2018 budgetary balance1
Adjustment for risk from FES 2018
FES 2018 budgetary balance (without
risk adjustment)
Economic and fiscal developments
since FES 2018
Revised budgetary balance before
policy actions and investments
Policy actions since FES 20182
Investments in Budget 2019
Investing in People
Building a Better Canada
Advancing Reconciliation
Delivering Real Change
Other Budget 2019
investments3
Total investments in Budget 2019
Total policy actions and investments
since FES 2018
Budgetary balance

2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

-18.1
3.0

-19.6
3.0

-18.1
3.0

-15.1
3.0

-12.6
3.0

-11.4
3.0

-15.1

-16.6

-15.1

-12.1

-9.6

-8.4

5.9

4.8

4.7

3.7

4.1

4.6

-9.3
-1.4

-11.9
-1.0

-10.4
-0.6

-8.4
-0.6

-5.5
-0.2

-3.9
-0.2

0.0
-3.2
-0.9
-0.1

-0.6
-0.3
-0.7
-1.7

-1.3
-0.8
-1.0
-1.6

-1.8
-0.8
-1.0
-0.8

-2.3
-0.6
-0.6
-0.5

-2.4
-0.4
-0.6
-0.6

0.0

-0.7

-0.9

1.6

0.6

1.2

-4.2

-4.0

-5.7

-2.7

-3.4

-2.8

-5.6

-5.0

-6.3

-3.3

-3.6

-2.9

-14.9

-16.8
-3.0

-16.7
-3.0

-11.8
-3.0

-9.1
-3.0

-6.8
-3.0

-14.9
30.8

-19.8
30.7

-19.7
30.5

-14.8
30.0

-12.1
29.3

-9.8
28.6

Adjustment for risk
Final budgetary balance (with risk
adjustment)
Federal debt (per cent of GDP)

Notes: A negative number implies a deterioration in the budgetary balance. A
positive number implies an improvement in the budgetary balance
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Maintaining Canada’s Low-Debt Advantage
The Government continues to invest in Canada, and in Canadians, in a fiscally
responsible way. The Budget 2019 fiscal track is broadly unchanged from that
presented in the 2018 Fall Economic Statement, with a deficit that is projected to
decline from $19.8 billion in 2019–20 to $9.8 billion in 2023–24.
Chart 3

Federal Budgetary Balance

Note: 2017-18 has been restated to reflect historical revisions to Canadian GDP series.
Sources: Fiscal Reference Tables; Department of Finance Canada calculations.

The federal debt-to-GDP ratio is also expected to decline every year over the
forecast horizon, reaching 28.6 per cent by 2023–24 (Chart 4). A declining
federal debt-to-GDP ratio will help to further reduce Canada’s net debt-to-GDP
ratio, which is already the lowest among G7 countries.
The Government, like Canadians, understands the importance of preserving a
low-debt advantage for current and future generations—it supports economic
growth and gives Canada the flexibility it needs to respond to changing
economic circumstances.
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Chart 4

Federal Debt-to-GDP Ratio

Canada’s Forecasted Net Debtto-GDP Ratio Lowest in G7

Note: Figures have been restated to reflect
historical revisions to Canadian GDP series.

Note: The general government net debt-toGDP ratio is the ratio of total liabilities, net of
financial assets of the central, state and local
levels of government, as well as those in social
security funds. For Canada, this includes the
federal, provincial/territorial and local
government sectors, as well as the Canada
Pension Plan and the Quebec Pension Plan.

Sources: Fiscal Reference Tables; Department
of Finance Canada calculations.

Source: International Monetary Fund, October
2018 Fiscal Monitor.
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CHAPTER 1
Investing in the Middle Class
From young families taking steps toward homeownership to experienced workers
stepping up to embrace new challenges to seniors transitioning into retirement
free of worries, a strong middle class is at the heart of Canada’s economy, and
the key to this country’s continued success.
One of the best ways to grow the economy is to invest in the middle class.
That means more money for hard-working families. This helps to make life more
affordable, drives consumer demand, and gives businesses the confidence they
need to invest in creating more good, well-paying jobs.
Investing in the middle class means taking steps to ensure that more Canadians
can afford a place to live that is safe and secure—a place they can be proud to
call home.
Investing in the middle class also means preparing for the challenges of today
and tomorrow—helping people get the skills they need to find and keep a good
job, or get the retraining that will help secure work for years to come.
It means ensuring that more Canadians have access to a secure and dignified
retirement after a lifetime of hard work.
And it means making sure that people have access to the medicine they need
to stay healthy.
In Budget 2019, the Government remains squarely focused on investing in the
middle class—introducing new measures that will help build an economy that
works for everyone now, and for the long term.

Appendix H

Investing in the Middle Class

21

Part 1: An Affordable Place to Call Home
Every Canadian deserves a safe and affordable place to call home. Yet for
many Canadians finding an affordable place to call home is a challenge,
especially in some of Canada’s largest cities where the rising costs of living,
limited housing supply and strong population growth have pushed home
purchase and rental costs beyond what many people can afford.
Although rising house prices and a limited supply can make housing affordability
a challenge across the board, young, middle class families are especially
worried about their prospects for homeownership. The majority of young people
who don’t own a home view a home purchase as a good investment, based on
recent surveys. Yet rather than buying a home early in their working lives as their
parents and grandparents could, young people often find themselves unable
to enter the housing market, and are forced to delay their dream of
home ownership.
Elevated house prices also have spillover effects—making rents more expensive
and boosting demand for community and subsidized housing. This has created
serious affordability challenges for Canadians in different living situations, from
people looking to buy or rent houses to individuals and families living in
community housing. Today, one in eight Canadian households cannot find
affordable housing that is safe, suitable and well-maintained. That is why the
Government introduced the National Housing Strategy in Budget 2017.
The Government is committed to a comprehensive plan supporting housing
affordability, in particular for those who are finding it increasingly difficult to
purchase their first home.
To that end, Budget 2019 proposes a number of measures, to:
•

Make housing more affordable today by reducing barriers to
homeownership for first-time home buyers.

•

Boost supply in Canada’s housing and rental markets.

•

Increase fairness in the real estate sector.

Budget 2019’s proposed measures would build on the Government’s previous
investments to enhance housing affordability for those who need it most through
the National Housing Strategy.

Improving Affordability Today: Support for
First-Time Home Buyers
Budget 2019 proposes to introduce targeted support for first-time home buyers,
while maintaining the prudent safeguards that protect consumers and promote
responsible home purchase decisions.
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Introducing the First-Time Home Buyer Incentive
Saving enough for a down payment on a home and managing the monthly
costs of homeownership can be challenging—especially for first-time home
buyers, many of whom are trying to establish or advance their careers, raise
young families, or even relocate to a new community.
To help make homeownership more affordable for first-time home buyers,
Budget 2019 proposes to introduce the First-Time Home Buyer Incentive. The
Incentive utilizes a unique financing model that has been used by affordable
housing associations and non-profits in Canada and elsewhere. The Incentive
enables home buyers to reduce the amount of money required from an insured
mortgage without increasing the amount they must save for a down payment.
Through the First-Time Home Buyer Incentive, Canada Mortgage and Housing
Corporation (CMHC) would provide up to $1.25 billion over three years (starting
in 2019–20) to eligible home buyers by sharing in the cost of a mortgage. As a
means-tested program, the Incentive would target Canadians that face
legitimate challenges entering housing markets.

What Is the CMHC First-Time Home Buyer Incentive?
The CMHC First-Time Home Buyer Incentive is a shared equity mortgage that
would give eligible first-time home buyers the ability to lower their borrowing
costs by sharing the cost of buying a home with CMHC. The Incentive would
provide funding of 5 or 10 per cent of the home purchase price. No ongoing
monthly payments are required. The buyer would repay the Incentive, for
example at re-sale.
For example, if a borrower purchases a $400,000 home with a 5 per cent
down payment and a 5 per cent CMHC shared equity mortgage ($20,000),
the size of the borrower’s insured mortgage would be reduced from $380,000
to $360,000, helping to lower the borrower’s monthly mortgage bill. This
would make it easier for Canadians to buy homes they can afford.

How the First-Time Home Buyer Incentive Would Work
Eligible first-time home buyers who have the minimum down payment for an
insured mortgage would apply to finance a portion of their home purchase
through a shared equity mortgage with CMHC.
The Incentive would reduce the monthly payments required to buy a home.
This would give first-time home buyers greater flexibility both in purchasing a
home and managing its ongoing costs. With a shared equity mortgage, first-time
home buyers would save money every month, giving them more money to pay
down their insured mortgage sooner or for other priorities.
CMHC would offer qualified first-time home buyers a 10 per cent shared equity
mortgage for a newly constructed home or a 5 per cent shared equity
mortgage for an existing home. This larger shared equity mortgage for newly
constructed homes could help encourage the home construction needed to
address some of the housing supply shortages in Canada, particularly in our
largest cities.
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The First-Time Home Buyer Incentive would include eligibility criteria to ensure that
the program helps those with legitimate needs while ensuring that participants
are able to afford the homes they purchase. The Incentive would be available to
first-time home buyers with household incomes under $120,000 per year. At the
same time, participants’ insured mortgage and the Incentive amount cannot be
greater than four times the participants’ annual household incomes.
Shared equity mortgages are currently offered by non-profit and other
providers in some regions. Budget 2019 proposes to establish a fund to assist
providers of shared equity mortgages, helping eligible Canadians achieve
affordable homeownership. The fund, to be administered by CMHC, would
provide up to $100 million in lending to shared equity mortgage providers over a
five-year period, starting in 2019–20, to help existing shared equity mortgage
providers scale-up their business and encourage new players to enter the market.
The Government will propose legislation that would enable CMHC to offer the
First-Time Home Buyer Incentive and administer a fund for third-party shared
equity mortgage providers. More details about CMHC’s First-Time Home Buyer
Incentive and funds to assist other providers of shared equity mortgages will be
released later this year, with the programs expected to be operational by
September 2019.

The First-Time Home Buyer Incentive: A New, More
Affordable Path to Homeownership
Anita is seeking to buy a new condo in Ajax, Ontario for $400,000. Under the
First-Time Home Buyer Incentive, Anita can apply to receive $40,000 in a
shared equity mortgage (10 per cent of the cost of a new home) from
CMHC, lowering the total amount she needs to borrow.
Compared with an insured mortgage, the CMHC First-Time Home Buyer
Incentive would enable Anita to pay $228 less in mortgage payments every
month. Anita can use these savings to invest in her future, such as buying a
home better suited to her needs, paying down her insured mortgage
sooner, or having more monthly disposable income, e.g., to pay for a more
convenient option for child care. When Anita sells her condo in the future,
CMHC is repaid.

Savings in Mortgage Payments with the CMHC First-Time Home
Buyer Incentive
$228 per month / $2,736 per year

Insured Mortgage Model
(No Incentive)
House Price
Down payment

Insured Mortgage
Monthly carrying cost*

$400,000
$20,000 (5%)

$380,000
(95%)
$1,973

CMHC First-Time Home Buyer
Incentive Model
House Price
Down payment
CMHC First-Time Home
Buyer Incentive
Insured Mortgage
Monthly carrying cost*

*Assumes an amortization period of 25 years and a mortgage rate of 3.5%.
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$400,000
$20,000 (5%)
$40,000 (10%)
$340,000
(85%)
$1,745

Modernizing the Home Buyers’ Plan
To help with the down payment and costs associated with the purchase of a first
home, the Home Buyers’ Plan (HBP) allows first-time home buyers to withdraw up
to $25,000 from their Registered Retirement Savings Plan (RRSP) to purchase or
build a home, without having to pay tax on the withdrawal.
Unlike regular RRSP withdrawals, HBP withdrawals are not added to a person’s
income when withdrawn. Instead, the HBP withdrawals must be repaid over a
15-year period or included in the individual’s income if not repaid.
The HBP maximum withdrawal amount—currently $25,000—has not been
adjusted for 10 years.
To provide first-time home buyers with greater access to their RRSP savings
to purchase or build a home, Budget 2019 proposes to increase the Home
Buyers’ Plan withdrawal limit to $35,000. This would be available for withdrawals
made after March 19, 2019.
Alex and Michelle are a young couple living in Toronto where
high home prices have put their goal of homeownership
further from reach. With the increased HBP withdrawal limit,
they will be able to withdraw up to $35,000 each from their
RRSPs, for a total of $70,000, allowing them to contribute more
toward their down payment, making home ownership
possible.
For Canadians who have experienced a breakdown in their marriage or
common-law partnership, it can be difficult to keep the family home under new
and more challenging financial circumstances.
To help Canadians facing this challenging life event maintain homeownership,
Budget 2019 also proposes that individuals that experience the breakdown of a
marriage or common-law partnership be permitted to participate in the Home
Buyers’ Plan, even if they do not meet the first-time home buyer requirement. This
measure would be available for withdrawals made after 2019.
Increasing the HBP withdrawal limit to $35,000 and extending access to
individuals who experience the breakdown of a marriage or common-law
partnership is estimated to reduce federal revenues by $145 million over five
years, starting in 2019–20.
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Impact of Mortgage Rate Stress Tests
The Government has a responsibility to support a stable housing market and
economy. Recent policies introduced by the Government and the Office of
the Superintendent of Financial Institutions, the independent federal banking
regulator, are helping to ensure that Canadians take on mortgages they can
afford, even if interest rates rise or incomes change. The Bank of Canada and
other institutions have undertaken analysis outlining how the mortgage interest
rate “stress tests” are having their intended impacts. These measures have
reduced the number of new home buyers with debt levels that extend well
beyond their incomes.
Chart 1.1
Distribution of New Mortgages by Loan-to-Income Ratio
per cent
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Notes: Data include purchases and refinances originated by federally regulated financial institutions.
Sources: Regulatory filings of Canadian banks; Department of Finance Canada.

These policies underpin stability for Canada’s economy, financial institutions
and individual families, benefitting all Canadians. These actions have also
contributed to slower growth in house prices and reduced speculation in key
areas, helping to limit the amount of debt Canadians must take on to buy a
home and improve housing affordability. Nonetheless, household debt
remains high, and there continue to be risks in the global economic
environment.
The Government continues to closely monitor the effects of its mortgage
finance policies—including the stress test for insured mortgages—and would
adjust them if economic conditions warrant, to support access to housing
while safeguarding financial stability.
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Working Together: Increasing Housing Supply
Through Partnerships and Targeted Investments
In some of Canada’s largest cities, many lower income and middle class
Canadians are struggling to find, maintain and afford a good place to live.
The reality is that housing supply in Canada’s more expensive markets, in
particular Toronto and Vancouver, has not grown quickly enough to meet rising
housing demand. This lack of supply boosts house and rental prices and makes it
more difficult for Canadians to afford housing.
One of the most effective ways to address housing affordability in the long run is
to encourage the creation of more housing supply. This will help ensure that
house prices grow at a more moderate pace, help keep home ownership or
renting more affordable for more Canadians and help keep markets accessible
to future generations. Budget 2019 proposes to make long-term investments and
collaborate with key partners to boost housing supply in a manner that reflects
the housing needs of a broad range of Canadian families. Building more of the
right kind of housing supply will keep these Canadian cities livable now and into
the future.

Expanding the Rental Construction
Financing Initiative
As house prices rise, the rental market is simply not keeping pace with growing
demand—especially in large cities where rental vacancy rates hover around
one per cent. When demand for limited spaces increases, so too does the
average monthly cost of renting. This makes it harder for lower income and
middle class Canadians to find an affordable place to live near their work or
school, and for future homeowners to save for a down payment.
To help address this challenge, the Government launched the Rental
Construction Financing Initiative in 2017—a four-year program that provides
low-cost loans for the construction of new rental housing for modest and
middle income Canadians. In Budget 2018, the program was enhanced to
help build 14,000 new units over the life of the program. To date, applications to
the program have been received from every region of Canada. More than 50
projects have been prioritized to receive a loan, and 17 projects, representing
2,000 rental units, have been announced.
To provide more affordable rental options for middle class Canadians,
Budget 2019 proposes to provide an additional $10 billion over nine years in
financing through the Rental Construction Financing Initiative, extending the
program until 2027–28. With this increase, the program would support 42,500
new units across Canada, particularly in areas of low rental supply. On an
accrual basis, this represents an investment of $829.5 million over 19 years,
starting in 2019–20.
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Rental Construction Financing Initiative
Launched in April 2017, this initiative supports the construction of new
rental housing by offering favourable financing rates and terms to
developers, relieving pressure in rental markets that are experiencing low
vacancy rates. Borrowers must meet minimum requirements for
affordability, energy efficiency and accessibility.
Woodman’s Grove Residences
Wolfville, Nova Scotia
The federal government is investing close to $8.2 million for the construction
of Woodman’s Grove Residences. The four-storey building will provide safe
and affordable homes to 48 middle class families. All units will have rents at
or lower than 30 per cent of median household income in the area. The
building will also achieve energy savings of more than 70 per cent and a
reduction in greenhouse gas emissions of more than 25 per cent.
Claridge Homes Housing Project
Ottawa, Ontario
The federal government is investing $70.8 million for the construction of a
27-storey building with 227 rental housing units. Over 200 of the new units
will have rents lower than 30 per cent of median household income in the
area. The project will achieve strong accessibility and energy efficiency
outcomes, with more than 10 per cent of units being accessible and
projected energy efficiency savings of 50 per cent.

Encouraging Innovation With the Housing
Supply Challenge
The issue of housing supply, particularly in Canada’s most expensive cities is
complex. Not only do Canadians require the right kind of homes to be built,
things like the accessibility of schools and daycare, and the proximity to public
transit are also factors municipal planners must take into consideration when
designing sustainable communities that work well. The Government of Canada
can help facilitate the new innovative approaches to accelerate construction
approvals and densification that are being developed across the country.
To help municipalities grow housing supply and unlock new solutions for
Canadians searching for an affordable place to call home, Budget 2019
proposes to provide $300 million to launch a new Housing Supply Challenge.
The Housing Supply Challenge will invite municipalities and other stakeholder
groups across Canada to propose new ways to break down barriers that limit
the creation of new housing. Successful applicants will be selected and funded
through a merit-based competition. The Challenge aims to provide new
resources to find new solutions to enhance housing supply and provide a
platform to share these models with communities across Canada.
Infrastructure Canada and Canada Mortgage and Housing Corporation will
collaborate on the design of the Challenge, with further details to follow by
summer 2019.
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Launching an Expert Panel on the Future of Housing
Supply and Affordability
To make our highest-priced cities affordable for middle class Canadians,
governments need to work together to fully understand housing challenges and
how best to address them.
On March 15, 2019, the Ministers of Finance for Canada and British Columbia as
well as the Minister of Municipal Affairs and Housing for British Columbia came
together to launch an Expert Panel on the Future of Housing Supply and
Affordability. The Expert Panel will consult with stakeholders to identify and
evaluate measures that could build on recent investments and initiatives to
increase the supply of housing in British Columbia to meet demand. The Panel
will be comprised of leaders and specialists in a range of fields with relevant
expertise who will be jointly selected by the governments of Canada and British
Columbia in the coming months.
Canada’s national housing agency, Canada Mortgage and Housing
Corporation, currently conducts and shares housing research and analysis. The
Corporation is well-placed to support the Panel’s efforts to better understand
housing challenges and potential solutions.
Budget 2019 proposes that Canada Mortgage and Housing Corporation
invest $4 million over two years to support the work of the Expert Panel on the
Future of Housing Supply and Affordability.
To improve efforts to address housing supply, Budget 2019 proposes that
Canada Mortgage and Housing Corporation invest $5 million over two years for
state-of-the-art housing supply modelling and related data collection. This would
support the work of the Expert Panel and help ensure that future investments by
all levels of government are put to their best possible use.
The Government is committed to working in partnership with other jurisdictions in
Canada that share concerns about the supply of affordable housing, and are
willing to work together to find solutions.

Delivering on Canada’s First National
Housing Strategy
Every Canadian needs a safe and affordable place to call home. As more and
more Canadians struggle with housing affordability, Canada’s most vulnerable
people are at greatest risk of experiencing inadequate housing and
homelessness. This can include seniors, women and children fleeing domestic
violence, Indigenous Peoples and persons with disabilities.
In 2017, to help more Canadians have access to housing that affordably meets
their needs, the Government launched the National Housing Strategy, a 10-year,
$40 billion plan that will build 100,000 new affordable housing units, repair 300,000
others, and reduce chronic homelessness by 50 per cent.

Appendix H

Investing in the Middle Class

29

Figure 1.1: Canada’s First National Housing Strategy
A 10-Year, $40 Billion Plan

Since announcing the Strategy:
•

The new National Housing Co-Investment Fund has been launched, and is
expected to help build 60,000 new units and repair or renew 240,000 existing
units of affordable and community housing through contributions and lowcost loans.

•

Seven provinces and territories have now signed bilateral agreements under
the multilateral Housing Partnership Framework, which will see more than
$7.7 billion in new federal funding flow to provinces and territories over the
next decade to support the stock of community housing and address
regional priorities.

In Budget 2019, the Government also proposes to introduce new legislation
which will require the federal government to maintain a National Housing
Strategy that prioritizes the housing needs of the most vulnerable, and will
require regular reporting to Parliament on progress toward the Strategy’s goals
and outcomes.

National Housing Co-Investment Fund
Launched in May 2018, the Co-Investment Fund provides a mix of
contributions and low-cost loans for the construction and repair of a range of
affordable housing projects, including community housing, supportive and
transitional housing, and shelters for survivors of domestic violence. To make
federal investments go further, projects must also leverage support from other
levels of government.
Construction of the New Maison de Lauberivière
Québec, Quebec
The Government of Canada is contributing almost $4.4 million towards the
new Maison de Lauberivière, a 10,000-square-metre building which will have
seven floors and feature 131 rooms for emergency and support services for
homeless or vulnerable individuals, as well as 18 transitional housing units for
people living with a mental health condition.
Building Safe and Affordable Housing
Hamilton, Ontario
The Government of Canada is contributing over $10 million towards the
construction of 50 units at the YWCA Hamilton Ottawa Street Redevelopment.
The Province of Ontario and the City of Hamilton are also partners in this
project, which will provide safe and affordable housing for 35 women and
women-led families, as well as another 15 units geared toward women with
developmental disabilities.
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Over the next year, important measures will be introduced to deliver on the
Government’s National Housing Strategy commitments. Reaching Home, a new
$2.2 billion program to prevent and reduce homelessness, will launch on
April 1, 2019—with the goal to reduce chronic homelessness by 50 per cent.
Starting in 2020, a new, $4 billion Canada Housing Benefit will provide financial
relief directly to those in core housing need and, over time, is expected to
support 300,000 households. It is currently being co-developed with provinces
and territories to ensure that the benefit is tailored to the diverse realities and
needs across the country.

Working to Eliminate Homelessness in Greater Victoria
In 2018, the Government of Canada invested $30 million, as part of a
$90 million partnership with the Province of British Columbia through BC
Housing and Victoria’s Capital Regional District, with the goal of eliminating
chronic homelessness in the Greater Victoria Region. Funding was provided
through CMHC’s Affordable Housing Innovation Fund, and based on the
most recent data, will result in enough housing units to help eliminate chronic
homelessness in the region.

Increasing Fairness: Strengthening Rules and
Compliance in Canada’s Housing Market
The purchase of a home often represents the single largest investment individuals
will make in their lifetimes. For this reason, it is critical that rules for buying or
renting housing are applied equally across Canada’s housing market, in a fair
and transparent manner.

Taking Action to Enhance Tax Compliance in the
Real Estate Sector
The Canada Revenue Agency (CRA) helps contribute to a healthy, competitive
and stable Canadian housing market through its efforts to address tax noncompliance in real estate transactions.
Through the use of advanced risk assessment tools, analytics and third-party
data, as well as collaboration with the provinces and territories to share
information and access to data, the CRA is continuously enhancing its ability to
detect, and take action whenever it finds, real estate transactions where parties
have failed to pay the required taxes.
Recent efforts have uncovered more than $100 million of additional taxes
assessed due to increasingly complex real estate transactions, which can only
be addressed by auditors and business intelligence officers with specific
knowledge, training, and expertise.
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Budget 2019 proposes to provide the CRA with $50 million over five years,
starting in 2019–20, to create four new dedicated residential and commercial
real estate audit teams in high-risk regions, notably in British Columbia and
Ontario. These teams will work to ensure that tax provisions regarding real estate
are being followed, with a focus on ensuring that:
•

Taxpayers report all sales of their principal residence on their tax returns;

•

Any capital gain derived from a real estate sale, where the principal
residence tax exemption does not apply, is identified as taxable;

•

Money made on real estate flipping is reported as income;

•

Commissions earned are reported as taxable income; and

•

For Goods and Services Tax/Harmonized Sales Tax (GST/HST) purposes,
builders of new residential properties remit the appropriate amount of tax
to the CRA.

The expected revenue from this initiative is $68 million over five years,
starting in 2019–20.

Deterring Financial Crime in Real Estate
The Government continues to work to deter financial crime, including mortgage
fraud and money laundering in the real estate sector, through a strengthened
enforcement framework, better outreach to and monitoring of private sector
partners, and collaborative work among government leads. Federal, provincial and
territorial governments are working together to make financial transactions related
to corporate ownership more transparent, so that the true identities of parties
involved in real estate transactions can be known.
To support this, the Financial Transactions and Reports Analysis Centre of Canada
will continue to expand its outreach and examinations in the real estate sector, with
a focus on the province of British Columbia, to improve detection of money
laundering activities.
In addition, Canada has established a joint working group with the Province of
British Columbia to examine issues related to tax fraud and money laundering in
British Columbia and the Metro Vancouver region. The Government will continue to
collaborate with its provincial and territorial partners to preserve the integrity and
affordability of Canada’s real estate market.

Monitoring Purchases of Canadian Real Estate
Together, tax non-compliance and money laundering can push up the cost of
housing, making homeownership less affordable for middle class Canadians. To
better fight these activities and protect fairness in Canada’s real estate markets,
federal enforcement agencies need access to good, high-quality data on
foreign and domestic purchases of homes.
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One way to do this is by working closely with other orders of government,
including by using advancements in provincial and territorial records on real
estate ownership to strengthen tax compliance. For example, British Columbia
has recently enhanced its monitoring capabilities for real estate, including
through the administration of its new speculation and vacancy tax. The data
collected is shared with the Canada Revenue Agency, helping both British
Columbia and Canada better administer their respective tax systems and
Canada meet its information sharing obligations under international exchange
of information relationships.
To improve monitoring of real estate purchases and ensure that information is
shared in a timely manner, Budget 2019 proposes to provide Statistics Canada with
up to $1 million over two years starting in 2019–20 to conduct a comprehensive
federal data needs assessment. The assessment would seek to facilitate further
streamlining of data sharing between federal and provincial governments to inform
enforcement efforts on tax compliance and anti-money laundering.
Results of the assessment would initially be used to inform the work of the
British Columbia-Canada Working Group on Real Estate. The federal government
is interested in working with other jurisdictions in Canada to jointly improve
monitoring of real estate transactions across the country.

Part 2: A New Approach to Helping Middle Class
Canadians Find and Keep Good Jobs
Canada is a country whose economic success
has always rested on the talent and creativity of
its people. Well-educated, ambitious and hardworking, Canadians have what it takes to
compete and succeed, even in an increasingly
competitive global economy.
The challenge for Canada—and for
Canadians—will be to find new ways to learn,
and new ways to approach the changing world
of work. This includes a rise in automation that
challenges the very nature of work, with the
Organisation for Economic Co-operation and
Development (OECD) estimating that about one
in ten Canadian jobs are at high risk of
automation within the next 10 to 20 years, with
about one in three jobs likely to experience
significant change as a result of automation.
While past transitions suggest that the number of
new jobs created will more than make up for
those lost, this kind of change can be disruptive
for many Canadians. It will be important to
ensure that Canadians feel greater certainty
in their skills and their ability to adapt to
ongoing change.
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“To motivate both
individuals and
employers to
significantly increase
their investments in skills
development, the
government needs to
deliver a jolt to the
system by providing
financial incentives,
while also encouraging
new training practices
for all industries, all
ages, and throughout
the country.”
— Advisory Council on
Economic Growth
2017
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Budget 2019 proposes new measures to support Canadians of all
ages—as they enter the workforce and throughout their working lives.

Investing in Workers
Canadians work hard every day to take care of their families, support their
communities and grow the economy. By investing in workers—giving them the
tools and support they need for their continued success—the Government is
helping workers find and keep good jobs today, and prepare for the new good
jobs of tomorrow. These investments include:

Labour Market Development Agreements
These agreements between the federal government and the provincial and
territorial governments help to deliver skills training and employment assistance
to workers eligible for Employment Insurance (EI). This allows workers to access
the help they need, when they need it most.
Investment: $1.8 billion over six years, announced in Budget 2017.

Workforce Development Agreements
Introduced in 2017, these agreements provide support for Canadian workers
who are not eligible for EI, including persons with disabilities, creating flexible
opportunities to upgrade skills, gain work experience or start a business.
Investment: $900 million over six years, announced in Budget 2017.

Skills Boost
A suite of measures announced in Budgets 2017 and 2018, these programs
support Canadian workers who want to return to school and upgrade their
skills, and include:
•

Updated Canada Student Loans Program eligibility criteria to better assist
part-time learners and low- and middle-income students with dependent
children as they seek to retrain.

•

Expanded Canada Student Grants to allow people who have been out of
high school for at least 10 years to receive up to an additional $1,600 per
school year ($200 per month) in top-up grant funding under a three-year
pilot program.

•

Revised Canada Student Grants eligibility criteria for participants to allow
current income to be considered in their eligibility assessment, to better
reflect the true economic circumstances of working or unemployed
Canadians whose employment situation has changed significantly from the
previous year.

•

Changed EI eligibility rules to allow unemployed Canadians to enroll in
full-time training without affecting their eligibility for EI benefits.

Investment: $575 million over four years, launched in the 2018-19 academic
year and based on announcements in Budgets 2017 and 2018.

Future Skills
The Future Skills initiative will play a key role in ensuring that the Government is
able to provide skills development programs that help Canadians prepare for
the future of work by exploring major trends shaping the future and testing
innovative approaches to prepare Canadians to meet them head-on.
Investment: $225 million over four years, with $75 million per year ongoing,
announced in Budget 2017.
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Horizontal Skills Review
The Government makes significant investments in skills development—close to
$7.5 billion annually—across more than 100 distinct programs, ranging from
programs for literacy and essential skills and apprenticeships, to those that assist
newcomers to Canada in entering the labour market. Almost $3 billion of this
programming is delivered in partnership with the provinces, territories and
Indigenous groups, and targets students and Canadians who are unemployed.
In Budget 2018, the Government committed to a review of skills programming, to
maximize its effectiveness, particularly the way in which support is provided to
workers wishing to take advantage of emerging opportunities.
The review found that Canada has a robust suite of programs that support the
development of key skills for Canadians—programs that encourage more
people to work, including those who are traditionally underrepresented in the
workforce, and those who face significant barriers to employment.
It also provided an opportunity to reflect on successes and determine where
more can be done to help more Canadians find and keep good jobs. For
instance, the review found that the current suite of programs is well-positioned to
respond to the needs of post-secondary students, but that more can be done to
provide all students the opportunity to gain valuable work experience, at home
and abroad.
The review also recognized that there are a broad range of supports in place to
help unemployed Canadians acquire and develop new skills, but that working
adults in mid-career could benefit from more opportunities to refresh their skills, or
gain new ones. This is consistent with what the Government has heard from other
stakeholders, including the Government’s Advisory Council on Economic Growth
and Canada’s Economic Strategy Tables, who have stressed the importance of
investing in proactive retraining for working adults and encouraging everyone to
embrace a culture of lifelong learning.
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Figure 1.2: Horizontal Skills Review

Following the Horizontal Review, the Government believes targeted changes
could be made to help Canadians more easily navigate the programs and
supports they need, improve the way that programs reflect the emerging skills
needs in the labour market, and improve how programs show results so that
decision-makers can better identify and invest in “what works.”
Through Budget 2019, the Government is committed to making improvements
that simplify access to programming so that more Canadians can benefit from
existing supports, and to ensure that the skills people have are a good match
with what employers need today—and in the future.

Improving Gender and Diversity Outcomes in Skills
Programs
Budget 2019 provides $5.0 million over five years, starting in 2019–20, to
Employment and Social Development Canada to develop a strategy and
improve capacity to better measure, monitor and address gender disparity
and promote access of under-represented groups across skills programming.
This will build on work already underway to improve the quality and
accessibility of labour market information, in partnership with Statistics
Canada and the Labour Market Information Council.
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Introducing the Canada Training Benefit
For generations, middle class Canadians and those working hard to join them
could be assured that with a good job came a good quality of life. Families were
able to pay their bills, save for their retirement, and set aside money to give their
kids a good education and a path to future success.
Today, the evolving nature of work means that people may change jobs many
times over the course of their working lives or they may require new skills to adapt
to changing roles. For working Canadians, this presents a new challenge: how to
get the training they need to keep their existing jobs, or prepare for a new one.
Canadians who are already finding it difficult to make ends meet may find it
tough to set aside money for additional training—even if that is what will give
them the best chance at long-term success. Others, especially middle class
Canadians with family responsibilities, struggle to find the time between work
and family pressures to get new skills.
Chart 1.2

What Prevents People From Getting Additional Training or Education?
Too busy at work
Too expensive
Childcare or family responsibilities
Other reasons
Course or program offered at
an inconvenient time or place
Lack of employer’s support
Something unexpected came up
that prevented me

OECD average
Canada

Did not have the prerequisites
0

10

20

30

per cent

Notes: This chart reports adults’ main reason for not participating in (more) formal and/or nonformal education. Figures are reported for the population aged 25 to 64 years who either
participated in training and want to participate more or did not participate in training but wanted
to participate.
Sources: OECD, Survey of Adult Skills (Programme for the International Assessment of Adult
Competencies), 2012, 2015.

Canadians at all stages in their working lives should have the opportunity to
invest in new skills, build greater job security and chart a better future for
themselves and their families.
To help working Canadians get the skills they need to succeed in a
changing world, Budget 2019 proposes to establish a new Canada Training
Benefit—a personalized, portable training benefit to help people plan for and
get the training they need. To deliver this new program, Budget 2019 proposes to
invest more than $1.7 billion over five years, and $586.5 million per year ongoing.
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How the Canada Training Benefit Will Work
The Canada Training Benefit includes two key components—a new, non-taxable
Canada Training Credit to help with the cost of training fees, and a new
Employment Insurance (EI) Training Support Benefit to provide income support
when an individual requires time to take off work. In addition, the Government
intends to consult on changes to federal, provincial and territorial labour
legislation to ensure that workers can take time away from work to pursue
training without risk to their job security.

What the Canada Training Benefit Means for Workers
After four years, workers will have four weeks for training, up to $1,000 to help
pay for the training, money to help cover living expenses, and the security of
knowing they’ll have a job to come back to when their training is done.

Figure 1.3: Canada Training Benefit

Canada Training Credit
•

38

This new, non-taxable credit would help Canadians pay for training fees.
Every year, eligible workers between the ages of 25 and 64 would
accumulate a credit balance of $250 per year, up to a lifetime limit of
$5,000. With this credit, a Canadian worker would accumulate $1,000 every
four years, to be used for training fees.
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•

The accumulation of this refundable tax credit would be available to
workers with earnings of at least $10,000 (including maternity and parental
benefits) and income less than around $150,000 a year ($147,667 in the
2019 tax year).

•

Canadians would be able to apply their accumulated Canada Training
Credit balance against up to half the cost of training fees at colleges,
universities, and eligible institutions providing occupational skills training
starting in 2020.

•

Canadians would claim this refund when they file their tax return. The
updated credit balance would be included in the information the Canada
Revenue Agency (CRA) sends to Canadians each year after they file their
taxes. Canadians would also be able to check the total of their balance at
any time, using CRA’s My Account.

•

To introduce and deliver this new credit, Budget 2019 proposes to invest
$710 million over five years, starting in 2019–20, and $265 million
per year ongoing.
Chart 1.3
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EI Training Support Benefit
•

This new benefit—expected to be launched in late 2020—would be
available through the EI program and would provide up to four weeks of
income support, every four years. This income support—paid at 55 per cent
of a person’s average weekly earnings—would help workers cover their
living expenses, providing support for ongoing payments such as mortgage
payments, electricity bills, and general life costs, while on training and
without their regular paycheque.

•

The new EI Training Support Benefit would provide workers with the flexibility
to train when it works best for them, within a four-year period (for example,
taking three weeks of paid leave in the first year, and the final week in the
last year).
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•

To introduce and deliver this new benefit, Budget 2019 proposes to invest
$1.04 billion over five years, starting in 2019–20, and $321.5 million per
year ongoing.

Making the EI Training Support Benefit Work
for Employers
• Improved access to training will mean that Canadian
workers have the right skills to adapt and succeed in a
changing economy, and are able to respond to the
evolving needs of employers across Canada.
• At the same time, the Government recognizes that small
businesses may worry about how the new EI Training
Support Benefit may affect their bottom line in the short
term. As a reflection of the Government’s commitment to
making this new benefit work for employers as well as
workers, Budget 2019 proposes to introduce an EI Small
Business Premium Rebate. Starting in 2020 any business that
pays employer EI premiums equal to or less than $20,000
per year would be eligible for a rebate to offset the
upward pressure on EI premiums resulting from the
introduction of the new EI Training Support Benefit.

Leave Provisions
•

Recognizing that many workers cannot afford to risk their employment
while they pursue training, the Government proposes to consult with
provinces and territories on changes to labour legislation to support new
leave provisions.

•

These new leave provisions would ensure that workers are entitled to leave
and job protection while they are on training and receiving the EI Training
Support Benefit. Employers, for their part, will benefit from motivated
employees with upgraded skills, and small business will be protected against
any increases in EI premiums.

In the coming months, the Government will consult with workers, employers,
educational institutions and training providers, as well as provinces and territories,
to finalize the design of the new EI Training Support Benefit and leave provisions.

How the Canada Training Benefit Will Help Workers
and Employers
As a comprehensive collection of supports, the Canada Training Benefit targets
the most pressing barriers to ongoing learning and retraining.
By cutting the direct costs of training by up to 50 per cent, workers can more
easily save for—and benefit from—new training and new skills.
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With income support through the EI program, workers won’t have to choose
between their training needs and their family’s needs. Workers can take the time
they need to invest in new skills, knowing that support is available to help them
cover their living expenses.
With job protection through the leave provisions, workers will be able pursue
training without worrying about losing their jobs.
And for employers, the benefits are also considerable. The Canada Training
Benefit means workers with continually upgraded skills will be better able to help
them—and Canada’s economy as a whole—adapt and grow.

Canada Training Benefit by the Numbers
After four years, a typical Canadian worker will have:
•

A $1,000 Canada Training Credit balance, which can be
claimed fully against training and tuition fees of $2,000
or more.

•

Up to four weeks of income support through the EI Training
Support Benefit, paid at 55 per cent of average weekly
earnings.

Using the Canada Training Benefit
Martin is a 37-year-old customer service representative working in a busy call
centre. He earns $35,000 per year and likes his job, but knows that customer
service is becoming increasingly automated. He is considering taking a fiveweek college course in human resources, to improve his chances of getting one
of the shift manager jobs at his company.
After four years, Martin has accumulated $1,000 to his Canada Training Credit
balance, and because he has been working full-time for several years, is eligible
for the EI Training Support Benefit.

Figure 1.4: Canada Training Benefit
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How Does the Canada Training Benefit Work for Martin?
Step 1: Prior to training
After confirming that the training institution he is interested in is eligible for the
Canada Training Credit, Martin checks his balance through My Account, to
make sure that he has the credit balance needed to take the next step. With
that information confirmed, Martin discusses his training plan with his employer,
letting them know that he’ll need to take a leave to attend the course, offered
by a local community college.
Step 2: Enrolling in training
Martin registers for the training course. He pays the full cost of registering for the
course—$2,000—knowing that he will be able to claim the $1,000 Canada
Training Credit when he files his taxes for the year.
Step 3: During training
Martin applies for the EI Training Support Benefit through Service Canada, to
access his four weeks of benefits. Once his application is processed and eligibility
is determined, Martin will start to receive up to 55 per cent of his average weekly
earnings, via direct deposit.
Step 4: After training
After completing the course, Martin returns to work, bringing with him new skills
that help him feel more confident about his work, and his future with his
employer. Several months later, when he files his income tax return for the year,
Martin claims the $2,000 he paid in tuition fees, and receives a $1,000 tax credit,
drawn from his Canada Training Credit balance, which builds up again as Martin
continues to work.
Overall, Martin will receive:
Canada Training Credit

$1,000

EI Training Support Benefit (4 weeks)

$1,481

Total support from the
Canada Training Benefit:
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$2,481

Preparing Young Canadians for Good Jobs
“Working
together, we will
find better ways to
put the skills of
young Canadians
to work, and
benefit from their
contributions to a
stronger economy
and more equal
society.”
— Expert Panel on Youth
Employment 2017

Young Canadians are more diverse, better educated
and more socially connected than ever before.
They have the curiosity needed to learn skills, and the
ambition required to work hard and succeed.
At the same time, for too many families, the rising cost
of post-secondary education has put the goal of
attending college or university further out of reach. It
can be difficult to save when children are young,
and students who receive financial assistance often
find it difficult to repay their loans.
To help the next generation of Canadian students get
the education and training they need to do well and
help grow our economy, Budget 2019 proposes a
number of measures to make college and university
education more affordable and accessible, and give
young Canadians access to the work experience
they need to find and keep good, well-paying jobs
for years to come.

Affordable and Accessible Education
In the decades to come, young Canadians will be the ones who drive the future
growth of Canada’s economy. It’s essential to our shared prosperity and
continued quality of life that young people have access to high-quality
education they can afford. For this reason, and because young Canadians
deserve opportunities to grow, pursue meaningful careers and build rewarding
lives of their own, the Government has taken decisive action to make postsecondary education more affordable for more young Canadians.

Helping With the High Cost of Post-Secondary Education
As an important first step toward helping young Canadians succeed, Budget
2016 used the savings realized from the elimination of the Education and
Textbook Tax Credits to increase Canada Student Grants amounts by 50 per
cent for students from low- and middle-income families. Budget 2016 also
expanded Canada Student Grant eligibility criteria, making it possible for more
students to receive non-repayable assistance.
Together, these changes helped more than 490,000 students receive an
average of over $2,800 each in support from the Canada Student Grants
program in the 2017-18 school year.

Appendix H

Investing in the Middle Class

43

Chart 1.4

Total Canada Student Grants Disbursed and Recipients Since 2013–14
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Looking ahead, Budget 2019 is doing even more to help make post-secondary
education more affordable, and make student debt more manageable.

Making Canada Student Loans More Affordable
Despite the progress made since Budget 2016—which introduced changes so
that no student has to repay their Canada Student Loans until they are earning
at least $25,000 per year—many Canadian students still struggle to save for their
education or repay student loans. This means difficult choices for many young
people, who may leave school prematurely or put off life decisions like starting a
family, or buying a home.

Lower Interest Rates
To help more students better manage the mounting pressure of higher living
costs and the changing nature of work, and specifically to help make sure that
student loans are more affordable for the students who need them, Budget 2019
proposes the following changes to Canada Student Loans and Canada
Apprentice Loans:
•

Lower the floating interest rate—the rate chosen by approximately
99 per cent of Canada Student Loans borrowers—to prime, from its current
rate of prime plus 2.5 percentage points, starting in 2019–20.

•

Lower the fixed interest rate to prime plus 2.0 percentage points, from its
current rate of prime plus 5.0 percentage points, starting in 2019–20.
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New Interest-Free Grace Period
In addition, Budget 2019 proposes to amend the Canada Student Financial
Assistance Act, so that student loans will not accumulate any interest during the
six-month non-repayment period (the “grace period”) after a student loan
borrower leaves school.
Lowering the interest rate and making the grace period interest-free will make
post-secondary education more affordable and help students transition to the
labour market successfully after leaving school. As a result of these changes the
average borrower will save approximately $2,000 over the lifetime of their loan.
Approximately 1 million student loan borrowers currently in repayment, and
200,000 graduates who leave school each year, will benefit from these changes.
Lowering the interest rate on Canada Student Loans and
making the grace period interest-free will help approximately
1 million student loan borrowers currently in repayment,
including Angela, who recently graduated from university with
a bachelor’s degree in psychology. After a five-month job
search, she secured a position at a medium-sized consumer
goods company. Budget 2019’s proposal to make the grace
period interest-free means Angela does not need to worry
about accumulating further debt as she takes the time to
transition from school to work. In addition, the new lower
interest rate on Canada Student Loans will make Angela’s
$13,500 debt significantly easier to manage, saving her
approximately $2,000 in interest payments over the 9.5-year
repayment period for her loan.

Making Canada Student Loans More Accessible
The Canada Student Loans Program helps to make post-secondary education
affordable for hundreds of thousands of students every year, but a small number
of outdated program rules and restrictions make the Program less flexible and
less accessible for some.
To better respond to the needs of vulnerable student loan borrowers,
including those facing challenging life or financial circumstances, Budget 2019
proposes to invest $15.0 million over five years, starting in 2019–20, to modernize
the Canada Student Loans Program.
For student borrowers with disabilities, these changes would:
•

Increase the cap on the Canada Student Grant for Services and Equipment
for Students with Permanent Disabilities from $8,000 to $20,000 per year, to
help students with permanent disabilities afford the necessary services and
equipment for their studies.

•

Expand eligibility for the Severe Permanent Disability Benefit so that more
student borrowers with severe permanent disabilities can qualify for
loan forgiveness.
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•

Make it easier for students with permanent disabilities to return to school
after a long absence by removing the restriction that borrowers using the
Repayment Assistance Plan for Borrowers with a Permanent Disability who
have been out of study for five years cannot receive further loans and grants
until their outstanding loans are paid in full, starting in 2020–21.

For student borrowers in other vulnerable financial or life situations, these
changes would:
•

Increase the eligibility for loan rehabilitation after a borrower defaults on
their student loan, so that financially vulnerable borrowers in default can
access supports such as the Repayment Assistance Plan and begin making
affordable payments on their outstanding debt again.

Implement interest-free and payment-free leave in six-month stackable
periods, for a maximum of 18 months, for borrowers taking temporary leave from
their studies for medical or parental reasons, including mental health leave.
Budget 2019 also proposes to increase compensation to provinces and
territories—partners in the Canada Student Loans Program—by $20.0 million over
five years, starting in 2019–20, with $4.0 million per year ongoing. This increased
funding will compensate provinces and territories for their costs stemming from
Budget 2019’s proposed changes to improve the accessibility of student
financial assistance.

Enhancing Supports for Apprenticeship
Skilled trades people are in high demand. These fields offer well-paid and
valuable employment opportunities for those who wish to pursue them. To
encourage people to explore careers in the skilled trades, the Government has
made significant investments in apprenticeship programs that support a skilled,
mobile and certified skilled trades workforce, and works closely with
provincial/territorial partners and stakeholders to support high-quality
apprenticeship systems across Canada. Many of these investments are now
delivering results.
For example, through the Union Training and Innovation Program, launched in
2017, the Government is helping individuals get the training they need to
succeed in the skilled trades, by supporting the purchase of up-to-date
training equipment and innovative approaches to reduce barriers limiting
apprenticeship outcomes. Since its launch, the program is helping
Canadians by:
•

Leveraging over $23 million in investments through cost-shared purchases of
advanced training equipment and funding for innovative approaches to
apprenticeship training.

•

Targeting training supports to over 28,000 Canadians.

•

Helping vulnerable Canadians—women, Indigenous Peoples, persons with
disabilities and newcomers to Canada make up 40 per cent of
project participants.

•

Helping improve accessibility to training in remote communities through
e-learning platforms and mobile training units.
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To encourage more young people to consider training and work in the
skilled trades, the Government proposes to provide Skills Canada—a national
organization dedicated to encouraging young people to consider careers in the
skilled trades and technology—with $40 million over four years, starting in 2020–
21, and $10 million per year ongoing. This investment will enable Skills Canada to
continue to encourage and support a coordinated approach to promoting
skilled trades and technologies to young people through skills competitions and
by providing resources to better equip them for careers in the skilled trades.
To bolster these efforts, the Government also proposes to invest $6 million
over two years, starting in 2019–20, to create a national campaign to promote
the skilled trades as a first-choice career for young people. The campaign will
work to change the perception around careers in the skilled trades, promoting
their merits, including high demand, high wages, and continual professional
development. In 2019, the Government will appoint co-chairs to begin work on
this campaign, lead initial consultations, and explore partnerships to assist with
promotion of the skilled trades.
Budget 2019 also proposes to develop a new strategy to support apprentices
and those employed in the skilled trades. This Apprenticeship Strategy will ensure
that existing supports and programs—including the Apprenticeship Incentive
and Completion Grants—address the barriers to entry and progression for those
who want to work in the skilled trades in the most effective way, and support
employers who face challenges in hiring and retaining apprentices.

Paid Parental Leave for Student Researchers
Budget 2018 provided historic new funding to reinvigorate Canada’s research
system, including the single largest investment in fundamental science in
Canadian history. It also committed to ensuring that Canada’s next generation
of researchers—including students, trainees and early-career researchers—is
more diverse.
To allow them to focus fully on their research, students receiving federal research
grants or scholarships may not be participating in the traditional labour market.
As there is no typical employer-employee relationship, student researchers are
unable to take advantage of parental leave benefits offered under the
Employment Insurance program.
To further improve equity, diversity and inclusion in the research system,
Budget 2019 proposes to provide a total of $37.4 million over five years, starting in
2019–20, and $8.6 million per year ongoing, to the federal granting councils, to
expand parental leave coverage from six months to 12 months for students and
postdoctoral fellows who receive granting council funding. This investment will
help young researchers, especially women. It will also help parents better
balance work obligations with family responsibilities, such as child care.
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Supporting Graduate Students Through
Research Scholarships
In addition to student loans and grants, the Government offers a suite of
scholarships that make higher education more accessible for students seeking to
pursue graduate studies and develop the research skills needed in the
knowledge-based economy. As the recipients of these scholarships train at
universities and research hospitals and transition to the workforce, they bring
new ideas and perspectives to tackle some of the worlds’ biggest challenges.
To help more students access graduate studies, Budget 2019 proposes to
provide $114 million over five years, starting in 2019–20, with $26.5 million per year
ongoing, to the federal granting councils—the Natural Sciences and Engineering
Research Council, the Canadian Institutes of Health Research and the Social
Sciences and Humanities Research Council—to create 500 more master’s level
scholarship awards annually and 167 more three-year doctoral scholarship
awards annually through the Canada Graduate Scholarship program.
In addition, starting in 2019–20, the federal government will work collaboratively
with willing provincial and territorial partners on options to improve access to
financial supports for graduate students from low-income families. Increased
participation in post-secondary education will help vulnerable graduate
students have higher earnings and get good-quality jobs, and helps the
economy be more productive.

Supporting Indigenous Post-Secondary Education
Indigenous Peoples are among the youngest and fastest-growing segments of
the Canadian population, yet they continue to face barriers when it comes to
pursuing post-secondary education and finding good, well-paying work.
Engaging more Indigenous People in the workforce would boost economic
outcomes for the nearly 1.5 million Indigenous Canadians as well as spur
economic opportunities and raise living standards for all Canadians, potentially
adding $7 billion to gross domestic product. More than two-thirds of Canadian
jobs from now to 2024 are expected to require some form of post-secondary
education, yet Indigenous Peoples are less likely to access and complete postsecondary education. Indigenous Peoples in the core working population are,
on average, 18 percentage points less likely than their non-Indigenous
counterparts to hold a university certificate, diploma or degree at the bachelor
level or above.
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The proposed investments in Budget 2019 will help Indigenous Peoples obtain the
skills and experiences they need to succeed in a changing economy and
contribute to stronger economic growth for all Canadians.
Chart 1.5
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Budget 2019 proposes a number of investments, starting in 2019–20, to
ensure that Indigenous students have better access to post-secondary
education, and more support to ensure that they can succeed during their
studies. This includes support for:
•

First Nations communities by investing $327.5 million over five years to renew
and expand funding for the Post-Secondary Student Support Program while
the Government engages with First Nations on the development of longterm First Nations-led post-secondary education models.

•

An Inuit-led post-secondary education strategy through an investment of
$125.5 million over ten years, and $21.8 million per year ongoing.

•

A Métis Nation-led post-secondary education strategy consisting of financial
assistance for Métis Nations students through an investment of $362.0 million
over ten years, and $40.0 million per year ongoing.

To further support Indigenous students, Budget 2019 proposes to provide
Indspire with $9.0 million over three years, starting in 2019–20, for additional
bursaries and scholarships for First Nations, Inuit and Métis students. Indspire is an
Indigenous-led registered charitable organization with a proven track record of
helping Indigenous students attend post-secondary institutions and find
good jobs.
Finally, to help Indigenous students access the full range of available student
supports, including financial assistance programs such as Canada Student
Grants, the Government will engage Indigenous Peoples to ensure that these
programs are working for them.
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Skills for Canada and the World
Young people recognize that not all skills are learned in the classroom.
Increasingly, students and recent graduates are taking advantage of co-op
programs and other experiential learning opportunities—such as work
placements with local employers or service opportunities within their
communities—as a way to further what they have learned in school while
earning valuable work experience. The Government supports this
comprehensive approach to learning and is investing to help more young
people get the skills that will make Canada—and the world—a better place.

Expanding the Canada Service Corps
Service opportunities give young Canadians the chance to gain valuable work
and life experience, build on what they’ve learned through their formal
education, and give back to their communities in meaningful ways.
To encourage and support more service, in January 2018, the Government
launched the design phase of the Canada Service Corps, a youth service
initiative. Since that time, the Government has been meeting with and listening
to young people—from across the country and from different backgrounds and
circumstances—to better understand what service means to them.
Like young people, the Government believes that every young person who
wants to build a better Canada through volunteer service should have the
opportunity to do so.
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Based on the extensive
consultations and feedback received
to date, Budget 2019 proposes to
invest up to an additional $314.8 million
over five years, starting in 2019–20, with
$83.8 million per year ongoing, to
make the Canada Service Corps
Canada’s signature national youth
service program. This investment will
support:

Kayla has just graduated from high
school and hopes to complete a
service experience related to her
passion for environmental
protection before pursuing postsecondary studies. Budget 2019’s
new funding for the Canada
Service Corps (CSC) means Kayla
can use the Youth Digital Gateway
to find an experience that is both
relevant to her interests and flexible
enough to align with her schedule.

•

Up to 15,000 annual volunteer
service placements with national,
regional and local partner
organizations by 2023–24.

•

1,000 annual individual grants for
self-directed service projects.

•

New incentives and program
supports co-created with young
people to address barriers to
participation in volunteer service
programs.

•

A new digital platform—seamlessly
integrated with the Government’s
new Youth Digital Gateway, an
online, user-friendly platform to
help youth access federal
supports— that allows young
people to identify, manage and
share experiences from their service placements.

Over the next six months, Kayla
completes a CSC-sponsored
service placement related to
ocean conservation that allows her
to contribute to her community
and improves her ability to speak in
public and work collaboratively,
leading a small team of her peers.
This placement inspires Kayla to
continue volunteering with
environmental organizations and
provides her with skills and
experience that will aid her in her
studies and subsequent job search.

Giving Young Canadians Digital Skills
Canadians are living and working in an increasingly digital world. With more
opportunities to acquire and develop digital skills, young Canadians—from
kindergarten to grade 12—will have a head start in building the skills they will
need to find and keep good, in-demand jobs. The CanCode program helps
young people get these coding and digital skills, with training support for their
teachers and a special focus on reaching young people who are traditionally
underrepresented in Science, Technology, Engineering and Mathematics, such
as girls and Indigenous youth. In its first two years, CanCode has provided more
than 800,000 K-12 students and about 40,000 teachers with the chance to learn
these important skills.
To give even more young people opportunities to get the digital skills that
will help them succeed, Budget 2019 proposes to provide $60 million over two
years, starting in 2019–20, to support CanCode’s ongoing work and help one
million more young Canadians gain new digital skills.

Appendix H

Investing in the Middle Class

51

Modernizing the Youth Employment Strategy
Young Canadians are talented, ambitious and hard-working, but making the
transitions from school to the workforce can be challenging for many—especially
for vulnerable youth who face additional barriers to success, such as low-income
youth, Indigenous youth, racialized youth and youth with disabilities.
Since 1997, the Youth Employment Strategy has helped young people make the
transition from school to work, and get a strong start in their careers. At the same
time, as noted by the Expert Panel on Youth Employment, the Strategy is in need
of an update, to ensure that it is able to continue to meet the needs of young
people in the future.
Budget 2019 proposes to invest an additional $49.5 million over five years,
starting in 2019–20, to launch a modernized Youth Employment Strategy
informed by the recommendations of the Expert Panel on Youth Employment
and extensive engagement with youth, service delivery organizations and
other stakeholders.
The modernized Youth Employment Strategy will embrace a “no wrong door”
approach with the aim of ensuring that all young people have access to the
supports they need, including enhanced supports for young people facing more
serious barriers to joining and staying in the workforce.
This investment will support work placements, build partnerships with
stakeholders, test pilot programs for hiring youth and improve program
evaluation. It will also support the ongoing development of the Youth Digital
Gateway—an online, interactive, user-friendly platform to help youth access
federal supports, that is focused on outcome-based results.

Canada’s New International Education Strategy
Canada’s post-secondary education system is world-renowned for the quality of
its institutions and the high performance of its students. However, in an
increasingly global economy and labour market, Canadian youth need to
develop a range of skills. These include adaptability, fluency in more than one or
two languages and inter-cultural skills—skills that are best fostered through
international experiences, such as travelling, studying and working overseas.
Building on the commitment in the 2018 Fall Economic Statement to
develop a new International Education Strategy, the Government proposes to
invest $147.9 million over five years, starting in 2019–20, and $8.0 million per year
ongoing. These funds will be used for:
•

International work/study opportunities—To help Canadian post-secondary
students gain the skills needed to succeed in a global economy, the
Government proposes to develop an outbound student mobility program,
on a pilot basis; and,

•

Promotion of the merits of Canadian education—To ensure that top-tier
foreign students continue to choose Canada as their education destination
of choice, the Government proposes to invest to promote Canadian
educational institutions as high-calibre places to study.
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This new Strategy will be delivered in coordination with provinces and territories,
as well as colleges, polytechnics and university educational institutions and other
key partners.

On-the-Job Learning and Work Experience
“When it comes to getting good jobs and work experience,
there’s a familiar refrain among young people. (They) tell me
that they can’t get a job because they don’t have any work
experience, and they can’t get any work experience because
they don’t have a job. It’s a vicious circle. (Our) government is
taking steps to help break it.”
— Prime Minister Justin Trudeau,
April 19, 2016

On-the-job or work-integrated learning gives young people the opportunity to
gain relevant, real-world work experience while they are still in school. It’s a
chance to apply what they’ve learned in the classroom, and a way to help build
a stronger understanding of the skills and knowledge they will need to succeed
in the workforce once they graduate.
Work-integrated learning can take many
forms. For thousands of Canadian college,
university and polytechnic students, formal
co-op programs help to bring together
academic learning and applied work
experience. These work placements can
also include internships, mentorship
programs or applied research projects.
What is common among them all, and
what is so valuable, is the connection—
between a student who needs relevant
work experience and an employer looking
to benefit from the talent, new ideas and
hard work that young people can bring to
the workplace.
Because young Canadians deserve every
opportunity to study, work, and help
contribute to our economy and their own
future success, Budget 2019 proposes to set
an ambitious target: that within 10 years,
the Government will strive to ensure that
every young Canadian who wants a
work-integrated learning opportunity
should get one.
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Yasmin is an undergraduate
student studying English
literature at a Toronto-based
university. Thanks to the
expanded Student Work
Placement Program, Yasmin
was able to apply to more coop jobs through her university
and was successfully hired into
a work placement at Raher
Enterprises, an engineering
company in Montréal.
Yasmin’s work placement—
made possible by the partial
wage subsidy Raher Enterprises
received from the
Government—gave her
valuable work experience, and
her strong writing skills helped
her employer meet several
urgent client deadlines. She
looks forward to accepting
Raher’s offer to join the
company as a full-time
technical writer after
she graduates.
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Expanding the Student Work Placement Program
Every year, Canada’s Student Work Placement Program gives thousands of postsecondary students in science, technology, engineering, math (STEM) programs,
as well as business programs, the opportunity to gain paid work experience
related to their field of study.
Based on the program’s strong track record of success, Budget 2019
proposes to expand the Student Work Placement Program to give students in
fields outside of STEM—such as the arts, humanities and social sciences—access
to work-integrated learning opportunities. Budget 2019 proposes to invest
$631.2 million over five years, starting in 2019–20, to support up to 20,000 new
work placements per year for post-secondary students across Canada, in all
disciplines, by 2021–22.
In addition, Budget 2019 proposes to provide Employment and Social
Development Canada with an additional $150.0 million over four years, starting
in 2020–21, to create partnerships with innovative businesses to create up to a
further 20,000 work-integrated learning opportunities per year. Together, these
efforts will, over time, help create 40,000 work placements for Canadian students
by 2023–24.

What the Student Work Placement Program Delivers
Benefits for Students:
•

Acquire different knowledge,
hard skills and soft skills.

•

Short- and long-term solutions to
address labour shortages.

•

Gain valuable work experience
necessary to begin
professional career.

•

•

Link classroom learning with the
workplace.

Easy access to talent pipeline
of qualified candidates with a
variety of skills and
technical knowledge.

•

Easier and more affordable hiring
choice for small and mediumsized enterprises (SMEs).

•

Partial hiring wage subsidy
from Government.

•
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Benefits for Employers:

Widen professional network and
get paid.
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Figure 1.5: Delivery Approach of the Student Work Placement Program

Tom is the co-founder of an educational software start-up based in
Vancouver.
By participating in the Student Work Placement Program, Tom is able to
bypass many of the hurdles of the typical recruiting process, giving him more
time to focus on the day-to-day challenges of managing a new business.
Thanks to the Program, he was able to find and hire Isabel, a graphic design
major, and Mackenzie, a computer science student, for paid summer
internships in areas relevant to their fields of study.
The internships give Isabel and Mackenzie a chance to earn a good income
over the summer, practice their design and coding skills in a real-world
setting, and make professional connections. With a positive experience and
a growing business, Tom looks forward to hiring four summer students next
year.

In addition, as a signal of how valuable the Student Work Placement program is
for employers, the Business/Higher Education Roundtable has committed to
match these placements, creating an additional 44,000 work-integrated learning
placements and opportunities per year by 2021. The Business/Higher Education
Roundtable will act as a convener to bring together other partners, such as postsecondary education institutions, non-governmental organizations, and other
orders of government to help meet this target.
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To support these efforts, Budget 2019 proposes to provide the
Business/Higher Education Roundtable with up to $17 million over three years,
starting in 2019–20, to help forge these partnerships and create more
work-integrated learning opportunities for young Canadians.
In total, Budget 2019 sets a target of creating 84,000 new student work
placements across Canada by 2023–24. This will mark a significant step to closing
the gap between the number of young people who want a student work
placement and the number currently able to secure one, estimated at 150,000
placements per year.

What Is the Business/Higher Education Roundtable?
The Business/Higher Education Roundtable represents some of Canada’s
largest companies and leading post-secondary institutions. Launched in
2015, the organization works to support young Canadians as they transition
from education to the workplace, deepen collaboration between industry
and educational institutions, and help Canadian employers and workers
adapt to the economy of the future.

Real-Life Testimonials From the Student Work Placement Program
“Being a part of the Student Work Placement Program has
provided me with the opportunity to gain hands-on experience
from industry professionals and exposure to the dynamic work
structure that comes with being a part of a tech start-up.
Overall, I believe that this program helps build both technical
and soft skills that cannot be learned in a classroom and allows
young professionals grow their talents as they get ready to
graduate from post-secondary schooling.”
—Student Participant, MaRs

"Brains Adventure is a small software company focusing on
bringing next-level technology adaptation to businesses and
improving their day-to-day operation. For us, it would have
been a huge risk to hire our first full timer on our own. A risk big
enough that we couldn't have probably taken it until next year.
With career ready program not only we were able to take the
mitigated risk, but we were also connected to Algonquin
College and Carleton University. The connections made it
possible for us to start a collaborative AI project with Carleton
University, something that goes well beyond the initial scope of
this subsidy program. The founders of our company strongly
recommend such programs and their extension because the
added value chain they create for students, small companies
and academy.”
—Employer Participant, Information Technology Association of Canada
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“Smaller biotech companies are often reluctant to invest in
training students with no work experience. Giving students the
opportunity to get hands-on experience while finishing their
studies will strengthen Canada’s bio-economy by bridging the
gap between industry and academia.”
—Rob Henderson, President and CEO of BioTalent Canada

Part 3: Moving Forward on Implementing
National Pharmacare
Canadians are proud of our publicly funded universal health care system, which
provides high-quality care based on need and not on a person’s ability to pay.
Yet, when it comes to prescription drugs, Canadians do not have consistent
coverage and face some of the highest costs in the world. Many middle class
Canadians—and in particular those in the working poor—cannot afford the
prescription drugs they need. Every year, nearly one million Canadians give up
food and heat so that they can afford medicines.
When people can’t afford their medications, they are less healthy and less able
to contribute in their families, in their jobs, and in their communities. When
prescription drugs are unaffordable, it leads to higher health care costs for
all Canadians.
It is time for prescription drugs to be affordable for all Canadians. Budget 2019
starts us down that road.

Figure 1.6: Key Objectives for National Pharmacare
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Advisory Council on the Implementation of
National Pharmacare
In Budget 2018, the Government announced the creation of the Advisory
Council on the Implementation of National Pharmacare, to begin a national
dialogue and recommend ways for the Government to move ahead with a
national pharmacare program.
Over the past year, the Advisory Council has undertaken extensive consultations
with Canadians from coast to coast to coast on how best to ensure that all
Canadians have affordable access to the medicines they need. The
Government is committed to finding a way forward in partnership with patients,
health care providers, provinces, territories, First Nations, Inuit, the Métis Nation,
industry, employers, labour and other stakeholders. Its focus will be squarely on
two key challenges—lowering the cost of drugs for all Canadians and expanding
coverage so all Canadians have access to affordable medicine.
While the Government awaits the Advisory Council’s final report, the
Government is prepared to take initial steps based on the Advisory Council’s
consultations and interim report, released earlier this month. Budget 2019
announces the Government’s intention to work with its partners to move forward
on three foundational elements of national pharmacare:
1)

The creation of the Canadian Drug Agency, a new national drug agency
that will build on existing provincial and territorial successes and take a
coordinated approach to assessing effectiveness and negotiating
prescription drug prices on behalf of Canadians. By negotiating better
prices, this could help lower the cost of drugs for Canadians by up to
$3 billion per year in the long term.

2)

In partnership with provinces, territories and stakeholders, part of the
Agency’s work will be taking steps toward the development of a national
formulary—a comprehensive, evidence-based list of prescribed drugs. This
would provide the basis for a consistent approach to formulary listing and
patient access across the country.

3)

A national strategy for high-cost drugs for rare diseases to help Canadians
get better access to the effective treatments they need. Working with
provinces, territories, and other partners, the Government will co-develop a
plan to ensure that patients with rare diseases have better and more
consistent coverage for their treatments, which are often life-saving. This is
an important first step in expanding drug coverage through federal support.
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Consulting With Canadians: Finding a Way Forward on
National Pharmacare
In Budget 2018, the Government of Canada announced the creation of
the Advisory Council on the Implementation of National Pharmacare, led
by Dr. Eric Hoskins.
The Council has concluded an extensive national dialogue with
Canadians. It held 16 regional roundtables, numerous meetings with
stakeholders, and bilateral meetings with every provincial and territorial
government. In addition, the Council received more than 150 written
submissions and 15,000 responses to an online questionnaire.
These consultations confirmed that:
•

Canadians support improving drug coverage in order to make
coverage more accessible and affordable for all Canadians.

•

Patient groups want a fairer system of drug coverage that preserves
timely patient access to promising therapies, as well as
patient choice.

•

Health professionals desire a system that provides affordable access
to medications for all Canadians and improves the management of
medication and health services.

•

Provincial and territorial governments are focused on improving
access by removing cost barriers. They view the federal government
as an important partner in ensuring the long-term sustainability of the
drug plans they provide.

•

First Nations, Inuit and Métis Nation leaders support efforts to address
gaps in prescription drug coverage, in a way that supports selfdetermination and better health outcomes for Indigenous Peoples.

•

Employers indicate that private drug plans are an important tool to
attract employees and promote workplace health and productivity;
however, they are concerned about high-cost drugs and the
sustainability of their plans.

•

Labour groups generally support efforts to implement a universal,
single-payer pharmacare program that ensures all Canadians have
access to prescription medications, regardless of their income, age or
where they work or live.

•

Private insurance companies are also concerned about high-cost
drugs and the sustainability of drug plans.

The Advisory Council has published its interim report, which contains
recommendations for improving the affordability of prescription drugs by
improving the coordination between drug plans in Canada. The Advisory
Council’s final report, which will address the issue of access to drug
coverage, is expected this spring. The Advisory Council’s final report will
be made public and tabled in the House of Commons.
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Introducing the Canadian Drug Agency
Canadians pay some of the highest prices in the world for prescription drugs.
Brand-name medicines cost, on average, 20 per cent more in Canada than
they do in other advanced economies—making paying for prescription drugs
difficult for some families.
New pharmaceuticals and biologic therapies—which can help many people in
need of innovative treatments—are welcome developments. At the same time,
they can come with unprecedented prices. Many prescription drugs in Canada
now cost more than $10,000 per year, per patient.

Figure 1.7: High-Cost Medicines in Canada

As a result, prescription drug spending in Canada has risen dramatically over the
last three decades—from $2.6 billion in 1985 to $33.7 billion in 2018. Canada’s
current patchwork of drug coverage—which includes more than 100 public
programs and 100,000 private insurance plans—is not well equipped to handle
the increasingly expensive drugs now coming to market. Absorbing these rising
costs is difficult for individual Canadians and their families—and poses
challenges to the long-term sustainability of government- and employersponsored drug plans.
To help make prescription drugs more affordable for more Canadians, the
Government proposes to work with provinces, territories, and stakeholders to
create the Canadian Drug Agency.
The Agency would:
•

Assess the effectiveness of new prescription drugs.

•

Negotiate drug prices on behalf of Canada’s drug plans.

•

Recommend which drugs represent the best value-for-money for
Canadians, and in cooperation with provinces, territories and other partners,
identify which drugs could form the basis of a future national formulary.
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The Agency would be able to provide impartial and independent advice. For the
first time in Canada, drug evaluation and price negotiation could be carried out
by a single entity—resulting in lower prescription drug prices for Canadians and
their families. The Agency would build on the important work of the Canadian
Agency for Drugs and Technologies in Health and the Institut national
d’excellence en santé et en services sociaux that provide expert advice to public
drug plans on the effectiveness of prescription drugs, as well as the panCanadian Pharmaceutical Alliance, which negotiates prices for prescription
drugs on behalf of public drug plans.
Creating the Canadian Drug Agency would help ensure the sustainability of
drug coverage in Canada. By acting as a single evaluator and negotiator on
behalf of Canada’s drug plans, the proposed agency could reduce drug
spending by billions of dollars per year, compared to baseline projections,
within ten years of implementation.
Over the coming months, the Government will work with provinces and
territories, and other partners, to develop a vision and mandate for such
an agency.
Budget 2019 proposes to provide Health Canada with $35 million over four
years, starting in 2019–20, to establish a Canadian Drug Agency Transition Office
to support the development of this vision.
While the proposed Canadian Drug Agency would be a powerful tool for
addressing the rising cost of prescription drugs and harmonizing what drugs are
covered across Canada, the Government is also committed to tackling the
challenge presented by inadequate and inconsistent coverage for Canadians.
The Government is committed to ensuring all Canadians have access to
affordable medicine, and looks forward to receiving the Advisory Council’s final
report this spring.

Making High-Cost Drugs for Rare Diseases
More Accessible
For many Canadians who require prescription drugs to treat rare diseases, the
cost of these necessary medications can be astronomically high. This can create
significant financial and emotional distress for these patients, and for their loved
ones. The list prices for these drugs often exceed $100,000 per patient each year
and sometimes significantly more. As new therapies enter the market, worldwide
sales of high-cost drugs for rare diseases are forecast to grow at twice the rate of
other drugs.

What Is a Rare Disease?
Rare diseases are life-threatening, debilitating or serious, and chronic
conditions affecting a small number of patients. Many rare diseases
predominantly affect children, as they are often genetically based and
appear at birth or in early childhood. According to the Canadian
Organization for Rare Disorders, more than 7,000 rare diseases have been
identified to date, although each one affects a relatively small number
of patients.
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In their reports, the House of Commons Standing Committee on Health and the
Advisory Council on the Implementation of National Pharmacare highlighted the
unique challenges of high-cost drugs for rare diseases as an area of acute need.
Special consideration is required to ensure a nationally consistent approach for
these medications.
The high cost of many drugs for rare diseases and the fact that clinical evidence is
often limited because of small patient populations make it difficult for patients and
their families, employers, and governments to make decisions on whether and
how to pay for treatments. This can lead to challenges for many provinces and
territories looking to help families. A national strategy—one that includes the
proposed Canadian Drug Agency—could ensure more effective assessments of a
drug’s efficacy, better manage costs and, where appropriate, expand coverage.
The Government proposes to work with provinces, territories and
stakeholders to establish a national strategy for high-cost drugs for rare
diseases. Budget 2019 proposes to invest up to $1 billion over two years, starting
in 2022–23, with up to $500 million per year ongoing, to help Canadians with
rare diseases access the drugs they need.
Guided by the upcoming final report from the Advisory Council on the
Implementation of National Pharmacare, the Government intends to partner
with provincial and territorial governments to build a coordinated strategy for
gathering and evaluating evidence on high-cost drugs for rare diseases, improve
the consistency of decision-making and access across the country, negotiate
prices with drug manufacturers, and ensure that effective treatments reach the
patients who need them.

Part 4: A Secure Retirement
All Canadians deserve a secure and dignified retirement, free of financial
worries. For many people in the middle class as well as people working hard to
join it, Canada’s public pensions—including the Old Age Security (OAS) program
and the Canada and Quebec Pension Plans—provide confidence that they will
be able to retire in dignity. The Government is committed to strengthening these
public pensions, and to improving the quality of life for seniors now, and for
generations to come.
Since 2016, the Government has taken concrete steps to improve Canadians’
retirement security, by:
•

Enhancing the Canada Pension Plan (CPP), which will raise the maximum
CPP retirement benefit by up to 50 per cent over time;

•

Restoring the eligibility age for OAS and GIS benefits to 65, putting thousands
of dollars back in the pockets of Canadians as they become seniors;

•

Increasing Guaranteed Income Supplement (GIS) top up payments by up to
$947 per year for single seniors, which boosted benefits for nearly 900,000
low-income seniors and lifted about 57,000 seniors out of poverty; and

•

Introducing legislative changes so that couples who receive GIS and
Allowance benefits and have to live apart for reasons beyond their control,
can receive higher benefits based on their individual incomes (the Allowance
is available to certain individuals age 60-64 who are spouses/common-law
partners of someone eligible to receive GIS, while the Allowance for the
Survivor is available to certain 60-64 year olds who are widows/widowers).
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Higher Benefits for Low-Income Single Seniors
Zofia is a 72-year-old resident of Brandon, Manitoba. Active and
independent, she continues to live alone, but has no other monthly income
apart from OAS and GIS benefits. The increase in the GIS top-up benefit for
single seniors introduced in Budget 2016 gives Zofia an additional $947 per
year.
“We have taken concrete action to strengthen public
pensions, notably by restoring the age of eligibility for the Old
Age Security pension and the Guaranteed Income
Supplement (GIS) to 65 and by increasing the GIS for the most
vulnerable single seniors.”
— The Honourable Filomena Tassi, Minister of Seniors

Increased Benefits for Older Canadians Forced to Live Apart
Anna and Leo, aged 62 and 77, have been married for 40 years. Leo
requires long-term care and so they must live apart in their hometown of
Thunder Bay, Ontario. Leo receives $3,000 in Canada Pension Plan benefits
and used to receive OAS and GIS benefits of more than $12,500. Anna
earns $6,000 per year from part-time work and would have received over
$5,800 in Allowance benefits. Taken together, the Old Age Security
program would have provided the two with over $18,300 in annual
income support.
With the changes introduced in Budget 2016, Leo now receives more than
$14,300 in OAS and GIS benefits, and Anna receives about $8,300 in
Allowance benefits. Taken together, the enhanced Old Age Security
program now provides Anna and Leo with annual income support of
about $22,600—more than $4,000 more than they were entitled to before.

A Better Quality of Life for Canada’s Seniors
Canada’s seniors have worked hard to support their families, build strong
communities, and help grow our economy. While many look forward to closing
the chapter on their working lives, for some—especially low-income seniors—
retirement can be a daunting prospect, with the potential for financial insecurity
and feelings of isolation. Budget 2019 proposes a series of measures to help
Canada’s seniors keep more money in their pockets, receive the Canada
Pension Plan benefits they are entitled to, and stay active and involved in
their communities.

Improving the Economic Security of Low-Income Seniors
Over the course of their lives, seniors have made tremendous contributions to
communities all across Canada—and have a wealth of knowledge,
experiences, and skills that they can continue to contribute today. Many older
Canadians want to stay active and involved in their communities, including
through work.
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Unfortunately, for some older low-income Canadians who wish to continue
working, there can be financial barriers to doing so. This is especially true for lowincome workers who face significant reductions in their Guaranteed Income
Supplement (GIS) or Allowance benefits for every dollar they earn through work.
The GIS earnings exemption currently allows low-income seniors and their
spouses to each earn up to $3,500 per year in employment income without
triggering a reduction in GIS or Allowance benefits. This amount has remained
unchanged since 2008, and under the current rules, only up to $3,500 of income
earned as an employee can be exempted for the purpose of calculating
benefits. This does not reflect the reality of today’s labour market in which many
seniors have self-employment income.
To allow low-income older Canadians to effectively take home more
money while they work, Budget 2019 proposes to introduce legislation that
would enhance the GIS earnings exemption beginning with the July 2020 to July
2021 benefit year. The enhancement would:
• Extend eligibility for the earnings exemption to self-employment income.
• Provide a full or partial exemption on up to $15,000 of annual employment
and self-employment income for each GIS or Allowance recipient as well as
their spouse, specifically by:
- Increasing the amount of the full exemption from $3,500 to $5,000 per year
for each GIS or Allowance recipient as well as their spouse;
- Introducing a partial exemption of 50 per cent, to apply to up to$10,000 of
annual employment and self-employment income beyond the initial
$5,000 for each GIS or Allowance recipient as well as their spouse.

The Enhancement to the GIS Earnings Exemption Provides
Increased Take-Home Pay for Low-Income Working Seniors
Eunice is 66 years old, has $5,000 of CPP income and lives in Toronto. She
loves vintage clothes and is considering part-time work at a vintage clothing
store, where she would earn minimum wage.
Currently, Eunice would only get to keep about $6,650 of her roughly $14,600
from the part-time job, or 45 cents of every dollar earned after the GIS
benefit clawback, federal and provincial taxes, tax credits and other
benefits are taken into account.
With the proposed enhancement to the earnings exemption, Eunice’s takehome pay would effectively increase to almost $9,600, leaving her with
nearly $2,950 dollars more of her earnings to spend on things like healthy
foods, a new bicycle and gifts for her grandchildren.
* Simplified example based on benefits received and taxes owed in calendar year 2019, assuming
that earnings and pension income were the same in 2017 and 2018. In actuality, earnings in 2019
would impact GIS benefits received in the July 2020 to June 2021 benefit year.

It is estimated that improving the economic security of low-income seniors
through the enhanced GIS earning exemption would cost approximately
$1.76 billion over four years.
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As shown in Charts 1.6 and 1.7 low-income seniors will be able to keep more of
their income from working in relation to GIS benefits after the enhancement to
the earnings exemption. The gains would be relatively more pronounced for the
self-employed, since they have no exemption under the current system, while
those with employment income can currently exempt up to $3,500.
Chart 1.6

GIS Benefits for a Single Employed Senior Before and After the
Enhancement of the GIS Earnings Exemption
annual benefits ($)
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Notes: Annual benefit amounts based on first quarter of 2019. Benefits in excess of $6,000 of
OAS shown. Chart assumes no pension income other than earnings, and earnings are net of
CPP/EI contributions.

Chart 1.7

GIS Benefits for a Single Self-Employed Senior Before and After the
Enhancement of the GIS Earnings Exemption
annual benefits ($)
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Notes: Annual benefit amounts based on first quarter of 2019. Benefits in excess of $6,000 of
OAS shown. Chart assumes no pension income other than self-employment income, and
self-employment income is net of CPP/EI contributions.
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Making Sure Everyone Who Is Eligible Receives Canada
Pension Plan Benefits
The standard age to receive CPP benefits is 65, but some people may choose to
delay the start of their pension benefits until age 70. For those who defer their
start date, this provides a permanent increase in their pension amount.
A small number of Canadians, however, are currently missing out on receiving
their CPP benefit because they applied for the benefit late, or not at all.
Typically, these are people who spent less time in the workforce during their
working lives, which also means they are more likely to have low incomes
in retirement.
To ensure that all Canadian workers receive the full value of the benefits to
which they contributed, the Government proposes to introduce legislative
amendments to proactively enroll Canada Pension Plan contributors who are
age 70 or older in 2020 but have not yet applied to receive their
retirement benefit.
It is estimated that with this change, approximately 40,000 individuals over the
age of 70 who are currently missing out would begin to receive an average
monthly retirement pension of $302 in 2020. In addition, approximately 1,500
Canadian seniors turning age 70 in 2020 will be proactively enrolled, receiving an
estimated average monthly retirement pension of $645. By 2040, as many as
4,000 people could be proactively enrolled each year.
Because some individuals may prefer not to receive a CPP retirement pension
since it could reduce federal and provincial income-tested benefits, the
Government also proposes to extend the period under which a person can
choose not to receive a CPP retirement pension from six months to a year to
ensure that no one is disadvantaged.
To cover the start-up costs of proactive enrollment, $9.6 million would be sourced
from the Canada Pension Plan Account.

Protecting Canadians’ Pensions
In recent years, concerns have been raised about the security of some
workplace pensions when the employer goes bankrupt. In response to these
concerns, the Government committed in Budget 2018 to undertake a whole-ofgovernment, evidence-based approach to improving retirement security for all
Canadians. Consultations with workers, pensioners, companies, and the public
at large resulted in the Government receiving more than 4,400 submissions on
this important issue.
To ensure that Canadians can have greater peace of mind when it comes to
their retirement, the Government proposes to introduce legislative amendments
to the Companies’ Creditors Arrangement Act, the Bankruptcy and Insolvency
Act, the Canada Business Corporations Act and the Pension Benefits
Standards Act, 1985 to better protect workplace pensions in the event of
corporate insolvency.
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Budget 2019 proposes new measures that will make insolvency proceedings
fairer, more transparent and more accessible for pensioners and workers. This will
be accomplished in part by requiring everyone involved to act in good faith,
and by giving courts greater ability to review payments made to executives in
the lead up to insolvency.
At the same time, changes to corporate law will set higher expectations and
better oversight of corporate behaviour. It will be made clear that federally
incorporated businesses are able to consider diverse interests, such as those of
workers and pensioners, in corporate-decision making. In addition, publicly
traded, federally incorporated firms will be required to disclose their policies
pertaining to workers and pensioners and executive compensation, or explain
why such policies are not in place. These firms will also be required to hold
and disclose the results of non-binding shareholder votes on
executive compensation.
The proposed pension measures will protect Canadians’ hard-earned benefits
by clarifying in federal pension law that if a plan is wound-up, it must still provide
the same pension benefits as when it was ongoing. In addition, allowing defined
benefit plans to fully transfer the responsibility to provide pensions to a regulated
life insurance company through the purchase of annuities will improve plan
sustainability and better protect retirees’ pensions from the risk of employer
insolvency. The Government will also continue to engage with Canadians on
further ways to support the sustainability of defined benefit plans.
In keeping with its evidence-based approach to policy development,
Budget 2019 proposes to provide $150,000 over three years to the National
Pension Hub to support pension research focused on improving retirement
savings outcomes for Canadians and developing solutions to pension
challenges. Budget 2019 also proposes to provide $12.5 million over ten years to
the Global Risk Institute, founder of the National Pension Hub, to continue its work
in developing new approaches to financial risk management.

Empowering Seniors in Their Communities
Far too many of our seniors face isolation in their retirement years, compounded
in some cases by ageism, poor health, reduced mobility, poverty, and
even abuse.
The New Horizons for Seniors program supports projects that improve the quality
of life for seniors and promote their full participation in Canadian society. The
program offers up to $25,000 to support projects in local communities—such as
new fitness equipment for seniors’ centres—and up to $5 million to support
projects that are national in scope and that can benefit seniors across the
country, like financial literacy classes.
To improve seniors’ quality of life, and to better promote seniors’
participation and inclusion in their communities, Budget 2019 proposes to
provide additional funding of $100 million over five years, with $20 million per
year ongoing, for the New Horizons for Seniors Program.

Appendix H

Investing in the Middle Class

67

New Horizons for Seniors Program Supports Important
Community Projects Across Canada Delivered by
Local Organizations:
Champagne and Aishihik First Nations in Yukon Territory was granted $20,769
for capital improvements to their community kitchen so seniors can continue
to prepare weekly lunches for other seniors and offer new programs for
traditional food preparations.
Bangladesh Centre and Community Services in Toronto was granted $24,456
for a project to support teaching seniors computer and social media skills.
These skills will allow seniors to communicate with family and friends overseas,
enabling increased social engagement and reduced isolation.
McLaren Housing Society in Vancouver was granted $25,000 for their “out
and about” program to reduce isolation and create opportunities for social
interactions and activities. Volunteers organize activities and social events,
creating a social network for residents and program participants.
These measures build on the Canada Pension Plan enhancement which will
significantly improve the retirement income security of current and future
Canadian workers when they retire.

The Canada Pension Plan: Retirement Security for
Today and Tomorrow
Every Canadian deserves a secure retirement. The Canada Pension Plan (CPP),
and the Quebec Pension Plan help to give Canadian seniors a reliable and
stable source of income after they retire—giving them greater income security
and peace of mind.
The Government is ensuring that the younger generations—today’s workers and
those joining the workforce in the future—will enjoy a secure retirement.
In June 2016, the Government reached an historic agreement with provinces to
enhance the CPP. The CPP enhancement, which is being phased-in starting in
2019, will give Canadian workers greater income security when they retire and
offers a number of advantages over other types of savings:
•

It will provide a secure, predictable benefit in retirement, so Canadians can
worry less about outliving their savings and be less anxious about the safety
of their investments.

•

Benefits will be indexed, which means that they will keep up with the cost
of living.

•

It will be a good fit with young workers entering Canada’s changing job
market, helping to fill the gap left by declining workplace pension coverage.

•

It will be portable across jobs and provinces, including in Quebec where the
Quebec Pension Plan has been enhanced in a similar fashion.
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The CPP enhancement is being phased in gradually and will raise the maximum
CPP retirement benefit by up to 50 per cent over time. This means that the
current maximum retirement benefit will increase by nearly $7,300, from $13,855
to more than $21,100, in today’s dollar terms.
The CPP enhancement represents a major strengthening of one of the three
pillars of Canada’s retirement income system (along with the Old Age Security
program and voluntary tax-assisted private savings). It will significantly reduce
the risk of undersaving for Canadian families, and will be particularly beneficial
for middle income families and families without workplace pension
plan coverage.
Chart 1.8

Impact of CPP Enhancement: Per Cent of Families Near Retirement
Who May Not Have Sufficient Retirement Income, by Income Quintile
per cent
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Notes: Chart shows the estimated impact of the CPP enhancement if it was fully mature today (i.e.,
workers had contributed to the enhanced Plan over their full careers). Figures represent the share
of families nearing retirement age at risk of not replacing 60 per cent of their pre-retirement aftertax income when considering income from the three pillars of the retirement income system and
savings from other financial and non-financial assets. Income quintiles correspond to pre-retirement
after-tax income of families with a major income earner age 45-59. The 1st quintile corresponds to
the bottom 20% of families in the income distribution while the 5th quintile corresponds to the top
20% of families.
Sources: Survey of Financial Security, 2012; Department of Finance Canada calculations.
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Further Investments Benefitting the Quality
of Life of Seniors
In addition to improving the retirement income security of Canadians, the
Government has also made other important investments in the lives of seniors.
•

Appointing a Minister of Seniors to help the Government better understand
the needs of Canadian seniors, and ensure that programs and services are
designed to respond to those needs.

•

$40-billion for the 10-year National Housing Strategy, which will help ensure
that vulnerable Canadians, including low-income seniors, have access to
housing that meets their needs and that they can afford.

•

$6 billion over 10 years for home care, to allow provinces and territories to
improve access to home, community and palliative care services.

•

$77 million in additional funding for the Enabling Accessibility Fund, to
improve the safety and accessibility of community spaces.

•

Making it easier to apply for Employment Insurance caregiving benefits, and
introducing a new Employment Insurance caregiving benefit of up to 15
weeks to support individuals who are providing care to an adult family
member who requires significant support in order to recover from critical
illness or injury.
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millions of dollars
2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

0

0

0

0

0

0

0

Fiscal Framework
Less: Projected Revenues
Modernizing the Home
Buyers' Plan
Expanding the Rental
Construction Financing
Initiative
Encouraging Innovation
with the Housing Supply
Challenge
Launching an Expert Panel
on Housing Supply and
Affordability
Less: Reduction in
Departmental Funding
Taking Action to Enhance
Tax Compliance in the
Real Estate Sector

0
0

15
0

20
0

27
0

29
0

30
0

121
0

0

25

30

30

30

30

145

0

18

40

84

115

129

385

0

0

63

63

63

63

250

0

7

2

0

0

0

9

0

-7

-2

0

0

0

-9

0

9

10

10

10

10

50

Less: Projected Revenues
Monitoring Purchases of
Canadian Real Estate

0

-10

-14

-14

-14

-14

-68

0

1

1

0

0

0

1

Part 1. An Affordable Place
to Call Home Total

0

58

149

199

232

247

885

0

1

1

1

1

1

5

Canada Training Credit

0

35

155

185

210

230

815

Less: Projected Revenues
Employment Insurance
Training Support Benefit

0

-5

-20

-25

-25

-30

-105

0

21

133

343

353

359

1,209

Less: Projected Revenues
Less: Projected Savings
Making Canada Student
Loans More Affordable

0
0

-83
0

-241
0

-250
-3

-259
-3

-269
-3

-1,103
-8

0

224

345

361

377

392

1,700

Less: Projected Savings
Making Canada Student
Loans More Accessible

0

0

-1

-2

-4

-5

-12

0

9

22

25

27

29

111

Less: Projected Savings
Enhancing Supports for
Apprenticeship

0

-17

-24

-19

-18

-18

-96

0

3

13

10

10

10

46

Part 1. An Affordable Place
to Call Home
Introducing the First-Time
Home Buyer Incentive

Part 2. A New Approach to
Helping Middle Class
Canadians Find and Keep
Good Jobs
Improving Gender and
Diversity Outcomes in Skills
Programs
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Paid Parental Leave for
Student Researchers
Supporting Graduate
Students Through Research
Scholarships
Supporting Indigenous PostSecondary Education
Expanding the Canada
Service Corps
Giving Young Canadians
Digital Skills
Modernizing the Youth
Employment Strategy
Canada's New International
Education Strategy
Expanding the Student
Work Placement Program
Additional Work-Integrated
Learning Opportunities
Supporting the work of the
Business/Higher Education
Roundtable

0

5

6

9

9

9

37

0

15

20

27

27

27

114

0

82

99

119

119

121

540

0

35

57

68

71

84

315

0

30

30

0

0

0

60

0

30

5

5

5

5

50

0

21

44

66

8

8

148

0

76

113

148

148

148

631

0

0

20

30

50

50

150

0

6

6

6

0

0

17

Part 2. A New Approach to
Helping Middle Class
Canadians Find and Keep
Good Jobs Total

0

485

783

1,102

1,107

1,147

4,624

Part 3. Moving Forward on
Implementing National
Pharmacare
Introducing the Canadian
Drug Agency
Making High-Cost Drugs for
Rare Diseases More
Accessible

0

5

10

10

10

0

35

0

0

0

0

500

500

1,000

Part 3. Moving Forward on
Implementing National
Pharmacare Total

0

5

10

10

510

500

1,035

0

0

346

466

471

476

1,759

0

0

0

0

0

0

0

0

0

1

1

1

1

5

0

20

20

20

20

20

100

Part 4. A Secure Retirement
Total

0

20

367

487

492

497

1,864

Chapter 1 - Net Fiscal
Impact

0

568

1,310

1,798

2,342

2,391

8,408

Part 4. A Secure Retirement
Improving the Economic
Security of Low-Income
Seniors
Making Sure Everyone Who
Is Eligible Receives
Canada Pension Plan
Benefits
Protecting Canadians’
Pensions
Empowering Seniors in their
Communities
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CHAPTER 2
Building a Better Canada
For a century and a half—and for Indigenous Peoples, millennia before that—the
people who call Canada home have come together to build a better country,
and a better future for themselves and their children.
Together, we built the cities and towns that have given millions of people a good
start in life, and are now a welcoming place to raise our own families.
Recognizing the importance of connections, we built the roads and railways,
seaways and ports that link our communities to each other, and the world.
Canadians also built our world-class public institutions—home to innovators
whose ideas and inventions are making the world a healthier, cleaner, more
connected place.
As our history proves, however, there is always more work to be done to build a
better Canada.
Canadians want continued investments in their communities—making them
even better places to live while creating good, well-paying jobs and keeping our
economy strong and growing.
They want new ways to connect—so that all Canadians have access to highspeed internet and more affordable electricity, and so that no one is left out, or
left behind.
They recognize the very real challenge of climate change, and embrace the
opportunity to be a world leader in fighting pollution.
And they want to build a nation of entrepreneurs and scientists that will help
create the better future we all want.
With Budget 2019, the Government is investing in that future, to build a
better Canada.
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Part 1: Building Strong Communities
Investing in infrastructure creates good, well-paying middle class jobs today, and
sets the stage for long-term economic growth that benefits everyone. But there is
more to infrastructure than jobs and growth. It also makes our communities
better places to live.
Better public transit means busy parents can get home sooner at the end of a
long day. Modern water and wastewater systems help to keep Canadians
healthy and safe. Flood mitigation projects help communities cope with the
damaging effects of climate change. More efficient transportation corridors
mean that businesses can get their goods to customers more quickly. And better
social infrastructure—things like affordable housing, community centres, and
public parks—make our cities and towns places we can all be proud to
call home.

The Investing in Canada Plan: An Update
In Budget 2016, the Government announced the first phase of its Investing in
Canada Plan, which provided $14.4 billion for short-term investments to upgrade
and repair existing infrastructure. In Budget 2017, the Government outlined the
second phase of its plan, including a commitment to invest an additional
$81.2 billion in long-term funding for public transit, green infrastructure, social
infrastructure, and infrastructure that supports trade and transportation, and rural
and northern communities. In total, the Government is investing more than
$180 billion over 12 years to build infrastructure in communities across
the country. Additional investment associated with the first and second phase
of the Investing in Canada Plan is expected to help create or maintain an
estimated 42,000 jobs by 2020–21.
Chart 2.1

Allocation of the Investing in Canada Plan
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Note: The breakdown of Phase 1, Phase 2 and Legacy Programs reflects budget allocations
and reprofiles.
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Progress Since Fall 2018
•

Since the last update in the 2018 Fall Economic Statement, long-term
agreements have been signed with all provinces and territories that will
deliver more than $33 billion in federal infrastructure investments. As a
result, more priority projects identified by the provinces and territories are
able to move forward, including two major Light Rail Transit projects in
Edmonton that will extend service to new areas of the city, improve
riders’ experience and increase accessibility.

•

To reduce export bottlenecks and help Canadian businesses take
advantage of new overseas markets, the Government accelerated
funding available under the National Trade Corridors Fund. Organizations
that are benefitting from funding from the National Trade Corridors Fund
include, Gander International Airport Authority (NL), Ville de Montreal
(QC) and First Air (NU).

•

To help increase investments in critical public transit, trade and
transportation, and green infrastructure, the Canada Infrastructure Bank
is actively engaged with governments and the investor community on
major project opportunities across the country, building on its $1.28 billion
investment in the Réseau express métropolitain project in Montréal.

Projects Approved and Underway
Working with provinces and territories, the Government has approved more than
33,000 infrastructure projects for communities across Canada, supported by
federal investments of approximately $19.9 billion. 1 The majority of these projects
are already underway—creating good, middle class jobs today, and delivering
long-term economic, social, and environmental benefits in communities both big
and small.
At the same time, the pace of spending under the Investing in Canada Plan has
been slower than originally anticipated, for reasons that include delays between
construction activity and receipt by the Government of claims for payment, and
by some jurisdictions being slower to prioritize projects than expected.
The Government is currently working with the provinces and territories to
accelerate projects under their bilateral agreements to ensure momentum
continues. The Government is taking steps to streamline the process for the
provinces and territories to prioritize projects for funding, and to improve financial
reporting so that it is clear when project costs are incurred, and when federal
funds will flow to recipients.

1

The Government is also investing in thousands of projects through ongoing programs that were in
place before 2016. For example, the federal Gas Tax Fund supports approximately 4,000 projects in
3,600 communities each year.

Appendix H

Building a Better Canada

75

Figure 2.1: Value of Investing in Canada Plan Projects
Approved Across Canada 2
British Columbia:
Affordable Housing
The federal government
invested $1.5 million in the
construction of 220 Terminal
Avenue in Vancouver. The
development includes
40 single-occupancy rental
suites for Vancouver residents in
need of safe and affordable
housing.

Northwest Territories:
Clean Wind Power
The federal government is
contributing $30 million
towards a wind generation
project in Inuvik. This innovative
project will create a more
efficient, more reliable and
cleaner source of energy
for residents.

Quebec:
New Azur Subway Cars
Montréal’s metro system will be
able to purchase 153 new
subway cars, supported by a
federal government
investment of more than $215
million. The new cars will
replace part of the existing
fleet, making the system more
efficient and reliable.

Alberta:
Water Systems
The federal government
invested $11.2 million to
expand municipal water and
wastewater systems in
Lethbridge. This investment
supports the planned
development in the East
Sherring Business and Industrial
Park, services rural homes, and
helps to better manage storm
runoff.

Ontario:
New Go Transit Train Coaches
Users of the seven GO Transit
lines in the Greater TorontoHamilton Area will soon be
getting to their destinations
faster thanks to a federal
investment of $93.5 million. This
investment means that 53 new
bi-level train coaches will be
delivered one year earlier
than planned.

Nova Scotia:
Renewable Tidal Energy
Halagonia Tidal Energy
received $29.8 million in
federal support for its
$117 million marine renewable
energy project to provide
clean electricity to Nova
Scotia. The project will create
approximately 120 jobs and
cut pollution from power
generation in the province.

2
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In addition to project values mapped above, the total $19.9 billion includes additional funding of
$496 million nationally and $152.8 million for Indigenous communities in the Atlantic region.
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Chart 2.2

Approved Projects Under the Investing in Canada Plan
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Table 2.1

Investing in Canada Plan—Major Programs
Phase

Program name

Phase 1

Public Transit
Infrastructure Fund

Keep our waterways clean and our communities
healthy with improved reliability to drinking water,
wastewater and storm water systems.

Investment in
Affordable Housing

Reduce the number of Canadians in need and
improve access to affordable housing for vulnerable
Canadians, fostering safe, independent living.

Homelessness
Partnering Strategy
Investing in Canada
Infrastructure
Program

Canada
Infrastructure Bank

National Trade
Corridors Fund

Disaster Mitigation
and Adaptation
Fund
Canada Cultural
Spaces Fund

Indigenous
Community-Based
Climate Monitoring
Program
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Alleviate traffic congestion, reduce air pollution and
cut long commutes that make it harder for people
to get to work and for families to spend time
together to strengthen communities.

Clean Water and
Wastewater Fund

Connect to Innovate

Phase 2

Objective

Appendix H

Extend high-speed Internet to rural and remote
communities in Canada, with a focus on building
new backbone infrastructure in communities to
provide connections to institutions like schools,
hospitals and libraries.
Prevent and reduce homelessness by providing
direct support and funding to designated
communities.
Deliver funds to provinces and territories for
prioritized projects in the areas of public transit,
green infrastructure, community, culture and
recreation infrastructure, rural and northern
communities’ infrastructure.
Attract private capital to enable more infrastructure
to get built at a lower cost to Canadians by
investing in revenue generating public
infrastructure.
Address transportation bottlenecks, vulnerabilities
and congestion along Canada’s trade corridors,
helping Canadian companies to compete in global
markets and trade more efficiently with international
partners.
Help communities better manage the increasing
risks of natural disasters as a result of climate
change.
Support cultural infrastructure projects across the
country by investing in traditional arts and heritage
facilities, such as museums, theatres and performing
arts centres.
Build capacity within First Nation, Métis and Inuit
communities to monitor climate change effects,
providing the data required to inform community
adaptation actions.

Creating Jobs Through the Investing in Canada Plan
In 2015–16, the Government spent approximately $8 billion on infrastructure. With
the introduction of the Investing in Canada Plan in 2016, the level of investment
steadily grew, to $14.3 billion in 2018–19—an increase of 75 per cent in just three
years. Over the next nine years, the Plan will invest an average of more than
$16 billion per year. This dramatic increase in infrastructure investments spending
has already helped to strengthen and grow Canada’s economy, and its
continued rise over the next two years will support economic growth at a time
when the global outlook remains uncertain.
The Department of Finance Canada estimates that the incremental increase in
infrastructure spending associated with Phase 1 and Phase 2 of the Investing in
Canada Plan will raise the level of real gross domestic product (GDP) by
0.4 per cent by 2020–21, compared to what would have been the case without
this additional infrastructure investment. This translates into employment
opportunities in highly skilled areas, with an estimated 42,000 jobs created or
maintained by 2020–21.
The Investing in Canada Plan recognizes the important role infrastructure plays in
building strong communities, creating employment opportunities in highly skilled
areas and growing the economy. Statistics Canada’s Infrastructure Economic
Account shows that the value of the overall Investing in Canada Plan—Legacy
Programs funding together with Phase 1 and Phase 2—is associated with about
100,000 direct and indirect jobs in 2018–19.
Slightly more than half of these jobs are the result of direct investment effects in
well-paid industries such as construction or manufacturing, whereas the rest are
in the Canadian companies that supply the equipment, supplies and services
needed for large-scale infrastructure projects.
Going forward, the ongoing investments will continue to provide employment
opportunities to over 100,000 Canadians on average each year throughout the
remainder of the long-term infrastructure plan.
Infrastructure investments also deliver
economic benefits over the long term.
The International Monetary Fund 3
recently examined the long-term effect
of a permanent increase in public
infrastructure investments and found
that for advanced economies such as
Canada, permanently increasing
investment in public infrastructure by
1 per cent of GDP would boost GDP by
approximately 2.5 per cent after
10 years.

3

Trade Infrastructure
The National Trade Corridors Fund
provided $9.2 million to Ashcroft
Terminal Ltd. in British Columbia to
build a new rail link, extra rail track
and an internal road network. These
new infrastructure projects will provide
producers and shippers improved
efficiency in the shipment of goods,
support the movement and storage of
rail cars to enhance fluidity through
Canada’s Pacific Gateway Trade
Corridor and ensure that rail and truck
operations do not interfere with each
other, thereby increasing safety.

International Monetary Fund, World Economic Outlook, October 2014.
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Given both the short- and long-term benefits of infrastructure, and the thousands
of projects currently underway across Canada, it is clear that the Investing in
Canada Plan is delivering real benefits for Canadians—and will continue to do
so for years to come.

New Infrastructure Funding for Local Communities
Through a Municipal Top-Up
In 2015, the Government made a commitment to ensure that promised
infrastructure investments in communities would be kept. Prior to that time, too
often, money that had been budgeted for investment in communities was left
unspent and unallocated—shortchanging cities and towns that needed those
funds for important projects such as road maintenance, water infrastructure,
public transit and recreational infrastructure.
Since 2015, the federal government has worked in partnership with provinces
and territories to protect these infrastructure dollars, to ensure that they do not
lapse and are available to flow to communities when projects are ready. The
Government transferred remaining uncommitted funds from older federal
infrastructure programs to municipalities through the federal Gas Tax Fund, and
has ensured that the $81.2 billion in long-term infrastructure funding announced
in Budget 2017 is available for jurisdictions when it is needed.
Because many municipalities across Canada continue to face serious
infrastructure deficits, Budget 2019 proposes a one-time transfer of $2.2 billion
through the federal Gas Tax Fund to address short-term priorities in municipalities
and First Nation communities. This will double the Government’s commitment to
municipalities in 2018–19 and will provide much needed infrastructure funds for
communities of all sizes, all across the country.

Figure 2.2: Municipal Top-Up Funds to Support Local Priorities
Productivity and
Economic Growth

Eligible
Categories

Project
Examples
(2014-2016)
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• Local roads and
bridges
• Highways
• Short-sea shipping
• Short-line rail
• Regional and local
airports
• Broadband
connectivity
• Public transit
Communities in
Saskatchewan:
344 local road and
bridge projects
increasing
transportation
capacity

Clean Environment
Drinking water
Wastewater
Solid waste
Community energy
systems
• Brownfield
redevelopment
•
•
•
•

Communities in the
Yukon:
28 community energy
projects, such as a
solar electricity
generating system in
a ChampagneAishihik First Nations
residence

Strong Cities and
Communities
• Sport and
recreation
• Cultural and tourism
• Disaster mitigation
• Capacity building

Communities in
Ontario:
36 recreation projects
enhancing facilities
and encouraging
over 1,200 people to
make greater use of
them

Part 2: Affordable Electricity Bills and
a Clean Economy
For too many Canadians, the rising cost of electricity is a source of economic
anxiety. No one should have to choose between heating their home in winter
and being able to afford the other things that provide a good quality of life—
things like healthy, nutritious food, or clothes for family members. Yet the fact
remains that in many Canadian cities, the cost of electricity is rising much faster
than growth in household disposable income—making it hard for many people
to make ends meet.
Budget 2019 proposes a number of measures to help hard-working Canadians
more easily afford this necessity.

Investing in the Future of Transportation
Transportation accounts for about one quarter of Canada’s greenhouse gas
emissions, mainly coming from gas- and diesel-powered cars and trucks. The
future of transportation lies in the increased use of zero-emission vehicles—cars
and trucks powered by rechargeable electric batteries or hydrogen fuel cells.
While these vehicles are not yet common in communities across Canada, they
can provide a cleaner, more efficient way to transport people and goods and,
over the long run, help Canadians reduce the everyday cost of transportation.
That is why Canada has set a target to sell 100 per cent zero-emission vehicles
by 2040, with sales goals of 10 per cent by 2025 and 30 per cent by 2030 along
the way. By becoming an early adopter of this new technology, Canada will
help the Canadian zero-emission vehicle market advance, making zero-emission
vehicle options more readily available and affordable for more and
more Canadians.

Making Zero-Emission Vehicles More Affordable
More and more Canadians are choosing to drive zero-emission vehicles as an
increasing number of models become available and prices decline. Those who
have already purchased these vehicles are realizing the financial savings from
lower operating costs. The Government is taking action to help more
Canadians choose zero-emission vehicles, which will allow Canada to transition
to a low carbon economy and reduce transportation costs for the middle class.
The Government also wants to encourage investment in Canada’s domestic
auto industry so that it can become a global leader in zero-emission
transportation manufacturing.
Budget 2019 proposes strategic investments that will make it easier and more
affordable for Canadians to choose zero-emission vehicles—helping people to
get from place to place, improving air quality and cutting greenhouse gas
emissions at the same time.
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To expand the network of zero-emission vehicle charging and refuelling
stations, Budget 2019 proposes to build on previous investments by providing
Natural Resources Canada with $130 million over five years, starting in 2019–20,
to deploy new recharging and refuelling stations in workplaces, public parking
spots, commercial and multi-unit residential buildings, and remote locations.
Meeting the ambitious sales targets requires automakers to make sufficient
models and numbers of zero-emission vehicles available for sale to meet
Canadian needs. Budget 2019 proposes to provide $5 million over five years,
starting in 2019–20 to Transport Canada to work with auto manufacturers to
secure voluntary zero-emission vehicle sales targets to ensure that vehicle supply
meets increased demand.
To encourage more Canadians to buy zero-emission vehicles, Budget 2019
proposes to provide $300 million over three years, starting in 2019–20, to Transport
Canada to introduce a new federal purchase incentive of up to $5,000 for
electric battery or hydrogen fuel cell vehicles with a manufacturer’s suggested
retail price of less than $45,000. Program details to follow.
To attract and support new high-quality, job-creating investments in zeroemission vehicle manufacturing in Canada, automotive manufacturers and
parts suppliers can access funding through the Strategic Innovation Fund, which
was recently provided $800 million in additional funding through the 2018 Fall
Economic Statement.

Supporting Business Investment in
Zero-Emission Vehicles
To further support businesses’ adoption of zero-emission vehicles, Budget
2019 proposes that these vehicles be eligible for a full tax write-off in the year
they are put in use. Qualifying vehicles will include electric battery, plug-in hybrid
(with a battery capacity of at least 15 kWh) or hydrogen fuel cell vehicles,
including light-, medium- and heavy-duty vehicles purchased by a business. This
will encourage all businesses to convert to zero-emission fleets and leave more
money to be invested in other productive ways. For example, a taxi company or
a school bus operator will be able to recoup their investments in eligible zeroemission vehicles in a faster manner.
Immediate expensing will apply to eligible vehicles purchased on or after March
19, 2019 and before January 1, 2024. Capital costs for eligible zero-emission
passenger vehicles will be deductible up to a limit of $55,000 plus sales tax. This is
higher than the capital cost limit of $30,000 plus sales tax that currently applies to
passenger vehicles. This new $55,000 capital cost limit reflects the comparably
higher cost of zero-emission vehicles and will be reviewed annually to ensure
that it remains appropriate as market prices evolve over time.
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How Immediate Expensing Will Support Investment
in Zero-Emission Vehicles
Anne is a travelling sales representative working as an independent
contractor. She needs to replace the aging gasoline vehicle that she
currently uses strictly for her business and is considering the advantages of
buying an electric vehicle. Anne drives long distances every day and
requires an electric vehicle with a long range. She found that a suitable
electric vehicle has a cost of $48,000. With measures announced in this
Budget, she could deduct the $48,000 purchase price of the electric
vehicle in full in the year she starts using it. This is in addition to the fact that
she would be refunded the GST or HST paid. The decision to purchase an
electric vehicle would reduce Anne’s federal/provincial income taxes and
GST/HST in the year she acquires the vehicle by about $13,000. This
significantly reduces the impact of the higher initial price of the electric
vehicle. Given the electric car’s lower operating costs, Anne concludes that
opting for the electric vehicle would result in savings over time. This choice
significantly reduces the carbon footprint of Anne’s business, while freeing
up resources for other purposes in the year she acquires the vehicle.
Happy Transport provides transportation services to schools in a rapidly
growing community. The corporation would like to acquire $1 million worth
of new electric school buses to expand its operations. Over time, Happy
Transport expects that the lower operating costs of the electric school buses
will improve profitability and allow it to further expand its business and the
employment opportunity it provides. With immediate expensing for zeroemission vehicles, Happy Transport will be allowed to deduct from income
the full $1 million acquisition cost in the year the buses are acquired. This is
$550,000 more than previously permitted, resulting in savings of over
$145,000 in current federal and provincial corporate income taxes. This
improved cash-flow will help Happy Transport secure the bank loan it
requires to pay for the increased upfront costs of electric school buses.
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Reducing Energy Costs Through Greater
Energy Efficiency
Improving the energy efficiency of Canada’s homes and buildings will make
them more comfortable and affordable by lowering energy bills.
To help reduce Canadians’ electricity bills—whether they are
homeowners, renters or building operators—Budget 2019 proposes to invest
$1.01 billion in 2018–19 to increase energy efficiency in residential, commercial
and multi-unit buildings. These investments will be delivered by the Federation of
Canadian Municipalities (FCM) through the Green Municipal Fund. The FCM has
been the national voice of municipal government since 1901 and is a trusted
partner in delivering federal funds directly to local governments. Its members
include Canada’s largest cities, small urban and rural communities and 19
provincial and territorial municipal associations. Budget 2019 proposes to
allocate the resources to three initiatives that would provide financing to
municipalities as follows:
•

Collaboration on Community Climate Action ($350 million): to provide
municipalities and non-profit community organizations with financing and
grants to retrofit and improve the energy efficiency of large community
buildings as well as community pilot and demonstration projects in Canadian
municipalities, both large and small. FCM and the Low Carbon Cities Canada
Initiatives will create a network across Canada that will support local
community actions to reduce GHG emissions.

•

Community EcoEfficiency Acceleration ($300 million) to provide financing for
municipal initiatives to support home energy efficiency retrofits. Homeowners
could qualify for assistance in replacing furnaces and installing renewable
energy technologies. The FCM will use innovative approaches like the
Property Assessed Clean Energy (PACE) model that allows homeowners to
repay retrofit costs through their property tax bills.

•

Sustainable Affordable Housing Innovation ($300 million) to provide financing
and support to affordable housing developments to improve energy
efficiency in new and existing housing and support on-site energy generation.

Budget 2019 also proposes to invest $60 million in 2018–19 in FCM’s
Municipal Asset Management Capacity Fund to help small communities get skills
training on how to inventory, grow and maintain infrastructure assets over five
years. This program has proven to be popular and has demonstrated results to
assist communities in developing accurate data around local infrastructure for
budgetary and investment decisions. To support this proposal and others,
including support for coal-affected communities and investments in the Arctic,
the remaining Green Infrastructure funding identified in Budget 2017 has now
been allocated.
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Energy Efficiency in Action
Sinton is a small business owner who owns a restaurant in Halifax. To help with
the bills, he also rents out a small apartment above the restaurant to two
students. Sinton received a loan for retrofits from the Halifax Regional
Municipality from funding provided to the city from the Green Municipal Fund.
With the money, he was able to replace the windows in the building, install a
new tankless hot water system in the apartment and a high efficiency heating
and cooling system for the restaurant. As a result of these investments, Sinton’s
customers are more comfortable year-round, and his and his tenants’
electricity bills have been lowered.

More Connectivity = More Affordable Electricity
Canadians should have access to affordable, reliable, and clean electricity,
including people living in remote and northern communities.
In Canada, the provinces and territories—rather than the federal government—
are responsible for the generation, transmission, distribution and sale of electricity
within their boundaries. First Ministers agreed in December 2018 to develop a
framework for a clean electric future of reliable and affordable electricity,
including by considering interprovincial clean energy corridors. Partners also
agreed on the importance of encouraging communities to move away from
using diesel to generate power in remote communities and to increase industrial
electrification.
The Canada Infrastructure Bank (CIB) has identified clean hydroelectricity and
electrical connectivity infrastructure as an area it will look to support in its upcoming
workplans. The CIB is well positioned to work with jurisdictions, including northern
communities, to plan and finance projects that improve access within Canada to
affordable, reliable and clean electricity in the most effective way. This includes
projects that improve interconnections between provincial electricity grids. The CIB
can help jurisdictions to assess supply and demand dynamics, and to develop
business cases for promising projects. It can also co-invest in projects in order to
attract capital from and transfer risks to the private sector—helping to expand the
reach of public infrastructure dollars. The CIB has been allocated $5 billion for
investments in green infrastructure, which could include electricity projects such as
interties between provinces and territories.
The Government also recognizes that small jurisdictions face unique constraints.
Through improvements to the Investing in Canada Infrastructure Program, the
Government will support planning efforts by jurisdictions to advance clean
energy projects and other infrastructure priorities in small communities and
the territories.
In addition, as noted in “Building Connections in Canada’s Arctic and
Northern Regions”, Budget 2019 proposes to provide a further $18 million, over
three years, starting in 2019–20, to support planning by the Government of
Northwest Territories for its proposed Taltson hydroelectricity expansion project.
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Historic Indigenous-Led Transmission Project to Connect
Remote First Nations Communities to the Ontario Power Grid
On March 22, 2018, in partnership with Ontario, the Government announced
$1.6 billion in federal funding for Wataynikaneyap Power to connect 16 First
Nations to the provincial power grid. The federal contribution will be offset by
reductions to federal funding for diesel generation in these communities that
will be no longer required due to the new transmission line. Locally sourced
diesel power is more expensive and produces more greenhouse gas
emissions than grid-connected electricity.
The Wataynikaneyap Power project will be the largest First Nations grid
connection project in the history of the province and a model for
development. This investment will provide clean, safe and reliable energy
and will improve the quality of life for northern Ontario’s remote
communities.

Fighting Climate Change With a Price on Pollution
We have all seen the impact of climate change through extreme weather
events. We need to act now to ensure that our children and grandchildren have
clean air to breathe, and Canada has a strong and healthy economy.
In December 2016, Canada’s First Ministers adopted the Pan-Canadian
Framework on Clean Growth and Climate Change. The Pan-Canadian
Framework is this country’s plan to meet our emissions reduction targets, grow
the economy and build resilience to a changing climate. The Framework is built
on four pillars: pricing carbon pollution; complementary actions to further
reduce emissions across the economy; measures to adapt to the impacts of
climate change and build resilience; and actions to accelerate innovation,
support clean technology and create jobs.
Pricing carbon pollution is central to the Framework. It is the most efficient way
to send a price signal to companies, investors, and consumers to make more
environmentally sustainable choices. This is the least costly way to reduce
greenhouse gas emissions and foster clean innovation. Starting this year, it is no
longer free to pollute in Canada. The Government is making sure that there is a
price on carbon pollution across the country, while also taking steps to maintain
affordability for households and ensuring that Canadian companies can
compete and succeed in a competitive global marketplace.
Many provinces and territories have already implemented or are on track to
implement a carbon pollution pricing system, or have asked to adopt the federal
system in whole or in part. The federal carbon pollution pricing system has two
components: a regulatory charge on fossil fuels and an output-based pricing
system for large industrial facilities, which provides a price incentive to reduce
emissions and spur innovation. The federal output-based pricing system came
into effect in Ontario, New Brunswick, Prince Edward Island, Manitoba and
partially in Saskatchewan in January 2019 and will apply in Yukon and Nunavut
starting in July 2019. The federal fuel charge will apply in Ontario, Manitoba,
New Brunswick and Saskatchewan starting in April 2019 and in Yukon and
Nunavut starting in July 2019.
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Today, the Department of Finance is publishing a news release, accompanied
by a backgrounder and draft amendments, seeking comments on further
refinements to the federal carbon pollution pricing system. The proposals
include: expanded relief of the fuel charge for electricity generation for remote
communities; a rebate for exports of fuel under certain conditions; integration of
the Saskatchewan output-based performance standards system with the federal
fuel charge; and expanded relief of the fuel charge for farmers for gasoline and
light fuel oil (e.g., diesel) delivered at cardlock facilities.
The Government will not keep any direct proceeds from the federal carbon
pollution pricing system.
For jurisdictions that do not meet the Canada-wide federal standard for
reducing carbon pollution—Ontario, New Brunswick, Manitoba and
Saskatchewan—the Government will return all direct proceeds from the fuel
charge in the jurisdiction of origin, with the bulk of direct proceeds going to
individuals and families residing in those provinces through Climate Action
Incentive payments. Further details about the Climate Action Incentive
payments can be found in the box below.
The remainder of proceeds will be directed towards providing support to sectors
within these provinces that may be particularly affected by the carbon pollution
price, including small and medium-sized businesses, municipalities, universities,
colleges, schools, hospitals, non-profits and Indigenous communities. The
Government will introduce legislation to allow proceeds from the regulatory
charge to be directed towards these sectors.
For jurisdictions that voluntarily adopted the federal system—Prince Edward
Island, Yukon and Nunavut—all direct proceeds will be returned to the
governments of those jurisdictions.
Table 2.2

Baseline Climate Action Incentive Payment Amounts in 2019 (Through 2018
Personal Income Tax Returns)
Single adult,
or first adult in a couple
Second adult in a couple,
or first child of a single
parent
Each child under 18
(starting with the second
child for single parents)
Example: Total amount for
family of four

Ontario

New Brunswick

Manitoba

Saskatchewan

$ 154

$ 128

$ 170

$ 305

$ 77

$ 64

$ 85

$ 152

$ 38

$ 32

$ 42

$ 76

$307

$256

$339

$609

Note: Payments made to individuals and families vary by province of residence given that different levels of
proceeds are generated in each affected jurisdiction, and the impacts of carbon pollution pricing on
households differ. These variations are an outcome of the different types and quantities of fuels consumed in
different provinces. These amounts do not include the 10-per-cent supplement for eligible residents of small
and rural communities.
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Climate Action Incentive Payments
Eligible residents of Ontario, New Brunswick, Manitoba and Saskatchewan
can now claim tax-free Climate Action Incentive payments for their family,
through their 2018 personal income tax returns. Most households will receive
more in Climate Action Incentive payments than their increased costs
resulting from the federal carbon pollution pricing system.
Climate Action Incentive payment amounts are based on family
composition and province of residence (see Table 2.2). A 10-per-cent
supplement is available to eligible individuals and families residing in small or
rural communities, in recognition of their increased energy needs and
reduced access to clean transportation options.
The federal carbon pollution pricing system is about recognizing that
pollution has a cost, empowering Canadians, and driving innovation. Putting
a price on products that are more polluting, and returning the bulk of the
direct proceeds to individuals and families in the jurisdiction of origin,
enables households to make cleaner and more environmentally sustainable
choices. A family that receives a Climate Action Incentive payment may
choose to invest it in energy efficiency improvements. This in turn allows them
to save more money.
Going forward, Climate Action Incentive payment amounts will be boosted
on an annual basis until 2022, to reflect increases in the price on carbon
pollution under the federal backstop system and updated levels of
proceeds being generated in each jurisdiction.

A Just Transition for Canadian Coal Power Workers
and Communities
We’ve seen what can happen when governments take a
stand for cleaner air. In 2005, in Toronto, there were 53
smog days. A decade later, thanks in large part to the
phase-out of coal-fired generating stations, there were
zero smog days.
—

Rt. Hon Justin Trudeau, Prime Minister of
Canada, October 2016

In 2016, coal generated approximately 9 per cent of electricity in Canada but
was responsible for 72 per cent of greenhouse gas emissions in the electricity
sector. Recognizing the costs of coal-fired electricity to human health and its
impact on climate change, and supported by commitments in the 2015 Paris
Agreement, the Government committed in 2016 to the phase-out of traditional
coal-fired electricity across the country by 2030.
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Coal-fired power plants produce almost 40 per cent of
global electricity today, making carbon pollution from coal a
leading contributor to climate change.
The health effects of air pollution from burning coal, including
respiratory diseases and premature deaths, impose massive
costs in both human and economic terms. Analysis has found
that more than 800,000 people die each year around the
world from the pollution generated by burning coal.
As a result, phasing out unabated coal power is one of the
most important steps governments can take to tackle
climate change and meet our commitment to keep global
temperature increase well below 2°C, and to pursue efforts
to limit it to 1.5°C.
— Powering Past Coal Alliance Declaration, 2018

While this phase-out is important to protect the health of Canadians and make
progress on the 2030 climate change targets, the Government understands that
this requirement will mean job losses for some workers, especially in communities
in Alberta, Saskatchewan, New Brunswick and Nova Scotia that rely on coal
production and combustion as an important source of employment. The
Government is committed to helping these workers and communities prepare
for, find and act on new opportunities as Canada makes a gradual transition
away from the use of coal-fired power.
In 2018, the Task Force on Just Transition for Canadian Coal Power Workers and
Communities was formed to consider how to support those affected in making
the transition to a clean-growth economy. On March 11, 2019, the Task Force
released its final report, including a series of recommendations for the
Government’s consideration.
In response to the Task Force’s recommendations, the Government intends
to take the following actions:
•

Create worker transition centres that will offer skills development initiatives
and economic and community diversification activities in western and
eastern Canada. These efforts are being supported by a federal investment
of $35 million over five years, funded through Budget 2018, for Western
Economic Diversification Canada and the Atlantic Canada
Opportunities Agency.

•

Work with those affected to explore new ways to protect wages and
pensions, recognizing the uncertainty that this transition represents for
workers in the sector.

•

Create a dedicated $150 million infrastructure fund, starting in 2020–21,
to support priority projects and economic diversification in impacted
communities. This Fund will be administered by Western Economic
Diversification Canada and the Atlantic Canada Opportunities Agency.
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The Minister of Natural Resources, with support from the Minister of Environment
and Climate Change, the Minister of Employment, Workforce Development and
Labour, the Minister of Innovation, Science and Economic Development and the
Minister of Rural Economic Development, will be responsible for reporting on
results from these activities, while continuing to engage with provinces, workers,
unions, municipalities and economic development agencies, to ensure that
people affected by the phase-out have access to the help they need during this
period of transition.

Improving Canadian Energy Information
Canada has a diverse energy mix, and responsibility for energy data collection is
fragmented and spread across multiple sources, including provincial and federal
governments. Canadians benefit from comparable and consolidated energy
data as it contributes towards better decision-making by governments and
industry, and supports higher quality research.
Budget 2019 proposes to provide Natural Resources Canada with
$15.2 million over five years, starting in 2019–20, with $3.4 million per year ongoing,
to establish a virtual Canadian Centre for Energy Information delivered by
Statistics Canada. This Centre will compile energy data from several sources into
a single easy-to-use website. The Centre will also support ongoing research by
Statistics Canada to identify data gaps that would improve the overall quality of
energy information available to Canadians.

Fulfilling Canada’s G20 Commitment
The Government believes that a clean environment and a strong economy go
hand in hand—and that eliminating inefficient fossil fuel subsidies is an important
step in the transition to a low-carbon economy.
In 2009, Canada and other Group of Twenty (G20) countries committed to
phase out and rationalize inefficient fossil fuel subsidies, recognizing that these
subsidies can encourage wasteful consumption, impede investment in clean
energy sources and undermine efforts to fight the threat of climate change.
For its part, Canada went one step further and committed to rationalize
inefficient fossil fuel subsidies by 2025.
To date, Canada’s efforts to reform fossil fuel subsidies have resulted in the
phase-out or rationalization of eight tax expenditures. The phase-out or
rationalization of these eight tax expenditures have been introduced gradually
to enable the industry to adapt. Actions this Government has taken to move
forward in meeting our commitment include:
•

Rationalizing the tax treatment of expenses for successful oil and gas
exploratory drilling (announced in Budget 2017 and to be completed
by 2021).

•

Phasing out a tax preference that allows small oil and gas companies to
reclassify certain development expenses as more favorably treated
exploration expenses (announced in Budget 2017 and to be completed
in 2020).
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•

Announcing that the accelerated capital cost allowance for liquefied natural
gas facilities would expire as scheduled in 2025 (announced in Budget 2016).

Continuing the Momentum
Canada will continue to review measures that could be considered inefficient
fossil fuel subsidies with a view to reforming them as necessary. As part of that
work, Canada and Argentina recently committed to undergo peer reviews of
inefficient fossil fuel subsidies under the G20 process. Peer reviews of inefficient
fossil fuel subsidies can increase transparency, encourage international
dialogue, and help develop best practices while moving toward a low-carbon
economy. This voluntary process will enable both countries to compare and
improve knowledge, and push forward the global momentum to identify and
reduce inefficient fossil fuel subsidies.
As part of the peer review process:
•

•

Canada will develop a self-review report,
which will include a list of federal fossil fuel
subsidies, including the description of the
subsidies, annual costs, analysis of the
subsidies and any potential plans to
reform subsidies. Discussions with experts
will be held to help inform the
development of Canada’s self-review
report, which will form the basis upon
which an international expert review
panel will assess Canada. This report will
be made public once the peer review is
finalized.

“On the path to a lowcarbon economy, Canada
is a world leader. This peer
review supports the
commitment we made to
our G20 partners to phase
out inefficient fossil fuel
subsidies and is another
important step in the
Government’s plan to invest

in clean growth that helps
Canada will also establish an
create jobs for the
international expert review panel to
analyse the self-review report. The
middle class.”
Organisation of Economic Co-operation
— Bill Morneau, Minister of Finance
and Development has agreed to chair
the panel, which is expected to include
our partnering country, Argentina, as well
as other countries and key stakeholders.
The findings and recommendations of the international panel will be made
public once the review is finalized.
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Part 3: Connecting Canadians
Access to High-Speed Internet for All Canadians
In 2019, fast and reliable internet access is no longer a luxury—it’s a necessity.
For public institutions, entrepreneurs, and businesses of all sizes, quality highspeed internet is essential to participating in the digital economy—opening
doors to customers who live just down the street or on the other side of the world.
It is also important in the lives of Canadians. It lets students and young people do
their homework, stay in touch with their friends, and apply for their very first jobs.
It helps busy families register for recreational programs, shop online and pay their
bills and access essential services. For many seniors, the internet is a way to stay
up on current events and stay connected to distant family members and friends.
Canadians have a strong tradition of embracing new technologies, and using
them to help generate long-term economic growth and drive social progress. In
recent years, Canada and Canadian companies built mobile wireless networks
that are among the fastest in the world and made investments that are
delivering next-generation digital technologies and services to people and
communities across the country. Yet, unfortunately, many Canadians still remain
without reliable, high-speed internet access. In this time in the 21st Century,
this is unacceptable.

Bringing High-Speed Internet to Rural, Remote and
Northern Communities
The Government has been steadfast in its commitment to bringing higher quality
internet access to every part of Canada, especially those areas that are
typically underserved, including rural, remote, and northern communities. With its
first budget in 2016, the Government launched the $500 million Connect to
Innovate program, which has since approved approximately 180 projects, with
further investments of $554 million from the private sector and other orders of
government. Once complete, these projects will add more than 20,000
kilometres of advanced fibre networks across the country, improving
connectivity in over 900 communities, including 190 Indigenous communities.
From homes and schools to hospitals and community centres, this investment will
help deliver better connectivity to more than three times the number of
communities originally expected to be helped by this program.
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Figure 2.3: Connect to Innovate Kativik Broadband Project
Connect to Innovate
contributed $62.6 million to the
Kativik Regional Government in
Nunavik (northern Quebec) for
their broadband project.
The project will bring new or
improved high-speed internet
access to all Nunavik’s 14 Inuit
communities and to a total of
28 institutions, including schools
and health centres. It is the first
ultra-fast fibre optic connection
between Nunavik and
southern Canada.

Canadians Benefit From High-Speed Internet
Catherine, 31, is an Indigenous entrepreneur in northern
Quebec who operates a graphic design firm out of her home
office. Before Connect to Innovate, broadband internet
speeds in her rural community were quite limited, and
communicating with clients and sending and receiving large
files was slow and unreliable. After the expansion of a
Connect to Innovate project in her community, she is now
able to subscribe to a much faster and more reliable
broadband internet connection that better suits the needs of
her growing business. With better access, Catherine is able to
take advantage of modern software programs with minimum
interruption, utilize cloud-based computing and meet virtually
with clients from around the world. In addition, her two
school-aged children are able to take advantage of 21st
century learning technologies, find information online and
submit assignments electronically.
Working together, industry and governments have been able to successfully bring
more people and more communities online. As a result, virtually every Canadian
now has some level of access to the internet—but that access is not universally
fast or reliable. A gap persists between the services available to people in rural,
remote, and northern communities, compared to Canadians who live in more
populated and urban towns and cities.
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Chart 2.3

Access to High-Speed Internet of at Least 50/10 Mbps
per cent of households

100%
90%

85%

2019

Download
Internet
Speeds

94

2021

Benefits

1 Mbps

Insufficient speed to meaningfully
participate online. Allows for
basic browsing and email
services.

5 Mbps

Sufficient to conduct normal
internet activities, such as
accessing government services,
social media and basic
streaming videos.

50 Mbps

Speed identified by the CRTC for
Canadians to take advantage of
cloud-based software
applications, multiple
government services (e.g.
telehealth services, business
support) online learning
resources and high definition
streaming videos.
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2030

It is estimated that by the time
all currently planned
broadband programs are in
place by 2021, about 90 per
cent of Canadians will have
reliable access to internet
speeds of 50 megabits per
second (Mbps) for downloading
data and 10 Mbps for
uploading data (also known as
50/10 Mbps). However, even
with 90 per cent of Canadians
covered, about 1.5 million
Canadian households will still be
underserved. That needs to
change.

What Can Canadians Do With 50/10 Mbps
Internet Speeds?
On a typical day, Dan, who is the father of three, enjoys
preparing dinner by streaming cooking videos for new ideas
while his wife Tatiana, finishes her work day, using
cloud-based accounting software to manage her small
business. At the same time, their eldest child, Leigha, is
researching the respiratory system for a science project
through an interactive and media rich website while her twin
brother plays an online game with their cousin who lives
abroad.

How We Will Achieve a Fully Connected Canada
Delivering universal high-speed internet to every Canadian in the quickest and
most cost-effective way will require a coordinated effort involving partners in the
private sector and across all levels of government. To meet this commitment,
Budget 2019 is proposing a new, coordinated plan that would deliver $5 billion to
$6 billion in new investments in rural broadband over the next 10 years:
1.
2.
3.
4.
5.

Support through the Accelerated Investment Incentive to encourage
greater investments in rural high-speed internet from the private sector.
Greater coordination with provinces, territories, and federal arm’s-length
institutions, such as the CRTC and its $750 million rural/remote
broadband fund.
Securing advanced Low Earth Orbit satellite capacity to serve the most rural
and remote regions of Canada.
New investments in the Connect to Innovate program and introduction of
the Government’s new Universal Broadband Fund.
New investments by the Canada Infrastructure Bank to further leverage
private sector investment.

Canada’s Commitment: Universal High-Speed
Internet for Every Canadian
In Budget 2019, the Government is announcing its
commitment to set a national target, in which 95 per cent of
Canadian homes and businesses will have access to internet
speeds of at least 50/10 Mbps by 2026 and 100 per cent by
2030, no matter where they are located in the country. This is
in keeping with the broadband internet speed objective set
by the Canadian Radio-television and Telecommunications
Commission (CRTC) for Canadian households and businesses
across Canada.
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Using the Accelerated Investment Incentive
In the 2018 Fall Economic Statement, the Government introduced the
Accelerated Investment Incentive—an accelerated capital cost allowance
designed to encourage businesses to invest and create more good, well-paying
jobs. The Incentive is available to businesses of all sizes, across all sectors of the
economy, including the telecommunications sector. Response to this new
Incentive has been very favourable—to date, telecommunications companies
have signalled more than $1 billion worth of private sector activity, focused on
providing better internet access to unserved or underserved communities. The
Accelerated Investment Incentive is also expected to enhance competitiveness
and help accelerate the deployment of next-generation digital technologies,
such as 5G connectivity, across the country.

Working Closely With Partners
Provinces and territories are also moving forward and making their own
important investments to help improve and expand access to high-speed
internet. For example:
•

The Government of Nova Scotia recently invested $193 million in an internet
funding trust to help connect more homes, businesses, and communities
across the province.

•

In its 2019 budget, the Government of British Columbia announced $50 million
to expand high-speed internet service to more than 200 communities in
the province.

The Canadian Radio-television and Telecommunications Commission also
recently launched its own five-year $750 million Broadband Fund to improve
internet access in underserved areas. The CRTC’s Broadband Fund aligns with
the Government’s priorities and will include a focus on providing last-mile
connectivity and provision of wireless coverage in unserved areas, and where
projects are not financially viable without CRTC funding
The Government recognizes that collaboration is essential to solve the challenge
of bringing universal access to high-speed internet to all Canadians. To this end,
the Government is committed to continue working with jurisdictions across
Canada, Indigenous partners, and the private sector to enhance connectivity
and to support Canadians full participation in the digital economy. This includes
advancing the recent intergovernmental agreement between the federal,
provincial and territorial governments to develop a long-term strategy and
joined-up approach to improve access to high-speed internet for all Canadians.
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Investing in Connect to Innovate and Launching the New Universal
Broadband Fund
To help every Canadian gain access to high-speed internet at minimum
speeds of 50/10 Mbps, Budget 2019 proposes to invest up to $1.7 billion in new
targeted initiatives that will support universal high-speed internet in rural, remote
and northern communities. These investments would include:
•

Up to $1.7 billion over 13 years, starting in 2019–20, to establish a new national
high-speed internet program, the Universal Broadband Fund. The Fund would
build on the success of the Connect to Innovate program, and would focus
on extending “backbone” infrastructure to underserved communities
(“backbone” is the central channel used to transfer internet traffic at high
speed—the internet equivalent of a major roadway or railway spur). For the
most difficult-to-reach communities, funding may also support “last-mile”
connections to individual homes and businesses.

•

Included in the $1.7 billion commitment to the Universal Broadband Fund, the
Government will look to top-up the Connect to Innovate program and to
secure advanced, new, low-latency Low Earth Orbit satellite capacity. This
process will be launched in the spring 2019 and will help bring reliable highspeed internet access to even the most challenging rural and remote homes
and communities in Canada.

•

Up to $11.5 million over five years, starting in 2019–20, for two Statistics
Canada surveys to measure household access and use of the internet and
business online behaviour. This will enhance understanding of how digital
issues are impacting Canadians, and help inform next steps.

Harnessing Partnerships With the Canada Infrastructure Bank
In partnership with the Government, the Canada Infrastructure Bank is examining
opportunities to apply its innovative financing tools to stimulate private sector
investment in high-speed internet infrastructure in unserved and underserved
communities. Working to maximize the contribution of private capital, the Bank
will seek to invest $1 billion over the next 10 years, and leverage at least $2 billion
in additional private sector investment to increase broadband access for
Canadians. In helping to make publicly funded dollars go further, the Bank will
contribute to Canada’s long-term ambition of bringing high-speed internet to
every Canadian.

Figure 2.4
Technologies That Are Bringing High-Speed Internet to Canadians
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Part 4: Building a Better Future for
Canada’s North
Every region in Canada has unique attributes that contribute to the country’s
current economic strength and future potential. The Arctic is a region that has
immense opportunities for growth and needs investment to realize its potential,
to the benefit of all Canadians.

Strong Arctic and Northern Communities
Though only a small number of people—including Indigenous and nonIndigenous people—call the Arctic home, all Canadians can be proud of our
identity as a northern country. Part of what makes the region unique is its climate
and geography. As harsh and challenging as it is beautiful and inspiring, the
Arctic is on the front lines of global warming, and the cumulative effects of
climate change are reshaping both the landscape and the way of life for many
people in Canada’s North.
Canada has an opportunity—and a responsibility—to be a world leader in
sustainably developing the North. This means making the most of emerging
economic opportunities while ensuring that the people who reside in the North
are able to be full participants in and beneficiaries of the region’s growth.
People living in the North have been clear: they want and deserve to be
included in decisions about the future of the Arctic and other northern regions.
Meaningful action is needed so that the quality of life experienced by northern
residents is, to the greatest extent possible, comparable to that experienced by
people in the rest of Canada. It also means making sure that federal policies,
programs, and investments take into account the unique circumstances and
needs of people living in the North. This includes a greater understanding of, and
respect for, the history, culture, and traditional knowledge of northern
Indigenous Peoples.
Building on the Government’s ongoing support for the region, Budget 2019
announces more than $700 million over 10 years in new and focused funding to
ensure that Arctic and northern communities can continue to grow and prosper.
This includes new funding for more diversified post-secondary educational
options in the territories, enhanced infrastructure resources to connect northern
and remote communities, increased economic development programming,
and more support to enable critical Arctic research.
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Ongoing Support for Canada’s Arctic and
Northern Regions
The large, remote regions of Canada’s North create unique
infrastructure and energy challenges. The Investing in Canada
Plan and the Pan-Canadian Framework on Clean Growth and
Climate Change include initiatives to help address these
challenges and create new connections in the Arctic and
northern regions of Canada. Key investments include:
•

More than $1.7 billion over 12 years, for the three northern
territories, for infrastructure development through bilateral
agreements under the Investing in Canada Plan, including
$400 million for the Arctic Energy Fund to help people living
in northern communities access more reliable and
renewable energy.

•

Nearly $150 million allocated to the three territories and
northern Quebec through the Connect to Innovate
program, which brings high-speed internet to rural and
remote communities in Canada.

•

$400 million over 11 years dedicated for transportation
infrastructure in the three territories under the National Trade
Corridors Fund.

•

$84 million over five years to build knowledge of climate
change impacts and to enhance the climate resiliency of
northern communities by improving the design and
construction of northern infrastructure.

In addition, the Government also supports a number of longterm programs and activities in the Arctic and northern regions
of the country to build healthy and safe communities and
contribute to a strong, diversified, sustainable and dynamic
economy. For example, to support the delivery of territorial
public services, including health care, education and social
services, that are comparable to those in other regions of the
country, the federal government provides annually escalated
and unconditional Territorial Formula Financing transfers, which
will be over $3.9 billion in 2019–20.
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In December 2016, the Prime Minister
announced the Government’s
commitment to create a new vision for
Canada’s Arctic and northern regions, to
be co-developed in cooperation with the
people who live there. Since then, the
Government has been working with a
number of partners, including Indigenous
Peoples, territories, provinces and
international stakeholders, to co-develop a
new Arctic and Northern Policy Framework.

“The simple fact is that Arctic
strategies throughout my
lifetime have rarely matched
or addressed the magnitude
of the basic gaps between
what exists in the Arctic and
what other Canadians take

for granted”
This new Framework is intended to identify
— Mary Simon, Special
shared priorities, goals, and objectives in
Representative to the Minister of
Canada’s Arctic and North, through 2030.
Crown-Indigenous Relations on
It is also designed to be more
Arctic Leadership
comprehensive in scope than previous
strategies, incorporating both a domestic and international understanding of the
unique opportunities and challenges that exist for these regions. Ultimately, the
Framework represents a new way for Arctic and northern peoples, governments,
leaders, organizations, and institutions, to come together to set a consensusbased course towards better outcomes for everyone.
The Government will continue to work with its partners to finalize the Framework,
set common objectives, and reach agreements on ways to collectively invest to
meet these objectives. Budget 2019 proposes a number of new measures to
support the eventual Framework and complement existing efforts to strengthen
Arctic and northern communities.

Figure 2.5: Support for Canada’s Arctic and Northern Communities
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Helping People in Arctic and Northern Communities Succeed
•

Communities thrive—and people succeed—when educational opportunities
exist. Budget 2019 proposes to provide up to $1.0 million, over two years,
starting in 2019–20, to establish a Task Force to study post-secondary
education in Canada’s Arctic and northern regions. The Task Force will make
recommendations to the federal and territorial governments and Indigenous
partners on establishing a robust system of post-secondary education in
the North.

•

To help Yukon College undertake its transformation into a hybrid university (an
institution that offers a mix of diplomas, certificates, degrees, and continuing
education), Budget 2019 proposes to provide up to $26 million over five years,
starting in 2019–20, for the construction of a new campus science building in
support of their efforts to become Canada’s first university in the North.

•

To foster Indigenous knowledge and education, Budget 2019 proposes to
provide $13 million over five years, starting in 2019–20, for the Dechinta Centre
for Research and Learning in the Northwest Territories. This funding will support
the delivery of culturally appropriate and community developed curricula to
enhance access to and success in higher education for Indigenous and
northern students.

•

To address the higher cost of nutritious food in the Arctic, in the 2018 Fall
Economic Statement the Government announced new investments in the
Nutrition North Canada program. This ongoing investment will support several
program changes, and introduces a new Harvesters Support Grant to help
lower the high costs associated with traditional hunting and harvesting
activities. In addition, as part of a National Food Policy, Budget 2019 proposes
to provide the Canadian Northern Economic Development Agency with
$15 million, over five years, starting in 2019–20, to establish a Northern Isolated
Community Initiatives Fund. This fund will support community-led projects for
local and Indigenous food production systems.

•

The Inuit Tapiriit Kanatami’s (ITK) National Inuit Suicide Prevention Strategy was
released in July 2016 and set out a series of actions and interventions at the
community and regional level to address the high number of deaths by
suicide among Inuit, where the suicide rate remains 5 to 25 times the national
average for Canada. To continue to support Inuit and their communities,
Budget 2019 proposes an investment of $50 million over 10 years, starting in
2019–20, with $5 million per year ongoing, to support ITK’s Inuit-specific
approach through the Strategy to address deaths by suicide in
Inuit communities.

•

Nunavut has been without an addictions treatment centre for over 20 years.
For too long, Inuit and other residents of Nunavut seeking mental health and
substance use supports have had to travel south, far from their families,
friends and communities to access the services that they need. The Truth and
Reconciliation Commission of Canada called on the federal government to
ensure funding for healing centres in Nunavut is a priority as part of Call to
Action 21. Together with contributions from the Government of Nunavut and
Inuit partners, as part of Budget 2019, the Government announces its
commitment to support the construction and ongoing operation of a
treatment facility in Nunavut.
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•

On February 28, 2019, the Prime Minister announced $2.05 billion, over
24 years, to ensure that Canada continues to be a leader in space robotics.
This investment includes up to $14 million over five years, starting in 2019–20, to
the Canadian Space Agency to identify opportunities where space, health
and Indigenous partners could work together to develop approaches and
innovative technology solutions to address challenges common to both deep
space and remote health care environments.

Building Connections in Canada’s Arctic and Northern Regions
•

To improve and expand infrastructure
in the northern regions of Canada,
Budget 2019 proposes to increase the
allocation of the National Trade
Corridors Fund to Arctic and northern
regions by up to $400 million over eight
years, starting in 2020–21, bringing the
total allocation to these regions to
$800 million. This will help build new
roads and other vital connections to
and between Arctic and northern
communities.

Restoring Rail Service to
Churchill, Manitoba
In the last several months the
Government has provided over
$100 million in funding for the
acquisition, repairs and an
annual operating subsidy
required by the Hudson Bay
Railway Company, the Hudson
Bay Port Company and the
Churchill Marine Tank Farm, along
with financing through Export
Development Canada. This has
restored rail service on the
Hudson Bay Railway Line, which is
expected to grow into a key
transportation and export hub, to
both international markets and
northern Canada.

•

Access to reliable and cleaner sources
of energy is key to building healthier
and more sustainable communities.
The Government is committed to
reducing community reliance on diesel
for heat and electricity across the
North, and presently supports the
planning of clean energy projects in
small communities and the territories
through the Investing in Canada Infrastructure Program. To help northern
communities more easily access the support they need, the Government
proposes to consolidate federal programs that help reduce diesel reliance in
Indigenous, northern and remote communities.

•

To reduce pollution in Canada’s North resulting from electricity generation,
Budget 2019 proposes to provide a further $18 million, over three years,
starting in 2019–20, to Crown-Indigenous Relations and Northern Affairs
Canada to support planning by the Government of Northwest Territories for its
proposed Taltson hydroelectricity expansion project. The proposed expansion
would more than double current hydroelectric capacity in the Northwest
Territories, reducing reliance on diesel by the city of Yellowknife and the
mining sector, as well as providing employment opportunities for Indigenous
people and other residents of the territory.

•

Budget 2019 proposes to establish a national connectivity target in which
every Canadian home and small business will have access to internet speeds
of at least 50/10 Mbps within the next 10 years, no matter where they are
located in the country, including in the North. Delivering high-speed internet
to every Canadian, especially in more rural and remote areas, will help
businesses grow, create new jobs and connect more people to the resources,
services and information they need to build a better future.
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Supporting Northern Innovation and Economic Development
•

The Canadian Northern Economic Development Agency helps to develop a
diversified, sustainable, and dynamic economy across Canada’s three
territories. To support innovation and encourage stronger business growth in
the territories, Budget 2019 proposes to provide an additional $75 million over
five years, starting in 2019–20, to the Canadian Northern Economic
Development Agency to enhance its current economic development
program. This investment would help to create a new initiative: Inclusive
Diversification and Economic Advancement in the North (IDEANorth). This
updated programming will allow the agency to support a wider range of
initiatives, including the development of foundational economic
infrastructure such as roads or visitor centres, to address the higher cost
of doing business in the North.

•

Resource development provides jobs and wealth in the territorial economies.
The Government announced in the 2018 Fall Economic Statement the
extension of the Mineral Exploration Tax Credit, which helps junior exploration
companies raise capital to finance early-stage mineral exploration, including
in the North, for an additional five years, until March 31, 2024.

Supporting Science and Protecting the Environment
•

The Polar Continental Shelf Program provides critical logistics support—such
as coordinating air charters and supplying field equipment—to Canadian
researchers seeking to advance our understanding of the North. Budget 2019
proposes to provide Natural Resources Canada with up to $10 million, over
two years, starting in 2019–20, to help the Program to respond to
growing demand.

•

To support ongoing scientific research in the High Arctic, Budget 2019
proposes to provide Environment and Climate Change Canada with up to
$21.8 million over five years, starting in 2019–20, for the Eureka Weather Station
on Ellesmere Island, Nunavut. This investment will support critical repairs and
necessary upgrades to the station’s systems such as the aircraft runway,
sewage, ventilation and plumbing and will help ensure continued safe
operations of the site for weather and climate forecasting and as a key
hub for Arctic research and Government military operations.

•

The Government manages a number of contaminated sites in northern
Canada that were formerly mines and since abandoned by their previous
owners. The contamination of these properties is the result of private sector
mining and oil and gas activities from many years ago, before
the environmental impacts were fully understood. To clean up the largest and
most high-risk of these sites, Budget 2019 proposes to provide $49.9 million
over fifteen years ($2.2 billion on a cash basis), starting in 2020–21, to CrownIndigenous Relations and Northern Affairs Canada to create the Northern
Abandoned Mine Reclamation Program.
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•

The Government is exploring the potential creation of a marine conservation
area in the High Arctic Basin or Tuvaijuittuq (which means “the ice never
melts” in Inuktitut)—the last portion of the Arctic region expected to retain
summer sea ice until at least 2050. The Government will work with the
Government of Nunavut and Qikiqtani Inuit Association to advance this
important conservation initiative, while also working to support the
development of a conservation economy in the region.

•

To further strengthen Canada’s leadership in the Arctic, Budget 2019
proposes to provide Natural Resources Canada with up to $7.9 million over
five years, starting in 2019–20, to continue to provide scientific support for
Canada’s claim to its continental shelf in both the Arctic and Atlantic
Oceans. This will ensure that Canada’s sovereign rights in the Arctic Ocean
are internationally recognized, with a strong claim supported by science
and evidence.

Investing in Regional Priorities
Protecting Water and Soil in the Prairies
In recent years, Canada’s Prairie provinces have experienced the worsening
effects of climate change, including more extreme weather events, resulting in
more costly storms and floods, droughts and wildfires. Billions of dollars have
been spent by all orders of government—including Indigenous governments—
along with businesses, private citizens, and the insurance industry, in an attempt
to recover from these events. At the federal level, the Disaster Financial
Assistance Arrangement has paid out more to help offset flood and wildfire
losses in the last six years than in the entire previous history of the program—
stretching back to 1970.
More than just the financial impacts of recovery, the ongoing effects of climate
change on the Prairies’ valuable water and soil resources threaten the ability of
farmers and ranchers to continue to grow high-quality crops and raise worldclass herds—putting the future of Prairie communities and Canada’s food supply
at risk.
To support climate change adaptation efforts across the Prairies, the
Government proposes to provide Western Economic Diversification Canada with
up to $1 million, in 2019–20, to develop a new strategy to sustainably manage
water and land in the Prairies. This strategy would be developed in partnership
with the provinces of Alberta, Saskatchewan and Manitoba, as well as
Indigenous partners, academics and private sector groups. It would take stock
of existing federal and provincial actions that address the impact of climate
change on water and land resources, to help ensure greater resilience in Prairie
communities for years to come.

Investing in Eastern Canada Ferry Services
In 2017–18, federally funded ferry services in eastern Canada helped move more
than 800,000 passengers and 100,000 commercial vehicles. Canada supports
inter-provincial ferry services in eastern Canada by providing funding to Marine
Atlantic Inc., a Crown corporation operating ferries between Nova Scotia and
Newfoundland and Labrador, and Transport Canada's Ferry Services
Contribution Program, linking Saint John, New Brunswick, to Digby, Nova Scotia;
Wood Islands, Prince Edward Island, to Caribou, Nova Scotia; and Îles de la
Madeleine, Quebec, to Souris, Prince Edward Island.
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To maintain safe and reliable ferry services, Budget 2019 proposes to:
•

Support Marine Atlantic Inc. to modernize its fleet through the procurement of
a new ferry.

•

Extend Transport Canada’s Ferry Services Contribution Program until 2022 with
existing service levels and fleet size, which includes ensuring two vessels
operate between Prince Edward Island and Nova Scotia.

•

Procure two ferries to replace the MV Madeleine, operating between
Quebec and Prince Edward Island, and the MV Holiday Island, operating
between Prince Edward Island and Nova Scotia.

Improving Crossings in Canada’s Capital Region
Interprovincial bridge crossings serve as important links between the cities of
Ottawa, Ontario, and Gatineau, Quebec—helping people get back and forth
to work, serving as a key transportation route and providing access to both cities
for tourists and locals travelling by car, by bicycle or on foot. The five
interprovincial crossings carry close to 150,000 vehicles and 9,000 pedestrians
and cyclists each day, an increase of over 15,000 since 2015 alone. These
bridges are aging, with the newest bridge having been opened in 1973, and
were built in an era when the National Capital Region had a much smaller
population, fewer interprovincial commuters and far less congestion due to truck
traffic.
To ensure that these interprovincial crossings remain safe and open for
residents and visitors, Budget 2019 proposes to:
•

Replace the Alexandra bridge as it is now more than 100 years old and needs
to be replaced. The new Alexandra Bridge will provide long-lasting economic
benefits to the communities on each side of the Ottawa River and more
broadly to the region as a whole.

•

Address the demonstrated need for an additional National Capital Region
crossing by refreshing existing studies and developing a long-term integrated
interprovincial crossing plan led by the National Capital Commission with
both provincial governments and the cities of Gatineau and Ottawa.

•

Support the rehabilitation and ongoing maintenance of National Capital
Region crossings, including the Chaudière and MacDonald-Cartier bridges by
providing up to $80.4 million over 10 years.
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Part 5: Building a Nation of Innovators
Canadians are innovators—constantly seeking answers to difficult questions and
always looking for new ways to apply what we’ve learned. That curiosity and
creativity built the industries and created the jobs that gave rise to Canada’s
strong and successful middle class, and Canadians’ innovative spirit continues to
change our country—and our world—for the better.

Canada’s Innovation and Skills Plan
Launched in 2017, the Government’s Innovation and Skills Plan is helping
Canadian businesses to start up, scale up, and become globally competitive.
The Plan is an ambitious effort to help create good well-paying jobs by making
Canada a world leader in innovation—and it’s already delivering results:
•

Five industry-led innovation superclusters are now up and running, supported
by a $950-million federal investment. These superclusters—in digital
technologies, food production, advanced manufacturing, artificial
intelligence in supply chain management, and ocean industries—are
expected to create 50,000 jobs and add $50 billion to the economy over the
next 10 years. They bring together more than 450 businesses,
60 post-secondary institutions, and 180 other partners to generate new ideas,
attract and develop talent, collaborate on research, develop new
intellectual property and bring new products to market here in Canada and
around the world.

•

The Strategic Innovation Fund is a new approach to supporting business
innovation, and investments across the country and in all economic sectors.
In the last two years, the Fund has proven successful in attracting and
supporting high-quality and innovative business investment in Canada. As of
January 2019, the Fund had secured 31 investment agreements from leading
researchers and manufacturers, worth a total of $8.1 billion, including a
federal investment of $795 million. This shared investment is expected to help
secure 50,000 good, well-paying jobs over the next 22 years.

•

Innovative Solutions Canada was launched in December 2017 and provides
a novel procurement approach to allow the Government of Canada to
partner with Canadian entrepreneurs in the development of early stage,
pre-commercial innovation. Twenty participating federal departments and
agencies issue challenges, designed around desired outcomes, seeking novel
technologies, products and process solutions, in order to address federal
government needs. The program will dedicate over $100 million per year in
spending by the end of March 2020. To date, Innovative Solutions Canada
has launched 42 challenges in areas such as sustainable fishing and
aquaculture, high energy lasers, and plant pest detection.

•

Recognizing the importance of ideas in the knowledge economy, the
Government put forward the first Canadian National Intellectual Property
Strategy in Budget 2018. In the coming months, the Government will be
selecting the proponent to manage a pilot Patent Collective, which will help
Canadian start-ups and small and medium-sized enterprises pool together
vital intellectual property assets to help them grow and expand
internationally, in the technology areas of tomorrow.
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Building New Partnerships and Superclusters:
The Protein Industries Supercluster
Canada has a well-deserved reputation as a country that
produces high-quality, innovative agricultural products.
Building on this success, the Protein Industries Supercluster was
established to apply plant genomics and new processing
technologies to increase the value of key Canadian crops,
including plant-based meat alternatives—such as pulses and
flax-based proteins—that are in high demand in foreign
markets. The Government’s investment of $153 million in this
Supercluster will help Canada become a leading source of
plant proteins and, ultimately, feed the world.
•

$4.5 billion: the estimated contribution of this Supercluster
to Canada’s GDP over 10 years.

•

4,500: the number of jobs expected to be created by this
Supercluster over 10 years.

Promoting the Development of World-Class
Canadian Businesses
When Canadian businesses innovate, they succeed—creating good, wellpaying jobs for the middle class in communities all across the country. Helping
businesses find the talent they need to innovate and grow, supporting small
companies, and giving entrepreneurs the support they need to succeed—these
are just some of the ways the Government is investing in innovative Canadians.

Figure 2.6: Helping Firms at Every Stage of Growth
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Establishing a Permanent Global Talent Stream
Canada’s Global Skills Strategy, announced in the 2016 Fall Economic
Statement, helps Canadian businesses attract the talent they need to compete
and succeed in the global marketplace. Whether recruiting professionals from
around the world to help train Canadian workers, or giving employers the
assistance they need to invest and create more good, well-paying jobs in
Canada, the Global Skills Strategy gives businesses a faster, more predictable
way to bring global talent to Canada.
As part of the Global Skills Strategy, a two-year pilot project was introduced to
help innovative Canadian firms quickly access the highly skilled global talent
they need to scale-up, grow and help create jobs for Canadians. Since the
launch of the pilot in 2017, employers have made commitments to:
•

create more than 40,000 new jobs for Canadians and permanent residents;

•

develop over 10,000 co-op placements; and,

•

invest over $90 million in skills development and training for their workers.

Building on the success of the Global Talent Stream pilot, Budget 2019
proposes to make the Global Talent Stream a permanent program. A
permanent Global Talent Stream will give Canadian businesses expedited,
predictable access to top global talent when Canadian workers are
unavailable. To establish this new permanent program, Budget 2019 proposes
to invest $35.2 million over five years, beginning in 2019–20, with $7.4 million per
year ongoing.

“The Global Skills Strategy is helping employers recruit and
employ high skilled workers. We are attracting some of the
most highly skilled people of the world now through our Global
Skills Strategy. There was a time when Canada used to lose its
most talented individuals and now we’re getting people
coming this way because of our immigration system.”
— The Honourable Ahmed Hussen, Minister of Immigration, Refugees and
Citizenship
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The Global Talent Stream is available to:
Category A: Employers referred by
Designated Referral Partners

Category B: Employers seeking to hire
highly skilled foreign workers for
occupations found on Employment
and Social Development Canada’s
Global Talent Occupations List

Designated Referral Partners include
provincial and municipal
governments and regional
development agencies.

The Global Talent Occupations List
includes occupations for which there
are demonstrable shortages in
Canada, including information
technology(IT) and science,
technology, engineering and
mathematics(STEM) occupations.

Canadian companies applying for workers through the Global Talent
Stream receive:
• Client-focused service to help them throughout the application process.
• Flexible recruitment requirements.
• Expedited processing of Labour Market Benefit Plans and work permits
(10 business days, compared to an average of two months to complete
the Labour Market Impact Assessment process).

How Canada’s Global Talent Stream Is Working
Sharing knowledge with Canadian workers: Vancouver-based Terramerra
used the Global Talent Stream to quickly hire an international expert in
microscopic worms when they were unable to find the right skills in Canada.
The scientist is helping Terramerra develop innovative environmentally safe
bio-pesticides, while providing on-the-job training to colleagues and co-op
students from the University of British Columbia and Simon Fraser University. He
is also sharing his knowledge and expertise with Canadian academics, who
will in turn transfer this knowledge to the universities’ students—Canada’s
future scientists.
Creating jobs for Canadians: Toronto-based financial technology firm Wave
has leveraged the Global Talent Stream to add two experienced software
engineers and a global leader in the financial technology sector to their
team. Hiring specific, skilled workers helped the company grow quickly and as
a result, they have created dozens of new jobs in technology that employ
Canadian workers.
Helping Canadian companies innovate: Ottawa’s Shopify, a world leader in ecommerce, has used the Global Talent Stream to add international tech
expertise to its Canadian workforce to continue to advance its innovative
platform and reach global markets.
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Improving Support for Small, Growing Companies
The Scientific Research and Experimental Development (SR&ED) Tax Incentive
Program encourages business innovation by providing an investment tax credit
for businesses of all sizes, in all sectors, that conduct scientific research and
experimental development in Canada. In a global economy where knowledge
and ideas are key, the innovation of Canadian firms will be a competitive
advantage. The SR&ED Tax Incentive Program is often cited as a significant
source of support by Canada’s innovative firms, as it provides a 35-per-cent
refundable tax credit to eligible small and medium-sized businesses and a
15-per-cent tax credit to all businesses performing SR&ED in Canada. Access to
the 35-per-cent rate is determined by a business’ level of income and capital.
One challenge often cited by entrepreneurs who use the SR&ED program to
grow their firm relates to how the incentive changes based on the growth of
their business.
To better support growing innovative businesses as they are scaling up, the
Government proposes to eliminate the income threshold for accessing the
enhanced credit. This will ensure continued enhanced support for small and
medium-sized innovative businesses that are experiencing rapid growth in
income or may have variable income from year to year; that is, at the exact
time when continued Government support can help take a business to the next
level. The capital threshold will continue to apply to ensure that the enhanced
rate remains targeted toward small and medium-sized businesses. This change
will build on other major initiatives put forward by the Government to help make
Canada a leader in science and innovation, creating the jobs of tomorrow and
building globally leading businesses.

Supporting the Next Generation of Entrepreneurs
Futurpreneur Canada is a national not-for-profit organization that provides
young entrepreneurs with mentorship, learning resources and start-up financing
to help them bring their business ideas to market. Over the past two decades,
Futurpreneur Canada’s core program has helped more than 11,400 young
entrepreneurs launch nearly 9,600 new businesses. Last year, more than 40
per cent of the businesses supported by Futurpreneur Canada were owned by
women—more than double the national average.
To help Futurpreneur Canada continue its efforts to support the next
generation of entrepreneurs, Budget 2019 proposes to provide Futurpreneur
Canada $38 million over five years, starting in 2019–20. Futurpreneur Canada will
match these investments with funding received from other government and
private sector partners, and it is expected that this renewed investment would
help support the work of approximately 1,000 young entrepreneurs per year.
This funding includes $3 million over five years for Futurpreneur Canada to
provide targeted support to Indigenous entrepreneurs. This will allow
Futurpreneur Canada to engage up to 7,250 Indigenous youth through
outreach, access to business support tools and training as well as support up to
175 additional Indigenous businesses. Additional measures targeting support to
Indigenous entrepreneurs can be found in Chapter 3.
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Helping Canada's Forest Sector Innovate and Grow
Canada’s forest sector is an important source of
jobs and growth for more than 100 communities
across the country, directly employing almost
210,000 people and contributing more than
$24 billion to the Canadian economy in 2017.
The sector currently faces significant challenges,
including threats to supply caused by more
forest fires and other disturbances such as pest
infestations, which are decreasing the
availability of wood fibre, and ongoing disputes
with significant trading partners.

What Is the
Bioeconomy?
In the bioeconomy,
renewable and sustainably
sourced biomass
resources—such as trees,
agricultural crops and
organic materials left over
from harvesting and timber
processing—are used to
provide a broad range of
consumer and industrial
products, such as food
additives, textiles,
bioplastics and auto parts.
(Source: 2018 State of the
Forest Report, Natural
Resources Canada).

At the same time, there are tremendous
opportunities available for Canada’s forest
sector to capitalize on global growth in the
bioeconomy, which is expected to grow to as
much as $5 trillion on an annual basis by 2030.
Technological advancements are boosting the
demand for wood fibre in markets around the
world, giving the Canadian forest sector an
opportunity to emerge as a supplier of choice—
aided by its own strong drive to innovate, as seen in the development of greener
construction materials for use in high-rise construction and the use of woodbased by-products to replace more carbon-intensive fuels.
To help Canada’s forest sector continue to innovate and grow, Budget
2019 proposes to invest up to $251.3 million over three years, starting in 2020–21,
to Natural Resources Canada to extend existing innovation and diversification
programs. An emphasis will be placed on those programs that have strong track
records of success and that leverage private sector investment. This proposed
investment would include:
•

Up to $91.8 million over three years for the Forest Innovation Program, to
support pre-commercial research and development, positioning the
Canadian forest sector at the forefront of the emerging bioeconomy.

•

Up to $82.9 million over three years for the Investments in Forest Industry
Transformation program, to support the industrial commercialization and
adoption of innovative technologies and processes, contributing to clean
economic growth and jobs.

•

Up to $64.0 million over three years for the Expanding Market Opportunities
Program, to increase and diversify market opportunities for Canadian forest
products in offshore markets, and expand wood use in non-residential and
mid-rise construction, including within Canada.

•

Up to $12.6 million over three years for the Indigenous Forestry Initiative, to
support forest-based economic development for Indigenous communities
across Canada.
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Natural Resources Canada will, with existing resources, revise the project
selection criteria and results tracking for this suite of programming to include
requirements to address gender and other representation gaps within the
forest industry.

Supporting Innovation and Market Diversification in Canada’s
Forest Sector: Success Stories
Investing in Renewable Fuel Technology
Bioenergy AE Côte-Nord (Côte-Nord, Quebec), a partnership between Arbec
Forest Products and Ensyn, has built the world’s first commercial facility using
technology designed specifically for the conversion of forest residues to liquid
renewable fuel oil for energy applications. Through $17.5 million in funds from
the Investments in Forest Industry Transformation program, announced in 2016,
30 direct jobs have been created, and a new liquid forest bioenergy product
that reduces greenhouse gas emissions is now available for sale across
North America.

Supporting the Creation of Value-Added Wood Products
Corruven Canada Inc. (Edmunston, New Brunswick) is leading on the creation
of smart and sustainable building material, furniture and packaging. With $2.5
million in support from the Investments in Forest Industry Transformation
Program, announced in 2016, Corruven was able to design and manufacture
a new production line of composite high-performance wood, using rejected
wood fibre, creating 13 jobs to date and developing new markets for its
products, both within Canada and abroad.

Supporting Innovation in the Oil and Gas Sector
Through Collaboration
The Government is committed to helping bring together Canada’s research
expertise with businesses that are seeking to seize growth opportunities and
address challenges through the development, demonstration and adoption of
innovative technologies and processes. Budget 2018 identified the Strategic
Innovation Fund as a flagship “platform” within the Government’s business
innovation toolkit, and announced that the program’s role in advancing
research and development through collaboration between academia, not-forprofits and the private sector would be expanded.
The Clean Resource Innovation Network is a consortium made up of companies
of all sizes, innovators, not-for-profits, and academic institutions. These
organizations are working together to accelerate the development and
adoption of innovative technologies and processes that seek to lower the oil
and gas industry’s environmental impacts, such as by reducing water and land
use, applying new technologies to land and wellsite remediation and reducing
greenhouse gas emissions.
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Budget 2019 proposes to provide a further $100 million over four years,
starting in 2019–20, to the Strategic Innovation Fund, leveraging private sector
co-investments, in order to support the activities of the Clean Resource
Innovation Network.
By developing ground-breaking clean tech and emission-lowering solutions
through collaboration, the Network will support economic growth, will create
good, well-paying jobs, and will lead to cleaner energy production from source
to end use.

Investing in a Diverse and Growing
Western Economy
Almost one third of Canadians call British Columbia, Alberta, Saskatchewan and
Manitoba home. Western Canada is well positioned to continue to prosper from
its unique strengths and advantages, including its growing digital economy,
abundant natural resources, and innovative post-secondary institutions and
research facilities. The strategic proximity to Asian markets also creates significant
opportunities for the region’s world-class energy, agriculture and
agri-food sectors.
The Government is presently working with business, industry, academia,
Indigenous communities and organizations, and other levels of government, to
develop a Western Canada Growth Strategy which will reflect the unique
regional advantages of each province, and help to stimulate economic growth,
incent innovation, increase the participation of under-represented groups and
attract investment.
To support the creation of a more resilient, inclusive and diversified
economy in the west, Budget 2019 proposes to provide $100 million over three
years (on a cash basis), starting in 2019–20, to Western Economic Diversification
Canada to increase its programming in western Canada.

Launching a Federal Strategy on Jobs and Tourism
Tourism in Canada is strong and growing. Last year Canadian communities of all
sizes welcomed more than 21.1 million international visitors—boosting economic
growth and creating good, well-paying jobs across the country. Canada’s
tourism sector is an important source of jobs and growth, employing over
750,000 people and contributing a.bout 2 per cent to Canada’s GDP.
Recognizing the importance of tourism to Canada’s overall economy, the
Government is developing a new Federal Strategy on Jobs and the
Visitor Economy.
To help Canada’s tourism sector innovate and grow, Budget 2019 proposes
to provide $58.5 million over two years, starting in 2019–20, to the Regional
Development Agencies for the creation of a Canadian Experiences Fund. The
Fund would support Canadian businesses and organizations seeking to create,
improve or expand tourism-related infrastructure—such as accommodations or
local attractions—or new tourism products or experiences. These pan-Canadian
investments would focus on five categories: tourism in rural and remote
communities, Indigenous tourism, winter tourism, inclusiveness, specifically for the
LGBTQ2 community, and farm-to-table tourism, which is also known as
culinary tourism.
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In addition, Budget 2019 proposes to provide $5 million to Destination
Canada for a tourism marketing campaign that will help Canadians to discover
lesser-known areas, hidden national gems and new experiences across the
country. Destination Canada is Canada’s signature tourism agency that
collaborates with partners to promote Canada as a premier tourism destination.
To further prioritize Canada’s tourism sector, Budget 2019 also proposes to
create a seventh Economic Strategy Table dedicated to tourism. The Economic
Strategy Tables bring together government and industry leaders to identify
economic opportunities and help guide the Government in its efforts to provide
relevant and effective programs for Canada’s innovators. The Tables set
ambitious growth targets, identify sector-specific challenges and bottlenecks,
and lay out strategies to help innovators achieve their goals.
Budget 2019 tourism funding will complement existing and ongoing investments
aimed at driving growth in the tourism sector. For instance, Budget 2017
provided Destination Canada with permanent funding of $95.5 million per year
for tourism-related work, and significant funding is also made available through
Canada’s six Regional Development Agencies, which support local businesses,
including tourism. Since 2016, Regional Development Agencies have allocated
over $196 million to tourism businesses. The Business Development Bank of
Canada is another important source of support for Canada’s tourism industry,
having provided more than $1.4 billion in financing since 2016, and tourism
businesses are also supported by Export Development Canada, which assists
Canadian tourism businesses that wish to expand into global markets.

How Tourism Supports Rural Canada: Success Story
Fogo Island, Newfoundland and Labrador, was an isolated fishing village of
2,300 prior to the establishment of one of Canada’s most highly regarded
tourism companies: The Fogo Island Inn. Federal, provincial and private
investments played an important role in the development of the Fogo Island
Inn, which now generates annual profits that are funnelled back into
the community.
Funding from the Inn and its charity have led to spillover for the local
economy, helping to create jobs and supporting business start-ups. The Inn
has also attracted nationally-known chefs who have built Fogo Island’s
brand as an authentic culinary destination that sources its food from local
Newfoundland suppliers and farmers. The success of the Fogo Island Inn has
raised the profile of the province and the Atlantic region as an international
tourism destination.
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Canada Reaches for the Moon and Beyond
Space exploration represents the very essence of innovation. It inspires all of
us to push the limits of what is possible and makes Canadians proud of what
we can achieve.
As we approach the 50th anniversary after the 1st Moon landing, space
exploration is entering a new chapter—and Canada will play a big role in it.
Canada will be a partner in the NASA-led Lunar Gateway—a project that will
see humans return to the Moon and set the stage for further exploration to
Mars—by developing the robotic systems for the Lunar Gateway, including a
third generation artificial intelligence-enabled Canadarm. The Canadarm is
Canada’s most famous robotic and technological achievement and
established Canada’s international reputation for robotics innovation,
inspiring generations of scientists and engineers as they develop new
technologies for industry, medicine, and other applications. The Canadarm
for the Lunar Gateway will be an integral piece of the station required to
maintain, repair, and inspect the Gateway as well as support spacewalks
and assemble and deploy scientific instruments.
Developing technology for the International Space Station has allowed
Canadian companies to become world leaders in space robotics. These
innovations have translated to real-world applications such as medical
robots for neurosurgery, pediatric surgery and breast-cancer detection, and
robots that can be used to safely inspect nuclear reactors.
Canada’s contributions to the Lunar Gateway will build on Canada’s worldleading capabilities in robotics and further strengthen space companies in
Canada, notably in Quebec which is home to many first-rate space
companies. Canada’s contribution will also create opportunities for
Canadian participation in future exploration missions to the Moon and open
opportunities for additional Canadian astronaut flights.
To support these efforts, on February 28, 2019, the Prime Minister announced
an investment of $2.05 billion over 24 years to ensure that Canada continues
to be a leader in space robotics. This investment includes $150 million over
five years, starting in 2019–20, for a Lunar Exploration Accelerator Program
that will help small and medium-sized enterprises develop new technologies
to be used and tested in lunar orbit and on the Moon’s surface in fields that
include artificial intelligence, robotics, and health.
Through this funding, the Government is supporting future generations of
innovators and explorers, and ensuring that Canadians are well-positioned to
lead and succeed in the jobs and industries of tomorrow.
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Bringing Innovation to Regulations
Simply put, regulations are rules that stipulate
how businesses must operate. When they are
effective, they contribute to the protection of
In a turbulent world of digital
health, safety, security and the environment.
disruption and growing global
They also support innovation, productivity
trade, regulatory measures
and competition by establishing the rules for
fair markets and a predictable environment
can both serve the public
for businesses, reducing barriers to trade and
interest and encourage
fostering new investment. While the OECD
innovation. But to achieve this
Regulatory Policy Outlook (2018) has again
ranked Canada in the top five jurisdictions on
balance, we need to regulate
many key measures of regulatory
differently than we have in
governance, recent reports from panels
the past.
convened to advise the Government, such
as the Advisory Council on Economic Growth
— Advisory Council on Economic
Growth, 2017
and the Economic Strategy Tables, have
called for Canada to take steps to change
how we design and administer regulations. The Government is responding.
In Budget 2018, the Government announced its intention to review regulatory
requirements and practices that impede innovation and growth in the following
high-growth sectors:
•

Agri-food and aquaculture.

•

Health and bio-sciences.

•

Transportation and infrastructure.

The 2018 Fall Economic Statement continued this work, proposing additional
ways to reform and modernize federal regulations, with an emphasis on making
it easier for businesses to grow while continuing to protect Canadians’ health
and safety and the environment. As a next step, Budget 2019 introduces the first
three “Regulatory Roadmaps” to specifically address stakeholder issues and
irritants in these sectors, informed by over 140 responses from businesses and
Canadians across the country, as well as recommendations from the Economic
Strategy Tables.
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Introducing Regulatory Roadmaps
These Roadmaps lay out the Government’s plans to modernize regulatory
frameworks, without compromising our strong health, safety, and environmental
protections. They contain proposals for legislative and regulatory amendments
as well as novel regulatory approaches to accommodate emerging
technologies, including the use of regulatory sandboxes and pilot projects—
better aligning our regulatory frameworks with industry realities.
Budget 2019 proposes the necessary funding and legislative revisions so
that regulatory departments and agencies can move forward on the
Roadmaps, including providing the Canadian Food Inspection Agency, Health
Canada and Transport Canada with up to $219.1 million over five years, starting
in 2019–20, (with $0.5 million in remaining amortization), and $3.1 million per year
on an ongoing basis.
In the coming weeks, the Government will be releasing the full Regulatory
Roadmaps for each of the reviews, as well as timelines for enacting specific
initiatives, which can be grouped in the following three main areas:
1. Creating a user-friendly
regulatory system:
The Roadmaps propose a more
user-friendly regulatory system,
including the use of more digital
services (e.g. online portals,
electronic templates), and
clearer guidance for industry so
that innovative and safe
products are available for
Canadians more quickly.
2. Using novel or experimental
approaches:

What Is a Regulatory
Sandbox?
Regulatory sandboxes are
controlled “safe spaces” in which
innovative products, services,
business models and delivery
mechanisms can be tested
without immediately being
subject to all of the regulatory
requirements.
— European Banking
Authority, 2017

The Roadmaps propose greater
exploration, innovation, and the use of sandboxes and pilot programs for new
and innovative products. This will allow these products to be approved for use
in a risk-based and flexible way—encouraging ongoing innovation while
continuing to protect Canadians’ health and safety, and the environment.
3. Facilitating greater cooperation and reducing duplication:
The Roadmaps propose greater alignment and coordination within the
federal government and across Canadian and international jurisdictions.
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Real Improvements for Business
Digitizing
Canadian Food
Inspection
Agency services

The Canadian Food Inspection Agency currently relies on
a paper-based system for issuing export certificates. As a
result, Canadian exporters are required to submit forms
by mail and wait for those forms to be returned prior to
exporting their products. When Canadian firms are
allowed to complete the application process online and
have their reviewed forms returned electronically,
Canadian business owners will be able to export their
products more rapidly.

Updating the
Canadian grains
legislative and
regulatory
frameworks

The Canada Grain Act has not been substantially
updated in decades, and its requirements are not
aligned with current market realities. A broad-based
review of the Act, and of the operations of the Canadian
Grain Commission, will be undertaken to address a
number of issues raised by the Canadian grain industry,
including redundant inspections and issues within the
current grain classification process that unnecessarily
restrict Canadian grain exporters.

Establishing a
regulatory
sandbox for new
and innovative
medical
products

The regulatory approval system has not kept up with new
medical technologies and processes. Health Canada
proposes to modernize regulations to put in place a
regulatory sandbox for new and innovative products,
such as tissues developed through 3D printing, artificial
intelligence, and gene therapies targeted to specific
individuals.

Modernizing the
regulation of
clinical trials

Industry and academics have expressed concerns that
regulations related to clinical trials are overly prescriptive
and inconsistent. Health Canada proposes to implement
a risk-based approach to clinical trials to reduce costs to
industry and academics by removing unnecessary
requirements for low-risk drugs and trials. The regulations
will also provide the agri-food industry with the ability to
carry out clinical trials within Canada on products such as
food for special dietary use and novel foods.

Enhancing the
road safety
transfer
payment
program

Road safety and transportation requirements vary among
Canadian provinces and territories, creating barriers and
inefficiencies for businesses that transport goods by road.
Transport Canada will support provinces and territories in
working towards improved alignment of these
requirements, including for the use of autonomous and
connected vehicles. Funding would be made available
to other stakeholders, such as academia and industry
associations, to identify innovative road safety options,
including for emerging technologies.
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Real Improvements for Business
Introducing a
regulatory
sandbox for
dangerous
goods
electronic
shipping
documents

Currently, shipments of dangerous goods in Canada must
be accompanied by paper documentation which can
be burdensome and inefficient for businesses. Under this
initiative, Transport Canada would work with industry,
American counterparts and provincial/territorial
jurisdictions to identify options for the sharing of shipping
documents by electronic means, based on existing
technologies.

Removing
federal barriers
to the
interprovincial
trade of alcohol

To facilitate internal trade, the Government intends to
remove the federal requirement that alcohol moving
from one province to another be sold or consigned to a
provincial liquor authority. Provinces and territories would
continue to be able to regulate the sale and distribution
of alcohol within their boundaries.

To ensure that these Roadmaps can be implemented in a timely manner,
Budget 2019 proposes to provide up to $67.8 million over five years, starting in
2019–20, for Justice Canada resources. These funds will strengthen the
Government’s capacity to draft the legislative and regulatory changes needed
to facilitate a new approach to regulations in these sectors and others.

Harmonizing Regulations
When regulations are more consistent between jurisdictions, Canadian
companies are better able to trade within Canada and beyond, while also
giving Canadian consumers greater choice. The Government is working with
provinces and territories to better harmonize regulations across provincial and
territorial boundaries, opening up the door to more seamless internal trade.
Canada also has an opportunity to harmonize regulations with its international
trading partners, making Canada an even more attractive place to invest in
and grow a business. The Government does this through a number of regulatory
cooperation bodies, for example, the Canadian Free Trade Agreement
Regulatory Reconciliation and Cooperation Table, the Canada-U.S. Regulatory
Cooperation Council and the Regulatory Cooperation Forum of the CanadaEuropean Union Comprehensive Economic and Trade Agreement.
Budget 2019 proposes to provide $3.1 million per year in ongoing funding to
the Treasury Board Secretariat, starting in 2020–21, to support its leadership of the
Government’s regulatory cooperation priorities at home and abroad.
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Modernizing Regulations
In the 2018 Fall Economic Statement, the Government announced its plan to
introduce an annual modernization bill consisting of legislative amendments to
various statutes to help eliminate outdated federal regulations and better keep
existing regulations up to date. In Budget 2019, the Government proposes to
introduce legislation to begin this work. Work also continues to identify
opportunities to make regulatory efficiency and economic growth a permanent
part of regulators’ mandates, while continuing to prioritize health and safety and
environmental responsibilities.
As part of these ongoing efforts, the President of Treasury Board will announce
shortly the establishment of an External Advisory Committee on Regulatory
Competitiveness, which will bring together business leaders, academics and
consumer representatives from across the country, to help identify opportunities
to streamline regulations and for novel regulatory approaches as well as to
advise the Government on other sectors for consideration in the next round of
regulatory reviews.

Safe Food for Canadians Regulations
• A recent regulatory modernization success is related to the coming into

force of the new Safe Food for Canadians Regulations in January 2019.
These modern regulations apply across all sectors and have introduced
an outcomes-based approach to food safety regulations.
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Part 6: Building Research Excellence in Canada
Canada has a strong tradition of research and discovery, and it’s a Canadian
desire to understand the world—to see new ideas and new possibilities come to
life—that will create the industries and jobs that our children and grandchildren will
be a part of when they grow up.
To support the next generation of research and researchers, the Government
announced in Budget 2018 the largest ever increase in funding for fundamental
research through Canada’s granting councils—more than $1.7 billion over five
years. Since 2016, the Government has committed more than $9.4 billion to
support Canadian scientists and researchers, including significant investments in
the cutting-edge equipment needed to make scientific breakthroughs and
drive innovation.
Budget 2019 builds on these earlier investments in science excellence, delivering
economic benefits while making Canada and the world a safer, healthier, better
place to live.

Support for Science, Research and
Technology Organizations
Canada is home to world-leading non-profit organizations that undertake
research and bring together experts from diverse backgrounds to make
discoveries, accelerate innovation and tackle health challenges. The
Government helps support these collaborative efforts with targeted investments
that return real economic and social benefits for Canadians.
Budget 2019 proposes to make additional investments in support of the
following organizations:
•

Stem Cell Network: Stem cell research—pioneered by two Canadians in the
1960s—holds great promise for new therapies and medical treatments for
respiratory and heart diseases, spinal cord injury, cancer, and many other
diseases and disorders. The Stem Cell Network is a national not-for-profit
organization that helps translate stem cell research into clinical applications
and commercial products. To support this important work and foster
Canada’s leadership in stem cell research, Budget 2019 proposes to provide
the Stem Cell Network with renewed funding of $18 million over three years,
starting in 2019–20.

•

Brain Canada Foundation: The Brain Canada Foundation is a national
charitable organization that raises funds to foster advances in neuroscience
discovery research, with the aim of improving health care for people
affected by neurological injury and disease. To help the medical community
better understand the brain and brain health, Budget 2019 proposes to
provide the Brain Canada Foundation’s Canada Brain Research Fund with up
to $40 million over two years, starting in 2020–21. This investment will be
matched by funds raised from other non-government partners of the Brain
Canada Foundation.
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•

Terry Fox Research Institute: The Terry Fox Research Institute manages the
cancer research investments of the Terry Fox Foundation. Budget 2019
proposes to provide the Terry Fox Research Institute with up to $150 million
over five years, starting in 2019–20, to help establish a national Marathon of
Hope Cancer Centres Network. The Institute would seek matching funding
through a combination of its own resources and contributions that it would
seek from other organizations, including hospital and research foundations.

•

Ovarian Cancer Canada: Ovarian Cancer Canada supports women living
with the disease and their families, raises awareness and funds research.
Budget 2019 proposes to provide Ovarian Cancer Canada with $10 million
over five years beginning in 2019–20 to help address existing gaps in
knowledge about effective prevention, screening, and treatment options for
ovarian cancer.

•

Genome Canada: The insights derived from genomics—the study of the entire
genetic information of living things encoded in their DNA and related
molecules and proteins—hold the potential for breakthroughs that can
improve the lives of Canadians and drive innovation and economic growth.
Genome Canada is a not-for-profit organization dedicated to advancing
genomics science and technology in order to create economic and social
benefits for Canadians. To support Genome Canada’s operations, Budget
2019 proposes to provide Genome Canada with $100.5 million over five years,
starting in 2020–21. This investment will also enable Genome Canada to
launch new large-scale research competitions and projects, in collaboration
with external partners, ensuring that Canada’s research community continues
to have access to the resources needed to make transformative scientific
breakthroughs and translate these discoveries into real-world applications.

•

Let’s Talk Science: Science, technology, engineering and math (STEM) are
not just things we study in school—together, they are transforming all aspects
of our lives, and redefining the skills and knowledge people need to succeed
in a changing world. Let’s Talk Science engages youth in hands-on STEM
activities and learning programs, such as science experiments, helping youth
develop critical thinking skills and opening up doors to future study and work
in these fields. It also helps ensure more girls—and other groups that are
underrepresented in STEM—gain and maintain interest in STEM from an early
age. Budget 2019 proposes to provide Let’s Talk Science with $10 million over
two years, starting in 2020–21, to support this important work.
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Strengthening Canada’s World-Class
Physics Research
TRIUMF is a world-class sub-atomic physics research laboratory located in British
Columbia, and home to the world’s largest cyclotron particle accelerator. TRIUMF
has played a leading role in many medical breakthroughs—such as developing
alongside Canadian industrial partners new approaches to the medical imaging
of diseases—and brings together industry partners, leading academic researchers
and scientists, and graduate students from across Canada and around the world
to advance medical isotope production, drug development, cancer therapy,
clinical imaging, and radiopharmaceutical research.
Budget 2019 proposes to provide TRIUMF with $195.9 million over five years,
starting in 2020–21, to build on its strong track record of achievements.
Combined with an additional $96.8 million from the existing resources of the
National Research Council, federal support for TRIUMF will total $292.7 million
over this five-year period.

Taking a New Approach With the Strategic
Science Fund
To make federal investments in third-party science and research more effective,
Budget 2019 proposes to establish a new Strategic Science Fund. This new Fund
will respond to recommendations that arose during consultations with third-party
science and research organizations. It will operate using a principles-based
framework for allocating federal funding that includes competitive, transparent
processes. This will help protect and promote research excellence.
Under the Fund, the principles-based framework will be applied by an
independent panel of experts, including scientists and innovators, who will
provide advice for the consideration of the Government on approaches to
allocating funding for third-party science and research organizations.
Budget 2019 proposes to establish and operate the Strategic Science Fund
starting in 2022–23.
This Strategic Science Fund will be the Government’s key new tool to support
third-party science and research organizations. Going forward, the selection of
recipient organizations and corresponding level of support will be determined
through the Fund’s competitive allocation process, with advice from the expert
panel and informed by the Minister of Science’s overall strategy. The Minister of
Science will provide more detail on the Fund over the coming months.
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Chapter 2 - Building a Better Canada
millions of dollars

Part 1. Building Strong
Communities
New Infrastructure Funding
for Local Communities
Through a Municipal TopUp
Part 1. Building Strong
Communities Total
Part 2. Affordable Electricity
Bills and a Clean Economy
Making Zero-Emission
Vehicles More Affordable
Less: Funds existing in the
Fiscal Framework
Less: Funds Sourced from
Existing Departmental
Resources
Supporting Business
Investment in Zero-Emission
Vehicles
Reducing Energy Costs
Through Greater Energy
Efficiency
Less: Funds existing in the
Fiscal Framework
More Connectivity = More
Affordable Electricity
A Just Transition for Coal
Power Workers and
Communities
Less: Funds existing in the
Fiscal Framework
Improving Canadian Energy
Information
Part 2. Affordable Electricity
Bills and a Clean Economy
Total
Part 3. Connecting
Canadians
Access to High-Speed
Internet for all Canadians
Part 3. Connecting
Canadians Total
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2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

2,200

0

0

0

0

0

2,200

2,200

0

0

0

0

0

2,200

0

82

119

159

38

37

435

0

0

0

-35

-37

-36

-108

0

-1

-1

-1

-1

-1

-5

0

14

21

40

90

100

265

1,010

0

0

0

0

0

1,010

0

0

0

-43

-61

-61

-165

0

6

6

6

0

0

18

0

0

30

30

30

30

120

0

0

0

-60

-30

-30

-120

0

2

3

3

3

3

15

1,010

103

179

99

32

42

1,465

0

26

162

220

216

92

717

0

26

162

220

216

92

717
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millions of dollars

Part 4. Building a Better
Future for Canada's North
Strong Arctic and Northern
Communities
Less: Funds existing in the
Fiscal Framework
Less: Funds Sourced from
Existing Departmental
Resources
Northern Abandoned Mine
Reclamation Program
Protecting Water and Soil in
the Prairies
Improving Crossings in
Canada's Capital Region
Less: Funds Sourced from
Existing Departmental
Resources
Part 4. Building a Better
Future for Canada's North
Total
Part 5. Building a Nation of
Innovators
Establishing a Permanent
Global Talent Stream
Improving Support for Small,
Growing Companies
Supporting the Next
Generation of
Entrepreneurs
Helping Canada's Forest
Sector Innovate and Grow
Less: Funds Sourced from
Existing Departmental
Resources
Supporting Innovation in the
Oil and Gas Sector Through
Collaboration
Investing in a Diverse and
Growing Western Economy
Launching a Federal
Strategy on Jobs and
Tourism
Less: Funds from Previous
Budgets or Fall Statements
Bringing Innovation to
Regulations
Part 5. Building a Nation of
Innovators Total
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2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

0

23

35

61

98

138

355

0

0

0

-38

-148

-148

-334

0

-1

-1

-1

-1

-1

-4

0

0

3

3

3

3

13

0

1

0

0

0

0

1

0

6

7

5

3

7

28

0

-1

-1

0

0

0

-2

0

28

44

30

-45

-1

56

0

6

7

7

7

8

35

0

5

80

100

105

105

395

0

7

8

8

8

8

38

0

0

85

85

85

1

255

0

0

-1

-1

-1

-1

-4

0

10

30

30

30

0

100

0

9

9

9

0

0

27

0

24

39

0

0

0

63

-6

0

0

0

0

0

-6

0

44

59

58

29

29

219

-6

106

315

296

263

149

1,123

Building a Better Canada

125

Chapter 2 - Building a Better Canada
millions of dollars

Part 6. Building Research
Excellence in Canada
Stem Cell Network
Less: Funds Sourced from
Existing Departmental
Resources
Brain Canada Foundation
Terry Fox Research Institute
Ovarian Cancer Canada
Genome Canada
Let's Talk Science
Strengthening Canada's
World Class Physics
Research
Part 6. Building Research
Excellence in Canada Total
Chapter 2 - Net Fiscal
Impact
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2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

0
0

6
-6

6
-6

6
-6

0
0

0
0

18
-18

0
0
0
0
0
0

0
11
1
0
0
0

20
20
2
32
5
39

20
32
2
18
5
39

0
39
2
23
0
41

0
48
2
19
0
38

40
150
10
92
10
158

0

12

119

117

104

107

459

3,204

275

818

761

571

390

6,020

CHAPTER 3
Advancing Reconciliation
Clean, safe drinking water. Homes that aren’t overcrowded or unsafe.
Communities that care for and support children and families, and that are able
to carry on valued languages and traditions. The chance to get a good
education and a good job, and have a say in how one’s community
is governed.
These are things that everyone in Canada should have, yet they are also things
that, for too many Indigenous Peoples in Canada, remain out of reach.
Across the country, Indigenous Peoples, non-Indigenous Canadians, and the
Government are working hard to improve the quality of life of First Nations, Inuit
and Métis peoples. Together, we are making steady progress—advancing
reconciliation and forging a new relationship based on recognition of rights,
respect, cooperation, and partnership.
For example, where it took Canada more than 40 years to negotiate
40 Indigenous land and rights agreements prior to 2015, a new approach is
delivering positive results for Indigenous communities. More than 75 new
Recognition of Indigenous Rights and Self-Determination discussions
are underway and 29 preliminary agreements have been signed.
Investments in housing, early learning and child care, health, mental health and
infrastructure have all helped to close the gap between Indigenous Peoples and
non-Indigenous Canadians. These investments are not only the right thing to do,
but they make economic sense. The National Indigenous Economic
Development Board estimates that closing the economic gaps between
Indigenous Peoples and the non-Indigenous population could boost Canada’s
gross domestic product by 1.5 per cent each year.
There is much more work to be done to advance reconciliation, and many more
steps to take.
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Budget 2019 represents the next step in the ongoing path toward reconciliation
and a better future for Indigenous Peoples—and all Canadians.

Part 1: Redressing Past Wrongs and Advancing
Self-Determination
The Government is working closely with Indigenous Peoples to better respond to
their priorities, to better support their plans for self-government, selfdetermination, and their work of nation rebuilding. That’s why the Government
has taken concrete measures to remove impediments to negotiating
agreements that recognize Indigenous rights and address past grievances.
For example, Budget 2018 announced that Indigenous participation in the
negotiation of comprehensive claims would no longer be contingent on the use
of loans—instead, the Government would directly support groups in these
negotiations through non-repayable contributions. Budget 2018 also provided
$101.5 million over five years to support Indigenous groups pursuing their own
path to reconstituting their nations through a new Nation Rebuilding Program.
Budget 2019 builds on these measures to further support the priorities of
Indigenous communities, to chart a path forward together with all Canadians.

Advancing Self-Determination
The Government of Canada is working with Indigenous Peoples to support
them in their work to advance self-determination including self-government.
For example:
•

Together with the Manitoba Metis Federation, the Government of
Canada co-developed a joint action plan to advance reconciliation
and improve the social and economic well-being of the Manitoba Métis
community, and support the Manitoba Metis Federation’s transition to a
self-governing Métis Government. Canada and the Manitoba Metis
Federation have committed to work together to reach a selfgovernment agreement that implements the Manitoba Métis
community’s vision of
self-determination.

•

Following 20 years of negotiations, in 2017 the Government of Canada
signed a historic sectoral self-government agreement on education with
23 Anishinabek Nation First Nations. Under the agreement, participating
First Nations will create the Anishinabek Education System. The
agreement recognizes Anishinabek law-making powers and authorities
over education on-reserve from Junior Kindergarten to Grade 12, as well
as administrative control over funding for post-secondary education. This
agreement will impact approximately 2,000 students on-reserve and is an
important step out from under the Indian Act toward greater selfdetermination for participating First Nations.
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Advancing Reconciliation by Settling
Specific Claims
The Government is committed to advancing reconciliation with Indigenous
Peoples and to redressing past wrongs related to Canada’s failure to discharge
its legal obligations to First Nations. The specific claims process helps right past
wrongs and address longstanding grievances of First Nations through a voluntary
process to seek resolution of claims through negotiations, rather than through the
court system.
Working with First Nations, as of March 4, 2019, the Government has settled
68 specific claims since November 2015—more than a 40 per cent increase over
the number of specific claims settled in the previous three and a half years
(2012-2015). However, there is more work to do.
The current funding to support the settlement of specific claims was to
expire in March 2019. To support negotiated settlements of specific claims in a
timely way, Budget 2019 proposes to renew and replenish funding for the
Specific Claims Settlement Fund for a further three years, starting in 2019–20.
Budget 2019 also proposes to provide additional support of $40.0 million over
five years, starting in 2019–20, to First Nations to help research and develop
their claims.

Forgiving and Reimbursing Loans for
Comprehensive Claim Negotiations
The use of loans has been a longstanding barrier to Indigenous participation in
negotiations and to concluding subsequent agreements, as debts from
prolonged comprehensive claim negotiations can make it difficult for Indigenous
groups to move forward with other priorities, such as economic development
initiatives or service improvements. Forgiving and reimbursing loans will allow
Indigenous communities and governments to use their resources to strengthen
their communities and improve the quality of life of their members.
Budget 2018 ended the practice of funding comprehensive claims negotiations
through loans and replaced them with non-repayable contributions.
To support Indigenous communities’ ability to invest in their own priorities,
and to demonstrate the Government’s commitment to recognizing Indigenous
rights, Budget 2019 proposes funding of $1.4 billion over seven years starting in
2018–19, to forgive all outstanding comprehensive claim negotiation loans and
to reimburse Indigenous governments that have already repaid these loans.
Forgiving and reimbursing loans will allow more than 200 Indigenous communities
to reinvest in their priorities like governance, infrastructure and economic
development that will increase health and well-being for all
community members.
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New Departments to Support New Relationship
To help support a renewed relationship with Indigenous Peoples, on August
28, 2017, the Prime Minister announced the dissolution of Indigenous and
Northern Affairs Canada and creation of two new departments: CrownIndigenous Relations and Northern Affairs Canada, and Indigenous
Services Canada.
Building on recommendations from the Royal Commission on Aboriginal
Peoples over twenty years ago, and listening to the concerns and hopes of
Indigenous Peoples conveyed during recent consultations on the creation of
the two departments, Crown-Indigenous Relations and Northern Affairs
Canada would be responsible for leading the Government’s forward-looking
and transformative work to create a new relationship with Indigenous
Peoples, focused on the recognition and implementation of Indigenous rights.
Indigenous Services Canada would be the focal point for improving the
quality of services delivered to First Nations, Inuit and Métis and for supporting
the increased delivery of those services by Indigenous Peoples rather than the
Government of Canada.
Following the completion of consultations in 2018, the Government proposes
to introduce legislation to effect the formal creation of these two
new departments.

Part 2: Strengthening Governance Tools
Supporting Strong and Successful Self-Governing
Indigenous Communities
The Government recognizes that Indigenous Peoples have an inherent right to
self-government as an existing Aboriginal right under section 35 of the
Constitution Act, 1982. In 2016, the Government committed to working with selfgoverning Indigenous communities to co-develop a new self-government fiscal
policy as part of a collaborative fiscal policy development process. The
Government is delivering on this commitment by working with self-governing
Indigenous communities to develop evidence-based costing methodologies
that will more accurately reflect these communities’ funding requirements.
To help ensure that Indigenous governments have the fiscal capacity to govern
their people, communities, land and resources effectively, Budget 2019
proposes to invest in a new co-developed collaborative self-government
fiscal policy including:
•

a new approach for governance funding;

•

a new life-cycle funding model for the maintenance and replacement of
community infrastructure; and

•

an interim approach to land and resource management responsibilities.
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Better Information for Better Services
All governments—including First Nations governments—need access to timely
data and information. With better information, governments are better able
to make informed decisions, and deliver the high-quality services their
citizens expect.
To ensure that First Nations have the information they need to serve their
members well, Budget 2019 proposes to provide $78.9 million over seven years,
starting in 2019–20, with $13.7 million per year ongoing, to permanently fund the
Surveys on Indigenous Peoples and the First Nations Regional Health Survey.
These surveys provide important information on education, health, employment
and language proficiency—information that is needed for decision-making in
First Nations communities and for designing programs and services tailored to
community needs. These surveys are conducted under the leadership of the
First Nations Information Governance Centre, in collaboration with
Statistics Canada.

Core Governance Support for First Nations
In Budget 2018, the Government committed to undertaking a comprehensive
and collaborative review of programs and funding that support First Nations
governance. That review is currently underway. At the same time, a number of
First Nations communities need additional support to build their governance
capacity to effectively serve their communities.
To help with this critical need, Budget 2019 proposes to provide $48.0 million
over two years, starting in 2019–20, to directly support communities in greatest
need obtain the expertise, advice and tools required to govern their
communities and deliver critical programs and services.
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Supporting a New Fiscal Relationship: 10-Year Grants
Ensuring Funding “Keeps Up” With Key Cost Drivers
As of April 1, 2019, at least 70 First Nations will have their funding provided
through the new 10-year grant, developed to help advance a new fiscal
relationship. This funding mechanism will provide First Nations with greater
certainty, greater flexibility, and reduced administrative and reporting burden.
To ensure the 10-year grants grow with the needs of First Nations, Budget 2019
is proposing that starting April 1, 2020, funding for core programs and services
provided through the 10-year grants will be escalated to address key cost
drivers including inflation and population growth.

Tax Agreements with Indigenous Governments
The Government has been engaging with Indigenous groups and
organizations to hear their perspectives on tax matters and the role of tax
powers and tax arrangements in the new fiscal relationship. Discussions are
ongoing with, among others, self-governing Indigenous governments,
Indigenous groups in self-government negotiations and the Assembly of
First Nations.
The Government is assessing the proposals advanced by Indigenous groups
and organizations to date and will continue to work collaboratively with
Indigenous partners on charting the path forward.
The Government also confirms its continued willingness to negotiate
agreements with interested Indigenous governments to enable the
implementation of First Nations Goods and Services Tax within their settlement
lands or reserves, and with interested self-governing Indigenous governments
to enable them to implement a personal income tax within their settlement
lands. The Government also supports and encourages direct taxation
arrangements between interested provinces or territories and Indigenous
governments and will continue to facilitate such arrangements. The
Government recognizes the important role that tax powers and tax
arrangements could play in establishing a new fiscal relationship and in
supporting self-sufficiency and self-determination for Indigenous governments.
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Part 3: Closing the Gap
“It’s time for a new fiscal relationship with First Nations that gives
your communities sufficient, predictable and sustained funding.
This is a promise we made, and a promise we will keep.”
— Prime Minister Justin Trudeau,
December 8, 2015

With Budgets 2016, 2017 and 2018, the Government began the important work
of increasing investment in Indigenous Peoples and their priorities—starting with a
commitment to establish a new fiscal relationship, and supported by total
investments of more than $16.8 billion to address areas of critical need in
Indigenous communities. This resulted in planned funding for First Nations, Inuit
and Métis growing from just over $11.0 billion in 2015–16 to more than $15.0 billion
in 2021–22—an increase of 34 per cent in total funding.
Building on these previous commitments, Budget 2019 proposes to invest a
further $4.5 billion over five years, beginning in 2019–20, to continue efforts to
close the gap between the living conditions of Indigenous Peoples and the nonIndigenous population, bringing total planned federal government investments
in Indigenous programs to more than $17 billion in 2021–22, an increase of 50 per
cent compared to the year the Government was elected. Through significant
investments the Government has lifted the 2 per cent cap on funding.
Chart 3.1
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Making Progress on the Truth and Reconciliation
Commission of Canada’s Calls to Action
Established in 2008 as part of the Indian Residential Schools Settlement
Agreement, the Truth and Reconciliation Commission of Canada gave
people affected by the legacy of the Indian Residential Schools system an
opportunity to share their stories and experiences, and laid the groundwork for
reconciliation among former students, their families, their communities and all
Canadians in a series of 94 recommendations, or Calls to Action. The
Government has committed to implementing these Calls to Action and
progress has been made.
For example, Budget 2016 provided $2.6 billion over five years to address Call
to Action 8 and end the discrepancy in education funding for First Nations
children on and off reserve. In Budget 2017, the Government invested
$1.705 billion over 10 years to address Call to Action 12 and develop culturally
appropriate early childhood education programs for Indigenous families. In
Budget 2018, the Government invested $1.4 billion over six years, starting in
2017–18, to support Call to Action 1 and help reduce the number of
Indigenous children in care. Further, the Government has taken strides to work
collaboratively with plaintiffs not included in the Indian Residential Schools
Settlement Agreement to implement Call to Action 29, including through the
successful settlement of the Anderson class action litigation (for survivors of
Newfoundland Residential Schools) and the ongoing settlement process for
survivors of the Sixties Scoop. Efforts are also being made to advance Call to
Action 3 to support the full implementation of Jordan’s Principle, including
additional funding proposed in Budget 2019 and described later in
this chapter.
Budget 2019 builds on this important work and proposes investments to
continue progress on implementation of the Calls to Action including:

• Calls to Action 53 to 55—National Council for Reconciliation. Budget 2019

proposes to provide $126.5 million in 2020–21 to establish a National Council
for Reconciliation and endow it with initial operating capital. The Council
will involve all Canadians in creating a better understanding of
reconciliation, and will serve as a permanent reminder of the importance
of reconciliation and the Calls to Action. The Council will engage First
Nations, Inuit and Métis Nation peoples, as well as non-Indigenous
Canadians, in Canada’s reconciliation process, and ensure that the
important work of the Truth and Reconciliation Commission continues.
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Making Progress on the Truth and Reconciliation
Commission of Canada’s Calls to Action
•

Calls to Action 72 to 76—Honouring Missing Residential School Children.
In memory of all the children who went missing while attending residential
schools, and in support of their grieving families and communities, the
Government proposes to develop and maintain the National Residential
School Student Death Register and to work with parties to establish and
maintain an online registry of residential school cemeteries. Opportunities
for commemoration will be provided, to support the healing and
ongoing reconciliation for families and communities affected by
residential schools. This will be done in partnership with affected families
and communities, as well as the National Centre for Truth and
Reconciliation, supported by a proposed investment of $33.8 million over
three years, starting in 2019–20.

•

Call to Action 50—Supporting Renewed Legal Relationships with
Indigenous Peoples. Indigenous Peoples in Canada have unique laws
and legal traditions. The Government recognizes the importance of
revitalizing Indigenous legal systems, and the important role that
Indigenous law institutes, in partnership with Indigenous communities, can
play in understanding, developing and implementing Indigenous laws. To
this end, Budget 2019 proposes to provide $9.1 million over three years,
starting in 2019–20, to support the construction of an Indigenous Legal
Lodge at the University of Victoria, a leader in this field. The Indigenous
Legal Lodge will house the university’s new dual degree program in
Canadian Common Law and Indigenous Legal Orders, and will serve as
a foundation for debate, learning, public education and partnership on
the revitalization of Indigenous laws. Budget 2019 also proposes to
provide $10.0 million over five years, starting in 2019–20, in support of
Indigenous law initiatives across Canada through the Justice Partnership
and Innovation Program, to improve equality for Indigenous Peoples in
Canada’s legal system.

• Call to Action 66—Indigenous Youth and Reconciliation. Indigenous youth
are the future leaders of their communities and the country’s fastest
growing demographic. To help ensure that the voices of First Nations, Inuit
and Métis youth are heard and to support Indigenous youth reconciliation
initiatives, Budget 2019 proposes to provide $15.2 million over three years,
starting in 2019–20, for an Indigenous youth pilot program delivered by
Canadian Roots Exchange. Canadian Roots Exchange is a non-profit
organization which works to advance reconciliation by bringing together
Indigenous and non-Indigenous youth to promote mutual understanding
and respect. Funding will support the establishment of a distinctions-based
national network of Indigenous youth, help ensure that Government of
Canada policies and programs are informed by the diverse voices of
Indigenous youth, and provide support to community events and
gatherings for Indigenous youth and reconciliation-focused communitybased Indigenous youth activities.
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Making Progress on the Truth and Reconciliation
Commission of Canada’s Calls to Action
•

Call to Action 80—National Day for Truth and Reconciliation. To enable
communities to recognize and commemorate the legacy of residential
schools on the proposed National Day for Truth and Reconciliation, and
to celebrate the unique heritage, diverse cultures and outstanding
contributions of First Nations, Inuit and Métis Peoples on National
Indigenous Peoples Day, Budget 2019 proposes to provide $10.0 million
over two years, starting in 2019–20, to support non-governmental and
community organizations holding events in communities across Canada,
through Canadian Heritage’s Celebration and
Commemoration Program.

Part 4: Better Services for First Nations and Inuit
Children
All children in Canada deserve a real and fair chance to reach their full
potential, no matter where they live. For too long, First Nations and Inuit children
have faced systemic barriers that have made it difficult for them to access the
services they need. The Government is working with First Nations and Inuit
partners to eliminate these barriers and help give children in these communities
the good education, quality health care and culturally relevant social supports
they need to succeed.
Together, the Government and First Nations, Inuit and Métis Nation partners
co-developed Indigenous child welfare legislation, Bill C-92: An Act respecting
First Nations, Inuit and Métis Children, Youth and Families, to help address the
overrepresentation of Indigenous children in the child welfare system. The
proposed legislation affirms the rights and authorities of Indigenous Peoples over
child welfare services to create laws and policies to help keep children safe,
within their families and communities.

Continuing Implementation of Jordan’s Principle
Jordan’s Principle helps ensure that all First Nations children can access the
health, social and educational services they need, when they need them. In
2016, the Government took a new approach to implementing Jordan’s Principle,
and respond to the Truth and Reconciliation Commissions’ Call to Action 3,
aimed at reducing the gaps in services between First Nations children and other
children in Canada. This included an initial investment of $382.5 million over three
years, to establish the Child First Initiative. Since July 2016, more than 214,000
requests for services have been approved, giving First Nations children access to
life-changing services including speech therapy, educational supports, medical
equipment, mental health services, and more.
To ensure that First Nations children continue to have access to the services
that they need, Budget 2019 proposes to invest $1.2 billion over three years,
beginning in 2019–20. During that time, the Government and First Nations will
continue to work together to develop a long-term approach to improving
services for First Nations children, based on Jordan’s Principle.
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Jordan’s Story
Every child deserves access to services like health care and supports at
school. However, First Nations children have not always had the same access
to services as other Canadians.
This is because different levels of government fund different services for
First Nations children, especially those living on-reserve. This has led to disputes
between governments about who should pay for which services.
Jordan River Anderson from Norway House Cree Nation in Manitoba got
caught in one of these payment disputes. Jordan was born in 1999 with
multiple disabilities and stayed in the hospital from birth.
When he was 2 years old, doctors said he could move to a special home for
his medical needs. However, the federal and provincial governments could
not agree on who should pay for his home-based care.
Jordan stayed in the hospital until he passed away at the age of 5.
In 2007, the House of Commons passed Jordan’s Principle in memory of
Jordan. It was a commitment that First Nations children would get the
products, services and supports they need, when they need them, and the
payments would be worked out later.
Jordan’s Principle will support First Nations children for generations to come.
This is the legacy of Jordan River Anderson.

Supporting Inuit Children
Due to the remoteness of their home communities and the limited availability of
culturally appropriate services, Inuit children face a number of unique
challenges accessing health and social services. Inuit families often have to
travel far from their communities to receive the services that are typically
available to children in other parts of the country. In September 2018, the
Government committed to work with Inuit partners to ensure that Inuit children
have better access to health and social services within Inuit Nunangat.
To address the immediate needs of Inuit children, Budget 2019 proposes to
invest $220 million over five years, beginning in 2019–20, to provide services to
Inuit children as work continues with Inuit and other government partners to
improve local capacity to deliver services.

Part 5: Preserving, Promoting and Revitalizing
Indigenous Languages
Preserving, promoting and revitalizing Indigenous languages is a critical part of
recognizing Indigenous identity and strengthening Indigenous communities.
To support this work, the Government is advancing Indigenous languages
legislation, co-developed with Indigenous Peoples. Introduced in February 2019,
Bill C-91: An Act Respecting Indigenous Languages, supports these efforts. It also
responds to Calls to Action 13, 14 and 15 made by the Truth and Reconciliation
Commission of Canada, and supports the implementation of the United Nations
Declaration on the Rights of Indigenous Peoples.
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To support the implementation of the proposed Indigenous Languages Act,
Budget 2019 proposes to invest $333.7 million over the next five years, starting in
2019–20, with $115.7 million per year ongoing. This investment will make possible
a distinctions-based approach to Indigenous language revitalization projects,
will support the creation of the proposed Office of the Commissioner of
Indigenous Languages, and begin the important work of revitalizing the
languages that help to affirm Indigenous identity and experiences.
There are more than 70 Indigenous languages spoken by over
260,000 Indigenous peoples in Canada.

1 in 5 Indigenous peoples over the age of 65 report an
Indigenous language as their mother tongue.

However, only about 1 in 7 Indigenous children report being
able to carry on a conversation in an Indigenous language.
1 in 10 report an Indigenous language as a mother tongue.
Learning an Indigenous language at home in childhood as a
primary language is a crucial element of the long-term
viability of Indigenous languages. Elders in Indigenous
communities will play an important role in the transmission of
Indigenous languages to future generations. Children are the
future speakers of Indigenous languages.

Supporting Indigenous Post-Secondary Education
Indigenous Peoples are among the youngest and fastest growing segments of
the Canadian population, yet they continue to face barriers when it comes to
pursuing post-secondary education and finding good, well-paying work.
Budget 2019 proposes to invest $824.0 million over ten years, starting in 2019–20,
and $61.8 million ongoing in support of Indigenous distinctions-based postsecondary education. For more information see Chapter 1.
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Part 6: Healthy, Safe and Resilient
Indigenous Communities
On Track to Eliminate Boil Water Advisories
on Reserve
Everyone in Canada should have reliable access to safe, clean drinking
water. Since 2015, the Government has invested nearly $2 billion to build new
public water systems in First Nations communities, and repair and upgrade
existing systems.

Investments in Action
Recent investments are currently supporting 490 water and wastewater
projects in 581 communities. For example:
•

Horse Lake First Nation in Alberta partnered with Indigenous Services
Canada for the construction of a new water treatment plant capable of
meeting all guidelines for Canadian drinking water quality. The previous
water treatment plant was constructed in the 1980s and had multiple
issues that resulted in it being not capable of treating source water for
contamination. The community now has a water treatment plant that
meets the Canadian Drinking Water Guidelines and corrects a
bacteriological risk associated with the ground water source.

•

On December 19, 2018, Weenusk First Nation, a remote community 770
kilometres northwest of Timmins, Ontario, lifted a boil water advisory that
had been in place since 2006. Weenusk First Nation partnered with
Indigenous Services Canada to complete the necessary upgrades and
repairs to the community’s water treatment plant, developed an
operational action plan, and now has a certified water operator
overseeing the water treatment plant.

•

The Nation huronne-wendat in Quebec built a water connection to a
new residential area in the community that provides safe, clean water
and an improved quality of life for community members.

•

Miawpukek First Nation in Newfoundland and Labrador successfully
completed upgrades to the disinfection system and an expansion of its
water treatment plant to lift a long-term drinking water advisory that had
been in effect since September 2014.

These investments are delivering tangible results. Together, the Government and
First Nations continue to reduce reliance on the delivery of bottled water and
make progress on eliminating long-term drinking water advisories on-reserve,
with the goal of having all advisories lifted by 2021. Since November 2015, more
than 80 long-term drinking water advisories have been lifted—45 more that were
resolved in the previous 4 years.
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Chart 3.2

All Long-Term Drinking Water Advisories to be Lifted by March 2021
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In communities where reliable access to safe, clean drinking water has been
restored, however, a risk remains. Without sufficient resources to operate and
maintain water and wastewater systems, it is possible that new drinking water
advisories may be issued in future.
To ensure that does not happen and to make sure that previous
investments deliver lasting benefits, Budget 2019 proposes to invest an additional
$739 million over five years, beginning in 2019–20, with $184.9 million per year
ongoing. This investment will support ongoing efforts to eliminate and prevent
long-term drinking water advisories—funding urgent repairs to vulnerable water
systems, and providing water operator training and support programs, so that
First Nations communities can effectively operate and maintain their public
drinking water systems.

Safe and Accessible Spaces for Urban
Indigenous Peoples
Roughly 60 per cent of all Indigenous people live in urban centres. Through
Urban Programming for Indigenous Peoples (UPIP), the federal government
supports Indigenous social service organizations that deliver culturally enhanced
programs and services to urban Indigenous residents, such as help finding a job,
assistance accessing childcare and other support. However, many of the
facilities where service providers operate need significant retrofitting, or need to
be entirely rebuilt, in order to be able to provide the programs and services that
clients have come to rely on.
To ensure that urban Indigenous residents have safe and accessible spaces
to access culturally-relevant services, Budget 2019 proposes to invest $60 million
over five years, beginning in 2019–20, to support capital infrastructure
investments in Friendship Centres, which deliver the majority of UPIP
programming, as well as other urban Indigenous service provider facilities.
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Improving Emergency Response On-Reserve
First Nations communities face disproportionate health and safety risks arising
from emergencies and natural disasters. The result is disruption, dislocation, and
for too many people, a disconnection from the land that they call home. On
average, people living on First Nations reserves in Canada are 18 times more
likely to be evacuated as a result of disasters such as wildfires, floods and severe
storms, compared to people living off-reserve.

Responding to Natural Disasters
In the last year, Canada experienced the devastating effects of wildfires in
British Columbia and Ontario, floods in the Saint John River Valley in New
Brunswick, as well as tornadoes in the National Capital Region. With a
changing climate, extreme weather events and the preconditions for wildfires
are on the rise.
Indigenous communities, 80 per cent of which are located in forested areas,
are particularly vulnerable to the wildfires, which burn on average 2.3 million
hectares of land per year across Canada.
In the context of the 2018 British Columbia wildfires, First Nations experienced
both the largest number of wildfire emergencies and the largest number of
evacuations since data first became available in 2009. Federal support
ranged from the Canadian Armed Forces providing air and ground assets for
evacuations and assistance, to the Canadian Coast Guard making available
aviation assets in support of the federal response. Parks Canada deployed an
Incident Management Team for firefighting, as well as managing fire
responses within national park sites.
To help First Nations communities prepare for emergencies and better
adapt to the threats of climate change, Budget 2019 proposes to make
additional investments, including:
•

$211.0 million over five years, starting in 2019–20, with $49.4 million per year
ongoing to support increased resiliency and emergency management
on-reserve.

•

$48.0 million over four years, starting in 2020–21, to renew funding for
infrastructure projects on-reserve that will protect communities from climaterelated hazards.

These additional investments will strengthen the capacity of First Nations
communities to prepare for and respond to emergencies, support activities to
prevent and reduce the consequences of emergencies, and fund infrastructure
projects such as dams and culverts to help decrease the need for emergency
response and recovery on-reserve.
They will also support the creation of an Indigenous Fire Marshall’s Office. This
would be a First Nations-led institution that would promote fire safety and
prevention, undertake public education, enforce local fire safety and building
codes, and conduct regular building inspections in First Nations communities.
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Finally, as part of the Government’s efforts to strengthen emergency
management across the country, Budget 2019 also proposes to invest in
expanding the FireSmart program on-reserve.

Improving Assisted Living and Long-Term Care
Members of First Nations communities who live on-reserve and have chronic
illnesses or disabilities receive help through the Assisted Living Program, which
provides daily living supports that help people maintain their independence and
stay in their own homes and communities, close to their families and friends. This
program helps over 10,000 people each year, on an income-tested basis,
providing services that include in-home care, adult foster care and nursing
home care.
With a growing and aging client population, and greater demand for inhome care, Budget 2019 proposes to invest $35 million in 2019–20 to ensure the
Assisted Living Program continues to help meet the needs of seniors and people
with disabilities. To better support First Nations and Inuit individuals living with
chronic illnesses and disabilities now and in the future, Budget 2019 also proposes
to provide an additional $8.5 million over two years, starting in 2019–20, to work
with First Nations and Inuit communities on developing a new and more holistic
long-term care strategy.

Supporting the National Inuit Suicide
Prevention Strategy
The Inuit Tapiriit Kanatami’s National Inuit Suicide Prevention Strategy was
released in July 2016 and set out a series of actions and interventions at the
community and regional level to address the high number of deaths by suicide
among Inuit, where the suicide rate remains 5 to 25 times the national average
for Canada. To continue to support Inuit and their communities, Budget 2019
proposes an investment of $50 million over 10 years, starting in 2019–20, with
$5 million per year ongoing, to support ITK’s Inuit-specific approach through the
Strategy to address deaths by suicide in Inuit communities.

Improving Access to Addictions Treatment Support
in Nunavut
Nunavut has been without an addictions treatment centre for over 20 years.
For too long, Inuit and other residents of Nunavut seeking mental health and
substance use supports have had to travel south, far from their families, friends
and communities to access the services that they need. The Truth and
Reconciliation Commission of Canada called on the federal government to
ensure funding for healing centres in Nunavut is a priority as part of Call to
Action 21. As announced in Chapter 2, together with contributions from the
Government of Nunavut and Inuit partners, the Government is committed to
supporting the construction and ongoing operation of a treatment facility
in Nunavut.
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Supporting Indigenous Business Development
The population of Indigenous Peoples in Canada is growing, and is increasingly
younger than the general population. These younger generations of Indigenous
Peoples are entrepreneurial and business-oriented, and increasingly recognize
economic development as a means to self-reliance and greater autonomy for
their communities and their people. At the same time, Indigenous Peoples are
underrepresented in the labour market, compared to the general population in
Canada. Ensuring that First Nations, Inuit and Métis are able to fully contribute to
and share in Canada’s economic success is a critical part of advancing
reconciliation and self-determination.
To that end, Budget 2019 proposes to invest $78.9 million over five years,
starting in 2019–20, with $15.8 million per year ongoing, to support Indigenous
entrepreneurs and economic development. This investment, through the
Community Opportunity Readiness Program, will help First Nations and Inuit
communities build business plans, and provide funding to expand existing
Indigenous-led businesses, and launch new Indigenous-led start-ups.
The Métis Nation represents important Métis communities in Ontario,
Manitoba, Saskatchewan, Alberta and British Columbia. Building on Budget 2016
investments to support the Métis Nation in developing an economic
development strategy, Budget 2019 proposes to provide $50 million over
five years, starting in 2019–20, to enhance the funding of the Métis Capital
Corporations to support the start-up and expansion of Métis small and
medium-sized enterprises.
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Supporting Indigenous Entrepreneurs Through the
Indigenous Growth Fund
At present, there are 59 Aboriginal Financial Institutions across Canada
providing financing to Indigenous entrepreneurs, helping them to start and
grow successful businesses. This support not only helps individual businesses
and their employees, it fosters greater economic self-reliance and lays the
groundwork for growth that benefits Indigenous Peoples, and all Canadians.
To further encourage investments in Indigenous-led businesses, Budget 2019
proposes to create an Indigenous Growth Fund. Managed by the National
Aboriginal Capital Corporations Association, this Fund would allow all
Aboriginal Financial Institutions, including Métis Capital Corporations and
others, to support more Indigenous entrepreneurs, and more ambitious
projects. The Government is proposing to provide up to $100 million, through
the Social Finance Fund and the Business Development Bank of Canada, to
support the Indigenous Growth Fund. Further details will be announced in the
coming year, including the opportunity for participation by private sector
investors. Further details of the Social Finance Fund can be found in
Chapter 4.
To further support Indigenous entrepreneurs, Budget 2019 also proposes
to provide $17 million over three years, starting in 2020–21, to expand the
Aboriginal Entrepreneurship Program. This program provides a range of
services and supports that promote the growth of a strong Indigenous business
sector in Canada.
As announced in Chapter 2, Budget 2019 also proposes to provide
Futurpreneur Canada, a national not-for-profit organization that helps youth
entrepreneurs, $3 million over five years, starting in 2019–20, to allow the
organization to increase its targeted support to the next generation of
Indigenous entrepreneurs. Further details regarding support to Futurpreneur
Canada can be found in Chapter 2.

Rock-Tech: An Indigenous Success Story
Rock-Tech, located just west of Sudbury in Lively, Ontario, provides products
for the mining industry. With the financial support of the Métis Voyageur
Development Fund, a Métis Capital Corporation, Rock-Tech was able to
purchase and renovate its 32,000-square-foot manufacturing plant, and
acquire the latest in manufacturing equipment, to help sustain and grow its
business. With the additional capital, Rock-Tech was also able to improve
plant safety and environmental and manufacturing competiveness, and won
export contracts in South America.
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Engaging Indigenous Communities in Major
Resource Projects
As a potential source of revenue, business development opportunities, and
good, well-paying jobs for community members, major natural resource projects
such as pipelines can offer significant benefits to Indigenous communities.
Indigenous people are more likely to work in the natural resources sector than
non-Indigenous persons. This can be a significant benefit as the natural resources
sector’s average hourly wage is over $38, which is significantly higher than the
national average of $27.
Budget 2019 proposes to provide $12.8 million in 2019–20 to Natural
Resources Canada to maintain its capacity to conduct meaningful consultations
with Indigenous communities on major energy projects and to support
Indigenous economic participation in the natural resource sectors.
The Trans Mountain Expansion Project is an example of how the Government is
consulting meaningfully with First Nations and Métis communities. Government
officials, and representatives of Trans Mountain Corporation, have met with
nearly all of the potentially impacted Indigenous communities along the route,
and have heard important issues. Indigenous people are telling the Government
that they want to protect sensitive sites, improve emergency response and
safety capacity in their communities, protect the iconic southern resident killer
whales and their habitat, mitigate the cumulative impacts of development on
land and water, and ensure their communities have the opportunity to benefit
economically from the project. The Government has provided federal
consultation teams with a strong mandate to accommodate these concerns.
The Government will make a decision on the Project once it is satisfied that the
Crown has adequately fulfilled its duty to consult.

Supporting First Nations Priorities
Budget 2019 proposes significant investments to advance priorities identified by
First Nations including:
•

Funding to forgive and reimburse all comprehensive claim negotiation loans,
which will allow communities to reinvest in their priorities.

•

$1.2 billion over three years to continue to implement Jordan’s Principle and
help ensure that all First Nations children can access the health, social and
educational services they need, when they need them.

•

$327.5 million over five years to enhance the Post-Secondary Student
Support Program while the Government engages with First Nations on longterm regional post-secondary education models.

•

More than $1 billion over five years to improve essential services on-reserve,
such as clean drinking water, fire protection, emergency response and
supports for residents with disabilities or chronic illnesses.

•

Support for a distinctions-based approach to Indigenous language
revitalization projects with $333.7 million over five years to preserve, promote
and revitalize Indigenous languages.

•

$40.0 million over five years to help First Nations research and develop
their specific claims and a commitment to renew and replenish funding for
the Specific Claims Settlement Fund for a further three years.
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•

Support for strong and successful self-governing First Nations including
investments to support a new co-developed collaborative self-government
fiscal policy.

•

A commitment to escalate funding for core programs and services provided
through the 10-year grant to ensure that funding keeps up with key cost
drivers effective April 2020.

Supporting Inuit Priorities
Through the Inuit-Crown Partnership Committee, the Inuit Tapiriit Kanatami and
the Government of Canada have worked together to advance important
priorities for Inuit such as eliminating tuberculosis in Inuit Nunangat, creating a
permanent Inuit Health Survey and addressing overcrowded housing. Through
Budget 2019, the Government is providing $286.2 million over five years to
expand the reach of successful activities and take action in new areas,
including:
•

$125.5 million over 10 years for an Inuit-led post-secondary
education strategy.

•

$50 million over 10 years to continue the important work of the National Inuit
Suicide Prevention Strategy.

•

$220 million over five years to provide important health and social services to
Inuit children.

•

Support for a distinctions-based approach to Indigenous language
revitalization projects with $333.7 million over five years to preserve, promote
and revitalize Indigenous languages, including Inuktitut and Inuvialuktun.

In addition, Inuit will also benefit from the following measures:
•

Funding to forgive and reimburse all comprehensive claim loans, which will
allow communities to reinvest in their priorities.

•

Support for strong and successful Indigenous self-governments including
investments to support a new co-developed collaborative self-government
fiscal policy.

•

$15 million, over five years to establish a Northern Isolated Community
Initiatives Fund to support community-led food production projects and
provide skills training for local and Indigenous food production systems.

•

Together with contributions from the Government of Nunavut and Inuit
partners, as part of the Budget 2019, the Government announces its
commitment to support the construction and ongoing operation of a mental
health and substance abuse treatment facility in Nunavut.

•

The Government is exploring the potential creation of a marine conservation
area in the High Arctic Basin or Tuvaijuittuq (which means “the ice never
melts” in Innu)—the last portion of the Arctic region expected to retain
summer sea ice until at least 2050. The Government will work with the
Government of Nunavut and Qikiqtani Inuit Association to advance this
important conservation initiative, while also working to support the
development of a conservation economy in the region.
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Supporting Métis Nation Priorities
In 2017, the Government of Canada and the Métis Nation signed the CanadaMétis Nation Accord. In this agreement, both parties agreed to work together on
advancing joint policy objectives and making real progress to improve socioeconomic outcomes for Métis Peoples. Building on the significant investments
already made to support Métis Nation priorities in the areas of housing, skills and
training, early learning and child care, and governance capacity, Budget 2019
continues this progress on Métis Nation priorities, including
•

$362 million over 10 years to support a Métis Nation-led post-secondary
education strategy.

•

$30 million to recognize the contribution of Métis veterans to the country’s
Second World War efforts and to commemorate the sacrifices and
achievements of all Métis veterans.

•

Support for a distinctions-based approach to Indigenous language
revitalization projects with $333.7 million over five years to preserve, promote
and revitalize Indigenous languages, including Michif, the traditional
language spoken by Métis Peoples.

•

$50 million over five years to enhance the funding of the Métis Capital
Corporations to support the start-up and expansion of Métis small and
medium-sized enterprises, and up to $100 million to establish an Indigenous
Growth Fund to further encourage investments in Indigenous-led businesses
by Aboriginal Financial Institutions, including Métis Capital Corporations.
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and Revitalizing Indigenous
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CHAPTER 4
Delivering Real Change

“Canada’s
economy is strong
and growing, but
the message from
Canadians is
clear: there is
more work to be
done.”
—

Bill Morneau,
Minister of
Finance, 2019

Canada is recognized worldwide as a safe, just and fair
society with strong democratic traditions and institutions
that work—built on values of openness, cooperation and
care for our fellow Canadians.
Since 2015, the Government has taken action to protect
those values through investments that strengthen our
institutions, support those in need, and reaffirm
Canada’s place in the world. The results are making a
real difference in the lives of Canadians—delivering the
real change Canadians expect and deserve.
Investing in people and in the infrastructure that will
build a better Canada has, along with the hard work of
Canadians, created more good, well-paying jobs.
Targeted benefits like the Canada Child Benefit and
the middle class tax cut have helped ensure that more
people benefit from a strong and growing economy.

Despite Canada’s success, challenges remain. In a world where values of
democracy, pluralism and openness are under increasing threat, more work
needs to be done to continue to achieve progress and deliver real change for
Canadians.
Budget 2019 takes the steps today to support Canadian society and to protect
the values that Canadians believe in.
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Part 1: Health and Well-Being
As Canada’s demographics change and new health care challenges emerge,
federal, provincial and territorial governments must work together to innovate,
adapt and improve health services to better meet the needs of Canadians.
The Government is providing leadership on key issues that affect the health and
well being of Canadians and their families:
•

The Government has provided over $350 million since 2017 in response to the
opioid crisis, with measures focused on prevention, treatment, enforcement
and harm reduction. This includes $150 million provided directly to provinces
and territories through the Emergency Treatment Fund.

•

Efforts to strengthen tobacco control in Canada also continue, with the
objective of implementing plain packaging requirements on all tobacco
products as well as the modernization of the Federal Tobacco Control
Strategy, to reduce tobacco-related diseases and deaths. Between new
funds set out in Budget 2018 as well as existing resources, the Government
plans to make significant investments in tobacco control, including vaping,
over the next five years.

•

The Government will also continue the implementation of the multi-year
comprehensive Healthy Eating Strategy to help Canadians make informed
and healthier food choices, including through the introduction of restrictions
on the marketing of unhealthy food and beverages to children, and through
improved food labelling. The Government also recently launched the new
Canada’s Food Guide, which is an integral part of the Healthy Eating
Strategy that will help Canadians make healthy food choices for
themselves and their families.

Investing in Better Home Care and Mental Health
In Budget 2017, the Government committed $11 billion over 10 years to
provincial and territorial governments to support home care and mental
health. This funding will help more Canadians to receive better care at
home or in their community—including enhancing access to palliative
care and end-of-life care, increasing support for caregivers and
enhancing home care infrastructure, such as digital connectivity and
facilities for community-based service delivery. It will also help expand
access to community-based mental health and addiction services,
particularly for children and youth.
These priorities are outlined in the Common Statement of Principles on
Shared Health Priorities between federal, provincial and territorial health
ministers. The Government is working with jurisdictions to establish bilateral
agreements that will set out how individual jurisdictions will use federal
funding to improve access to home care and mental health services.
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Addressing Major Health Care Challenges
Introducing a National Dementia Strategy
It is estimated that there are more than 400,000 Canadians living with dementia
in Canada today, two-thirds of whom are women. As Canada’s population
ages, this number is expected to rise. The Alzheimer Society of Canada estimates
that in less than 15 years, there will be close to one million Canadians living
with dementia.
In Budget 2018, the Government announced an investment of $20 million over
five years, with $4 million per year ongoing, to support community-based
projects that enhance the well-being of people living with dementia, with
particular focus on senior women. This funding will help to improve the quality of
life of those seniors living with dementia and ensure that their caregivers—who
are also predominantly women—have access to the resources they need,
including mental health supports.
Building on this investment, and in support of the National Strategy for
Alzheimer's Disease and Other Dementias Act, Budget 2019 proposes to provide
the Public Health Agency of Canada with $50 million over five years, starting in
2019–20, to support the implementation of Canada’s first National Dementia
Strategy, which is expected to be publicly released this spring.
Working with key stakeholders, including the provinces and territories, this funding
will help improve the quality of life of people living with dementia, and their
caregivers, by:
• Increasing awareness about dementia through targeted campaigns and
activities that focus on prevention, as well as reducing risk and stigma.
• Developing treatment guidelines and best practices for early diagnosis.
• Improving our understanding of the prevalence and effects of dementia on
our communities.

Figure 4.1: Dementia in Canada
According to national data (2013-2014), of people 65+:

Data source: Canadian Chronic Disease Surveillance System, April 2017. Data from Saskatchewan
are not included.

Appendix H

Delivering Real Change

153

Creating a Pan-Canadian Database for Organ Donation
and Transplantation
Transplantation is amongst the most effective treatments for organ failure. Organ
transplants are considered the best therapy for end-stage kidney disease and
the only treatment for end-stage liver, heart and lung disease. They offer patients
the best possible improvement to health and quality of life, and for many
Canadians can truly mean the difference between life or death.
More than any other element of the health care system, organ donation and
transplantation requires strong coordination and knowledge-sharing between
different jurisdictions and health providers to ensure the right care at the right
time. At present, there are significant gaps in both access and care with respect
to organ donation and transplantation in Canada. This is due in part to strong
demand: approximately 3,000 organs were donated in 2017, yet 4,500
individuals remained on waiting lists. Many individuals wait for more than a year
before an organ becomes available, and every year, approximately 250
individuals die while waiting. Disparities across the country in both access to
organ donations and quality of care are resulting in missed opportunities
for transplantation.
Over the last year, the Government has been working to facilitate collaboration
on an organ and tissues donation and transplantation system that gives more
Canadians access to timely and effective care. Health Canada has led the
Organ Donation and Transplantation Collaborative in collaboration with
provincial and territorial partners and Canadian Blood Services. Through
extensive interviews with stakeholders and individuals with lived experience,
this collaboration has identified ways to improve organ donation rates, organ
transplant patient care and equity of access.
To help Canada move to a more coordinated and effective approach to
organ donation and transplantation, Budget 2019 proposes to provide Health
Canada with $36.5 million over five years, starting in 2019–20, with $5 million per
year ongoing, to develop a pan-Canadian data and performance system for
organ donation and transplantation, in collaboration with provincial and
territorial partners. This will help to improve consistency and quality in data,
allowing more donors and recipients to be effectively matched in order to
ensure Canadians have timely and effective access to organ transplant care.

Expanding Health-Related Tax Relief
The Government is committed to ensuring that the tax system reflects the
evolving nature of the health care system, while giving Canadians access to the
high-quality health services they expect and deserve.
Budget 2019 proposes to expand health-related tax relief under the Goods
and Services Tax/Harmonized Sales Tax (GST/HST) system to better meet the
health care needs of Canadians by:
•

Providing GST/HST relief for Canadians experiencing infertility, as well as single
individuals and same-sex couples who are increasingly turning to assisted
human reproduction to help build their families, by relieving human ova and
in vitro embryos of the GST/HST. At present, human sperm is relieved of the
GST/HST, while human ova and in vitro embryos are not.
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•

Expanding the list of GST/HST-exempt health care services to specifically
include a multidisciplinary health care service, such as when a physician,
occupational therapist and physiotherapist combine their expertise and
work together as a team to provide a rehabilitation service.

•

Allowing the purchase of certain foot care devices to be relieved of the
GST/HST on the written order of licenced podiatrists and chiropodists. This
proposal reflects the involvement of these health care professionals in the
treatment of foot problems.

The changes to the GST/HST health-related measures will be effective
March 20, 2019.
The Government is also committed to ensuring that the Medical Expense Tax
Credit reflects medically related developments. To this end, the Government will
be reviewing the income tax treatment of fertility-related medical expenses
under the Medical Expense Tax Credit for fairness and consistency, and in light of
work being undertaken by Health Canada in relation to the Assisted Human
Reproduction Act and supporting regulations.

Enhancing the Federal Response to the Opioid Crisis
in Canada
The opioid crisis continues to be Canada’s most significant public health crisis in
recent years. Its impact has been felt by individuals, families and communities
across the country. More than 9,000 lives were lost between January 2016 and
June 2018, and many more lives disrupted by the social, economic and health
effects of problematic opioid use.
Since 2017, the Government has committed over $350 million in funding toward
a comprehensive public health emergency response to the crisis, including:
•

Reducing legislative and regulatory barriers to life-saving harm reduction
and treatment—such as by making Naloxone available without a
prescription and streamlining the process to establish supervised
consumption sites;

•

Supporting prevention, such as through new guidelines for the prescription of
opioids, restrictions on the marketing of opioids and supporting awareness
and stigma reduction amongst Canadians;

•

Providing law enforcement with the tools to detect, disrupt and dismantle
criminal networks responsible for the proliferation of dangerous street drugs
such as fentanyl in our communities; and,

•

Improving the Government’s knowledge base on opioid-related deaths and
harms to help better tailor interventions on the ground.
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In Budget 2018, the Government also
announced a $150 million Emergency
Treatment Fund. This provided onetime emergency funding to provinces
and territories, based on severity of
need and population size. Agreements
have now been signed with all
provinces and territories.
The Government continues to work
with experts and partners in order to
effectively respond to this evolving
crisis. The evidence shows that the risk
of harm from the use of illegal drugs,
particularly opioids, continues to
increase as dangerous narcotics, such
as fentanyl and carfentanil, have
permeated the illegal drug supply,
fuelling this unprecedented rate of
overdoses and deaths.

Working With Partners to
Address the Rise of
Methamphetamine Use
As the opioid crisis evolves, reports
from Alberta, Saskatchewan and
Manitoba also point to a dramatic
increase in problematic use of
methamphetamines.
In December 2018, the Government
of Manitoba, in partnership with the
Government of Canada and the
City of Winnipeg announced the
creation of the Illicit Drug Task Force
to address and respond to the rapid
increase in the distribution and use
of methamphetamines and
other substances.

Budget 2019 proposes to provide
The task force will determine
additional funding of $30.5 million over
practical short- and long-term
5 years, starting in 2019–20, with
recommendations to combat the
$1 million in ongoing funding, for
use and distribution of illicit drugs,
targeted measures to address
such as methamphetamines,
persistent gaps in harm reduction and
opioids, cocaine and
treatment. Specifically, funding will
hallucinogens. It is expected to
support efforts to expand access to a
release a report on its
safe supply of prescription opioids,
recommendations in June 2019.
protecting people with problematic
opioid use from the risks of overdose and death. It will also support better access
to opioid overdose response training and to Naloxone—a life-saving medication
that can stop or reverse an opioid overdose—in underserved communities.

Supporting a Pan-Canadian Suicide Prevention Service
Deaths by suicide have devastating and immeasurable impacts and leave
families, friends, classmates, coworkers and communities struggling with grief. It is
the ninth leading cause of death in Canada for the general population and the
second leading cause among youth and young adults (aged 10 to 29), after
accidents. For every suicide death, there are five self-inflicted injury
hospitalizations, 25 to 30 suicide attempts, and 7 to 10 people affected by
suicide loss, including family and friends. Thoughts of suicide and suicide-related
behaviour are disproportionately prevalent among LGBTQ2+ people, particularly
youth, in comparison to their non-LGBTQ2+ peers.
During consultations with the Government, young Canadians have emphasized
the need for increased mental health services more than almost any other issue.
There are currently many community-based, regional, and provincial/territorial
crisis lines offering a wide range of services and operating times, but these are
uneven across the country. The U.S. Suicide Prevention Lifeline also receives more
than 20,000 incoming calls from Canadian residents each year, however, it is
unable to transfer these callers to local Canadian services without a national line
in Canada.
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Budget 2019 proposes to provide $25 million over five years, starting in
2019–20, with $5 million per year ongoing, to work with experienced and
dedicated partners in the space to support a pan-Canadian suicide prevention
service, in order to provide people across Canada with access to bilingual, 24/7,
crisis support from trained responders, using the technology of their choice
(voice, text or chat). This service will leverage and build on existing services and
experiences of partners dedicated to suicide prevention.

Figure 4.2: Impact of Suicide in Canada

Sources: Public Health Agency of Canada analysis of Statistics Canada Vital Statistics Death Database;
Canadian Institute for Health Information Hospital Morbidity Database.

Supporting Community-Based Housing for People
With Complex Health and Social Needs in Prince
Edward Island
Strong communities include shared spaces, where people can come together in
a safe environment to find support, build new networks, learn new skills and work
to achieve their goals.
To this end, the Government is investing $50.8 million over five years,
starting in 2019–20, in Prince Edward Island’s Public Safety Housing project. The
project will support structured social housing, life skills training, and enhanced
access to integrated and assisted technologies. This initiative will primarily help
people with complex health and social needs, such as those who require
intensive services and have a history that could include a mental health disorder,
specialized treatment, multi-system involvement, chronic substance abuse or
dependency, or housing instability, to successfully live in their communities.

Supporting a Safe and Non-Discriminatory Approach to
Plasma Donation
The Government of Canada is working towards reducing barriers to blood and
plasma donation for men who have sex with men.
In 2016, Health Canada approved a reduced blood donation ineligibility period
for men who have sex with men from five years to one year from last sexual
contact. At the time, the Government also provided $3.0 million to Canadian
Blood Services to strengthen the evidence base supporting a non-discriminatory
approach to blood donations. Results of these research projects are expected
to be available between now and the winter of 2020 to inform future changes to
blood donation policies.

Appendix H

Delivering Real Change

157

In December 2018, Canadian Blood Services and Héma-Québec submitted
proposals to Health Canada to further reduce the blood donation ineligibility
period to three months.
To continue to support a safe and non-discriminatory approach to blood
donation, Budget 2019 proposes to provide $2.4 million over three years, starting
in 2019–20, for additional research specific to reducing barriers to the donation
of blood plasma, which supports crucial treatment for patients with
immunodeficiency, leukemia and a wide range of other illnesses. New funding
would inform feasibility assessments and pilot testing of new approaches for
donation in consultation with key stakeholders, including the LGBTQ2+
community and patients who depend on plasma.

Making Canada Accessible and Supporting
People With Disabilities
“Accessibility is the complete ability to join in, participate or
attend the activity or conversation as much as anybody
else of my age in my community.”
— Accessible Canada consultation participant

Accessibility in Canada is about creating communities, workplaces and services
that allow everyone to participate fully in society, without barriers to their
inclusion and success. Today, 6.2 million Canadians, or one in 5 Canadians aged
15 and older, report being limited in their daily activities due to a disability. This
figure is expected to rise as Canada’s population ages.
This growing group of Canadians
with disabilities continues to face
barriers that limit their ability to take
part in many aspects of daily life,
including routine activities that
most Canadians take for granted.
These barriers can be physical (e.g.
building without ramps), electronic
(e.g. websites that cannot be
navigated by people with visual
impairments) and attitudinal (e.g.
misconceptions of what persons
with disabilities can or cannot do).
The Government of Canada is
committed to building a more
accessible, inclusive, and barrierfree Canada where no one is
left behind.

Chart 4.1

Discrimination Complaints Received
by the Canadian Human
Rights Commission

Through new investments in Budget
2019, the Government is ensuring
Based on complaints received in 2017/2018
persons with disabilities have more
opportunities to contribute to our society and our economy,
and make Canada a more accessible country for everyone.
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The new Accessible Canada Act, introduced in June 2018, will provide all
Canadians, especially Canadians with disabilities, greater and more
consistent accessibility across the country, through the proactive
identification, removal and prevention of barriers to accessibility in sectors
under federal jurisdiction.
•

The Government will work with stakeholders and Canadians with
disabilities to create new accessibility standards and regulations that will
apply to these sectors, which include banking, telecommunications,
transportation, and the Government of Canada itself.

•

The Act also includes compliance and enforcement measures that will
proactively address accessibility barriers in the federal jurisdiction,
alleviating the burden on Canadians with disabilities to resort to a formal
complaints process.

•

Along with the new legislation, the Government announced an
investment of $290 million over six years, starting in 2018–19, to implement
the Act, ensure that the federal government leads in accessibility
improvements, and promote broader inclusion of persons with disabilities
beyond the federal jurisdiction.

To help ensure people with disabilities receive the benefits and credits to which
they are entitled, the Government reinstated the Canada Revenue Agency’s
Disability Advisory Committee in 2017, with a mandate to provide advice on
ways to better serve Canadians with disabilities.
The Government also recognizes the recent work of the Standing Senate
Committee on Social Affairs, Science and Technology on disability issues. The
Standing Committee on Human Resources, Skills and Social Development and
the Status of Persons with Disabilities has also undertaken work on challenges
faced by people with episodic disabilities. The Government will be reviewing the
advice of these committees as it considers further ways to support Canadians
with disabilities.

Supporting Employment for Persons With Intellectual
Disabilities and Autism Spectrum Disorders
Persons with intellectual disabilities, and Autism Spectrum Disorders, face unique
barriers in finding a job. At the same time, a diverse and inclusive workforce can
bring new skills and ideas to employers helping them compete and succeed as
they support people in their communities. Further, because persons with
disabilities are more likely to be low-income, providing employment opportunities
enhances their income security and overall quality of life.
To improve employment outcomes for persons with intellectual disabilities,
and Autism Spectrum Disorders, Budget 2019 proposes to provide $12 million over
three years, starting in 2019–20, to the Canadian Association for Community
Living, in partnership with the Canadian Autism Spectrum Disorders Alliance for
the Ready, Willing and Able program. The funding will be provided through the
Opportunities Fund for Persons with Disabilities.
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More Accessible Federal Government Workplaces
To shape a more inclusive federal government, and support the implementation
of the Accessible Canada Act, the Government intends to lead by example and
become a model for accessibility in the workplace. This includes setting and
attaining recruitment goals. The Government has committed to hiring at least
5,000 people with disabilities over the next five years.
In support of this commitment, Budget 2019 proposes to provide Shared
Services Canada with additional funding of $13.7 million over five years, starting
in 2019–20, with $2.9 million per year ongoing, to help identify, remove and
prevent technological barriers in federal government workplaces.

Inclusion of Canadians With Visual Impairments and Other
Print Disabilities
A print disability is a learning, physical or visual disability that prevents a person
from reading conventional print. Based on the 2017 Canadian Survey on
Disability, an estimated 2.4 million Canadians over the age of 15 have a print
disability. Accessible reading materials (e.g. braille, accessible electronic
documents and accessible audiobooks) allow individuals with print disabilities
to read and learn, improving their quality of life and opening the door to
more opportunities to work, and contribute to their own success and
Canada’s economy.
Many Canadians with print disabilities find it difficult to access books in fully
accessible formats—according to stakeholders, only 10 per cent of published
books are made available in an accessible format.
To address this challenge, Budget 2019 proposes to provide the Centre for
Equitable Library Access with an investment of $3.0 million in 2019–20 to produce
new accessible reading materials that will be available through public libraries
across Canada.
The Government is also committed to putting in place a strategy that will
ensure the sustainable production and distribution of accessible reading material
over the longer term. To that end, Budget 2019 proposes to invest $22.8 million
over five years, starting in 2019–20, to assist Canada’s independent book
publishing industry in increasing their production of accessible books for persons
with print disabilities.
To improve employment opportunities for persons with visual impairments,
Budget 2019 proposes to provide $1.0 million, in 2019–20, to the Canadian
National Institute for the Blind to connect persons with visual impairments to small
and medium-sized employers.
To support the independence of persons with disabilities, Budget 2019 also
proposes to invest $0.5 million in 2019–20 towards finding ways to improve the
accessibility of electronic payment terminals to enable persons with disabilities to
conduct daily activities, such as paying for their groceries, without relying
on others.
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Improvements to the Registered Disability Savings Plan
The Registered Disability Savings Plan (RDSP) is designed to help Canadians with
severe disabilities, along with their families, save for their long-term financial
security. To support this goal of saving for the future, the federal government
provides Canada Disability Savings Grants and Canada Disability Savings Bonds
to Canadians with severe disabilities. Together, these provide up to $90,000 in
additional support over a beneficiary’s lifetime.
Private contributions to an RDSP can attract Canada Disability Savings Grants at
matching rates of 100, 200, or 300 per cent, depending on family income and
the amount contributed. No private contributions are required to receive the
Canada Disability Savings Bond, making this an important financial support for
individuals and families with low and modest incomes.
Each year, more Canadians are using RDSPs to save for themselves or for a loved
one with a disability. Since RDSPs became available in December 2008,
Canadians have opened more than 180,000 RDSPs, and the Government has
contributed a total of $2.2 billion in Canadian Disability Savings Grants and
$1.0 billion in Canada Disability Savings Bonds since the inception of the plan.
To ensure that the RDSP continues to respond to the needs of Canadians
with disabilities, Budget 2019 proposes two changes that will better protect the
long-term savings of persons with disabilities:
•

To open an RDSP, an individual must be eligible for the Disability Tax Credit
(DTC). When a beneficiary no longer qualifies for the DTC, the RDSP rules can
require that the plan be closed, and grants and bonds be repaid to the
Government of Canada. To address concerns that this treatment does not
appropriately recognize the financial impact that periods of severe, but
episodic, disability can have on individuals, Budget 2019 proposes to
eliminate the requirement to close an RDSP when a beneficiary no longer
qualifies for the DTC. Doing so will allow grants and bonds otherwise required
to be repaid to the Government to remain in the RDSP. To ensure fairness for
DTC-eligible beneficiaries, some restrictions on access to these amounts will
apply. The estimated cost of this measure is $109 million over five years,
beginning in 2019–20, and $33 million per year ongoing.

•

Unlike RRSPs, amounts held in RDSPs are not exempt from seizure by creditors
in bankruptcy. To level the playing field, Budget 2019 also proposes to
exempt RDSPs from seizure in bankruptcy, with the exception of contributions
made in the 12 months before the filing.

Introducing a Food Policy for Canada
All Canadians should have access to safe, healthy, affordable, culturally
appropriate and locally produced food. However, it is estimated that one in
eight Canadian households currently experience food insecurity, meaning that
they are without reliable access to a sufficient quantity of affordable, nutritious,
and culturally appropriate food. Food insecurity is even more pronounced in
some more vulnerable segments of the population (e.g. low income households
with children; 1 out of every 2 households in Nunavut). Canadians have also
expressed concerns about rising levels of food waste, global instances of food
fraud, and the availability and affordability of healthy, locally produced foods
in Canada.
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In response to these concerns, the
Government committed to developing A
Food Policy for Canada—the first of its
kind. The Food Policy for Canada will set
out a coordinated and collaborative
approach to addressing food-related
issues while ensuring that Canada’s
agriculture and agri-food sector continues
to succeed and help grow the economy
as a trusted global source of healthy food.
The Food Policy for Canada will establish
four areas for near-term action, including:
1) Help Canadian Communities Access
Healthy Food; 2) Make Canadian Food
the Top Choice at Home and Abroad; 3)
Support Food Security in Northern and
Indigenous Communities; and 4) Reduce
Food Waste.
To support food policy priorities in
the near term, Budget 2019 proposes to
invest $134.4 million over five years, on a
cash basis, beginning in 2019–20, with
$5.2 million ongoing in a suite of new
measures. In addition, Budget 2019
proposes to allocate $100 million over five
years, beginning in 2019–20, from the
Strategic Innovation Fund, to support
innovation in the food processing sector.
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Reducing Food Insecurity
With Local, Nutritious Foods
Paul and Corinne operate a
not-for-profit food bank in Hay
River, Northwest Territories. They
receive generous donations of
fresh raspberries from a local
farmer during the growing
season, but because of their
limited freezer capacity, they
are unable to preserve these
donations for use in the winter
months when fresh fruits are
harder to obtain.
With support from the new Local
Food Infrastructure Fund, Paul
and Corinne will be able to
purchase additional freezers for
the food bank, allowing them to
generate less food waste, while
addressing food insecurity in the
local community with additional
healthy, nutritious and locally
grown food options throughout
the winter.

Figure 4.3: Canada Food Policy
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In addition to taking leadership on food waste, the Government is also taking
action on plastic waste. Plastics play a major role in our economy and daily lives,
however plastic waste is a growing problem in Canada and around the world.
Over the past year, Canada led the development of the G7 Oceans Plastics
Charter to move towards a more resource-efficient and sustainable approach to
managing plastics. A total of 18 countries and 50 companies, universities, nonprofit organizations and others have signed onto the Charter. Closer to home,
the Canadian Council of Ministers of the Environment is working on an action
plan to implement the National Strategy for Zero Plastic Waste. The Government
will continue to make efforts on this important issue.

Addressing the Challenge of African Swine Fever
African Swine Fever is a highly contagious viral disease experienced by domestic
and wild pigs. While it poses no risk to human health, it can lead to a high
number of deaths in infected pigs.
The increasing spread of African Swine Fever incidents in parts of Asia and
Europe has increased the risk of the disease spreading to Canada. If African
Swine Fever were to enter Canada, hog farmers and meat processors would
face significant losses and would be unable to export Canadian pigs and pork
products internationally.
The most likely way for African Swine Fever to enter Canada is through the
importation of undeclared meat products, brought into the country by travellers
or sent to Canada via postal services.
The Canada Border Services Agency uses detector dogs to screen for
food, plant and animal products at international airports. Budget 2019 confirms
the Government’s plan to provide the Canada Border Services Agency with up
to $31 million over the next five years, starting in 2019–20, with up to $5.8 million
per year ongoing, to increase the number of detector dogs deployed across the
country. This will help ensure that no contaminated products enter the country,
protecting Canada’s hog farmers and meat processors from the serious
economic threat posed by African Swine Fever.

The Social Finance Fund
Many Canadians face persistent and
complex social challenges that make it
difficult for them to succeed and reach their
full potential.
In the 2018 Fall Economic Statement, the
Government proposed to make available
up to $755 million on a cash basis over 10
years to establish a Social Finance Fund.

What Is Social Finance?
Social finance refers to the
practice of making
investments intended to
create social or
environmental impact, in
addition to financial returns.

The Fund will help charitable, non-profit and other social purpose organizations
access financing for projects that will have a positive social impact, such as
reducing poverty, expanding employment opportunities for persons with
disabilities, or building more affordable housing.
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How the Social Finance Fund Will Work:
•

Funding will be managed through professional investment managers
with expertise in social impact reporting and a proven ability to
promote inclusive growth and diversity in the social finance market, to
be selected through a competitive selection process in the fall of 2019.

•

The fund manager(s) will invest in existing or emerging social finance
intermediary organizations that have leveraged private or philanthropic
capital for co-investment.

•

The fund manager(s) will be required to leverage a minimum of two
dollars of non-government capital for every dollar of federal
investment, with the exception of investments for Indigenous-led or
Indigenous-owned funds.

Under the Social Finance Fund:
•

A minimum of $100 million will be allocated towards projects that
support greater gender equality—leveraging existing philanthropic and
private sector funds towards this purpose in order to help them reduce
the social and economic barriers faced by diverse groups of
Canadians of all genders.

•

A $50 million investment will be made in the newly proposed Indigenous
Growth Fund.

Further details on the Indigenous Growth Fund can be found in Chapter 3.
As announced in the 2018 Fall Economic Statement, the Government is
also proposing a related investment of $50 million over two years, starting in
2019–20, to improve the ability of social purpose organizations to successfully
participate in the social finance market. This funding will support more robust
business planning, provide technical assistance and enable social purpose
organizations to develop impact measurement tools to monitor
progress achieved.
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There are several existing funds already active in Canada’s social finance
market. Both newly created and existing funds will be able to access the
capital available through the Social Finance Fund, including funds such as:
•

VERGE Capital (Ontario) makes loans to social enterprises in
Southwestern Ontario that build affordable housing, provide access
to employment and offer training for persons with disabilities, and
provide affordable and accessible education materials. Since VERGE
was launched in 2014, it has leveraged an additional $5 from investors
for every dollar of provincial support.

•

The Chantier de l’économie sociale Trust (Quebec) provides patient
capital financing to support start-up, expansion and real estate
activities of co-operatives and non-profit businesses. The Trust has
provided loans to local communities to help restore essential services,
and supported programs to help at-risk youth, including Indigenous
youth, acquire skills through integrated learning opportunities.

•

The Saint John Community Loan Fund (New Brunswick) works towards
helping individuals and organizations create income and build assets
and self-reliance using finance, training and support. For example, the
Fund provided: a loan to leverage a mortgage to develop affordable
housing units; support for establishing a literacy organization; and
capital for an innovation hub to help launch and develop new social
enterprises.

•

The Social Enterprise Fund (Alberta) provides access to loan capital
for social entrepreneurs to address challenges in the environment,
social issues, local food security, culture and other public benefit
missions. For example, the Fund has provided support to mental
health organizations to help provide accessible housing for clients,
employment opportunities for persons with disabilities, and
therapeutic programs for adults and children with physical and
mental intellectual disabilities.

•

Renewal Funds (British Columbia) provides early-stage growth capital
to for-profit social enterprises with the potential to create social or
environmental change in industries such as clean technology and
sustainable agriculture.

• Jubilee Fund (Manitoba) is managed by the Assiniboine Credit Union,
and provides loan guarantees and bridge financing to non-profit
community projects focused on reducing poverty and financial
exclusion.
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Poverty Reduction Strategy
In August 2018, the Minister of Families, Children and Social Development
publicly released a Poverty Reduction Strategy entitled “Opportunity for All”.
The Strategy established short-term and long-term targets of 20 per cent
poverty reduction by 2020 and 50 per cent poverty reduction by 2030 from
the 2015 level, which were enshrined in legislation. The Government reaffirms
its commitment to move ahead with legislation to:
•

adopt an official poverty line based on a basket of goods and services
that Canadians require to achieve a modest standard of living in
communities across the country as well as a dashboard of other
indicators, such as housing and literacy, to monitor progress;

•

create a national advisory council on poverty;

•

require the development and implementation of a poverty reduction
strategy; and

•

designate a responsible Minister and require the Minister to table annual
reports to Parliament.

Part 2: Support for Diversity, Culture and the Arts
Across the country, Canada’s artists and their supporters bring people together,
to appreciate and celebrate the diversity and creativity that Canadians are
known for the world over. Our cultural industries are also an important source of
jobs—employing more than 650,000 Canadians—and are a key contributor to
our economy, worth nearly $54 billion each year.
In recent years, the way that Canadians consume cultural content and news
has shifted and changed. It’s important that Canadian producers of arts, culture
and news are able to adapt to this changing reality and continue to tell our
unique stories.
At the same time, rising intolerance and hateful rhetoric, in Canada and around
the world, remind us that diversity and a welcoming spirit must be celebrated
and nurtured as continued sources of strength for our country.
Offering stronger support for the arts, culture and diversity is one way that the
Government—and Canadians—can work together to build a stronger country.
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Expanding Support for Artists and Cultural Events
Whether through music, dance, theatre, visual arts or other forms of artistic
expression, the arts bring Canadians together in a shared celebration of our
history, traditions and cultural diversity, and are an important part of
our economy.
With the growing importance of digital media today, Canadian artists—
especially musicians and music entrepreneurs (e.g., producers, agents)—now
face the challenge of marketing their content internationally and across
all platforms, while also putting a greater emphasis on touring and
live performances.
To address some of the challenges faced by Canadian musicians in the
digital era, Budget 2019 proposes to provide $20 million over two years, starting in
2019–20, to the Canada Music Fund, so that the Fund can enhance its support
for the production, promotion and distribution of Canadian music. With this
investment, the Fund will be able to support more Canadian musicians and
music entrepreneurs, and help with the rising costs of marketing and promotion
necessary in the music industry today.
For musical artists, these investments will create greater opportunities to innovate
and experiment on a wider range of digital and non-digital platforms. This,
combined with enhanced support for promotion—including more touring and
more modern marketing approaches—will ensure that Canadian music reaches
more audiences at home and abroad.
Alina is a folk musician who has been writing and performing
her music across Canada and Europe since 2003. With the
advent of streaming platforms, Alina is no longer able to
generate the same income from album sales and as a result
she needs to tour more frequently and put on more live
performances to make ends meet. She also faces a great
deal of competition when it comes to online sales, and needs
to market her music more aggressively in order to make
herself stand out from the crowd.
With the modernized Canada Music Fund, Alina will have
access to more resources and tools to market her music on
digital platforms, and will be able to spend more time touring
to help her music be heard at home and abroad.
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To support the production of more artistic events across the country,
Budget 2019 also proposes to provide $16 million over two years, starting in 2019–
20, to the Canada Arts Presentation Fund. This Fund supports not-for-profit
professional performing arts organizations—including festivals and performing
arts series—in all regions of the country, and provides targeted support for the
Confederation Centre of the Arts in Charlottetown, Prince Edward Island. This
investment will provide support for professional festivals and performing arts
series, as well as emerging arts presenters in underserved areas, and will help
support the activities of the Confederation Centre of the Arts. Collectively, this
will help bring the talents of Canada’s live performers to more communities
across the country, giving more Canadians a chance to see, hear and
celebrate Canadians’ talents.
To support more festivals, large-scale and community-based celebrations
and commemoration initiatives, Budget 2019 proposes to provide $24 million
over two years, starting in 2019–20, to the Building Communities Through Arts and
Heritage Program and the Celebration and Commemoration Program. These
types of events bring Canadians together, and help foster a stronger sense of
connection between diverse Canadians—especially those from underserved
and underrepresented communities—while underscoring our shared interests
and values.
In addition, to further support Canadian Heritage’s efforts to integrate
Gender-based Analysis plus (GBA+) in program design, Budget 2019 proposes to
provide $1.0 million over two years, starting in 2019–20, to improve the collection
of disaggregated data and strengthen reporting requirements for the above
mentioned programs in order to better support gender equality and diversity in
funding allocations.

Advancing Gender Equality
“If I can convince you
to make one change
that has the power to
change lives,and
indeed, to save
lives…it is this: invest in
women’s
organizations.”
— Kate McInturff, 2017.

Every day across Canada, community
organizations lead the way in seeking a more
equal society for Canadians of all genders—
whether by developing tools to help employers
reduce barriers in the workplace, promoting
participation in public life, or providing community
supports for survivors of gender-based violence. In
December 2018, legislation was passed to create
the new Department for Women and Gender
Equality (formerly Status of Women Canada), with
an expanded mandate for gender equality that
includes sexual orientation, gender identity and
expression.

The Department supports grassroots action with
the goal to achieve free and full participation in the economic, social and
democratic life of Canada regardless of sex or gender. This is done primarily
through the Women’s Program, which supports local, regional and national
projects that address the three priorities of the program: ending gender-based
violence, improving economic security and prosperity, and encouraging
diversity in leadership and decision-making roles.
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In Budget 2018, the Government provided $100 million over five years for the
Women’s Program to better support the sustainability of women’s organizations
and equality-seeking groups, with a particular focus on vulnerable women,
including Indigenous women, women with disabilities, members of the LGBTQ2+
community, and newcomer, racialized and migrant women.
To further support the Department in its strengthened mandate and
continue to advance gender equality in Canada, Budget 2019 proposes a
historic investment: $160 million over 5 years, starting in 2019–20. By 2023–24, the
Women’s Program will total $100 million annually. This funding will enable further
community action to tackle systemic barriers impeding women’s progress, while
recognizing and addressing the diverse experiences of gender and inequality
across the country.

Improving Women’s Economic Security in Moncton,
New Brunswick
Through the Women’s Program, the New Brunswick Coalition for Pay Equity,
Inc. will receive $335,000 for a 36-month project to determine equitable pay
levels for a range of caregiving services in New Brunswick. As part of the
Valuing Private Care Work Offered in the Private Sector project, funding will
also be used to support caregivers in advocating for pay equity, while helping
to transform the way in which caregiving is valued in society. By investing in
projects that improve women’s economic security, the Government is helping
to ensure that women, their families and communities can prosper.
In addition, Budget 2019 proposes to provide $1.5 million over 5 years,
starting in 2019–20 to the Treasury Board Secretariat to work with departments
receiving Budget 2019 funding to ensure robust administrative data collection
and reporting practices with respect to gender-based analysis plus (GBA+)
information for all initiatives. The Secretariat will draw on the expertise of Statistics
Canada and the Department for Women and Gender Equality in developing
standardized frameworks and tools for GBA+ disaggregated data collection and
reporting. This will achieve greater consistency and comparability over time and
across programs in the aim of improving the inclusiveness of Government of
Canada programs.

Expanding the Work of the LGBTQ2+ Secretariat
The Prime Minister’s apology to LGBTQ Canadians in 2017 recognized that
LGBTQ2+ communities across Canada have been, and continue to be, deeply
affected by homophobia, biphobia and transphobia, along with other forms of
discrimination, including misogyny and gender-based discrimination. Budget
2017 provided $3.6 million over three years for the LGBTQ2+ Secretariat, which
works with stakeholders across the country to inform the Government’s activities
on issues related to sexual orientation, gender identity and gender expression.

170 Chapter 4

Appendix H

To further support the Government’s commitment to promoting diversity
and inclusion, Budget 2019 proposes to provide $20 million over 2 years, starting
in 2019–20 to help address the unique needs and persisting disparities among
LGBTQ2+ Canadians by investing in capacity building and community-level work
of Canadian LGBTQ2+ service organizations. An additional $1.2 million in 2020–21
is proposed to support the ongoing establishment of the LGBTQ2+ Secretariat.

Introducing a New
Anti-Racism Strategy
Diversity and inclusion are cornerstones
of Canadian identity, a source of social
and economic strength, and something
that all Canadians can be proud of. At
the same time, recent events in
Canada and abroad have shown that
no community is immune to the effects
of hateful rhetoric. Around the world,
ultranationalist movements have
emerged. In Canada, those groups are
unfairly targeting new Canadians,
racialized individuals and religious
minorities—threatening the peace,
security and civility of the communities
we call home.
Taking its cue from Canadians, the
Government is committed to fostering
and promoting a Canada where every
person is able to fully and equally
participate in our country’s economic,
cultural, social and political life.
Initiatives like the Multiculturalism
Program support this work, with projects
that work toward the elimination of
discrimination, racism and prejudice in
communities across Canada.

Supporting Diversity
Across Canada
The Multiculturalism Program is
one of the ways the Government
supports and promotes the
Canadian Multiculturalism Act.
It works to promote inclusion,
equality and equity, through
support for community-based
events and projects. In November
2017, the Multiculturalism Program
provided $1.2 million in funding for
four Edmonton-area projects,
including the Edmonton Centre
for Race and Culture’s Unheard
Youth Voices project, which will
produce a podcast about
migration, identity and belonging
by sharing the stories of
connections between migrant
and Canadian-born youth.
The Multiculturalism Program also
supports international
engagement, and direct public
outreach and promotional
activities such as Asian Heritage
Month and Black History Month.

Budget 2018 provided $23 million over two years to support cross-country
consultations on a new national anti-racism approach, as well as to increase
funds for the Multiculturalism Program to address racism and discrimination
targeted against Indigenous Peoples, and women and girls.
Budget 2018 also provided more than $19 million over five years as a first step
towards recognizing the significant and unique challenges faced by Black
Canadians in Canada. These funds focused on Black youth and enhancing
mental health supports for the Black community. Funding of $6.7 million over five
years was also provided to Statistics Canada to create a new Centre for
Gender, Diversity and Inclusion Statistics which will increase the disaggregation
of various data sets by race, with a particular focus on the experience of Black
Canadians. This will inform better policy making, taking into consideration the
diversity of our population.
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The Government will continue to listen to Canadians, seeking ways to improve
engagement with the federal government, foster greater public awareness of
systemic racism and discrimination, and looking for opportunities to strengthen
support for underrepresented communities.
Building on previous commitments, Budget 2019 proposes to provide
$45 million over three years, starting in 2019–20, to support a new Anti-Racism
Strategy. Its key purpose will be to find ways to counter racism in its various forms,
with a strong focus on community-based projects. These projects could include
developing new public educational materials or programs that help to build skills
and provide leadership and employment opportunities. At the core of this
strategy will be an Anti-Racism Secretariat that will work across government to
identify opportunities, coordinate activities and engage with our diverse
communities. Further details on the Anti-Racism Strategy and the Secretariat will
be announced at a later date.
In addition, in recognition of the United Nations International Decade for
People of African Descent, Budget 2019 proposes to provide $25 million over five
years starting in 2019-20, for projects and capital assistance to celebrate, share
knowledge and build capacity in our vibrant Black Canadian communities.

Enhancing Support for Minority-Language
Education in Canada
In 2019, Canada celebrates the 50th anniversary of the Official Languages Act,
which gives equal status to French and English in the Government of Canada. The
Government recognizes that Canada’s proud tradition of linguistic duality can only
truly thrive with the presence of strong, vibrant minority-language communities
across the country. Today, there are more than one million Francophones living
outside Quebec and similar number of Anglophones—1.1 million—living in Quebec.
Because the contributions of official language minority communities are vital to
Canada’s success, they are a key part of the new Action Plan for Official
Languages announced in 2018—with total new investments of $499.2 million
over five years.
Every year, the Government provides more than $235 million to provinces and
territories for minority-language education and second-language instruction—
through the Protocol for Agreements for Minority-Language Education and
Second-Language Instruction. Through this Protocol:
•

Members of official language minority communities in each province or
territory have opportunities to be educated in their own language;

•

Residents of each province or territory have opportunities to learn English
or French as a second language; and

•

All Canadians have opportunities to learn more about the cultures
associated with the French-language or English-language
minority communities.

With a rising number of minority-language students across the country, the
Government recognizes the costs and unique challenges faced by these
communities, and has set aside additional funds to enhance its support for
minority-language education, as it works with provinces and territories to finalize
the next Protocol.
172 Chapter 4

Appendix H

Any additional funding will be conditional upon the conclusion of a new
Protocol, or subject to new bilateral agreements, which would include
commitments by the provinces and territories regarding accountability with
respect to the use of federal investments, and regular consultations with
stakeholders, including school boards, in the design of related action plans.
These agreements would allow Canadians to better assess and understand the
impact of federal investments on the vitality of our official languages
communities across Canada.

Supporting Canadian Journalism
A strong and independent news media is crucial to a well-functioning
democracy. Recognizing the vitally important role the media play in helping
citizens make informed decisions about important issues, in the 2018 Fall
Economic Statement the Government announced its intention to introduce
three new tax measures to support Canadian journalism:
•

A new refundable tax credit for journalism organizations.

•

A new non-refundable tax credit for subscriptions to Canadian digital news.

•

Access to charitable tax incentives for not-for-profit journalism.

As previously announced, the Government will establish an independent panel
of experts from the Canadian journalism sector to assist the Government in
implementing these measures, including recommending eligibility criteria.
Given the importance of ensuring that media outlets are able to operate with
full independence, the Government proposes to establish an independent
administrative body that will be responsible for recognizing journalism
organizations as being eligible for any of the three measures.
Further details are available in Tax Measures: Supplementary Information.

Supporting Donations of Cultural Property
To encourage Canadians to donate cultural property of “outstanding
significance” and “national importance” to certain designated institutions in
Canada, such as museums and public art galleries, the Government provides
special tax incentives. These incentives help to ensure that important cultural
property remains in Canada, for the benefit of Canadians.
A recent court decision related to the interpretation of “national importance”
has created uncertainty about the availability of these tax incentives. Budget
2019 proposes to introduce legislative amendments to ensure that these tax
incentives continue to be available for donations of cultural property of
outstanding significance made to designated institutions in Canada.
This measure will apply in respect of donations made on or after Budget Day.
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Ensuring a Safe and Healthy Sport System
It is important, especially in the era of the #metoo movement, that we continue
taking strong action to protect Canadians participating in sport by ensuring a
safe and healthy sport system. In June 2018, the Minister of Science and Sport
announced a new policy to address abuse, discrimination and harassment in
sport. The national and international sporting environment, from community
participation to the highest level of competition, are facing ongoing and
emerging issues that negatively impact our athletes and threaten the integrity
of sport.
Together, the Minister of Science and Sport and the Minster of Health
announced new concussion guidelines for safe return to school, work, and play.
Recently, the Government supported the launch of a parliamentary subcommittee focused on studying sport-related concussions. These additional
measures are adding significant financial pressures on our country’s sports
organizations.
Budget 2019 proposes to provide $30 million over five years, starting in
2019–20, with $6 million per year ongoing, to enable Canadian sports
organizations to promote accessible, ethical, equitable and safe sports. This
funding will go a long way to ensuring a higher standard for Canadian
families, athletes and coaches.

Part 3: Support for Canada’s Veterans and
Their Families
Canada’s veterans have bravely defended our country’s most cherished
values—openness, democracy, and respect for human rights—and the peace
and security we enjoy today. It is our responsibility to ensure that all veterans and
their families receive the support and services they need, when they need it. This
is a promise the Government has made on behalf of all Canadians, and it is
working hard to deliver on this commitment.
Starting on April 1, 2019, the Government’s new Pension for Life will provide a
combination of benefits that recognizes the sacrifices made by members of the
Canadian Armed Forces and by veterans experiencing a service-related illness
or injury. These benefits will give veterans the income support and stability they
need, and the power to decide what form of compensation works best for them
and their families. The Pension for Life simplifies the existing range of benefits and
services, which will make it easier for veterans to understand and access
support, and help Canadian Armed Forces members make a more seamless
transition out of military life.
The Pension for Life benefits represent an investment of close to $3.6 billion in
support of Canada’s veterans. When combined with previously announced
programs that assist with education, employment, caregiver support and
physical and mental health, the Government of Canada’s investments in
veterans’ initiatives totals over $10 billion since 2016.
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While these investments are already making a difference in the lives of our
veterans, it is also clear that veterans’ needs and the needs of their families and
caregivers will continue to evolve. The Government will continue to work hard to
ensure that these needs are met, so that all veterans can enjoy a good quality
of life and a successful transition following their years of dedicated service to
our country.

Supporting Veterans as They Transition to PostService Life
For some service members, the transition to post-service life, can be difficult. This
is especially true for those who leave service due to illness or injury. Navigating
the transition process can be complicated and time-consuming—exacerbated
by the considerable paperwork involved—and can be particularly challenging
for service members who lack family support and are navigating the transition
process on their own.
Budget 2019 proposes a number of initiatives to make the transition process
simpler and seamless for veterans, including, for example:
•

Expanding access to support provided by the Canadian Armed Forces
Transition Group to ensure that members of the Canadian Armed Forces—
not just those who are ill and injured—benefit from personalized
support services.

•

Enhancing training available on transitioning to civilian life, to improve
members of the Canadian Armed Forces’ knowledge of programs, benefits
and available services.

•

Launching a new online questionnaire to help Veterans Affairs Canada
identify members of the Canadian Armed Forces at risk of a difficult
transition and proactively inform them about the services and benefits that
may help them most.

•

Improving service to departing members by making benefit application and
information sharing between Veterans Affairs Canada and the Department
of National Defence simpler and more streamlined.

•

Launching a personalized transition guide, available through a service
member’s My VAC Account, to help them better navigate the process from
beginning to end.

In addition, in Budget 2019 the Government proposes to amend legislation to
expand eligibility for the Education and Training Benefit, so that members of the
Supplementary Reserve can access the Benefit. Launched on April 1, 2018, the
Education and Training Benefit provides veterans with up to $80,000 for
education. Supplementary Reservists—who were previously ineligible for this
benefit—will now have access to this additional support to help them transition
to post-military careers and life.
With these examples and measures to improve administrative processes,
veterans and members of the Canadian Armed Forces will be better supported
as they transition out of service life. To support these measures, Budget 2019
proposes to provide Veterans Affairs Canada and the Department of National
Defence with $135.1 million over six years, beginning in 2018–19, with $24.4 million
per year ongoing.
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Nicole: A successful transition to post-service life
Nicole is a Corporal with the Canadian Armed Forces. During her second
tour in Afghanistan, she was injured during a training exercise, causing
nerve damage to her right leg. Nicole returned to Canada and was
posted to the Canadian Armed Forces Transition Unit for rehabilitation. It
eventually became clear that the damage to Nicole’s leg was permanent,
and she would not be able to return to active duty.
She was contacted by both Canadian Armed Forces (CAF) and Veterans
Affairs Canada (VAC) case managers to develop a transition strategy for
her and her husband, Marc-André. Through this process, Nicole’s case
manager helped her identify the programs and services from CAF and
VAC that would help provide her family with the assistance they needed,
including Pain and Suffering Compensation, rehabilitation and income
replacement.
After her release, Nicole and Marc-André moved to a new city. Her
Income Replacement Benefit—which provides her with 90 per cent of her
pre-release salary—has helped free Nicole to focus on her rehabilitation.
Volunteering at her local homeless shelter is also helping Nicole find a new
sense of purpose. Confident that her skills and experience will allow her to
continue to help people, Nicole is now working with a counsellor through
VAC’s Career Transition Services to find and follow a path to a new career.

Supporting Research on Military and Veteran Health
Military members, veterans and their families face unique health challenges due
to the nature of military service. Compared to the general Canadian population,
veterans experience higher levels of physical and mental health challenges,
including higher rates of post-traumatic stress disorder, chronic pain and suicide.
Improving health outcomes for veterans requires an in-depth understanding of
the health challenges they face, and calls for an innovative approach to
supporting military members, veterans and their families, supported by research
that focuses on their specific needs.
The rate of chronic pain among veterans, in particular, is almost double
that of the general Canadian population. Budget 2019 proposes to create a
Centre of Excellence on Chronic Pain Research. Working closely with veterans,
partners and experts in the field, the Centre will help ensure that veterans’
chronic pain realities are reflected in research on chronic pain treatment, and
help pilot innovative therapies and enhance treatment options. To support the
centre, Budget 2019 proposes to provide Veterans Affairs Canada $20.1 million
over five years, starting in 2019–20, with $5 million per year ongoing.
This work will be complemented by that of the Canadian Institute for Military
and Veteran Health Research (CIMVHR), which brings together a network of
43 Canadian university members, 10 global affiliates, four philanthropic
organizations, three industry partners, several government departments and
more than 1,700 researchers—all committed to improving the way that Canada
cares for members of the military, veterans and their families. Organizations like
the Royal Canadian Legion that need to develop effective, evidence-based
services for veterans and their families rely on the research done by CIMVHR.
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To ensure that the Canadian Institute for Military and Veteran Health Research
can continue to respond to the unique health needs of military members, veterans
and their families, Budget 2019 proposes to provide Veterans Affairs Canada with
$25 million over 10 years, starting in 2020–21, to fund CIMVHR’s ongoing operations.

Supporting Veterans’ Families
Veterans committed their lives to our country, with their partners at their side. The
Government is committed to ensure that service men and women, and their
spouses, are cared for.
To better support veterans who married over the age of 60 and their
spouses, Budget 2019 announces a new Veterans Survivors Fund committing
$150 million over 5 years starting in 2019–20 to Veterans Affairs Canada. With
these funds, the Government will work with the community to identify impacted
survivors, process their claims and ensure survivors have the financial support
they need. The Government will announce additional details on this measure in
the coming months.

Commemorating Canada’s Veterans
A big part of this Government’s commitment to veterans and their families is
ensuring their stories live on. It is our responsibility to honour their service,
dedication and sacrifice.
Many organizations and people across Canada and abroad take it upon
themselves to organize tributes and commemorative activities for veterans.
Remembering all that Canada’s veterans have done during times of war,
military conflict and peace helps us to better understand our nation’s history
and its future.
In honour and remembrance of those who have served during times of conflict,
the Highway of Heroes project will see 2 million trees being planted between
Trenton and Toronto: one tree for every Canadian that has served since
Confederation. So far, over 90,000 trees have been planted.
To support the Highway of Heroes project, Budget 2019 proposes to provide
funding of $2.9 million over three years, starting in 2019–20, to the Highway of
Heroes Fund, through Veterans Affairs Canada.
The Juno Beach Centre is a Second World War museum in Normandy, France,
that pays homage to the Canadians who lost their lives during the Second World
War. The Centre’s mandate is to preserve the legacy of all Canadians who
served during the Second World War for future generations. The Centre has been
receiving operating funding from Veterans Affairs Canada since 2007.
To help the Centre continue to deliver its mandate, Budget 2019 provides
$2.5 million over five years, starting in 2019–20 to Veterans Affairs Canada.
Many young Métis men and women served in the Canadian Forces during
the Second World War. To recognize the contribution of Métis veterans to the
country’s Second World War efforts and to commemorate the sacrifices and
achievements of all Métis veterans, Budget 2019 provides $30 million to Veterans
Affairs Canada in 2019–20.
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Part 4: Public Safety and Justice
Canada is among the safest countries in the world. As Canadians, we enjoy a
high standard of living, supported by strong public and democratic institutions,
including a world-class justice system.
At the same time, Canada is part of a rapidly changing and evolving world.
From the threats to our communities posed by climate change to the risks to our
democracy as a result of disinformation campaigns to the dangers of child
sexual exploitation online, we must be vigilant in upholding the rule of law, and
detecting, assessing and responding to the things that challenge our security
and threaten our values.

Safeguarding the Integrity of Our Institutions
and Infrastructure
Protecting Canada’s Critical Infrastructure From
Cyber Threats
Canadians expect that the systems they use and rely on every day—things such
as banking, transport, telecommunications, and energy—are protected from
cyber security threats and vulnerabilities. As Canada’s critical infrastructure
systems become more and more interconnected, and essential services are
increasingly managed online, cyber incidents or attacks against critical
infrastructure have the potential to seriously compromise national security and
public safety. To defend against this, the Government is taking action to protect
the critical cyber systems that underpin the infrastructure and services that are
integral to the daily lives of Canadians, and to the health and security of
Canada’s economy.
A safe and secure cyber space is important for the security, stability and
prosperity of Canada. Through Budget 2018, the Government took action to
strengthen Canada’s cyber security, committing $507.7 million over five years
starting in 2018-19 and $108.8 million per year ongoing to support Canada’s first
comprehensive National Cyber Security Strategy and to establish the Canadian
Centre for Cyber Security.
To strengthen the cyber security of Canada’s critical infrastructure,
Budget 2019 builds on these investments and proposes $144.9 million over five
years, starting in 2019–20, including $22.9 million from within existing
Communications Security Establishment resources. This investment will help to
protect Canada’s critical cyber systems including in the finance,
telecommunications, energy and transport sectors. To this end, the Government
intends to propose new legislation and make necessary amendments to existing
federal legislation in order to introduce a new critical cyber systems framework.
Funding will also support the Canadian Centre for Cyber Security in providing
advice and guidance to critical infrastructure owners and operators on how to
better prevent and address cyber attacks.
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Growing Canada’s Advantage in Cyber Security
Digital technologies are increasingly knitted into the lives of Canadians. New
technologies—like the fifth generation (5G) telecommunications networks that
will enable autonomous vehicles and smart cities—create exciting opportunities
in the form of good, well-paying jobs and new products and services.
As rapid growth in the digital economy continues, safeguarding cyber security
has become a priority for governments, businesses and individuals. According to
Statistics Canada, Canadian businesses reported spending $14 billion in 2017 to
prevent, detect, and recover from cyber security incidents. Workers with cyber
security skills are increasingly in demand and cyber security innovation must
keep pace with technological change as new risks emerge.
Canada’s highly skilled workforce and world-class universities means that
Canada is primed to lead in cyber security research, innovation and talent
development. University-affiliated cyber and information security centres in
Canada have emerged to help advance Canada’s cyber capabilities. These
include Ryerson University’s Cybersecure Catalyst, the University of New
Brunswick’s Canadian Institute for Cybersecurity, University of Calgary’s Institute
for Security, Privacy and Information Assurance and Concordia University’s
Centre for Cybersecurity, among others.
To promote collaboration between Canadian cyber security centres of
expertise, Budget 2019 proposes to provide $80 million over four years, starting in
2020–21, to support three or more Canadian cyber security networks across
Canada that are affiliated with post-secondary institutions. The networks—to be
selected through a competitive process—will expand research, development
and commercialization partnerships between academia and the private sector,
and expand the pipeline of cyber security talent in Canada. Additional details
on this program will be announced in the coming months.

Protecting Democracy
At the heart of Canada’s democracy are its institutions. In recent years,
however, these institutions have increasingly come under threat from foreign
influence and disinformation campaigns, fuelled by new technology and the rise
of social media. This has created new avenues for malicious actors to interfere
with the democratic process, as evidenced by numerous attempts to influence
election outcomes around the world, including in well-established Western
democracies. Canada is not immune to these threats. If left unchecked, these
threats may weaken these important pillars of democracy, eroding public trust
and putting the future of our democracy at risk.
In light of these threats, the Government has taken action to prevent foreign
interference in our federal elections. Recent updates to the Canada Elections
Act have reinforced protections that prevent foreign actors from using
money to influence the outcome of elections and that inhibit the use of
malicious technologies.
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To further strengthen and safeguard Canada’s democratic institutions,
Budget 2019 proposes to invest $30.2 million over five years to implement a
number of new measures:
•

To protect Canada’s democratic institutions from cyber attacks, the
Government is proposing to provide the Communications Security
Establishment with additional funding of up to $4.2 million over three years,
starting in 2019–20, to provide cyber security advice and guidance to
Canadian political parties and election administrators.

•

To strengthen cooperation and information sharing in response to foreign
threats to our democracies, G7 Leaders agreed during the June 2018 Summit
in Charlevoix to each set up a Rapid Response Mechanism unit, with Canada
taking on an added coordination role on behalf of the network. To support
this commitment, the Government proposes to provide Global Affairs
Canada with $2.1 million over three years, starting in 2019–20.

•

To strengthen Canadians’ resilience to online disinformation and to help
ensure Canadians have access to a wide range of transparent, high-quality
information, Budget 2019 proposes to provide the Department of Canadian
Heritage with $19.4 million over four years, starting in 2019–20, to launch a
Digital Democracy Project. Funding would support research and policy
development on online disinformation in the Canadian context. This
investment would also enable Canada to lead an international initiative
aimed at building consensus and developing guiding principles on how to
strengthen citizen resilience to online disinformation. These guiding principles
would then be adopted by Canada and other likeminded countries as a
framework for efficient cooperation between governments, civil society
organizations, and online platforms.

The Digital Citizen Initiative
Earlier this year, the Government committed to provide the Department of
Canadian Heritage with $7.5 million over two years, starting in 2018–19, for
the Digital Citizen Initiative, which supports digital, news, and civic literacy
programming and tools, ahead of the 2019 General Election. This will help
to equip Canadians with a better understanding of deceptive practices
used online, and give people the tools they need to navigate the internet,
including tools to help them better understand the information they
consume online.
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Protecting Canada’s National Security
Canada is a first-class investment destination. As evidence of its attractiveness as
a place to do business and invest, Canada was the only G7 country to witness a
material improvement in inward Foreign Direct Investment (FDI) flows for the first
three quarters of 2018 relative to one year earlier (Chart 4.2). Worldwide, inward
flows of FDI declined by roughly 25 per cent for the same period.
Chart 4.2

Change in Inward Foreign Direct Investment Flows as a Share of
GDP (year-to-date, 2018)
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to Q3. Data for 2018Q4 are not yet available.
Sources: Organisation for Economic Co-operation and Development; Department of Finance
Canada calculations.

Foreign investments and trade help businesses to succeed and grow, creating
more good, well-paying jobs and delivering strong economic growth that
benefit all Canadians. At the same time, it is critical that the Government has the
tools and resources it needs to protect against economic-based security threats,
including the ability to safeguard against theft of our Canadian intellectual
property and Canadian-made technologies, and against Canada’s research
and development activities being used as “back-door” channels to obtain
sensitive Canadian technologies.
To support efforts to assess and respond to economic-based security
threats, Budget 2019 proposes to invest $67.3 million over five years, starting in
2019–20 and $13.8 million per year ongoing, to Public Safety Canada;
Innovation, Science and Economic Development Canada; Global Affairs
Canada; and the Royal Canadian Mounted Police, among other federal
agencies. These departments and agencies will work together in a coordinated
way to enhance outreach and engagement with key stakeholders including
Canadian businesses and academic institutions; raise awareness about risks; and
enhance the suite of tools to appropriately address threats while continuing to
encourage foreign investment, trade and economic growth.
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Enhancing Accountability and Oversight of the
Canada Border Services Agency
The Canada Border Services Agency (CBSA) plays a vital role enforcing laws
governing trade and travel, while stopping potential threats at the Canadian
border. In carrying out these duties, the CBSA relies on border services officers
who engage with the public at various ports of entry—highway crossings,
airports, marine terminals, rail ports, and postal facilities. Border services officers
enforce laws and regulations that touch nearly every sector of Canadian
society, including our agriculture, manufacturing and service sectors.
While the Canada Border Services Agency has procedures in place to
hear comments or complaints about the public’s experience with the Agency,
to reinforce the accountability and oversight of the Agency, Budget 2019
proposes to invest $24.42 million over five years, starting in 2019–20, and
$6.83 million per year ongoing, to expand the mandate of the Civilian Review
and Complaints Commission for the RCMP.
To do this, in Budget 2019, the Government proposes to amend the Canada
Border Services Agency Act, the Royal Canadian Mounted Police Act and other
Acts, as required, to expand the Civilian Review and Complaints Commission to
act as an independent review body for the Royal Canadian Mounted Police
and the Canada Border Services Agency.
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Strengthening the Royal Canadian Mounted Police
(RCMP)
The RCMP is Canada’s national police service, responsible for preventing
and investigating crimes, enforcing laws and working with other police and
law enforcement agencies. The RCMP protects Canada’s national security,
reduces the threat and impact of organized crime, and supports crime
prevention, intervention and enforcement initiatives.
As the safety and security needs of Canada evolves, so too do the needs of
the RCMP. Emerging areas of policing such as cybercrime and money
laundering require the RCMP to constantly look at ways to enhance federal
enforcement capacity and support operational readiness. To this end,
Budget 2018 funding provided targeted support to bolster the RCMP’s
capacity to fight cybercrime, including through the creation of the National
Cybercrime Coordination Unit. In addition, Budget 2018 supported critical
investments for the RCMP to renew its radio systems in four divisions, ensuring
that front-line officers have the tools they need to serve Canadians.
The RCMP is also exploring ways to become a more modern organization. In
January 2019, the Government announced the establishment of the Interim
Management Advisory Board which will provide expert advice to support the
RCMP as a modern and effective organization. The Government proposes to
introduce legislative amendments to the Royal Canadian Mounted Police
Act and other Acts, as required, in order to establish the Management Board
for the RCMP.
Budget 2019 builds on these measures and proposes to provide the
RCMP with:
• $508.6 million over five years to support policing operations
• $77.3 million over five years and $13.5 million ongoing for enhanced law
enforcement at the border
• $68.9 million over five years and $20 million ongoing for enhanced federal
policing capacity, including to fight money laundering
• $11.5 million over three years to support transportation security
• $5.7 million over five years and $1.2 million ongoing to protect national
economic security.
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Enhancing the Integrity of Canada’s Borders and
Asylum System
Canada has a strong reputation as a fair and welcoming country, but one that is
also governed by the rule of law. Securing the integrity of Canada’s borders
and of our asylum system is essential to making sure we continue to benefit from a
world-class immigration system.
In recent years, elevated numbers of asylum seekers, including those that have
crossed into Canada irregularly, have challenged the fairness and effectiveness of
Canada’s asylum system. To help address these challenges, the Government will
implement a comprehensive Border Enforcement Strategy. Through this Strategy,
Canadian immigration, border, and law enforcement officials—including from the
Canada Border Services Agency and the Royal Canadian Mounted Police—will
be better positioned to detect and intercept individuals who cross Canadian
borders irregularly and who try to exploit Canada’s immigration system. Failed
asylum claimants who entered into Canada at irregular crossings or between
official ports of entry will also be removed on a priority basis.
To support implementation of the Border Enforcement Strategy, and to
process 50,000 asylum claims per year, as well as to facilitate removal of failed
asylum claimants in a timely manner, Budget 2019 proposes to invest $1.18 billion
over five years, starting in 2019–20, and $55.0 million per year ongoing. Additional
resources will be provided to strengthen processes at the border, and
accelerate the processing of claims and removals, to ensure the asylum system
remains available to those genuinely in need of refugee protection. The
investment will also expand a pilot project that aims to increase efficiencies
among delivery partners in the pre-hearing process for refugee
protection claims.
In addition, Budget 2019 proposes to introduce legislative amendments to the
Immigration and Refugee Protection Act to better manage, discourage and
prevent irregular migration. New resources for immigration and refugee legal aid
will build on previous investments, supporting the delivery of legal services, while
new Federal Court judicial positions will help ensure efficient and timely
processing of asylum claimants seeking judicial review. To do this, the
Government intends to introduce amendments to the Federal Courts Act to
create three new judicial positions.

Protecting People From Unscrupulous
Immigration Consultants
Individuals seeking to immigrate to Canada or become citizens often rely on the
advice and expertise of immigration consultants to help them navigate our
immigration rules. However, these individuals can be the victims of unscrupulous
immigration consultants who prey on their lack of knowledge of Canadian laws
and regulations.
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To help protect newcomers and applicants wishing to obtain the services
of legitimate service providers, Budget 2019 proposes to provide $51.9 million
over five years, starting in 2019–20, and $10.1 million per year ongoing. Funding
will improve oversight of immigration consultants and strengthen compliance
and enforcement measures. It will also support public awareness activities that
will help vulnerable newcomers and applicants protect themselves against
fraudulent immigration consultants. These measures will help to ensure that all
applicants have access to quality immigration and citizenship advice, and
that those who are providing the services operate in a professional and
ethical manner, with disciplinary powers in place should fraud or
misrepresentation occur.
In addition, the Government proposes to introduce legislation and propose
amendments to the Immigration and Refugee Protection Act and the Citizenship
Act in order to implement these measures.

Improving Canada’s Ability to Prepare for and
Respond to Emergencies and Natural Disasters
Ensuring Better Disaster Management Preparation
and Response
The annual economic costs of disasters around the world have increased fivefold since the 1980s, and Canada has not been immune to this trend, as disasters
resulting from the impacts of climate change have increased in frequency and
severity across the country. The 2016 Fort McMurray wildfires, for example,
resulted in an estimated $3.6 billion in insured damages. In addition to largescale disasters such as this, over 195 major disasters have been recorded
between 2008 and 2018.
Events related to climate change—such as wildfires and floods—are becoming
more severe, more frequent and more costly for Canadians and their
communities. These events can threaten people’s safety, result in the loss of
personal and public property, and in the most tragic circumstances, can also
end with the loss of lives. Together, they can cause significant emotional distress
for Canadians, and can also undermine Canada’s economic stability and
national security.
To strengthen Canada’s ability to respond to such emergencies, Budget
2019 proposes to invest $151.23 million over five years, starting in 2019–20, and
$9.28 million per year ongoing, to improve emergency management in Canada,
including in Indigenous communities. This investment will improve Canada’s
ability to predict and respond to threats through the use of early warning
systems, and enhance our understanding of the nature of the risks posed by
floods, wildfires and earthquakes. In addition, this investment will help to assess
the condition and resilience of Canada’s critical infrastructure—including energy
grids, water and food supplies and health services—in the aftermath of a
natural disaster.
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Budget 2019 also proposes to provide $5.0 million over five years, starting in
2019–20, to Public Safety Canada to develop all-hazard awareness-raising
activities that are targeted to specific, at-risk audiences such as low-income
Canadians, seniors, people with disabilities, recent immigrants, and
Indigenous Peoples.
To support response and recovery efforts in the wake of large-scale natural
disasters, Budget 2019 also proposes to provide $260 million over two years, on a
cash basis, starting in 2019–20, to Public Safety Canada to support provincial and
territorial disaster relief and recovery efforts through the Disaster Financial
Assistance Arrangements Program.

Improving Emergency Medical Response in
Western Canada
When tragedy strikes, every second counts. Since 1985, the Shock Trauma Air
Rescue Service (STARS) has provided rapid and specialized emergency
helicopter ambulance services to patients who are critically ill or injured in
communities across Manitoba, Saskatchewan, Alberta and parts of British
Columbia, including Indigenous communities and national parks. Thanks to
STARS, Western Canadians living in rural and remote communities have access
to emergency care.
In recognition of the vital role that STARS plays in delivering access to
emergency care for the communities it serves, the Government proposes to
provide a one-time investment of $65 million in 2018–19 for STARS to replace its
aging fleet and acquire new emergency ambulance helicopters. This funding
will be made available through Public Safety Canada.

Protecting Vulnerable Canadians From Violence
and Exploitation and Promoting Access to Justice
Protecting Children From Sexual Exploitation Online
The sexual exploitation of a child is a reprehensible crime causing life-long harm
and suffering to victims. While the internet has created new ways for people
from around the world—including children—to connect and interact, it has also
created new spaces and platforms for online predators to lure child victims for
sexual purposes.
To better protect children from these threats, and building on investments
in Budgets 2017 and 2018 to combat child sexual exploitation through It’s Time:
Canada’s Strategy to Prevent and Address Gender-Based Violence, Budget
2019 proposes to invest a further $22.24 million over three years, starting 2019–20,
to combat child sexual exploitation online. This funding will support Public Safety
Canada’s efforts to raise awareness of this serious issue, reduce the stigma
associated with reporting, increase Canada’s ability to pursue and prosecute
offenders, and work together with industry to find new ways to combat the
sexual exploitation of children online.
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Combatting Human Trafficking
Human trafficking is a complex crime that involves the recruitment,
transportation and harbouring of persons and/or control of their movements for
the purpose of exploiting them. This includes both sexual and labour-based
exploitation and also the use of threats, violence, abduction, fraud or other
forms of coercion. Individuals at greatest risk of victimization include persons who
are socially or economically disadvantaged, women and girls, youth and
children, Indigenous Peoples, refugees and migrants, LGBTQ2+ persons and
persons with disabilities. The Government is committed to preventing genderbased violence and protecting vulnerable populations from human trafficking.
Building on investments announced in Budget 2018 to establish a National
Human Trafficking Hotline, the Government intends to develop a new whole-ofgovernment strategy to combat human trafficking.

Giving Canadians Better Access to Public Legal
Education and Information
Navigating Canada’s complex legal system can be daunting. Canadians
deserve to have access to information and services that help them understand
and exercise their legal rights. Across Canada, Public Legal Education and
Information organizations provide people who may face barriers to accessing
justice—such as newcomers to Canada, people who are elderly or live with a
disability, and people who cannot afford access to a lawyer—with services to
better understand their legal rights. As Canada’s population continues to grow,
and as the law becomes more complex, demand for these services is on the rise.
To help Canadians gain access to the legal education and information
they need, Budget 2019 proposes to provide the Department of Justice Canada
with an additional $8.1 million over five years, starting in 2019–20, with
$1.62 million per year ongoing, to support the work of Public Legal Education
and Information organizations across Canada.

Supporting Access to Family Justice in the Official
Language of One’s Choice
Divorce and separation affect Canadians from all walks of life. Ensuring
that Canadians can access the family justice system using either official
language can provide additional reassurance and support to people and
families at a difficult time.
To support access to family justice in both official languages, Budget 2019 proposes
to provide the Department of Justice with $21.6 million over five years, starting in
2020–21, to support legislative amendments that provide for increased access to
family justice—and divorce in particular—in the official language of one’s choice.
This funding will help improve the availability of bilingual services in the family justice
system, and will be delivered through the Department of Justice Canada.
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Protecting Community Gathering Places From HateMotivated Crimes
Canadians of all backgrounds and identities should always feel safe to gather
together. This is how we meet new friends, support our neighbours and build
strong communities. Unfortunately, as recent tragic events have demonstrated,
certain groups of people, because of their race, religion, or sexual orientation,
are at risk of being targeted by hate-motivated crimes, threatening their safety
and security and the gathering places they enjoy.
To make needed security improvements to important community gathering
spaces—such as schools, community centres, and places of worship—Budget
2019 proposes to provide an additional investment of $2 million per year, starting in
2019–20, doubling the size of Public Safety Canada’s Security Infrastructure
Program from $2 million per year to $4 million per year until 2021-22. This builds on
the measure adopted in Budget 2017, which doubled the original budget of the
Security Infrastructure Program for five years. The Program is a component of
Public Safety Canada’s National Crime Prevention Strategy. This Program aims to
make Canada’s community gathering spaces safer places to live, work, and play.

Part 5: Canada’s International Engagement
Canada plays a leading role in the world by standing up for human rights and
democracy, promoting free and progressive trade, and providing assistance to
some of the world’s most vulnerable citizens. The values that underpin these
actions help to define who we are as Canadians, and contribute to both the
prosperity of Canadians at home and Canada’s future as a leader in an
increasingly interconnected world.

Increasing Canada’s International
Assistance Envelope
Canada made important investments in Budget 2018 to strengthen the impact
of Canada’s Feminist International Assistance Policy, and advance our
international leadership—providing an additional $2 billion in new International
Assistance Envelope resources over five years, beginning in 2018–19.
Budget 2018 also established the new International Assistance Innovation and
Sovereign Loans Programs, which will allow the Government of Canada to
explore new ways to engage internationally and advance the Sustainable
Development Goals. In addition, Canada will be hosting the Women Deliver
conference in Vancouver in June 2019. This is the world’s largest conference on
gender equality, health, rights and well-being of girls and women.
To continue Canada’s efforts as a global leader dedicated to making
progress on advancing gender equality and the empowerment of women and
girls around the world, and to reinforce our commitment to reduce global
poverty, Budget 2019 announces an additional $700 million in 2023–24 to the
International Assistance Envelope. This commitment will ensure that there is clear
and predictable funding in place to allow Canada to make strategic
investments in international assistance and continue our leadership on the
global stage.
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The Government has made important legislative updates so that information on
Canada’s international assistance efforts will be presented in a single
consolidated report. This report will help Canadians better understand Canada’s
international assistance efforts, and promote greater transparency and
accountability when it comes to Canada’s international assistance programs.
This report will also give Canadians and the international community a clearer
and more comprehensive update on our progress on implementing the Feminist
International Assistance Policy. This report will reconcile the 2018–19 International
Assistance Envelope Pool allocations presented in Budget 2018 with Canada’s
actual 2018–19 International Assistance Envelope expenditures.
Chart 4.3
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Supporting Farmers in Supply Managed Sectors
Following Ratification of New Trade Agreements
Canada has a unique place in the world—located next to the world’s largest
economy to the south, with close historic and economic ties to Europe to the
east, and deep connections to the fast-growing Asia-Pacific nations to the west.
With the successful conclusion of the Canada-United States-Mexico Agreement,
as well as the Canada-European Union Comprehensive Economic and Trade
Agreement (CETA) and the Comprehensive and Progressive Agreement for
Trans-Pacific Partnership (CPTPP), Canada is the only G7 country to have free
trade agreements with all other G7 nations.
Canada now has comprehensive free trade agreements (FTAs) with countries
representing two-thirds of the world’s total GDP. The Government’s ongoing
commitment to free trade with economies around the world—including those in
emerging markets—will help to further strengthen and grow the middle class and
deliver long term economic growth that benefits all Canadians.
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Following the recent ratifications of CETA and CPTPP, Budget 2019 proposes
up to $3.9 billion in support for supply-managed farmers:
•

Support will be offered to sustain the incomes of eligible dairy, poultry, and
egg farmers, by making available up to $2.4 billion. Of this amount,
$250 million has already been provided to support dairy farmers as a result of
CETA, therefore a net amount of up to $2.15 billion will be available in
coming years to deal with income losses associated with these agreements;
and

•

Assistance will also be offered to protect the value of investments made by
farmers in supply-managed sectors, through a Quota Value Guarantee
Program that will protect against reduction in quota value when the quota is
sold. $1.5 billion has been set aside for this demand-driven program.

Through 2019, the Government will continue to work in partnership with supply
management stakeholders to address the impacts on processing, as well as
potential future impacts of the Canada-United States-Mexico Agreement.

Renewing Canada’s Middle East Strategy
In February 2016, Canada announced a three-year, whole-of-government
strategy for the Middle East. This was undertaken in response to the ongoing
crises in Iraq and Syria, and their impact on the region, in particular on Jordan
and Lebanon. The Global Coalition has been effective in its mission to degrade
and ultimately defeat Daesh in Iraq and Syria. Going forward, Canada will
continue to work with the international community to set the conditions for
longer-term security and stability, enable civilian-led stabilization programs and
support governance efforts.

Middle East Strategy—Key Results Achieved
Through the current Middle East Strategy, Canada has made a real
difference in Iraq, Syria, Jordan and Lebanon. With the support of Canada
and other Coalition partners:
• Over 7.7 million people, and more than 99 per cent of the territory once
held by Daesh in Iraq and Syria, have been freed from Daesh’s control.
• More than 18.5 million square metres of land have been cleared of
explosives, allowing displaced persons to safely return home.
• Security forces in Iraq, Jordan and Lebanon have received specialized
advice, training and equipment to detect and address security threats
in the region.
Canadian humanitarian and development assistance has enabled
humanitarian partners to provide 8.5 million people with emergency food
assistance, as well as training and financial support to 3,600 public schools
in Jordan.
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Budget 2019 confirms the Government’s plan to provide an additional
$1.39 billion over two years on a cash basis, starting in 2019–20, to renew the
Middle East Strategy, with a greater focus on building stability, governance and
long-term resilience. Of this amount, $967.9 million will be provided from the fiscal
framework and $426 million would be sourced from Global Affairs Canada’s
existing International Assistance Envelope resources. The overall funding would
be allocated as follows:
•

$926 million to support humanitarian, development, stabilization and
security, and diplomatic activities.

•

$442 million to renew Operation IMPACT, Canada’s military contribution.

•

$25.9 million to support intelligence activities.

Reinforcing Canada’s Support for Ukraine
Canada is a steadfast partner of Ukraine, and among the strongest international
supporters of the country’s efforts to defend itself, and implement democratic
and economic reforms.
Since 2015, the Canadian Armed Forces, with the support of Global Affairs
Canada, have been providing military training and capacity building to the
Ukrainian Armed Forces through Operation UNIFIER, supporting Ukraine in its
efforts to maintain its sovereignty and security.
The Government remains fully committed to providing this assistance to
Ukraine. To that end, Budget 2019 confirms the Government’s plan to invest up
to $105.6 million over three years, starting in 2019–20, to renew Operation UNIFIER.
This includes $99.6 million over three years in incremental funding for Canada’s
military contribution, and up to $6 million to support broader efforts on defence
and security sector reforms in Ukraine allocated by Global Affairs Canada from
existing International Assistance Envelope resources.
These efforts complement Canada’s participation in North Atlantic Treaty
Organization assurance and deterrence measures in Central and Eastern Europe
through Operation REASSURANCE, which was extended in July 2018 at a cost of
$514 million over four years.

More Affordable International Remittances
Every day, Canadians rely on international remittances to send money abroad
to relatives and friends.
Canadians who transfer money abroad want to be able to do so at a low cost.
While the cost of remittances in Canada has fallen over the last decade, the
Government is committed to further lowering the costs Canadians incur when
sending money abroad—to an average of 5 per cent by 2022 and 3 per cent by
2030, consistent with Canada’s Group of Twenty (G20) commitment and the
Sustainable Development Goals.
Statistics Canada is undertaking a study on the Canadian remittance market,
including its characteristics and costs. Results from the study will be available in
the spring of 2019 and will inform future policy directions.
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In addition, to support innovation and competition in the remittance market, the
Government will hold targeted consultations to explore new ways to facilitate
payments system access arrangements for remittance service providers—such
as sandboxes or other mechanisms—in the context of implementation of the
proposed retail payments oversight framework.

Part 6: Better Government
Canadians work hard every day to support their families and their communities.
They deserve a Government that does the same to continuously and responsibly
improve the ways it administers and operates programs, and delivers services
to Canadians.
This means giving Canadians better access to government services and
information—both online and off—and ensuring that the services Canadians rely
on are secure, reliable and easy to use.

Investing in Service Canada
Employment and Social Development Canada (ESDC), through Service
Canada, is responsible for the delivery of many of the income security programs
that Canadians rely on to make ends meet—including Old Age Security, the
Guaranteed Income Supplement, the Canada Pension Plan and
Employment Insurance.
As Canada’s population continues to grow and to age, the demand for timely
benefits and services will continue to increase. This is true for both Service
Canada’s call centres—which respond to more than 10 million calls a year from
Canadians—and for the digital service delivery systems that process data and
benefit claims. Regular maintenance and improvement of these systems are
essential if Canadians are to receive timely benefits and quality service in the
years to come.
To support Service Canada in providing Canadians with the benefits and
information they are entitled to in a timely manner, Budget 2019 proposes to
provide $305.3 million over five years to Employment and Social Development
Canada to continue improving and modernizing service delivery systems. These
investments will allow ESDC to:
•

Make improvements to the Old Age Security and Canada Pension Plan
delivery platforms.

•

Hire additional staff at Service Canada to assess and process Old Age
Security benefit claims.

•

Migrate Service Canada’s call centers to more modern phone and
information technology platforms, which will help to ensure faster and better
quality service to Canadians.
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Improving Client Services at the Canada
Revenue Agency
Canadians deserve to receive prompt, high-quality service in their interactions
with Government, including when dealing with the Canada Revenue Agency
(CRA). In recent years, the Government—responding to Canadians’ concerns
about unacceptable delays and other service challenges—has taken steps to
ensure that CRA services are fairer, more helpful, and easier to use. This includes
a significant investment in Budget 2018, in which the Government provided
$206 million over five years to improve CRA services, and committed to
undertake a review of the CRA service model to ensure that Canadians receive
the help they need and the good service they deserve.

Review of Canada Revenue Agency Service Model
In 2018, the Government completed a departmental review of the Canada
Revenue Agency’s (CRA’s) service model. This included an in-depth look at
whether CRA’s compliance, collections, and client services activities are
being assigned in the most efficient manner, and investigated whether
progress is being made in delivering high-quality services that meet the
needs and expectations of Canadians.
As a result of this review, CRA resources will be reallocated internally to
improve service delivery for Canadians. This includes:
• Improved digital services—Canadians will be notified promptly as
progress is made on their file, and will be able to view this progress online.
• Timely resolution to taxpayers’ objections—Disputes with the CRA will be
resolved in a more timely manner, allowing the CRA to more consistently
meet its published service standards.
• Additional liaison officers—Right now, experienced auditors currently visit
about 9,500 new unincorporated businesses each year to guide them
through the tax assessment prior to filing their tax returns. CRA will
broaden the reach and scope of this service, helping an additional 1,700
more businesses per year, including those that are incorporated.
These changes accompany other important steps recently taken by CRA to
support the Government’s commitment to service excellence. This includes
appointing a Chief Service Officer (CSO) and establishing an External
Advisory Panel on Service, to ensure that progress continues to be made in
delivering better service to Canadians.
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To further support the Canada Revenue Agency’s ongoing service
improvement efforts, Budget 2019 proposes to invest an additional $50 million
over five years, starting in 2019–20, in two key initiatives:
•

Every year, at the request of individual tax payers, the CRA processes more
than two million adjustments to T1 returns post-filing. Though the volume of
changes makes some delay inevitable, Canadians are often frustrated by
the time it takes to process these adjustments; in fact, this was a key concern
highlighted by the Taxpayers’ Ombudsman in her 2018 report. By investing
$34 million over five years to hire additional staff, it will be possible to make
these adjustments more quickly, reducing frustration for taxpayers and
ensuring that vulnerable Canadians do not encounter unnecessary delays in
calculating the credits and benefits to which they are entitled.

•

In Budget 2016, the Government invested in a pilot program to provide a
dedicated telephone support line for tax service providers, giving them
faster and more reliable access to experienced CRA officers. The
Government proposes to invest $16 million over five years to make this wellreceived program permanent, improving service for the millions of
Canadians who work with tax service providers each year.

Improving Immigration Client Service
Canada’s ability to offer high-quality client service for those seeking to
immigrate to Canada is another important part of our world-class immigration
system. As global demand to visit, study or work in, or immigrate permanently to
Canada grows, so must the Government’s ability to provide services that are
accessible, timely and responsive to the needs of existing and potential
newcomers to Canada.
To help improve immigration client services, Budget 2019 proposes to
provide Immigration, Refugees and Citizenship Canada (IRCC) with an
additional $42.9 million over two years, beginning in 2019–20. This investment
would increase the number of IRCC call centre agents so that enquiries from
visitors, new Canadians, and others can be responded to more quickly, with a
focus on the business lines with the longest delays.

Helping Travellers Visit Canada
Global demand to travel to Canada to visit, work or study is growing. Each year,
Canada welcomes millions of tourists, temporary foreign workers and
international students who inject billions into our economy. Canada benefits
from the contribution of visitors and international students who spend money in
our communities, bring fresh perspectives to our institutions, and create linkages
to friends and family around the world. Temporary foreign workers are essential in
meeting broader short-term labour market needs and ensure that Canada
remains responsive to the needs of industries that rely on those workers during
peak seasons.
To ensure immigration and border officials are well-equipped to facilitate
the efficient entry of visitors, while protecting the health and security of
Canadians, Budget 2019 proposes to invest $78.6 million over two years,
beginning in 2019–20. This investment will ensure that resources are in place to
process global demand for Canadian visitor visas, work and study permits.
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Resolving Income Security Program Disputes More
Quickly and Easily
The Employment Insurance (EI), the Canada Pension Plan (CPP) and the Old
Age Security (OAS) programs provide important income support to millions of
Canadians every year. At times, people may disagree with decisions made
regarding their claims or benefits. When that occurs, Canadians deserve a
recourse process that delivers appropriate decisions in a timely way.
To make the recourse process for EI, CPP, and OAS easier to navigate and
more responsive to the needs of Canadians, Budget 2019 proposes to invest
$253.8 million over five years, starting in 2019–20, with $56.7 million per year
ongoing. This investment will fund a series of proposed changes that build on the
recommendations of a 2017 independent review of the Social Security Tribunal
of Canada, and on the views expressed by Canadians through subsequent
consultations, and will ensure that decision timelines are shortened at every
stage of the process.

Ensuring Proper Payment for Public Servants
Canada’s public servants work hard in service of all Canadians and deserve to
be paid properly and on time for their important work. The Phoenix pay system
for federal public servants was originally intended to save money, however,
since its launch it has resulted in unacceptable pay inaccuracies—resulting in
hardships for public servants across the country. Serious issues and challenges
with the pay system continue, and too many of Canada’s public servants are
not being properly paid, or are waiting for their pay issues to be resolved.
To continue progress on stabilizing the current pay system, Budget 2019
provides an additional $21.7 million in 2018–19 to address urgent pay
administration pressures (partially sourced from existing departmental funds),
and proposes to invest an additional $523.3 million over five years, starting in
2019–20, to ensure that adequate resources are dedicated to addressing payroll
errors. This investment will also support system improvements, to reduce the
likelihood of errors occurring in the first place.
To ensure that the Canada Revenue Agency is able to quickly and
accurately process income tax reassessments for federal government
employees that are required due to Phoenix pay issues, and to support related
telephone enquiries, Budget 2019 proposes to provide the Agency with an
additional $9.2 million in 2019–20.
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While the Phoenix pay system has been underpaying some public servants, it has
also been paying others too much. Under current legislation, any employee who
received an overpayment in a previous year is required to pay back the gross
amount of this overpayment to their employer. The employee must recover from
the Canada Revenue Agency the excess income tax, Canada Pension Plan
contributions and Employment Insurance premiums that were deducted by their
employer when the overpayment was made. On January 15, 2019, the
Government proposed legislative amendments that would allow overpaid
employees working in both the public and private sectors to repay their
employer only the net amount they received after these deductions. The
proposed amendments are intended to alleviate the burden faced by
employees who were required to make repayments larger than the amounts
they received from their employer, creating uncertainty and potential
financial hardship.

Moving Toward the Next Generation Pay System for
the Federal Public Service
In Budget 2018, the Government announced its intention to move away from the
Phoenix pay system toward one better aligned to the complexity of the
Government’s pay structure and to the future needs of Canada’s world-class
public service.
Working cooperatively with experts, federal public sector unions, employees,
pay specialists and technology providers, the Treasury Board Secretariat (TBS)
launched a process to review lessons learned, and identify options for a nextgeneration pay solution.
As part of this process, pay system suppliers were invited to demonstrate possible
solutions, which were directly tested with users. Based on feedback from users
and participating stakeholders, TBS has been able to identify options with the
potential to successfully replace the Phoenix pay system. As a next step, the
Government will work with suppliers and stakeholders to develop the best
options, including pilot projects that will allow for further testing with select
departments and agencies, while assessing the ability of suppliers to deliver.
Finally, TBS will continue to engage public servants throughout this process, to
ensure that their feedback is fully reflected in any future solution.

Part 7: A Fair Tax System for All Canadians
The Government is committed to building an economy that works for everyone.
To do that, we need a tax system that is fair, and we need all Canadians to pay
their fair share.
The taxes Canadians pay help to build the infrastructure that keeps people
moving and our economy growing. They help support the schools that teach us
when we’re young and pay for the medical care that keeps us healthy as we
age. They also help to create good, well-paying jobs—and provide a solid social
safety net to help people when they lose their jobs.
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It’s important to all Canadians that the Government be able to deliver the
programs and services Canadians rely on, while keeping taxes low for the middle
class. In each of its budgets, the Government has strengthened the Canada
Revenue Agency’s ability to crack down on tax evasion and combat tax
avoidance, and proposed measures to close tax loopholes—often used by the
wealthiest Canadians—that result in unfair tax advantages for some at the
expense of others.
Budget 2019 builds on this approach, with additional measures aimed at
ensuring Canada’s tax system is efficient, effective and fair.

Improving Tax Compliance
The taxes we pay support government services that benefit all Canadians—from
health care and education to affordable housing and public safety. By cracking
down on tax evasion and aggressive tax avoidance, the Government is ensuring
that it has the money needed to deliver the programs that Canadians
depend on.
Significant investments have been made in recent years to strengthen the
Canada Revenue Agency’s (CRA’s) ability to unravel complex tax schemes,
increase collaboration with international partners, and ultimately bring offenders
to justice.
These investments have already yielded positive results.
Starting in 2015, the CRA expanded the number of audit teams that focus on
high net worth individuals and their associated corporate structures. As a result,
there are now more than 1,100 offshore audits underway, resulting in more than
50 criminal investigations with links to offshore transactions.
To further combat tax evasion and aggressive tax avoidance, Budget 2019
proposes to invest an additional $150.8 million over five years, starting in 2019–20.
This investment will allow the CRA to fund new initiatives and extend existing
programs, including:
•

Hiring additional auditors, conducting outreach and building technical
expertise to target non-compliance associated with cryptocurrency
transactions and the digital economy.

•

Creating a new data quality examination team to ensure proper
withholding, remitting and reporting of income earned by non-residents.

•

Extending programs aimed at combatting offshore non-compliance.

Budget 2019 accounts for the expected revenue impact from these targeted
compliance initiatives, of $369.0 million over five years. These amounts do not
reflect the gain that will be realized by provinces and territories, whose tax
revenues will also increase as a result of these initiatives.
To help the CRA stay ahead of non-compliance schemes driven by the use
of new, advanced technologies, Budget 2019 also proposes to invest $65.8
million over five years to improve the CRA’s information technology systems,
including replacing legacy systems, so that the infrastructure used to fight tax
evasion and aggressive tax avoidance continues to evolve.
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Strengthening Beneficial Ownership Transparency
In December 2017 the Minister of Finance and his provincial and territorial
counterparts jointly committed to improving corporate transparency so that
Canadian authorities can more clearly know who owns which corporations in
Canada. The Ministers also agreed to work together to better harmonize
corporate ownership record requirements between jurisdictions.
To that end, the Canada Business Corporations
Act was amended to require federally
incorporated corporations to maintain
beneficial ownership information. In Budget
2019, the Government proposes further
amendments to the Act to make the
beneficial ownership information maintained
by federally incorporated corporations more
readily available to tax authorities and law
enforcement.

What Is Beneficial
Ownership?
Beneficial ownership refers
to the identity of individuals
who own, control or profit
from a corporation or trust.

In addition, Budget 2018 proposed the introduction of enhanced tax reporting
requirements for trusts, effective for the 2021 and later taxation years, in order to
improve the collection of beneficial ownership information for income
tax purposes.
The Government will continue to collaborate with the provinces and territories to
assess how best to improve corporate ownership transparency.

Strengthening Canada’s Anti-Money Laundering
and Anti-Terrorist Financing (AML/ATF) Regime
Money laundering, terrorist financing and tax evasion are a threat to Canadians’
safety, security and quality of life, and harm the integrity and stability of the
financial sector and the broader economy. Canada takes a comprehensive
and coordinated approach to combatting money laundering, terrorist financing
and organized crime. However, those seeking to launder proceeds of crime—or
raise, transfer and use funds for the purposes of terrorism—are finding new ways
to exploit the complex global financial system and evade the considerable
protections already in place in Canada. There are growing concerns that illicit
funds are finding their way into the Canadian economy through channels that
millions of Canadians rely on, including corporations, real estate and trade.
The recent report by the House of Commons Standing Committee on Finance
entitled Confronting Money Laundering and Terrorist Financing: Moving Canada
Forward provides a roadmap to respond to current and future threats. Budget
2019 proposes an integrated plan to modernize Canada’s AML/ATF framework
and strengthen data resources, financial intelligence and information sharing to
identify and meet evolving threats—while continuing to protect the privacy
rights of Canadians and manage the regulatory burden on the private sector.
A first phase of concerted action will give police the resources they need to
tackle financial crime and address gaps in information sharing. It will also
dedicate new resources to identify and address complex money laundering
operations in Canada.
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The Government proposes to:
Strengthen federal policing operational and investigative capacity by
providing up to $68.9 million over five years, beginning in 2019–20, and
$20.0 million per year ongoing, to the Royal Canadian Mounted Police.
Create the Anti-Money Laundering Action, Coordination and Enforcement
(ACE) Team, which will bring together dedicated experts from across intelligence
and law enforcement agencies to strengthen inter-agency coordination and
cooperation and identify and address significant money laundering and
financial crime threats. Budget 2019 proposes to invest $24 million over five years,
beginning in 2019–20, for Public Safety Canada to implement the ACE Team as a
pilot initiative.
Create a multi-disciplinary Trade Fraud and Trade-Based Money
Laundering Centre of Expertise, which will complement the efforts of the ACE
Team. This initiative will strengthen capacity at the Canada Border Services
Agency and the Financial Transactions and Reports Analysis Centre of Canada
(FINTRAC) to target these growing threats. Budget 2019 proposes to invest
$28.6 million over four years, beginning in 2020–21, with $10.5 million per year
ongoing to create a multi-disciplinary Trade Fraud and Trade-Based Money
Laundering Centre of Expertise.
Strengthen operational capacity at FINTRAC, Canada’s AML/ATF regulator
and financial intelligence unit, to:
•

Improve oversight of modern financial practices related to virtual currencies,
foreign money service businesses, pre-paid products and customer
identification.

•

Expand public-private partnership projects to improve the overall efficiency
and effectiveness of the AML/ATF Regime.

•

Increase outreach and examinations in the real estate and casino sectors
with a focus on the province of British Columbia.

Budget 2019 proposes to invest $16.9 million over five years in FINTRAC,
beginning in 2019–20, and $1.9 million per year ongoing to advance these
objectives.
Budget 2019 also proposes complementary legislative measures to
strengthen Canada’s legal framework and support operational capacity. With
these measures, Canada will adopt international best practices, provide new
tools for investigators and prosecutors, and support regulatory compliance by
the private sector.
Budget 2019 proposes to make legislative amendments to:
•

Add an alternative requirement of recklessness to the offence of money
laundering in the Criminal Code. This would criminalize the activity of moving
money on behalf of another person or organization while being aware that
there is a risk that this activity could be money laundering and continuing
with that activity in spite of the risk. It would also provide law enforcement
with an important, practical tool in the fight against professional money
launderers in Canada.
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•

Add Revenu Québec and the Competition Bureau as disclosure recipients of
FINTRAC financial intelligence by amending the Proceeds of Crime (Money
Laundering) and Terrorist Financing Act (PCMLTFA), and provide $2.4 million
over five years, beginning in 2019–20, and $0.5 million per year ongoing for
FINTRAC to develop additional expertise and capacity.

•

Modify the timing and the discretion of the Director of FINTRAC to make
public certain information related to an administrative monetary penalty, by
amending the PCMLTFA.

•

Exclude the identity of a reporting entity, the nature of the violations and the
amount of the penalty imposed from the scope of any confidentiality order
that acourt may issue in relation of the administrative monetary penalty, by
amending the PCMLTFA.

•

Broaden access to specialized asset management services at Public
Services and Procurement Canada by amending the Seized Property
Management Act.

•

Make technical amendments to the PCMLTFA to expand the definition of
designated information, clarify terminology and improve readability.

Collecteur Project: A Vast Money Laundering
Network Dismantled
Dismantling complex money laundering networks that fuel criminal activity
requires significant investment of time and resources—as well as cooperation
across domestic and international law enforcement agencies. The
Collecteur Project, a major investigation led by the Royal Canadian
Mounted Police, in cooperation with the Canada Revenue Agency, led to
the arrests of 17 individuals associated with a vast money laundering network
in mid-February 2019. The network moved money collected from criminal
groups in Montréal, through various individuals and currency exchange
offices in Toronto, using an informal value transfer system with connections in
Lebanon, the United Arab Emirates, Iran, the United States and China. The
funds were then returned to drug-exporting countries such as Colombia and
Mexico. To date, the estimated value of assets seized and restrained through
the investigation totals more than $32.8 million, including drugs, cash,
properties, and money in bank accounts.

Combatting Aggressive International
Tax Avoidance
Update on the Base Erosion and Profit Shifting Project
The Government is committed to safeguarding Canada's tax system and to that
end continues to be an active participant in the Organisation for Economic Cooperation and Development/Group of Twenty (OECD/G20) project known as
the Base Erosion and Profit Shifting (BEPS) initiative. BEPS refers to international
planning used by some corporations and wealthy individuals to inappropriately
avoid paying taxes by shifting profits earned in Canada to other offshore
jurisdictions. The Government continues to work with its international partners to
improve and update the international tax system, and to ensure a coherent and
consistent response to fight cross-border tax avoidance.
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Ongoing Base Erosion and Profit Shifting Project
Country-by-Country Reporting
Large multinational enterprises in Canada and elsewhere are now
required to file country-by-country reports that include information on their
global allocation of income and taxes, as well as the nature of their global
business activities. These reports are exchanged between the Canada
Revenue Agency (CRA) and other tax authorities with whom Canada has
the required exchange agreements in place.
Country-by-country reports are an important tool in combatting Base
Erosion and Profit Shifting (BEPS) by providing the CRA and other tax
authorities with new information to better assess transfer pricing risks
(transfer pricing refers to the prices and other conditions that apply to
transactions between members of multinational enterprises; while these
are supposed to reflect what arm’s length parties would do, there is the
risk that multinational enterprises will use transfer pricing to shift profits from
Canada to low-tax jurisdictions). The first exchanges of these reports took
place in 2018. Canada is now participating in an OECD review of the
standard for these reports to ensure that they provide tax administrations
with better information that allows for proper assessment of transfer pricing
and other BEPS risks. This review is scheduled to be completed in 2020.

Multilateral Instrument
The Multilateral Convention to Implement Tax Treaty Related Measures to
Prevent Base Erosion and Profit Shifting (known as the Multilateral
Instrument or MLI) is an important tool in facilitating a number of the
measures developed under the OECD/G20 BEPS project, and in
combatting international tax avoidance. The MLI is intended to allow
participating jurisdictions to modify their existing tax treaties without having
to individually renegotiate those treaties. Canada, along with another 86
jurisdictions to date, is a signatory to the MLI. The Government is taking the
necessary steps to enact the MLI into Canadian law and to ratify the MLI
as needed to bring it into force.
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Strengthening Canada’s International Tax Rules
The Government is also taking action to protect the integrity and improve the
fairness of Canada’s international tax system. This system includes rules to
prevent taxpayers from avoiding Canadian income tax by shifting property
income into foreign resident corporations. It also includes rules aimed at ensuring
that non-residents pay their fair share of tax on income derived from
Canadian sources.
To further strengthen Canada’s international tax rules, the Government
proposes to:
•

Extend the foreign affiliate dumping rules in the Income Tax Act to prevent a
corporation resident in Canada that is controlled by a non-resident
individual or trust from reducing its tax payable by investing in a
foreign affiliate.

•

Introduce an ordering rule to ensure that the transfer pricing rules (i.e., rules
that apply to certain international transactions) in the Income Tax Act apply
before other provisions of the Act.

•

Ensure that the term “transaction” has the same meaning in both the
transfer pricing rules and the assessment rules in the Income Tax Act.

•

Prevent non-resident taxpayers from avoiding Canadian dividend
withholding tax on compensation payments made under cross-border share
lending arrangements with respect to Canadian shares.

Employee Stock Options
In Budget 2016, the Government committed to undertake a wide-ranging review
of federal tax expenditures. Individuals and businesses had expressed concerns
about the efficiency and fairness of Canada’s tax system, and how some tax
expenditures unfairly benefit the wealthiest Canadians rather than the middle
class and those people working hard to join it.
Since Budget 2016, the Government has taken many actions to improve the
fairness of the tax system including eliminating the ability to artificially multiply the
small business deduction, limiting the ability to use businesses to shelter
investment income and cracking down on tax evasion and aggressive tax
avoidance. In total, the Government’s actions are expected to recoup over
$3 billion per year in revenues (see Annex 5) which have been reinvested in tax
reductions and benefits going to middle class families, seniors and Canadians
who need it most.
Budget 2019 announces the Government’s intent to limit the use of the current
employee stock option tax regime and move toward aligning the tax treatment
with the United States for employees of large, long-established, mature firms.
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Employee stock options, which provide employees with the right to acquire
shares of their employer at a designated price, are an alternative compensation
method used by businesses to increase employee engagement, and promote
entrepreneurship and growth. Many smaller, growing companies, such as startups, do not have significant profits and may have challenges with cash flow,
limiting their ability to provide adequate salaries to hire talented employees.
Employee stock options can help such companies attract and retain talented
employees by allowing them to provide a form of remuneration linked to the
future success of the company.
To support this objective, the tax rules provide employee stock options with
preferential personal income tax treatment in the form of a stock option
deduction which effectively results in the benefit being taxed at a rate equal to
one half of the normal rate of personal taxation, the same rate as capital gains.
The tax benefits of the employee stock option deduction, however,
disproportionately accrue to a very small number of high-income individuals.
Table 4.1

Distribution of Employee Stock Option Deduction by Income (2017)
Stock option deduction claimed
Individual’s total
income1 ($)

Number of
individuals

Average
amount
($)

Aggregate
amount
($ millions)

Per cent of
aggregate
amount

Under 200,000

20,140

6,000

120

6

200,000 to 1,000,000

14,160

44,000

630

30

2,330

577,000

1,340

64

36,630

57,000

2,090

100

Over 1,000,000
Overall

Including stock option benefits.
Note: Numbers may not add due to rounding.
Source: Tax filer data for the 2017 taxation year.
1

When examining the evidence, it is clear that the employee stock option
deduction is highly regressive. In 2017, 2,330 individuals, each with a total annual
income of over $1 million, claimed over $1.3 billion of employee stock option
deductions. In total, these 2,330 individuals, representing 6 per cent of stock
option deduction claimants, accounted for almost two-thirds of the entire cost
of the deduction to taxpayers.
The public policy rationale for preferential tax treatment of employee stock options
is to support younger and growing Canadian businesses. The Government does not
believe that employee stock options should be used as a tax-preferred method of
compensation for executives of large, mature companies.
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To address this inequity, the Government intends to move forward with changes
to limit the benefit of the employee stock option deduction for high-income
individuals employed at large, long-established, mature firms. In its approach,
the Government will be guided by two key objectives:
1. to make the employee stock option tax regime fairer and more equitable for
Canadians, and
2. to ensure that start-ups and emerging Canadian businesses that are creating
jobs can continue to grow and expand.
Specifically, the Government will move toward aligning Canada’s employee
stock option tax treatment with that of the United States by applying a $200,000
annual cap on employee stock option grants (based on the fair market value of
the underlying shares) that may receive tax-preferred treatment for employees
of large, long-established, mature firms. Under this approach, the vast majority of
employees of these firms that may receive employee stock option benefits
would be unaffected.
For start-ups and rapidly growing Canadian businesses, employee stock option
benefits would remain uncapped. In this manner, start-ups and emerging
Canadian businesses will be protected and maintain the ability to use employee
stock options as an effective tool to attract and reward employees and
accelerate their growth.
Further details of this measure will be released before the summer of 2019.
Any changes would apply on a go-forward basis only and would not apply to
employee stock options granted prior to the announcement of legislative
proposals to implement any new regime.
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How a new regime for taxing employee stock options
could affect employees who are granted employee
stock options
Henry is an executive of a large, long-established, mature company that
has an employee stock option plan. Henry’s employer grants him stock
options to acquire 100,000 shares at a price of $50 per share (the fair
market value of the shares on the date the options are granted), with all
of the options vesting in a future year. Since the fair market value of the
underlying shares at the time of grant ($50 × 100,000 = $5 million) exceeds
the $200,000 limit, the amount of stock options that can receive
preferential tax treatment will be capped. In particular, the stock option
benefits associated with 4,000 ($200,000 ÷ $50 = 4,000) of the options can
continue to receive preferential personal income tax treatment, while the
stock option benefits associated with the remaining 96,000 options will be
included in Henry’s income and fully taxed at ordinary rates and
deductible for corporate income tax purposes.
For instance, if the price of the shares has increased to $70 at the time that
Henry exercises the options, $1,920,000 ($70 × 96,000 - $50 × 96,000) of the
employee stock option benefit will be included in Henry’s income and fully
taxed at ordinary rates, while only $80,000 ($70 × 4,000 - $50 × 4,000) of the
benefit will receive preferential personal income tax treatment (with no
deduction to the employer).
This treatment is very different from the tax treatment Henry could receive
under current tax rules, under which he would generally be entitled to a
$1,000,000 employee stock option deduction on the $2,000,000 employee
stock option benefit.
Clara is a senior manager at the same large, long-established, mature
company, which grants her employee stock options to acquire 3,000
shares at a price of $50 per share (the fair market value of the shares on
the date the options are granted). Since the fair market value of the
underlying shares at the time of grant ($50 × 3,000 = $150,000) is within the
$200,000 limit, all of the stock option benefits associated with these options
will continue to receive preferential personal income tax treatment.
For instance, if the price of the shares has increased to $70 at the time that
Clara exercises the options, her stock option benefit of $60,000 ($70 × 3,000
- $50 × 3,000) will continue to receive preferential personal income tax
treatment.
Amanda is an employee of a start-up company that has an employee
stock option plan. Amanda’s employer grants her stock options to acquire
100,000 shares at a price of $1 per share. Since Amanda received these
options from a start-up, all of the stock option benefits associated with the
options will continue to receive preferential personal income tax
treatment.
For instance, if the price of the shares has increased to $6 at the time that
Amanda exercises the options, her stock option benefit of $500,000 ($6 ×
100,000 - $1 × 100,000) will continue to receive preferential personal
income tax treatment.
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Adjusting the Rules for Cannabis Taxation
New classes of cannabis products, namely edible cannabis, cannabis extracts,
and cannabis topicals, will be permitted for legal sale under the Cannabis Act
later this year. The Government is proposing that the excise duty framework for
cannabis products be amended to more effectively apply the excise duty on
these new classes of cannabis products, as well as to cannabis oils, which are
already legally available for sale. This proposed change will result in the
framework better reflecting recommendations from the expert Task Force on
Cannabis Legalization and Regulation and feedback received from the
cannabis industry.
For most products, namely fresh and dried cannabis, and seeds and seedlings,
there will be no changes to the current excise duty framework. However, for
cannabis edibles, cannabis extracts (which will include cannabis oils), and
cannabis topicals, excise duties will be imposed on the quantity of
tetrahydrocannabinol (THC) contained in a final product.
The proposed THC-based rate will help simplify the excise duty calculation for
specific cannabis products and ease compliance issues that producers have
encountered with respect to cannabis oils. Certain low-THC products (e.g.,
cannabis oils) will also generally be subject to lower excise duties than before,
providing further tax relief for cannabis products typically used by individuals for
medical purposes.
The proposed measure will come into effect on May 1, 2019, and will not affect
the federally administered co-ordinated revenue-sharing agreements reached
with most provincial and territorial governments, and is not expected to
materially change the overall projected excise duty revenues presented in
Budget 2018.

Improving Access to the Canada Workers Benefit
Throughout the Year
Budget 2018 introduced the new Canada Workers Benefit (CWB), a refundable
tax credit that helps supplement the earnings of low-income workers, by letting
them take home more money while they work. The CWB features a payment
option through which beneficiaries are able to receive up to four advance
payments of the benefit throughout a year, totalling up to half of their estimated
CWB entitlement for the year. Currently, this provision is little used.
To give low-income workers improved access to support throughout the
year, Budget 2019 proposes to provide the Canada Revenue Agency (CRA) with
$4 million over two years, starting in 2019–20, to conduct targeted outreach. This
outreach would increase awareness of the CWB, including the advance
payment provision.
Budget 2019 further proposes that this funding be used to allow low-income
workers to apply online for advance payment of the Canada Workers Benefit
through the CRA’s My Account portal. The Government intends to determine
what investments are required to support the delivery of the Benefit, while
reducing the paper burden for eligible workers, and will continue to look for ways
to improve the Canada Workers Benefit and support more Canadians working
hard to join the middle class.
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Intergenerational Business Transfers
The Government understands the importance Canadian farmers, fishers and
other business owners place on being able to pass their businesses on to their
children. The Government will continue its outreach to farmers, fishers and other
business owners throughout 2019 to develop new proposals to better
accommodate intergenerational transfers of businesses while protecting the
integrity and fairness of the tax system.

Small Business Deduction—Farmers and Fishers
Currently, certain relief is given to Canadian-controlled private corporations
carrying on a farming or fishing business from the tax rules designed to prevent
the multiplication of the small business deduction. Budget 2019 proposes to
extend that relief to sales of farming products and fishing catches to any arm’s
length corporation. This measure applies to taxation years that begin after
March 21, 2016.

Closing Tax Loopholes
In each of its previous three budgets, the Government has taken action to
ensure that Canada’s tax rules function as intended and that they do not result
in unfair tax advantages for some at the expense of others. Budget 2019
continues this approach by proposing measures to close tax loopholes that can
result in some people paying less than their fair share. Ongoing legislative
adjustments help ensure the integrity of Canada’s tax system and give
Canadians greater confidence that the system is fair for everyone.
To make Canada’s tax system more fair, Budget 2019 proposes to:
•

Prevent the use by mutual fund trusts of a method of allocating capital gains
or income to their redeeming unitholders where the use of that method
inappropriately defers tax or converts fully taxable ordinary income into
capital gains taxed at a lower rate.

•

Improve existing rules meant to prevent taxpayers from using derivative
transactions to convert fully taxable ordinary income into capital gains
taxed at a lower rate.

•

Stop the use of individual pension plans to avoid the prescribed transfer
limits. These limits are meant to prevent inappropriate tax deferrals when
individuals transfer assets out of certain types of pension plans.
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millions of dollars

Part 1. Health and Well-Being
Introducing a National Dementia
Strategy
Creating a Pan-Canadian Database
for Organ Donation and
Transplantation
Expanding Health Related Tax Relief
Enhancing the Federal Response to
the Opioid Crisis in Canada
Supporting a Pan-Canadian Suicide
Prevention Service
Supporting Community-Based
Housing for People with Complex
Health and Social Needs in PEI
Less: Funds Sourced from Existing
Departmental Resources
Supporting a Safe and NonDiscriminatory Approach to Plasma
Donation
Supporting Employment for Persons
with Intellectual Disabilities and
Autism Spectrum Disorders
More Accessible Federal
Government Workplaces
Inclusion of Canadians with Visual
Impairments and Other Print
Disabilities
Less: Funds Sourced from Existing
Departmental Resources
Improvements to the Registered
Disability Savings Plan
Introducing a Food Policy for
Canada
Less: Funds existing in the Fiscal
Framework
Less: Funds Sourced from Existing
Departmental Resources
Addressing the Challenges of African
Swine Fever
The Social Finance Fund
Less: Funds from 2018 Fall
Statement
Part 1. Health and Well-Being Total
Part 2. Support for Diversity, Culture
and the Arts
Expanding Support for Artists and
Cultural Events
Advancing Gender Equality
Expanding the Work of the LGBTQ2+
Secretariat
Introducing a New Anti-Racism
Strategy
Supporting Black Canadian
Communities
Supporting Canadian Journalism
Tax Credit for Journalism
Organizations
Tax Credit for Digital News
Subscriptions
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2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

0

3

12

12

12

12

50

0
0

1
0

6
0

10
0

10
0

10
0

37
0

0

7

11

6

4

2

31

0

5

5

5

5

5

25

0

10

10

10

10

10

51

0

-10

-10

-10

-10

-10

-51

0

1

2

0

0

0

2

0

4

4

4

0

0

12

0

2

3

4

3

3

14

0

9

5

6

4

2

27

0

-3

0

0

0

0

-3

0

3

17

28

30

31

109

0

36

43

53

54

54

239

0

-10

-15

-25

-25

-25

-100

0

-1

-1

-1

-1

-1

-6

0
0

5
25

8
25

6
0

6
0

6
0

31
50

0

-15

-35

0

0

0

-50

0

71

89

108

101

98

467

0
0

31
10

31
10

0
20

0
40

0
80

61
162

0

10

11

0

0

0

21

0

17

15

13

0

0

45

0

5

5

5

5

5

25

0

0

75

95

95

95

360

0

5

26

31

36

41
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millions of dollars

Access to Charitable Tax Incentives
for Not-for-Profit Journalism
Less: Funds from Previous
Budgets or Fall Statements
Supporting Donations of Cultural
Property
Ensuring a Safe and Healthy Sport
System
Part 2. Support for Diversity, Culture
and the Arts Total
Part 3. Support for Canada’s Veterans
and Their Families
Supporting Veterans as They
Transition to Post-Service Life
Supporting Research on Military and
Veteran Health
Supporting Veteran's Families
Commemorating Canada’s Veterans
Juno Beach Centre
Recognizing Métis Veterans
Part 3. Support for Canada’s Veterans
and Their Families Total
Part 4. Public Safety and Justice
Protecting Canada's Critical
Infrastructure from Cyber Threats
Less: Funds from Previous Budgets
or Fall Statements
Less: Funds Sourced from Existing
Departmental Resources
Growing Canada’s Advantage in
Cyber Security
Protecting Democracy
Less: Funds Sourced from Existing
Departmental Resources
Protecting Canada’s National
Security
Less: Funds Sourced from Existing
Departmental Resources
Enhancing Accountability and
Oversight of the CBSA
Strengthening the Royal Canadian
Mounted Police
Enhancing the Integrity of Canada's
Borders and Asylum System
Protecting People from Unscrupulous
Immigration Consultants
Ensuring Better Disaster Management
Preparation and Response
Improving Emergency Medical
Response in Western Canada
Protecting Children from Sexual
Exploitation Online
Giving Canadians Better Access to
Public Legal Education and
Information
Supporting Access to Family Justice
in the Official Language of One's
Choice
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2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

0

6

25

32

22

11

96

0

-45

-105

-130

-150

-165

-595

0

0

0

0

0

0

0

0

6

6

6

6

6

30

0

45

98

72

54

73

343

0

33

28

25

25

24

136

0
0
0
0
0

1
30
1
1
30

7
30
1
1
0

7
30
1
1
0

7
30
0
1
0

7
30
0
1
0

30
150
3
3
30

0

95

66

64

63

62

351

0

22

32

39

26

26

145

0

-3

-11

-7

-6

-6

-34

0

-5

-5

-5

-5

-5

-23

0
0

0
8

20
10

20
11

20
12

20
12

80
52

0

-1

-1

-1

-1

0

-4

0

13

14

14

14

14

70

0

-1

-1

-1

-1

-1

-3

0

1

3

6

7

7

24

0

96

112

100

100

100

509

0

362

460

229

65

60

1,176

0

11

11

10

10

10

52

0

18

33

36

35

34

156

65

0

0

0

0

0

65

0

4

9

9

0

0

22

0

2

2

2

2

2

8

0

0

4

4

4

4
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millions of dollars

2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

Protecting Community Gathering
Places from Hate Motivated Crimes

0

2

2

2

2

2

10

Part 4. Public Safety and Justice Total

65

529

695

468

285

281

2,323

0

0

0

0

0

700

700

0

0

0

0

0

-600

-600

0

666

721

2

2

2

1,394

0

-213

-213

0

0

0

-426

0

36

34

36

0

0

106

0

-2

-2

-2

0

0

-6

0

488

540

36

2

102

1,167

0
0
0

124
-21
-1

112
-24
-2

62
-12
-2

9
-7
-2

0
0
-2

305
-64
-7

0
0

38
25

40
25

41
25

41
25

38
25

198
125

0
0
0

-30
18
38

-30
25
40

-30
0
0

-30
0
0

-30
0
0

-148
43
79

0
0
0

36
-8
-11

46
-14
-32

59
-15
-33

57
-14
-35

57
-14
-36

254
-65
-148

22

366

74

77

8

8

554

Part 5. Canada's International
Engagement
Increasing Canada's International
Assistance Envelope
Less: Funds from Previous Budgets
or Fall Statements
Renewing Canada's Middle East
Strategy
Less: Existing International
Assistance Envelope Resources
Reinforcing Canada's Support for
Ukraine
Less: Existing International
Assistance Envelope Resources
Part 5. Canada's International
Engagement Total
Part 6. Better Government
Investing in Service Canada
Less: Funds from CPP Account
Less: Projected Revenues
Improving Client Services at the
Canada Revenue Agency
Foregone Revenues
Less: Funds Sourced from Existing
Departmental Resources
Improving Immigration Client Service
Helping Travellers Visit Canada
Resolving Income Security Program
Disputes More Quickly and Easily
Less: Funds from CPP Account
Less: Projected Revenues
Ensuring Proper Payments for Public
Servants
Less: Funds existing in the Fiscal
Framework

-18

0

0

0

0

0

-18

3

574

260

171

53

46

1,108

0
0

23
-65

43
-76

44
-76

48
-76

59
-76

217
-369

0

16

28

35

42

39

161

0

-4

-5

-5

-2

0

-16

0

0

0

0

0

0

0

0

4

1

0

0

0

4

0
0

0
-25

0
-105

0
-90

0
-75

0
-55

0
-350

0
-52
-114
Chapter 4 - Net Fiscal Impact
68
1,750
1,635
Notes: “0” indicates a nil amount or small amount (less than $500,000).

-92

-63

-33

-354

829

495

630

5,406

Part 6. Better Government Total
Part 7. A Fair Tax System for All
Canadians
Improving Tax Compliance
Less: Projected Revenues
Strengthening Canada's AML-ATF
Regime
Less: Funds Sourced from Existing
Departmental Resources
Adjusting the Rules for Cannabis
Taxation
Improving Access to the Canada
Workers Benefit Throughout the Year
Small Business Deduction - Farmers
and Fishers
Closing Tax Loopholes
Part 7. A Fair Tax System for All
Canadians Total
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GENDER EQUALITY

Statement
The Canadian story is one where all people, from all backgrounds, come
together for a common good. When everyone can contribute their perspective,
skills and insights to the social and economic progress of Canada, the country is
enriched. Those shared values of cooperation, fairness and respect for all
persons underpin the Government’s commitment to greater equality in Canada.
When every Canadian has the opportunity to succeed, all Canadians benefit.

Advancing Gender Equality and Diversity
Key GBA+ Milestones
2015

• Canada’s first gender-balanced
Cabinet
• First full Minister for Status of
Women appointed
2016

• GBA+ becomes mandatory for all
Memoranda to Cabinet and
Treasury Board submissions
2017

• Canada’s first ever Gender
• Statement published
2018

• Budget 2018 establishes Canada’s
Gender Results Framework
• Parliament passes the Canadian
Gender Budgeting Act
• Department for Women and
Gender Equality is created

Appendix H

Gender budgeting is a foundational
element of the Government’s strategy
to improve equality in Canada.
Although the Government has been
using Gender-based Analysis Plus
(GBA+) in the development of policies
and programs for over two decades, it
has prioritized and reinvigorated this
commitment in recent years. Changes
put in place by the Government since
2015 are designed to ensure an
ongoing focus on gender equality. The
Government will continue to strive to
improve the quality of data that
informs GBA+ across departments.
The Canadian Gender Budgeting Act
was passed by Parliament in
December 2018, enshrining the
Government’s commitment to
decision-making that takes into
consideration the impacts of policies
on all Canadians in a budgetary
context.
Equality

211

The Department for Women and Gender Equality was also established through
legislation introduced by the Government. The new department will advance
equality for all Canadians across many dimensions such as sex, sexual
orientation, gender identity or expression, race, national and ethnic origin,
Indigenous origin or identity, age, socio-economic condition, place of residence
and disability. This legislation recognizes the important role that the Minister for
Women and Gender Equality plays in providing guidance, best practices and
expertise in the area of GBA+.
In Budget 2018, GBA+ was performed for every single budget measure and GBA+
information was included for the main budget measures. Budget 2019 moves even
further, reflecting concerted efforts to incorporate GBA+ in the policy
development process and to make the Government’s analysis available to
Canadians. The first part of this chapter presents information on where we
currently stand with regard to equality, and how recent government actions work
towards improving disparities. The chapter concludes with an overview of GBA+
impacts of Budget 2019 as a whole, while the Budget 2019 GBA+ Annex contains a
comprehensive summary of GBA+ analysis by measure. GBA+ continues to be a
work in progress; the Government invites Canadians to share their ideas on what
they find valuable in this analysis and how it could be improved in future budgets.

Gender Results Framework
“All countries must step up
their efforts to ensure that
public policy truly
reflects—and results in—
more inclusive societies, in
which boys, girls, men and
women can all reach their
true potential.”
— Organisation for Economic Cooperation and Development
(OECD), 2017

The Government’s Gender Results
Framework (GRF) was introduced in Budget
2018 as a whole-of-government tool to help
guide future policy decisions and to track
developments in gender equality and
diversity across a number of identified policy
priorities. These priorities, which range from
addressing the gender wage gap to
promoting more equal parenting roles, are
associated with a set of goals and indicators
to benchmark progress in achieving gender
equality and diversity in Canada. Federal,
provincial and territorial ministers have also
agreed to track a subset of gender equality
indicators to measure progress over time.
Canadians can learn more about the
Gender Results Framework by accessing two
new resources:

•

On March 19, 2019, to complement the tabling of Budget 2019, the
Department for Women and Gender Equality launched the Gender Results
Framework Portal, an up-to-date source of data and research relevant to the
indicators included in the Framework:
(https://cfc-swc.gc.ca/grf-crrg/index-en.html).

•

Statistics Canada launched the Centre for Gender, Diversity and Inclusion
Statistics on September 26, 2018. The Centre houses quick facts, statistics and
recent analysis related to gender equality and diversity, as well as detailed
data tables related to the Gender Results Framework indicators.
(http://www.statcan.gc.ca/eng/topics-start/gender_diversity_and_inclusion)
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This section presents statistics on a number of GRF indicators, summarizing the
current status of the indicators today, noting important action that has been
taken to advance progress and highlighting areas where further attention is
needed. GRF indicators are not expected to change overnight, but this
information reflects the Government’s commitment to tracking progress. In other
words, the GRF helps the Government see where Canada was, where it is now,
and where it can be in relation to gender equality.
Note: In this section, the term “visible minorities” is used because it is the
official demographic category defined by the Employment Equity Act and
used by Statistics Canada, which facilitates longitudinal comparisons.

Minister of Finance Leadership at Home and on the
International Stage
The International Gender Champions initiative was launched at the Palais des
Nations in Geneva in 2015 as a platform for senior leaders to unite in building a
world where gender differences do not prevent individuals from achieving
their potential.
In June 2018, the Minister of Finance announced he would become an
International Gender Champion, the world’s first national Finance Minister to
do so.
In becoming an International Gender Champion, the Minister of Finance
made three concrete commitments to advance gender equality:
• To ensure rigorous gender budgeting as a means to achieve greater
equality and inclusion.
• To achieve gender parity in Canadian appointments to the board of
International Finance Institutions for which the Minister of Finance is
governor, and to instruct these appointees to prioritize gender equality in
their work at these institutions.
• Pledging to no longer sit on single-sex panels. This pledge is at the core of
the International Gender Champion initiative.
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Canada’s Gender Results Framework

Canada’s economic future depends on people having equal opportunity to reach
their full potential, regardless of gender.

Gender Equality Goals for Canada

Equal opportunities and diversified paths in education and skills development

• More diversified educational paths and career choices
• Reduced gender gaps in reading and numeracy skills among youth, including
Education and
Skills
Development

Indigenous youth

• Equal lifelong learning opportunities and outcomes for adults
Equal and full participation in the economy

• Increased labour market opportunities for women, especially women in
Economic
Participation
and Prosperity

•
•
•
•
•

underrepresented groups
Reduced gender wage gap
Increased full-time employment of women
Equal sharing of parenting roles and family responsibilities
Better gender balance across occupations
More women in higher-quality jobs, such as permanent and well-paid jobs

Gender equality in leadership roles and at all levels of decision-making

• More women in senior management positions, and more diversity in senior
leadership positions

• Increased opportunities for women to start and grow their businesses, and succeed
on a global scale

Leadership and
Democratic
Participation

• More company board seats held by women, and more diversity on company boards
• Greater representation of women and underrepresented groups in elected office and
ministerial positions in national and sub-national governments

• Increased representation of women and underrepresented groups as administrators
of the justice system

Eliminating gender-based violence and harassment, and promoting security of the person
and access to justice

Gender-Based
Violence and
Access to
Justice

Poverty
Reduction,
Health and
Well-Being

•
•
•
•
•
•
•

Workplaces are harassment-free
Fewer women are victims of intimate partner violence and sexual assault
Fewer victims of childhood maltreatment
Fewer women killed by an intimate partner
Increased police reporting of violent crimes
Fewer Indigenous women and girls are victims of violence
Increased accountability and responsiveness of the Canadian criminal justice system
Reduced poverty and improved health outcomes

•
•
•
•
•
•
•

Fewer vulnerable individuals living in poverty
Fewer women and children living in food insecure households
Fewer vulnerable individuals lacking stable, safe and permanent housing
Child and spousal support orders are enforced
More years in good health
Improved mental health
Improved access to contraception for young people and reduced adolescent
birth rate

Promoting gender equality to build a more peaceful, inclusive, rules-based and
prosperous world

• Feminist international approach to all policies and programs, including diplomacy,

trade, security and development
Gender
Equality
Around the
World
The GRF is aligned with the Government of Canada’s policy of GBA+, ensuring that gender is considered in
relation to other intersecting identity factors. Wherever possible, intersecting identity factors will be
considered in the above indicators.
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Canada’s Gender Results Framework

Education and Skills Development
Choices about and access to education should be based on interests, aptitudes
and goals, free from gendered expectations and stereotypes. This helps
Canadians reach their full potential, fostering equality and stronger economic
growth. Looking ahead, technological advancement is changing the types of
jobs available and the skills needed to succeed in those roles. Lifelong learning
to master new skills is proving increasingly necessary to remain competitive. For
these reasons, the Government has taken steps to make it easier for Canadians
to get the skills training they need and to promote more gender equality in
educational outcomes, and help boost the economy.

Key Gender Results Indicators: Where We Stand
Goal: More diversified educational paths and career choices
•

Boys are less likely to complete high school than girls. For example, in 2016,
90 per cent of women aged 25-64 years had obtained at least a high
school diploma, compared to 87 per cent of men of the same age.

•

Women are more likely to continue their education than men, representing
53 per cent of post-secondary credential holders aged 25-64 years in 2016.

•

Women with intersecting identities may face additional barriers reaching
their educational goals. For example, First Nations, Inuit and Métis women
aged 25-64 years have lower high school completion rates than nonIndigenous women at 73 per cent, 57 per cent and 85 per cent,
respectively. Indigenous men have even lower rates: 66 per cent among
First Nations, 55 per cent among Inuit and 79 per cent among Métis.

•

Women are less likely to pursue studies in architecture, engineering,
mathematics and computer science than men, accounting for only 24 per
cent of students at the undergraduate level in 2016-17. In contrast, men are
less likely to study education and health-related fields, accounting for 24
per cent of undergraduate students.

Goal: Reduced gender gaps in reading and numeracy skills among youth,
including Indigenous youth
•

In 2015, boys aged 15 years had lower average reading scores than girls
(514 versus 540), while girls had lower average mathematics scores than
boys (511 versus 520). Average science scores were similar across genders
(528 for boys and 527 for girls).

•

Voluntary questions on Indigenous identity will be included in six provinces
as part of the 2018 Programme for International Student Assessment.

Goal: Equal lifelong learning opportunities and outcomes for adults
•

Adult women had lower numeracy scores than men in 2012 (258 versus
273), while adult literacy scores were similar across genders (272 versus 275).

•

Women and men were equally likely to participate in adult education and
training in 2012 (57 per cent versus 58 per cent).

Sources: 2016 Census; Postsecondary Student Information System; OECD Programme for International
Student Assessment; C.D. Howe Institute; OECD Programme for the International Assessment of Adult
Competencies; 2012 OECD Survey of Adult Skills; Department of Finance Canada calculations.
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Chart 5.1

Proportion of Women Graduates,
1920-2016
per cent

Bachelor's and first professional
Master's
Doctorate

70
60
50
40
30

Education improves the likelihood
of finding a high-quality job and
having a comfortable income.
Moreover, the skills needed in the
labour market are increasingly
knowledge-based. Since the start
of the 20th century, educational
attainment has increased rapidly
for all Canadians. In the last half
century, the increase has been
particularly fast for women, who
are now more likely to complete
high school and to obtain a postsecondary qualification than men.

20

There also continue to be
important disparities between
young men and women in scores
0
on standardized aptitude tests
across fields of study. For example,
at age 15, boys, on average,
Sources: Statistics Canada; Department of Finance
achieve higher test scores than
Canada calculations.
girls in mathematics, while girls
outperform boys in reading. Several studies suggest that these differences are
influenced by established norms and institutional barriers around gender roles
and identities.
10

Figure 5.1: High School Reading, Science and Mathematics
Test Scores by Gender, 2015

Source: 2015 Programme for International Student Assessment.
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Figure 5.2: Proportion of Women Graduates
by Selected Fields of Study, 2016

Sources: Postsecondary Student Information System; Department of Finance Canada calculations.

Choices about credential type and field of study at the post-secondary level
also differ across genders. Men are less likely to study education and teaching,
public administration and health-related fields. Women are less likely to study
engineering and mathematics and computer science, and less likely to pursue
the trades, accounting for only 11 per cent of newly registered apprentices in
Red Seal Trades with inter-provincial standards in 2017. These differences in field
of study and credential type lead to differences in occupational choices—and
earnings—across genders, and are important factors in explaining the gender
wage gap.
With the rapid pace of technological change, lifelong learning and skills training
are becoming increasingly important. Although women and men were equally
likely to participate in adult education and training in 2012, women were less
likely to participate in job-related training (46 per cent compared to
51 per cent).

Appendix H

Equality

217

Supporting Education and Skills Development
Recent Actions
• CanCode: This program is providing $50 million to teach coding and digital
skills to students and teachers from kindergarten to Grade 12. The program
is designed to reach groups that are traditionally underrepresented in
science, technology, engineering and mathematics (STEM). To date,
CanCode has reached about 350,000 girls, over 68,000 Indigenous
students, over 100,000 youth at risk, and 34,000 newcomers to Canada.
• Canada Research Chairs: In November 2018, this program added 285 chair
positions and created a new research supplement to support the
program’s early-career researchers. In total, 649 researchers—about 38 per
cent women—benefitted from the stipend. Continued efforts to improve
equity among chair holders have increased the proportion of women chair
holders to 32 per cent—an historic high for the program.
• New Frontiers in Research Fund: This fund, launched in December 2018, will
support at least 75 early-career researchers in conducting international,
interdisciplinary, fast-breaking and higher-risk research in the fund’s first
year.
• Pre-Apprenticeship Program: This program funds projects that build
awareness of the trades as viable, quality career paths and helps
individuals pursue them as a career. It is designed to target groups that
face barriers to participating in skilled trades careers, including women.
Five projects are underway, with another six expected to launch in 2019.
The program will track and report the number of women participants in the
funded projects in order to demonstrate results with respect to increasing
women’s representation in the trades.
• Apprenticeship Incentive Grant for Women: This grant, launched in
December 2018, encourages women to enter the Red Seal Trades and
increases opportunities to gain access to well-paying jobs in the skilled
trades. The grant is expected to provide support to approximately 5,000
women over a five-year period.
• Women in Construction Fund: This fund provides mentoring, coaching and
tailored supports that help women progress through their training to find
and keep jobs in the trades. The fund will track and report measurable
outcomes related to the progression of women in skilled trades (e.g., the
percentage of women who report improving their skills, are registered or
plan to register in an apprenticeship, participate in the program and are
employed in a skilled trade).
• Indigenous Skills and Employment Training Program: This program funds
Indigenous service delivery organizations that provide skills development,
job training and employment services. The program’s predecessor, the
Aboriginal Skills and Employment Training Strategy, provided job support to
roughly 50,000 Indigenous people across Canada, with 47 per cent of
clientele being women. Additional funding in Budget 2018 will assist
approximately 15,000 more clients.
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Supporting Education and Skills Development
Budget 2019 Actions
• Making the Canada Student Loan Program more accessible by improving
flexibility for vulnerable student loan borrowers, such as students with
permanent disabilities.
• Making Canada Student Loans and Canada Apprentice Loans more
affordable by lowering the interest rates and making the first six months after
a borrower exits post-secondary education (the “grace period”) interest-free.
• Implementing the Canada Service Corps as Canada’s signature national
youth service program.
• Supporting initiatives that provide coding and digital skills development to
boys and girls from kindergarten to Grade 12 through the CanCode program.
• Renewing and expanding funding for the Post-Secondary Student Support
Program while engaging with First Nations on the development of long-term
First Nations-led post-secondary education models.
• Implementing an Inuit-led post-secondary education strategy.
• Implementing a Métis Nation-led post-secondary education strategy
consisting of financial assistance for Métis Nations students.
• Engaging girls and boys in science, technology, engineering and
mathematics (STEM), introducing them to critical skills development
opportunities and opening doors to future studies and occupations through
Let’s Talk Science.
• Supporting the production of accessible materials for people with
print disabilities.
• Funding Indspire for scholarships and bursaries for First Nations, Inuit and
Métis students.
• Expanding parental leave coverage from six months to 12 months for
students and postdoctoral fellows who receive granting council funding.
• Helping to address key barriers to adult upskilling through the Canada
Training Benefit, which combines a Canada Training Credit and a new
Employment Insurance Training Support Benefit, along with new leave
provisions to be established in consultation with provinces and territories to
allow workers time away from work for training.
• Increasing funding to ESDC for the collection and development of better
gender and diversity data with an aim to improve the improve capacity to
better measure, monitor and address gender disparity and promote access
of under-represented groups across the Government’s skills programming.
• Ensuring that skills development programs are forward looking and prepare
Canadians to meet challenges head on through the Future Skills Initiative,
announced in Budget 2017.
• Co-developing a new Arctic and Northern Policy Framework through
ongoing discussions with northern governments and residents, including
Indigenous Peoples, and identifying opportunities to enable communities’
economic development and greater prosperity, and expanded
post-secondary educational options in the Arctic and North.
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Canada’s Gender Results Framework

Economic Participation and Prosperity
When every individual has the means and opportunity to participate fully in the
economy, Canada performs at its best. Advancing economic participation and
prosperity for women and other underrepresented groups will raise the incomes
of Canadian families and benefit the economy as a whole. For these reasons,
the Government has taken steps to help individuals gain access to the labour
market and achieve greater financial security.

Key Gender Results Indicators: Where We Stand
Goal: Increased labour market opportunities for women, especially women in
underrepresented groups
• Women are less likely to participate in the workforce than men (61 per cent
versus 70 per cent in 2018), although men’s participation rates have been
declining in recent years. Women’s employment rates are also lower than
men’s rates (58 per cent versus 65 per cent).
• Women from underrepresented groups may face additional barriers. In 2018,
the participation rate for recent immigrant women was 20 percentage
points lower than that for men (61 per cent versus 81 per cent).
Goal: Reduced gender wage gap
• Men earn more than women on an hourly and annual basis. The median
hourly gender wage gap for full-time workers was 12 per cent in 2018, while
the median annual employment income gap was 30 per cent in 2017.
Goal: Increased full-time employment of women
• Fewer women work in full-time positions, with only 74 per cent of employed
women working full-time compared to 88 per cent of men in 2018.
Goal: Equal sharing of parenting roles and family responsibilities
• Over the last 30 years, the share of men participating in housework tasks has
increased from 64 per cent to 76 per cent. However, in 2015, women spent
90 minutes more per day on unpaid domestic and care work than men.
• In 2016, the take-up rate among mothers reached 89 per cent in Canada
(excluding Quebec), while it was only 13 per cent among fathers. In
Quebec, which has dedicated weeks for paternity leave and more
generous benefits, the take-up rate among fathers is much higher at
80 per cent. The take-up rate among mothers is also higher at 97 per cent.
• In 2016, there was a child care space for 27.2 per cent of children, up from
24.1 per cent in 2014. There was significant provincial and territorial variation,
ranging from 8.4 per cent in Saskatchewan to 55.1 per cent in Quebec.
• In 2015, families with at least one child aged 0-3 years and at least one child
aged 4-14 years who had child care expenses spent, on average, 7 per cent
of their annual household income on child care.
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Key Gender Results Indicators: Where We Stand
Goal: Better gender balance across occupations
Men represented only 14 per cent of office support workers and
10 per cent of nurses in 2018, while women represented only 17 per cent
of those working in front-line public protection services and 4 per cent of
those working in industrial, electrical and construction trades.

•

Goal: More women in higher-quality jobs, such as permanent and
well-paid jobs
In 2018, women and men aged 15 years and over were almost equally
likely to hold temporary jobs (14 per cent versus 13 per cent) and be
working involuntarily part-time (5 per cent versus 3 per cent). Women
were somewhat more likely to work in low-wage jobs (26 per cent versus
18 per cent).

•

Sources: Labour Force Survey; Canadian Income Survey; 2015 General Social Survey; Child Care
Resources and Research Unit; Statistics Canada Custom Tabulation; Survey of Household Spending;
Department of Finance Canada calculations.

The 20th century witnessed important shifts in gender roles and economic
opportunities for women, contributing to a sustained increase in the share of
women working and a meaningful reduction of the gender wage gap.
However, improvements in labour force participation have stalled since the early
2000s, and the gender wage gap remains quite large. Particular groups of
women, such as visible minorities, recent immigrants, Indigenous women and
women with disabilities, face additional barriers in the labour market, which are
reflected in lower employment rates and lower employment earnings; indeed,
the gender wage gap is highest among recent immigrants. Access to
affordable, quality child care is cited by many researchers as an important
factor in encouraging strong attachment to the labour force among women.
Chart 5.2
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Source: Statistics Canada.
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The factors contributing to the gender wage gap are numerous and complex,
but one important factor is persistent social norms that place additional care
and family responsibilities on women. Women spend significantly more time than
men doing unpaid domestic and caregiving work, which can have an impact
on the number of hours they work at more formal, paid labour. Research has
also shown that women can face discrimination in hiring and salary decisions,
and that mothers can be evaluated as less competent and committed to paid
work than women without children. The impact on earnings when women
become mothers is often termed the “motherhood penalty.” Since earnings are
an important factor in Employment Insurance benefits, pensions and savings,
these differences can have important long-term impacts on welfare.
Table 5.1

Gap in Median Annual Employment Earnings Between Men and Women,
Latest Year

Men ($)

Women ($)

Gap Relative
to Men (%)

Gap Relative
to Total
Population of
Men (%)

40,600

28,500

30

30

Visible minorities

32,600

25,000

23

38

Recent immigrants

30,200

19,000

37

53

Indigenous Peoples

30,900

23,100

25

43

Total population

Notes: Data for the total population are from the 2017 edition of the Canadian Income Survey, while data for
visible minorities, recent immigrants and Indigenous Peoples are from the 2016 Census. Income data from the
Canadian Income Survey are for individuals 16 years and over, while income data from the Census are for
individuals aged 15 years and over.
Sources: Canadian Income Survey; 2016 Census; Department of Finance Canada calculations.
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Supporting Economic Participation and Prosperity
Recent Actions
• Multilateral Early Learning and Child Care Framework: Through Budgets
2016 and 2017, the Government of Canada committed $7.5 billion over
11 years for more high-quality affordable child care. Through these
investments, the government is on track to create up to 40,000 more child
care spaces across the country by 2020. As part of this investment, a new
distinctions-based Indigenous Early Learning and Child Care Framework—
co-developed with the Assembly of First Nations, Inuit Tapiriit Kanatami, the
Métis National Council—is delivering $1.7 billion over 10 years since 2018-19
to strengthen services for Indigenous families. These investments are in
addition to support provided through the Canada Child Benefit, the
Canada Social Transfer, and new Parental Leave programs. Leading into
2020, the Government will negotiate renewed early learning and child care
agreements with provinces and territories, while seeking additional
investments, more transparency, and better outcomes from
underperforming partners.
• Employment Insurance (EI) Parental Sharing Benefit: Starting March 17, 2019,
three months earlier than originally planned, this benefit will provide
additional weeks of EI parental benefits when both parents agree to share
parental leave, thereby encouraging greater equality in the distribution of
family, child care and home responsibilities. A more equitable parental
leave will also help lead to more equitable hiring practices, reducing
conscious and unconscious bias by employers.
• Proactive Pay Equity Regime: This new proactive pay equity regime, which
received Royal Assent on December 12, 2018, will contribute to enhancing
fairness in the workplace by ensuring men and women in federally
regulated sectors receive the same pay for work of equal value.
• Pay Transparency: Budget 2018 provided $3 million over five years to
implement pay transparency for federally regulated employers. Pay
transparency will require federally regulated private sector employers to
report the wage gap for women, Indigenous Peoples, persons with
disabilities and members of visible minorities.
• Labour Market Information (LMI): Building on a commitment to enhance the
quality of LMI, including the launch of a one-stop national labour market
information portal, Employment and Social Development Canada and
Statistics Canada are working to improve the quality of labour market
information and its accessibility to Canadians, in partnership with the
recently established Labour Market Information Council. Statistics Canada
has begun to release articles providing insights on post-secondary
enrolments, post-secondary graduates, labour market outcomes for
college and university graduates, as well as earnings indicators for
registered apprentices.
• Visible Minority Newcomers: Budget 2018 announced funding of
$31.8 million over three years, starting in 2018-19, to launch a 3-year pilot to
support programming for newcomer women who are also visible minorities
to help them get into and stay in the workforce.
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Supporting Economic Participation and Prosperity
Budget 2019 Actions
• Launching a modernized Youth Employment Strategy that helps youth
gain the skills and experience they need to find a job by offering a suite of
supports tailored to their needs.
• Investing in work-integrated learning by expanding the Student Work
Placement Program, investing in additional placement opportunities, and
partnering with the Business/Higher Education Roundtable to support up to
84,000 new work placements per year by 2023-24 for post-secondary
students across Canada.
• Making it easier for workers and employers to navigate the wide variety of
skills development programs, and ensuring that the programs reflect
employers’ needs by simplifying access to skills programming and
emphasizing skills innovation and experimentation with partners to ensure
programs respond to changing labour market needs.
• Improving employment of persons with visual impairments.
• Identifying, removing and preventing technological barriers in federal
government workplaces.
• Consulting with Indigenous communities on major energy projects and
supporting Indigenous economic participation in the natural
resource sectors.
• Promoting apprenticeships in skilled trades and technology as viable
career paths through the Skills Canada Program and a new
Apprenticeship Campaign.
• Developing a new strategy to support apprentices and those employed in
the skilled trades, ensuring that programs effectively target the barriers to
entry and aid progression for Canadians who want to work in the
skilled trades.
• Introducing new requirements for federally regulated financial institutions
to disclose policies aimed at promoting greater diversity on boards and in
senior management.

224 Gender Statement

Appendix H

Canada’s Gender Results Framework

Leadership and Democratic Participation
Gender equality and diversity in leadership and at all levels of decision-making
are essential to a fair and democratic society. The Government has taken steps
to encourage diversity in economic, political and judicial spheres.

Key Gender Results Indicators: Where We Stand
Goal: More women in senior management positions, and more diversity in
senior leadership positions
• Women accounted for 48 per cent of employment in 2018, but only
33 per cent of those employed in senior management. Women accounted
for only 9 per cent of C-suite executives at Canada’s 100 largest publicly
traded corporations.
Goal: Increased opportunities for women to start and grow their business, and
succeed on a global scale
• In 2017, 16 per cent SMEs were majority-owned by women. Of those that are
exporters, 15 per cent were majority-owned by women.
• Visible minorities held the majority ownership of 12 per cent of SMEs in 2017,
Indigenous Peoples held 1 per cent, and people with disabilities held
1 per cent.
Goal: More company board seats held by women, and more diversity on
company boards
• In 2018, 25 per cent of FP500 board seats were held by women. Indigenous
Peoples, visible minorities, people with disabilities and LGBTQ2+ represented
1 per cent, 6 per cent, 1 per cent and 1 per cent of directors, respectively.
Goal: Greater representation of women and underrepresented groups in
elected office and ministerial positions in national and sub-national
governments
• Women account for 27 per cent of federal Members of Parliament,
47 per cent of federal Cabinet Ministers, and 47 per cent of federal Senators.
• Only one of 13 Premiers, about one in three cabinet members and elected
officials in provincial and territorial governments are women.
• 13 per cent of mayors and 36 per cent of councillors are women in
municipalities with over 200,000 inhabitants, while 28 per cent of councillors
and 21 per cent of Chiefs of First Nations Band Councils are women.
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Key Gender Results Indicators: Where We Stand
Goal: Increased representation of women and underrepresented groups as
administrators of the justice system
• In 2017-18, of the 79 appointments to the federal judicial system over the
year starting October 2017, 46 were women, 3 were Indigenous, 7 were
visible minorities, 11 identified as part of an ethnic or cultural group, 2 were
persons with disabilities, and 6 identified as LGBTQ2+.
• In 2017, women represented 21 per cent of police officers across all police
forces in Canada. In the Royal Canadian Mounted Police, about one-fifth
are women. In 2016, visible minorities represented 22 per cent of the
population but only 8 per cent of police officers, while Indigenous Peoples
represented 5 per cent, roughly equal to their share of the population.
Sources: Labour Force Survey; Women in Capital Markets; 2017 Survey on
Financing and Growth of Small and Medium Enterprises; Canadian Board
Diversity Council; House of Commons; Senate; Indigenous Services Canada;
Office of the Commissioner for Federal Judicial Affairs Canada; Police
Administration Survey; Royal Canadian Mounted Police; 2016 Census.
Women and diversity in leadership is good for business, and good for Canada’s
economy. In less than two decades, women’s representation on the boards of
Canada’s largest corporations has significantly improved; however, women still
represent only a small portion of company board members. In the Financial Post
500 (FP500) ranking, which includes public firms, private companies, subsidiaries
and Crown corporations, women accounted for 25 per cent of board seats in
2018, up from 11 per cent in 2001.
Taking into account only publicly listed companies, Canada ranked 15th out of
36 OECD countries, with women holding 26 per cent of board seats in 2017.
Although Canada’s share was higher than the OECD average (22 per cent), it
was below that of France (43 per cent) and all other Group of Seven (G7)
countries except the United States and Japan.
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Chart 5.3

Proportion of Women FP500
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Diversity in public institutions is particularly important as these bodies create and
enforce legislation that can significantly influence people’s day-to-day
lives. Over the last generation, there has been important progress in terms of
gender representation in political life. For example, women currently represent
almost half of the Cabinet Ministers at the federal level and almost half of the
Senators. However, there continues to be underrepresentation of women in the
federal House of Commons, with women accounting for only slightly more than
one-quarter of the Members of Parliament. This places Canada’s gender
representation in the lower house below that of all G7 countries except the
United States and Japan.
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Chart 5.4

Share of Women Federal
Members of Parliament and
Cabinet Appointments,
14th - 42nd Parliament

Share of Seats Held by Women
in National Parliaments, G7
Countries, January 2019

per cent

per cent
50
Lower House

50
45

% Women Members of Parliament
% Women Ministers

40

40

35

35

30

30

25

25

20

20

Upper House

45

15
10

15
5

10

0

5
0

Sources: Parliament of Canada; Department of
Finance Canada calculations.

Source: Women in National Parliaments, InterParliamentary Union.

There has also been significant progress toward gender equality in new
appointments and elevations of judges to superior courts in Canada. For
example, in 2006-07, women represented only 30 per cent of new appointments
and 36 per cent of elevations, while in 2017-18, women accounted for 58 per
cent of new appointments and elevations. Starting in 2016-17, the Office of the
Commissioner for Federal Judicial Affairs also started collecting data on diversity,
including on Indigenous Peoples, visible minorities, people identifying as
belonging to an ethnic or cultural group, persons with disabilities, and persons
identifying as LGTBQ2, to better understand how appointments and elevations of
judges to superior courts reflect the diversity of the Canadian experience.
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Promoting Leadership and Democratic Participation
Recent Actions
• Governor-in-Council Appointees: Since the implementation of the new
nomination process for Governor-in-Council (GIC) appointments, the
gender representation of women serving as GIC appointees has increased
from 34 per cent in late 2015 to 47 per cent today.
• Diversity on Corporate Boards: Bill C-25 became law on May 1, 2018. It
includes the provision that publicly traded corporations regulated by the
Canada Business Corporations Act are required to provide shareholders
with information on the corporations’ policies related to diversity (beyond
gender) on the board of directors and within senior management.
• GBA+ Forum: In November 2018, the Department for Women and Gender
Equality hosted the first ever GBA+ Forum, a national dialogue on
improving the effectiveness of GBA+, sharing best practices and reflecting
on challenges and successes. More than 1,000 participants took part in
person and online from all levels of government, as well as civil society—
including non-governmental organizations, academics, leaders from the
private sector and international stakeholders.
• Work-Life Balance for Members of Parliament: Amendments to the
Parliament of Canada Act allow the House of Commons and the Senate
to adopt regulations permitting parental leave. The Government also
announced its intention in Budget 2018 to work toward better
accommodation for Members of Parliament with young children, notably
by providing child care and designated spaces for their use.
• Women Entrepreneurship Strategy: Budget 2018 announced the Women
Entrepreneurship Strategy, a comprehensive, whole-of-government plan
investing nearly $2 billion to help women start and grow their businesses,
responding to the advice of the Canada-United States Council for
Advancement of Women Entrepreneurs and Business Leaders. Through
multiple investments, women entrepreneurs (including diverse and
underrepresented women) and their businesses will benefit from increased
access to financing, talent, networks and expertise.
• Women’s Program: Budget 2018 invested $100 million to build the capacity
of women’s and equality-seeking organizations and reduce gender
inequality by supporting initiatives such as Daughters of the Vote.
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Promoting Leadership and Democratic Participation
Budget 2019 Actions
• Enhancing the funding of the Métis Capital Corporations to support the startup and expansion of Métis small and medium-sized enterprises.
• Expanding the Aboriginal Entrepreneurship Program.
• Creating the Indigenous Growth Fund to allow all Aboriginal Financial
Institutions, including Métis Capital Corporations and others, to support more
Indigenous entrepreneurs and more ambitious projects.
• Investing in Futurpreneur Canada so that it can continue supporting the next
generation of entrepreneurs.
• Supporting the construction of an Indigenous Legal Lodge at the University
of Victoria. The Indigenous Legal Lodge will house the university’s new dual
degree program in Canadian Common Law and Indigenous Legal Orders,
and will serve as a foundation for debate, learning, public education and
partnership on the revitalization of Indigenous laws.
• Enhancing the Women’s Program to advance gender equality in Canada,
including support for projects that will encourage women and girls in
leadership and decision-making roles.
• Introducing new requirements for federally regulated financial institutions to
disclose policies aimed at promoting greater diversity on boards and in
senior management.
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Canada’s Gender Results Framework

Gender-Based Violence and Access to Justice
All Canadians should be safe and free from physical, emotional or sexual
violence, discrimination and harassment. The Government is taking steps to
prevent violence and workplace harassment, enhance support for survivors, and
improve the responsiveness and accountability within the criminal justice system.

Key Gender Results Indicators: Where We Stand
Goal: Workplaces are harassment-free
•

Women are victims of workplace harassment more often than men. In
2016, 19 per cent of working-age women and 13 per cent of men
reported experiencing workplace harassment in the past 12 months.

Goal: Fewer women are victims of intimate partner violence and
sexual assault
•

Women are overrepresented as victims of police-reported intimate
partner violence. In 2017, women accounted for almost 8 out of 10
victims.

•

Women are more than 7 times more likely to be victims of sexual assault
than men. In 2013-2014, there were 37 self-reported incidents of sexual
assault for every 1,000 women aged 15 years and older.

Goal: Fewer victims of childhood maltreatment
•

More men recall experiencing childhood maltreatment than women.
In 2014, 32 per cent of men and 27 per cent of women reported
experiencing physical and/or sexual abuse before the age of 15 years.

Goal: Fewer women killed by an intimate partner
•

Women were 5 times more likely to be killed by an intimate partner than
men. In 2017, the rate of intimate partner homicide was 0.41 per 100,000
women, while it was 0.08 per 100,000 men. Women accounted for 84 per
cent of homicide victims killed by an intimate partner in 2017.

Goal: Increased police reporting of violent crimes
•

Sexual assault incidents were the least likely to be reported to the police
of all incidents of violent victimization. In 2014, 83 per cent of sexual
assault incidents were not reported to the police, compared to 54 per
cent of robbery incidents and 60 per cent of physical assault incidents.

Goal: Fewer Indigenous women and girls are victims of violence
• Indigenous women are more likely to experience sexual assault. In 2014,
Indigenous women recorded a sexual assault rate of 113 incidents per
1,000 women, more than three times higher than the rate for
non-Indigenous women and more than 22 times higher than the rate
for non-Indigenous men.
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Key Gender Results Indicators: Where We Stand
•

In late 2013, the RCMP initiated a study of reported incidents of missing
and murdered Indigenous women across all police jurisdictions in
Canada. There were 1,181 police-reported incidents of Indigenous
women homicides and unresolved missing Indigenous women. In 2013,
Indigenous women made up approximately 11 per cent of all missing
women and roughly 16 per cent of all homicides where women are
victims, higher than their population share at the time of 4 per cent.

Goal: Increased accountability and responsiveness of the Canadian criminal
justice system
•

In 2017, 14 per cent of sexual assaults reported to all police forces in
Canada (e.g., federal, provincial, municipal) were classified as
unfounded, down from 19 per cent in 2016.

Sources: 2016 General Social Survey; 2014 General Social Survey; Uniform Crime Reporting Survey;
Homicide Survey; Royal Canadian Mounted Police.

Discrimination, harassment and violence in the workplace can have profound
negative effects on health and safety, absenteeism and productivity. Workplace
harassment, which includes verbal abuse, humiliating behaviour, threats to the
person, physical violence and unwanted sexual attention or sexual harassment,
can be experienced by anyone, regardless of gender, race, ethnicity, religion or
sexual orientation. In 2016, women were more likely to report experiencing
workplace harassment than men, with gender differences most pronounced for
cases of verbal abuse and unwanted sexual attention or sexual harassment.
Physical and sexual violence can also occur in childhood, and is often
accompanied by profound and long-lasting negative impacts, sometimes
spanning generations. Individuals who experience childhood maltreatment are
also more than twice as likely to experience violent victimization as adults. In
2014, a higher share of men than women aged 15 years and older reported
childhood maltreatment, although women were more likely to report being
sexually abused, while men were more likely to report being physically abused.
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Chart 5.5
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Indigenous girls and young women are overrepresented among victims of
violence. Although only 7 per cent of young women and girls are Indigenous,
they accounted for 34 per cent of the homicide victims that were young women
or girls over the past decade.

Addressing Gender-Based Violence and
Improving Access to Justice
Recent Actions
• Canada’s Strategy to Prevent and Address Gender-Based Violence: The
Government has invested nearly $200 million, and over $40 million per year
ongoing, for new and expanded initiatives related to gender-based
violence. The initiatives are organized across the strategy’s three pillars:
Preventing Gender-Based Violence, Supporting Survivors and their Families,
and Promoting Responsive Legal and Justice Systems, and are coordinated
through the Gender-Based Violence Knowledge Centre, launched on
December 10, 2018.
• Workplace Harassment: The Government has invested $50.4 million over
five years to boost legal aid across the country, to support victims of sexual
harassment in the workplace, and to establish a pan-Canadian outreach
and awareness campaign. The Government also invested $34.9 million over
five years and $7.4 million per year ongoing to support the implementation
of Bill C-65, which was passed on October 25, 2018 to ensure federal
workplaces are protected from harassment and violence. Funding has been
allocated towards regulatory development, the training and hiring of new
special investigators, and the development of educational materials and
tools. Additionally, an outreach Hub to support employees has been staffed
and running since March 2018.
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Addressing Gender-Based Violence and
Improving Access to Justice
• Canadian Human Rights Act and Criminal Code: Legislation on gender
identity and gender expression became law in June 2017 protecting
individuals from discrimination based on gender identity and gender
expression in the Act. It also expands the reasons in the Criminal Code for
longer sentences for hate-motivated criminal offences to include gender
identity and gender expression.
• Unified Family Courts: Budget 2018 proposed $77.2 million over four years
and $20.8 million per year ongoing to support the creation of 39 new
Unified Family Court judicial positions. These courts will help streamline
family justice for Canadians, contributing to better outcomes for families.
• Unfounded Sexual Assault Cases: Budget 2018 provided the RCMP with
$10 million over five years and $2 million per year ongoing to increase the
RCMP’s capacity to address sexual assault complaints coded as
“unfounded.” In particular, the RCMP is taking action to strengthen police
training and awareness, investigative accountability, victim support, public
education and communication.
• National Housing Strategy: This strategy prioritizes the most vulnerable
Canadians, including women and children fleeing family violence. The
$13.2 billion National Housing Co-Investment Fund, launched in May 2018,
will help build 60,000 new units and repair or renew 240,000 units. This
includes 4,000 shelter spaces for survivors of family violence, which will help
reduce wait times for beds, and help women who might otherwise return to
abusive relationships or turn to the streets. This is in addition to Budget 2016
funding to create 3,000 shelter spaces. The Co-Investment Fund is also
encouraging partnerships between housing projects and support services
to help those experiencing mental health or addiction challenges.
• National Framework to Prevent Gender-Based Violence on Campus:
Budget 2018 committed $5.5 million over five years to work with
stakeholders, including provincial and territorial governments, to develop a
framework to prevent and address gender-based violence at postsecondary institutions.
• National Inquiry into Missing and Murdered Indigenous Women: Budget
2016 and subsequent funding provided $53.9 million to launch the National
Inquiry into Missing and Murdered Indigenous Women and Girls. In June
2018, in response to the Interim Report, the Government provided: $21.3
million over three years to increase health supports and victim services for
survivors and families; $5.42 million to extend the availability of Family
Information Liaison Units and funding for community-based organizations to
support families beyond the life of the Inquiry; $10 million over two years to
establish a commemoration fund; $1.25 million over two years to fund
organizations with expertise in law enforcement and policing to lead a
review of police policies and practices; and $9.6 million over five years to
support the Royal Canadian Mounted Police’s new National Investigative
Standards and Practices Unit. The Inquiry’s Final Report will be released in
April 2019.
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Addressing Gender-Based Violence and
Improving Access to Justice
Budget 2019 Actions
•

Supporting efforts to combat the sexual exploitation of children online.

•

Supporting Indigenous law initiatives across Canada through the Justice
Partnership and Innovation Program, to improve equality for Indigenous
Peoples in Canada’s legal system.

•

Announcing the Government’s intention to develop a new, whole-ofgovernment strategy to combat human trafficking.

•

Supporting the growing demand for Public Legal Education and
Information services across Canada.

•

Supporting legislative amendments for increased access to family justice—
and divorce in particular—in the official language of one’s choice.

•

Enhancing the Women’s Program to advance gender equality in Canada,
including support for projects that will address gender-based violence.
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Canada’s Gender Results Framework

Poverty Reduction, Health and Well-Being
All Canadians should have a real and fair opportunity to succeed, including
resources to ensure their basic needs are met. The Government’s new Poverty
Reduction Strategy provides clear targets to reduce poverty based on
Canada’s Official Poverty Line. It will also help support Canadians working hard
to join the middle class and build a diverse, prosperous and truly inclusive
country, where all can realize their full potential. Due in part to the recent
investments of the Government, such as the Canada Child Benefit, Canada has
achieved its targeted 20 per cent reduction of poverty three years ahead of
time, lifting over 825,000 Canadians out of poverty compared to 2015.

Key Gender Results Indicators: Where We Stand
Goal: Fewer vulnerable individuals living in poverty
•

In 2017, 9.4 per cent of men and 9.6 per cent of women were below the
poverty line, defined by the cost of a basket of essential goods
and services.

•

People in lone-parent households headed by women were more likely
to be in poverty than people living in couples (25 per cent versus 7 per
cent).

Goal: Fewer women and children living in food insecure households
•

Food insecurity occurs when a household must compromise in quality
and/or quantity of food consumed, or reduce food intake and disrupt
eating patterns. In 2011-12, 7 per cent of men aged 12 years and over
lived in food insecure households, compared to 9 per cent of women.
Lone-parent households were significantly more likely to face food
insecurity than households led by couples (23 per cent compared to
7 per cent).

Goal: Fewer vulnerable individuals lacking stable, safe and
permanent housing
•

A household in core housing need is one whose dwelling is considered
unsuitable, inadequate or unaffordable and who could not afford
alternative adequate housing in their community. In 2016, 26 per cent of
women who were lone parents lived in core housing need, compared
to 11 per cent of all women and 10 per cent of all men.

•

In 2016, 18 per cent of the visible minority population was in core
housing need, compared to 9 per cent of the non-visible minority
population.

Goal: Child and spousal support orders are enforced
•

In 2016-17, only 71 per cent of the total support payments in active
cases was collected when both the spouse and child are beneficiaries,
lower than when only the child (77 per cent) or only the spouse (85 per
cent) is the beneficiary.
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Key Gender Results Indicators: Where We Stand
Goal: More years in good health
•

A girl born in 2015 had an expected 71 years in good health compared
to 69 years for a boy.

•

The leading cause of death for men and women in 2016 was malignant
neoplasms (cancerous tumours) followed by diseases of the heart. In
both cases, the death rate was higher for men than for women. Deaths
caused by intentional self-harm were significantly higher among men
(16 per 100,000) than among women (6 per 100,000).

•

In 2015, 96 per cent of girls aged 5-17 years were not meeting the
physical activity guidelines compared to 88 per cent of boys. 82 per
cent of men and 83 per cent of women aged 18-79 years were not
meeting the guidelines.

Goal: Improved mental health
•

In 2017, 68 per cent of women aged 12 years and over self-reported a
high level of mental health compared to 73 per cent of men.

•

Indigenous Peoples have significantly higher rates of suicide.

Goal: Improved access to contraception for young people and
reduced adolescent birth rate
•

Of those sexually active aged 15-34 years not trying to conceive and
not pregnant, 29 per cent did not use a condom or other method of
contraception during their last sexual intercourse.

•

In 2017, the adolescent birth rate was 7.9 live births per 1,000 women
aged 15-19 years, down from 17.3 live births per 1,000 women in 2000.

Sources: Canadian Income Survey; 2011-2012 Canadian Community Health Survey; 2016 Census;
Survey of Maintenance Enforcement Programs; Vital Statistics – Death Database; Vital Statistics – Birth
Database; Canadian Health Measures Survey; Canadian Community Health Survey – Annual
Component; Department of Finance Canada calculations.
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Chart 5.6
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In 2017, women and men
were almost equally likely to
face poverty, although there
were important differences for
specific subgroups of women.
For example, lone-parent
households led by women
were much more likely to face
food insecurity and lack
appropriate housing than
lone-parent households led by
men or couple households.
Other underrepresented
groups also face an elevated
risk of poverty and lack of
appropriate housing and/or
food security. Indigenous
Peoples, recent immigrants
and persons with disabilities
are particularly at risk. For
example, 1 in 4 recent
immigrants and almost 4 in 10
Inuit are in core housing need.

Figure 5.3: Core Housing Need by Gender and
Underrepresented Groups, 2016

Sources: 2016 Census; Department of Finance Canada calculations.
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Poverty is closely linked to longevity. For example, boys born into the poorest
households in Canada in 2010-2012 are expected to live 76 years, while boys
born into the richest households in Canada in the same years could expect to
live 81 years. Girls born into the poorest households faced a smaller gap, but
could still expect to live 2.4 years less than those born into the richest households.
Poverty can also lead to significantly lower levels of mental and physical health.
In particular, individuals living in the poorest households were less likely to report
very good or excellent mental or physical health than those in the richest
households. For all types of households, women are less likely to report very good
or excellent mental health than men. However, the Canadian Mental Health
Association notes that mental health problems may go undiagnosed among
men because they find it relatively more difficult to acknowledge emotional
symptoms compared to physical ones.

Reducing Poverty and Supporting Health and Well-Being
Recent Actions
• Canada Child Benefit: Introduced in Budget 2016, this benefit provides more
money to low- and middle-income families to help with the high cost of raising
children. Nine out of 10 Canadian families are receiving more in child benefits
than they did under the previous system. The Canada Child Benefit has helped
lift nearly 300,000 children out of poverty.
• Poverty Reduction Strategy: Released in August 2018, the Strategy introduced
Canada’s Official Poverty Line and set targets to reduce poverty by 20 per cent
by 2020, which has already been reached, and 50 per cent by 2030 from 2015
levels. The Strategy also committed to the establishment of a National Advisory
Council on Poverty, tasked to advise and publicly report progress toward poverty
reduction.
• Indigenous Health and Safety: Since 2015, the Government has announced
nearly $9 billion in infrastructure investments to improve the lives of Indigenous
Peoples. Budgets 2017 and 2018 announced funding to reduce overcrowding
and housing in disrepair through support for distinctions-based housing strategies
and investments in the repair and construction of housing units in First Nations,
Inuit and Métis Nation communities. Additional investments have provided over
$3.1 billion to help close gaps in health outcomes between Indigenous Peoples
and non-Indigenous Canadians. This includes the continued implementation of
Jordan’s Principle, which ensures that First Nations children can access public
services that are typically available to other children, including health services.
In addition, there have been investments to help address acute health issues,
provide greater support for distinctions-based health care data collection and
delivery, and expand Indigenous health systems that are increasingly delivered
and controlled by Indigenous Peoples. As key social determinants of health,
budget investments in housing, infrastructure and safe drinking water have also
contributed to positive health outcomes for Indigenous communities. Since
November 2015, more than 80 of 105 long-term drinking water advisories have
been lifted on public systems on-reserve.
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Reducing Poverty and Supporting Health and Well-Being
• Home Care and Mental Health: In Budget 2017, the Government committed
$11 billion over 10 years to provincial and territorial governments to support home
care and mental health. This funding will help more Canadians to receive better
care at home or in their community. It will also help expand access to
community-based mental health and addiction services, particularly for children
and youth.
• Mental Health Supports for Inmates: The Correctional Service of Canada
implemented a full intermediary mental health care staffing model in maximumsecurity units in each of its five regional women’s institutions. It is also working to
expand access to in-patient psychiatric care for women in federal corrections.
• National Housing Strategy: Launched in November 2017, the initiative sets
ambitious targets of removing 530,000 families from housing need, cutting
chronic homelessness by 50 per cent, renovating and modernizing 300,000
housing units and building 100,000 new units for families in need. Under this
Strategy, in May 2018, the Government launched the National Housing CoInvestment Fund to provide loans and contributions to support the creation or
repair of affordable homes, which has seen positive uptake. In addition, a
redesigned federal homelessness program, to be called Reaching Home, will be
launched in April 2019.
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Reducing Poverty and Supporting Health and Well-Being
Budget 2019 Actions
•

Enhancing the Guaranteed Income Supplement earnings exemption to
improve the economic security of lower-income seniors.

•

Supporting the implementation of Canada’s first National Dementia Strategy.

•

Introducing legislation to proactively enroll Canada Pension Plan contributors
who are age 70 or older in 2020 but have not yet applied to receive their
retirement pension, ensuring Canadian seniors have access to the benefits to
which they are entitled.

•

Supporting Prince Edward Island’s Public Safety Housing Project to assist
individuals with complex health and social needs.

•

Implementing Jordan’s Principle, while work continues to develop a longerterm approach.

•

Continuing work with Inuit partners to address the immediate needs of Inuit
children and their unique challenges accessing health and social services.

•

Ensuring the Assisted Living Program continues to meet the needs of seniors
and people with disabilities on-reserve.

•

Engaging with First Nations and Inuit communities in the development of a
long-term care strategy.

•

Supporting the construction and ongoing operation of a treatment facility in
Nunavut, help ensure that Inuit and other residents of Nunavut have access to
mental health and substance use supports.

•

Supporting ongoing efforts to eliminate and prevent long-term drinking water
advisories in First Nations communities.

•

Ensuring that urban Indigenous residents have safe and accessible spaces to
access culturally-relevant services, through capital infrastructure investments
in Friendship Centres and other Urban Programming for Indigenous Peoples
service provider facilities.

•

Supporting seniors’ participation and inclusion in their communities through
the New Horizons for Seniors Program.

•

Ensuring refugees and other eligible claimants have access to temporary
health coverage under the Interim Federal Health Program, easing the health
care costs of provincial and territorial governments.

•

Creating a pan-Canadian database for organ donation and transplantation.

•

Enhancing the Federal Government’s response to the opioid crisis.

•

Expanding the reach of the National Inuit Suicide Prevention Strategy to
enhance access to Inuit-specific mental health supports.

•

Supporting a Pan-Canadian Suicide Prevention Service.
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Canada’s Gender Results Framework

Gender Equality Around the World
Despite important advances over the last two decades, women and girls around
the world continue to face unequal access to resources, opportunities and
security that prevent them from realizing their full potential. Full and equal
participation of women and girls can lead to greater prosperity, improved
quality of life and peace and security for everyone. For these reasons and more,
Canada is applying a feminist lens across all international policies.

Key Gender Results Indicators: Where We Stand
Goal: Increased and meaningful participation of women in peace and
security efforts
• In 2018, women comprised only 5 per cent of combined UN police and
military personnel in peacekeeping missions. Evidence shows that the
inclusion of women in peacekeeping has benefits for effective operations.
Goal: More women in leadership and decision-making roles, and stronger women’s
rights organizations
• While evidence shows that women’s rights organizations are the single most
significant factor in influencing policy changes towards gender equality, only
0.5 per cent of the total amount of aid earmarked for OECD gender specific
programming went to women’s rights organizations in 2014.
• Between 1997 and 2019, the global average of women members of
parliament rose from 12 per cent to 24 per cent.
Goal: More women and girls have access to sexual and reproductive health
services, and their rights are promoted
• There were an estimated 89 million unintended pregnancies in developing
countries in 2017, and every day approximately 830 women die from
preventable causes related to pregnancy and childbirth, with adolescent girls
facing an even higher risk of complications and death.
Goal: More of Canada’s trade agreements include gender-related provisions
• Canada’s new and revised trade agreements include gender provisions,
including free trade agreements with Chile and Israel, the Canada-United
States-Mexico Agreement, and the Comprehensive and Progressive
Agreement for Trans-Pacific Partnership.
Goal: More women have equitable access to and control over the resources they
need to build their own economic success and the economic success of
their communities
• In 2018, nearly 40 per cent of countries worldwide imposed constraints on
women’s right to own property, 104 countries had laws preventing women
from working specific jobs, and in 18 countries husbands could legally prevent
their wives from working.
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Key Gender Results Indicators: Where We Stand
Goal: Fewer people are victims of sexual and gender-based violence and sexual
exploitation, including in conflict settings and online
• 1 in 3 women worldwide are estimated to have experienced physical and/or
sexual intimate partner violence or sexual violence by a non-partner, and at
least 200 million women and girls worldwide have been subjected to female
genital mutilation, of which 44 million are girls below age 15.
Goal: More girls and women access quality education and skills training
• Women make up more than two-thirds of the world’s nearly 750 million
illiterate people, and in conflict zones girls are 2.5 times more likely than boys
to be out of school entirely.
Sources: United Nations Department of Peacekeeping Operations; Inter-Parliamentary Union; Global
Affairs Canada; World Bank; United Nations Children’s Fund (UNICEF); United Nations Women.

In the past generation, the world has made steady advances towards gender
equality and the empowerment of women and girls. Since the UN’s Fourth World
Conference on Women in 1995, international frameworks have been established
to promote gender equality and important progress has been made in some
areas. For instance, between 2005 and 2017 the number of women holding
ministerial positions in government increased by 44 per cent, and women now
make up half or more of those attending university in 93 countries worldwide.
However, important gaps remain
as only 63 per cent of women
aged 25-54 participate in the
formal labour market, compared
to 94 per cent of men.
Moreover, momentum towards
gender equality has recently
stalled. Just last year the United
Nations warned that
international progress on gender
equality was “unacceptably
slow”—a claim backed up by
mounting evidence. For
example, the World Economic
Forum confirms that, despite
significant variation across
countries and regions, global
progress towards gender
equality—as measured by an
index of equality in health and
survival, educational attainment,
political participation, and
economic participation and
opportunity—has plateaued.
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Though gaps between men and women have narrowed substantially in
measures of health and educational attainment, persistent and significant
gender gaps remain in the areas of political and economic empowerment. For
example, women today are three times less likely than men to hold leadership
positions as legislators, senior officials or managers. According to the United
Nations Office on Drugs and Crime, women and girls also account for
71 per cent of global human trafficking victims, most of whom are trafficked for
the purpose of sexual exploitation.
In this light, Canada has been moving forward decisively on an agenda that
advances gender equality and the empowerment of women and girls at home
and abroad. This goal matters not only because promoting gender equality is
the right thing do, but because increasing evidence shows that the full
participation of women and girls leads to more inclusive and sustainable results,
whether in conflict resolution and peacebuilding, realizing the potential of trade
agreements, or contributing to economic growth and development.

Supporting Gender Equality Around the World
Recent Actions
International Trade and Investment
• To help ensure that the benefits of international trade and investment are
more widely shared, Canada achieved gender provisions in modernized
free trade agreements with Chile and Israel, the Canada-United StatesMexico Agreement, and the Comprehensive and Progressive Agreement
for Trans-Pacific Partnership.
• The Business Women in International Trade program led three trade missions
involving over 125 women-owned businesses and business support
organizations.
• In multilateral forums like the UN and the G20, Canada works to advance
women’s economic empowerment, including upholding their right to own
property and participate in the labour market, and improving access to
finance and global value chains through initiatives such as the Women
Entrepreneurs Finance Initiative (We-Fi).
Diplomacy
• At the 2018 G7 Charlevoix Summit, Canada created the G7’s first Gender
Equality Advisory Council and led G7 partners in committing to meaningful
action to help improve the lives of women and girls around the world,
including leveraging $3.8 billion to support women’s and girls’ education in
conflict, post-conflict and crisis situations.
• Underscoring the benefits of integrating a gender perspective in
international affairs, Canada and the European Union co-hosted the
world’s first formal Women Foreign Ministers’ Meeting.
• Canada’s diplomatic representation has made substantial progress
towards gender balance. In 2018, 48 per cent of heads of missions—
ambassadors, high commissioners and consuls general—were women, up
from 32 per cent in 2015.
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Supporting Gender Equality Around the World
Peace and Security Operations
• To spur transformational change regarding women’s meaningful
participation in UN peace operations, Canada launched the Elsie Initiative
for Women in Peace Operations and spearheaded the G7 Women, Peace
and Security Partnerships Initiative.
• Budget 2018 invested $20.3 million over five years to welcome an extra
1,000 vulnerable women and girls from various conflict zones around the
world as government-assisted refugees in Canada.
International Development Assistance
• Through the Women’s Voice and Leadership Program, Canada supports
women’s organizations and networks in over 30 developing countries,
strengthening their ability to promote women’s rights, women’s
empowerment, and gender equality.
• To catalyze new investments in support of women and girls in developing
countries, Canada launched a new Partnership for Gender Equality, bringing
together the Government of Canada, the philanthropic community, the
private sector and civil society.
• To enable the fight against sexual and gender-based violence,
including female genital mutilation, Canada launched the Her Voice,
Her Choice initiative.

Supporting Gender Equality Around the World
Budget 2019 Actions
• Renewing Canada's Middle East Strategy to aid and reduce the vulnerability
of conflict-affected populations, particularly women, girls and other
vulnerable groups, and bolster the participation of women in the peace
process in Syria and the reconciliation processes in Iraq.
• Increasing the World Bank’s capacity to support the achievement of the
Sustainable Development Goals.
• Supporting the implementation of Canada’s Feminist International
Assistance Policy through the International Assistance Envelope by investing
an additional $700 million in 2023–24.
• Announcing the Government’s intention to develop a new, whole-ofgovernment strategy to combat human trafficking.
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GBA+ of Budget 2019
This year’s budget is about investing in people—middle class Canadians who
work, every day, to make the country a better place to live. It includes measures
to ensure all Canadians have the tools they need to find good jobs and
succeed in the economy of the future. It builds upon the Government’s plan to
grow the economy by addressing the changing nature of work and social
challenges facing our country.
As the previous pages in this chapter illustrate, a great deal of work still needs to
be done to narrow the gaps that exist not only between women and men, but
also among historically underrepresented groups, such as Indigenous Peoples,
visible minorities, and persons with disabilities. The diversity in Canadian society is
a source of strength and a key driver of economic growth. Making policy
decisions that help vulnerable Canadians learn new skills, participate in the
economy, or improve their health and well-being leads to positive outcomes
for everyone.
The Government’s efforts to enrich the quality of GBA+ have continued since the
first Gender Statement in 2017, supported by investments in Statistics Canada
and the Department for Women and Gender Equality. Enhanced GBA+ training
was given to public servants developing and analyzing budget proposals. To
strengthen the consistency and comparability of GBA+, a common set of
information was collected for all budget proposals.
While certain measures (e.g., personal income tax measures, transfers to
individuals) lend themselves naturally to GBA+ because of the direct nature of
the disaggregated data, many measures have impacts that are more diffuse—
making GBA+ more challenging, but nonetheless important. The remainder of
this chapter tells the story of Budget 2019 from a GBA+ perspective, focusing on
impacts of the budget as a whole. This analysis is complemented by the
comprehensive analysis of individual measures found in the GBA+ Annex.

Strengthening the GBA+ Process
High-quality GBA+ requires early
attention and robust data to develop
effective options and strategies for
delivering programs and services to
Canadians. For GBA+ to be most
valuable, it is ideally built directly into
the early stages of the policy
development process. Based on the
information provided by departments
that developed budget proposals, for
66 per cent of Budget 2019 measures
the GBA+ was performed early in the
development phase or had been
performed on the existing program. This
early engagement suggests a clear
effort by the whole of government to
incorporate gender and diversity
considerations early in the policy
process, but obviously leaves room for
further improvement.
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possible negative differential
impacts. A further 8 per cent of measures have proactively instituted
approaches to minimize possible inequalities and help level the playing field,
even where negative impacts are seen as highly unlikely. Establishing diversity
policies, convening consultation groups or adjusting current processes to expand
knowledge on the people impacted by the proposed program are some
examples of proactive approaches.

Target Population for Budget Measures
All Government programs and policies are aimed at improving welfare and
strengthening Canada’s economy and society. In some cases, these objectives
are achieved through broad initiatives that are universally applied and seek to
benefit all Canadians. In other cases, measures seek to help a specific group of
the population, reflecting their particular challenges or opportunities. In Budget
2019, 86 measures, representing 40 per cent of the value of new budget
measures, are intended to benefit all Canadians. An additional 83 measures,
representing 49 per cent of the total value of new measures, were aimed at
particular groups, and in a number of cases aimed at more than one of these
groups. For example, implementing Jordan’s Principle seeks to help First Nations
children and has been counted as targeting both First Nations and youth.
29 measures representing 11 per cent of the value of new budget measures, are
aimed at particular regions or sectors. This section highlights some of the specific
groups benefitting from Budget 2019 measures.
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Chart 5.10
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A Renewed Relationship With Indigenous Peoples
A number of measures in this budget are aimed at helping Indigenous Peoples.
As discussed in Chapter 3, the Government has committed to chart a new path
forward toward reconciliation and to renew the relationship between Canada
and Indigenous Peoples. 24 measures in this budget are specifically aimed at
helping First Nations, Inuit or Métis across a broad range of areas, including
education, economic participation, and health and well-being. This includes the
introduction of a variety of distinct post-secondary supports to help reduce the
educational attainment gap, including a renewed and expanded First Nations
Post-Secondary Student Support Program, and new ten year Inuit-led and Métis
Nation-led post-secondary education strategies. Further investments are being
made to increase labour market opportunities through Indigenous engagement
on resource projects and support for First Nation and Inuit business development
through the Community Opportunity Readiness Program. Budget 2019 also
provides a number of investments in health and well-being, such as renewing
and expanding the reach of the National Inuit Suicide Prevention Strategy, and
implementing Jordan’s Principle to ensure timely medical care for First Nations
children. Additionally, further investments are being made to provide First Nations
communities across the country with access to clean drinking water.
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Helping Persons With
Disabilities and
Health Issues
20 measures in this budget are
specifically targeted at helping
persons with disabilities, including
those with chronic health issues.
As persons with disabilities are
more likely to be unemployed, to
live in poverty and to earn less
than people without a disability,
supporting accessibility in
Canada helps to support
individuals while growing
the economy.
The Public Health Agency of
Canada notes that 44 per cent
of adults over 20 years of age
have at least one of the ten
most common chronic health
conditions. Because they tend to
live longer, studies show that
women have a higher incidence
than men of suffering from
chronic disease, especially for
some like dementia, arthritis or
osteoporosis, where age is a
major risk factor. Budget 2019 is
making over $2 billion over six
years in targeted investments to
improve the lives of Canadians
with chronic health issues and to
remove barriers experienced by
persons with disabilities.
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Key Measures Designed to Assist
Persons With Disabilities and
Health Issues
• $15.0 million over five years to make
Canada Student Loans more accessible
by making it more flexible for vulnerable
student loan borrowers, such as
students with permanent disabilities.
• $12 million to improve employment
outcomes for persons with intellectual
disabilities and Autism
Spectrum Disorders.
• $13.7 million over five years to help
identify, remove and prevent
technological barriers in federal
government workplaces.
• $25.8 million to support the production
of accessible materials for persons with
print disabilities.
• $1.0 million to improve employment of
persons with visual impairments.
• $0.5 million towards innovation in
accessible electronic
payment terminals.
• Changes to allow the Registered
Disability Savings Plan to remain open
after a change in status for the Disability
Tax Credit at an estimated cost of
$109 million, to better protect the longterm savings of persons with episodic
disabilities.
• $50 million over five years to support the
implementation of a National
Dementia Strategy.
• $1.0 billion over two years to help
Canadians with rare diseases access
the drugs they need.
• $25 million over five years to support a
pan-Canadian suicide prevention
service through 24/7 crisis support from
trained responders.
• $30.5 million for targeted measures to
enhance the federal response to the
Opioid crisis in Canada.
• Creating a pan-Canadian database for
organ donation and transplantation
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Supporting Youth
For the first time, the GBA+
measures in Budget 2019 include
an increased focus on young
people, providing almost $6
billion across a range of measures
specifically aimed at helping
Canada’s youth. Today’s youth
are more educated, connected
and diverse than ever before, but
they also face their own
challenges. While living a digital
life and being highly connected
brings many benefits, it also raises
new vulnerabilities, such as the
potential for online exploitation
and cyberbullying, and for
exacerbating mental health
challenges. Evidence shows that
girls, LGBTQ2+ and at-risk youth
are most vulnerable to online
exploitation, which is why this
budget is making investments in
raising awareness of online abuse
and protecting some of the most
vulnerable Canadians from harm.
Boys, LGBTQ2+ (particularly
transgender), and Indigenous
youth face the highest rates of
suicide. Investments in the
Canada Suicide Prevention
Service will facilitate access to
around-the-clock crisis support
from trained responders.
With the increased pace of
globalization, automation and
the application of artificial
intelligence impacting the nature
of employment, the Government
understands that finding fulfilling
full-time employment can be a
challenge for today’s youth.
That’s why Budget 2019 is
modernizing the Youth
Employment Strategy and
making investments in the
Student Work Placement Program
so that youth can gain relevant
experience and build networks
upon which to grow their careers.
The proposed expansion of the
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Key Budget 2019 Measures
Designed to Assist Youth
• $1.7 billion in forgone revenue over five
years, and $375.9 million per year
ongoing, to lower the interest rate on
Canada Student Loans and make the
first six months after a borrower exits
post-secondary education interest-free.
• Up to $314.8 million over the next five
years, and $83.8 million per year
ongoing, to implement the Canada
Service Corps as Canada’s signature
national youth service program.
• $15.2 million over three years, starting in
2019-20, for an Indigenous youth pilot
program delivered by Canadian Roots
Exchange, to help ensure that the voices
of First Nations, Inuit, and Métis youth are
heard and to support Indigenous youth
reconciliation initiatives.
• $10 million over two years to support
Let’s Talk Science, engaging youth in
science, technology, engineering and
mathematics (STEM), introducing them
to critical skills development
opportunities, and opening doors to
future studies and occupations.
• $49.5 million over five years to launch a
modernized Youth Employment Strategy
that helps youth find jobs through a suite
of supports tailored to their needs.
• $798.2 million over five years to invest in
work-integrated learning by expanding
the Student Work Placement Program,
investing in additional placement
opportunities, and partnering with the
Business/Higher Education Roundtable
to support up to 84,000 new work
placements per year by 2023-24 for postsecondary students across Canada.
• $147.9 million over five years, and
$8.0 million per year ongoing, to
implement Canada’s new International
Education Strategy.
• $38 million over five years to
Futurpreneur Canada to support the
next generation of entrepreneurs.

Canada Service Corps will create opportunities for youth to gain skills and
leadership experience while making a meaningful difference in their
communities.
Budget 2019 is also taking steps to address the hurdle of homeownership that
many young people face today. Through changes to the Home Buyers’ Plan
and the introduction of the new Shared Equity Mortgage Program, first-time
home buyers have more options to leverage for purchasing their first home.

Major Beneficiaries
This section focuses on what GBA+
revealed about the benefits of Budget
2019 measures. While a policy objective
might target a certain population, or
Canadians as a whole, all measures carry
impacts, whether direct or indirect, short
or long term. For example, the Rental
Construction Financing Initiative will
directly benefit modest and middle
income individuals and families in urban
areas, but indirect benefits will go to those
building the rental units in the construction
industry.

Indirect benefits are defined
here as a second–order
outcome. Examples include
benefits realized by the group
delivering the initiative or
providing goods or services to
those receiving the direct
benefits, or by those benefitting
from a connection with the
direct beneficiaries (e.g., family
members or individuals in the
same region).

Gender
The majority of measures in this budget carry direct benefits that are expected
to be broadly felt by women and men in equal proportions, while others carry
benefits that are likely to affect women or men differently. For 80 per cent of the
value measures, the benefitting group was seen as broadly gender-balanced,
while men or women were disproportionately represented in the benefitting
group for 8 and 12 per cent of measures, respectively. This reflects the fact that
men and women tend to participate in different sectors of the workforce, have
different income levels, play different roles within a family and are unequally
vulnerable to different challenges.
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Figure 4: Percentage of Measures, by Direct Benefits

For example, although fathers are increasingly spending more time on child
care, mothers still tend to serve as the primary caregivers within families.
Consequently, while it is expected that some men will benefit from measures
such as the new interest-free and payment-free medical and parental leave for
student loan borrowers, and extending parental leave for graduate students, the
majority of benefits from these initiatives are expected to be felt by women.
Similarly, initiatives such as the increasing efforts to combat child sexual
exploitation online and the implementation of a National Dementia Strategy will
mostly improve the health and safety of women due to their risk factors being
higher than those of men.
Conversely, measures like the Veteran Second Centre of Excellence will help all
veterans, the majority of whom are men. Although measures like enhancing
federal support for apprenticeships and investments in infrastructure would tend
to directly or indirectly benefit men, the Government has taken a number of
steps both in Budget 2019 and in previous budgets to encourage women to
participate in apprenticeships and work in the construction trades.
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Demographics
While Canadians may share a
common set of values, we all come
from different backgrounds and
experiences. The “plus” in GBA+
acknowledges that GBA goes beyond
biological (sex) and socio-cultural
(gender) differences to look at the
intersecting identities that every
individual holds, like race, ethnicity,
religion, age and mental or physical
disability. This idea of intersectionality
was analyzed across budget measures,
in terms of direct and indirect benefits
that were expected to be seen by
various subgroups of women and men.
The chart below shows the number of measures that were identified as carrying
notable benefits for specific groups of Canadians (i.e., beyond their
representation in the overall population). Since many budget measures carry
benefits for more than one group, these numbers overlap across categories. For
example, a measure like the National Dementia Strategy will benefit those who
are at greater risk of developing dementia. Since early detection and awareness
is a key element of the strategy, seniors, women, Indigenous communities and
Canadians living in rural areas are most likely to feel the direct benefits from this
measure as they have higher risk factors.
Chart 5.11
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Visible Minority Communities
Visible minorities represent a growing
share of the population who continue
to be an important driver of Canada’s
social fabric and economy. Whether
they are asylum seekers, immigrants or
Canadian-born, the systemic barriers
and challenges faced by visible
minorities are as diverse as their
backgrounds.
It is estimated that men from visible
minority groups are 24 per cent more
likely to be unemployed than men from
non-racialized groups. Visible minority
women are 48 per cent more likely to
be unemployed than, and earn 55.6
per cent of the income of non-visible
minority men. With respect to social
participation, approximately 1 in 5
visible minority respondents to the 2014
General Social Survey reported feeling
discrimination or unfair treatment in the
five years preceding the survey. Sixtythree per cent of these respondents
believed it was based on their race or
skin colour.

Key Budget 2019 Measures
Benefitting [Newcomers and]
Visible Minority Groups
•

$45 million over three years for
the Multiculturalism Program
and to develop and implement
a new federal Anti-Racism
Strategy.

•

$25 million over five years for
projects and capital assistance
that support Black Canadian
communities.

•

$35.2 million over five years,
and $7.44 million per year
ongoing, to make permanent
the Global Talent Stream pilot
project and ensure that
Canadian employers have
access to the global talent they
need to grow their businesses
and create good jobs for
Canadians.

•

$283.1 million over two years to
ensure refugees and other
eligible claimants have access
to temporary health coverage
under the Interim Federal
Health Program.

The need for federal actions aimed at
addressing systemic barriers faced by
visible minority communities, along with
the need for better and more
disaggregated data on these issues,
stems from a number of key recommendations over the last few years, notably
by the Standing Committee on Canadian Heritage and the United Nations
Committee on the Elimination of Racial Discrimination. Budget 2018 provided
$6.5 million over five years, starting in 2018–19, to create a new Centre for
Gender, Diversity and Inclusion Statistics which, among other things, will collect,
analyze and disseminate data on visible minorities to understand the barriers
different groups face and how best to support them.
15 measures in Budget 2019 were identified as benefitting visible minority
communities including initiatives such as the new Anti-Racism Strategy, as well as
the Global Talent Stream, Multiculturalism and Interim Federal Health programs.
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Rural Communities
Rural and remote communities are essential to Canada’s economic success and
social landscape, but face a unique set of challenges, such as lack of
connectivity, lack of employment diversity, population decline, out-migration of
youth, lower availability and quality of services (e.g., health care), declining
infrastructure and lower educational attainment. Budget 2019 has more than 20
measures that provide direct benefits to rural and remote populations including
the initiatives supporting the new Arctic and Northern Policy Framework, the
creation of a Canadian Experiences Fund supporting Canada’s tourism sector,
new investments in the Connect to Innovate program and introduction of the
Government’s new the Universal Broadband Fund.

Income Distributional Impacts
Each measure in Budget 2019 was also evaluated with respect to how it
affected Canadians at different income levels. Budget 2019 proposes a number
of measures with progressive impacts (benefitting lower-income Canadians),
such as lowering the interest rate on Canada Student Loans and proactively
enrolling seniors age 70 and over for the Canada Pension Plan (CPP) but who
have not yet applied. Other initiatives have characteristics that make them
more likely to be utilized by higher-income Canadians, such as changes to the
Home Buyers’ Plan.
Chart 5.12
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Intergenerational Impacts
In conducting the GBA+,
Chart 5.13
broad consideration was
Intergenerational Impacts
given to how a measure
100%
may affect different
generations of Canadians.
Primarily benefits
90%
In large numbers of cases,
youth, children
and/or future
measures impacted
80%
generations
generations equally;
however, certain Budget
70%
2019 measures primarily
60%
provided disproportionate
No significant
benefits to seniors or to
intergenerational
50%
impacts
youth. Proactive CPP
enrollment will help seniors,
40%
enhancing the Guaranteed
Income Supplement
30%
earnings exemption will
Primarily benefits
20%
tend to benefit low-income
the baby boom
generation or
working baby boomers,
10%
seniors
and those at risk of
developing dementia will
0%
be helped through the
National Dementia
Strategy. A significant number of measures will also help today’s young people
and future generations. For example, the lower interest rates on Canada Student
Loans will make post-secondary education more affordable for youth and help
them transition successfully to the labour market after their studies. Through the
Student Work Placement Program, post-secondary education students across
Canada, including vulnerable students and those from underrepresented groups
will have access to more on-the-job learning opportunities, following their career
aspirations. Children and future generations will also benefit from measures
intended to fight climate change, such as investments in clean technologies,
carbon pollution pricing and zero-emission vehicles.
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ANNEX 1
Economic and Fiscal Outlook
Introduction
In a challenging global economic environment, Canada’s economy remains
sound. Targeted investments in the middle class and strong economic
fundamentals have contributed to strong job creation and resulted in an
unemployment rate that has reached its lowest levels in more than
four decades (Chart A1.1).
Since November 2015, the hard work of Canadians has helped to create over
900,000 jobs. In 2018, there were more Canadians employed, as a share of the
working-age population, than at any moment in Canada’s history. Underlying
this strong performance have been strong employment gains by women, with
the pace of job gains for women more than doubling since November 2015,
compared to the previous three-year period.
In recent months, the outlook for global growth has become more uncertain
and financial market volatility has risen. From a global perspective, economic
activity is estimated to have peaked earlier in 2018, with momentum slowing
somewhat more than expected since that time. At home, a more uncertain
global economic environment, lower oil prices and higher interest rates have
also contributed to softer economic growth at the end of 2018.
Despite these challenges, Canada began 2019 with the strongest two-month
stretch of job creation since 2012. The economy is expected to strengthen over
the second half of 2019, and to remain among the leaders for economic growth
in the Group of Seven (G7) in both 2019 and 2020.
Canada’s trade advantage is also expected to pay dividends in the coming
years. With the successful conclusion of the new NAFTA—the Canada-United
States-Mexico Agreement—as well as the Canada-European Union
Comprehensive Economic and Trade Agreement (CETA) and the
Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP),
Canada is now the only G7 country to have free trade agreements with all other
G7 nations, and now has comprehensive free trade agreements with countries
representing nearly two-thirds of the world’s total gross domestic product (GDP).
This trade strength, combined with new tax incentives to encourage businesses
to accelerate investment in capital goods, will support a strengthening in
business investment in Canada going forward.
At the same time, it is clear that there is more work to be done to ensure that the
middle class and people working hard to join it are able to share in Canada’s
economic success. The Government’s commitment to investing in the middle
class continues.
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Canada to remain a G7 leader in economic growth this
year and next
Chart A1.1
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Recent Economic Developments
Global economic expansion is moderating
For the past two years, global economic activity has been strong and
broad-based across most regions of the world. This has helped push the
unemployment rate among Organisation for Economic Co-operation and
Development (OECD) countries to its lowest level since 1980.
The International Monetary Fund (IMF) estimates that the global economy grew
by 3.7 per cent in 2018, largely reflecting growth seen in emerging economies
(Chart A1.2). However, it is likely that global growth peaked in 2018, as business
activity has slowed in virtually all major advanced economies.
A shift to a slower pace of global economic activity was expected. However,
growth slowed more than anticipated in Europe in the second half of 2018, with
Germany’s economy registering virtually no growth and Italy entering a
technical recession (i.e., two consecutive quarters of contraction in real GDP).
In the United Kingdom, where uncertainty over the country’s planned exit from
the European Union has prevailed, economic growth slowed markedly at the
end of 2018. Meanwhile, a number of recent indicators for China and other
emerging economies have underperformed, potentially signalling
weaker-than-expected economic momentum in these regions as well.
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Taken together, many of these developments contributed to the IMF marking
down its latest outlook for global growth. It now projects that global growth will
slow to about 3.5 per cent in both 2019 and 2020, down from average annual
growth of 3.8 per cent in the past two years.

Moderation in the outlook for global growth was
expected, but may be happening more quickly
than anticipated
Chart A1.2
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In the U.S., the pace of economic growth is expected to moderate to 2.4 per
cent in 2019 (compared to 2.9 per cent in 2018), and to 1.7 per cent in 2020,
in part reflecting waning fiscal stimulus. However, a number of the factors that
underpinned U.S. growth in 2018 are expected to carry forward into 2019,
including job and wage gains, which will continue to support
consumption growth.
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Global growth concerns contributed to increased
market volatility at the end of 2018
Slowing global economic growth, combined with policy uncertainty related to
the U.S. government shutdown and ongoing tensions between China and the
U.S., led to a drop in business and consumer confidence at the end of 2018.
These factors, along with lower expectations for corporate earnings, translated
into increased financial market volatility. The result was sharply lower global
equity valuations, declining government bond yields and a moderate rise in
corporate credit spreads, as markets began to reprice these developments.
In addition, over the past year, the evolution of some financial indicators has
raised concerns about the prospects for future growth. In particular, the
flattening of the U.S. yield curve, which has been associated with impending
recessions in the past, has exacerbated concerns over the current expansion.
Since the end of 2018, the performance of global equities has improved and
other financial conditions have eased. This includes a rise in U.S. equities after the
Federal Reserve signalled a more patient approach to further monetary policy
normalization amid slowing external demand and market volatility.

Canada’s economy remains strong, focus on
middle class growth remains essential
Canada faces the current environment of global uncertainty and softer
economic growth at the end of 2018 from a position of strength. Canada led the
G7 in growth in 2017 and was second only to the U.S. in 2018. Going forward, the
IMF expects growth in Canada to remain among the leaders in the G7 in both
2019 and 2020.
Labour market conditions are at their strongest in decades. Throughout 2018,
another year of solid employment gains left the unemployment rate at its lowest
levels in over 40 years. Since November 2015, the hard work of Canadians has
created over 900,000 jobs. About three-quarters of these new jobs have been
full-time positions; in 2018 alone, all employment gains were full-time positions.
Underlying Canada’s strong employment growth have been strong gains by
women, with the pace of job gains for women more than doubling since
November 2015, compared to the previous three-year period. This contributed to
lifting the share of working-age Canadians who are employed to a record high
in 2018 (Chart A1.3). It is also helping to offset the pressures of an aging
population, which is weighing on the overall employment-to-population ratio.
Recent improvements in employment have also been shared among groups of
Canadians who are often underrepresented in the labour market. These include
recent immigrants, single mothers, Indigenous Peoples living off-reserve, youth
and individuals with lower educational attainment. Today, the share of workingage Canadians who are employed is close to or higher than its pre-recession
level for most of these underrepresented groups.
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Continued employment gains lifted the share of
working-age Canadians who are employed to a
record high in 2018
Chart A1.3
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Amid strong labour market conditions, a relatively high number of employers in
the Bank of Canada’s latest Business Outlook Survey continued to report labour
shortages, indicating that they continue to struggle to find the people they need
to grow their businesses and meet rising demand. These tight conditions
contributed to an upturn in wage growth in 2017, and supported another solid
gain in 2018—among the fastest paces of growth witnessed in the past
eight years.
In oil-producing provinces—Alberta, Saskatchewan and Newfoundland and
Labrador—wage growth notably softened over the second half of 2018, pulling
down the national average. Overall, employment and wage growth in these
provinces continues to be affected by the lasting effects of lower world oil prices.
Encouragingly, employment in both Alberta and Saskatchewan increased in
2018 across a number of industries, including the sub-sector linked to oil and gas
extraction. However, unemployment rates in these provinces remain well above
levels seen before the significant decline in oil prices that began in mid-2014.
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Focus: Canada’s newcomers are ready to work and help
grow the economy
In 2018, Canada’s population grew by 1.4 per cent—the strongest showing in
almost three decades. The welcoming of a growing number of immigrants has
played an important role in driving Canada’s strong population growth.
Historically, Canada has relied on newcomers as a key source of population
and economic growth. On a net basis, international migration accounted for
about 70 per cent of Canada’s population growth over the past two decades
and close to 80 per cent of total population growth in 2018.
As the Canadian population ages, projections show that the contribution of
immigration to Canada’s population growth will increase rapidly in the next few
years. Without immigration, Canada’s population would start to decline in
slightly more than a decade, and real GDP growth would slow to about
1 per cent per year. Attracting talented workers from around the world will be
essential to help grow our economy and improve the living standards for
all Canadians.
The economic benefits of immigration depend on how well newcomers
integrate into the labour market. Canada is doing well in this regard with the
highest entry of immigrants ready and able to work among OECD countries
(Chart A1.4). Furthermore, newcomers to Canada have steadily improved their
integration into the labour market over the past three years. Canada’s
approach to gradually increasing immigration levels—both to support
Canada’s labour market needs and to provide assistance to refugees and
support family reunification—has helped new Canadians smoothly integrate
into the labour market and supported businesses and communities across
the country.
Chart A1.4
Admissions of Work-Ready Immigrants, Unemployment Rates
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Note: Recent immigrants are those who landed
in the previous 10 years.
Source: Statistics Canada.

Household spending has cooled, and housing
markets are more balanced
The Canadian economy grew roughly 2 per cent in 2018, in line with the
economy’s long-term, potential pace of growth and consistent with an
economy and labour market operating close to capacity.
Across the country, households are adjusting to overheating in some regional
housing markets, higher interest rates and mortgage regulation changes. In turn,
household credit growth has eased to more sustainable levels (Chart A1.5).

A gradual rise in interest rates has contributed to slower
household credit growth and cooled household
spending growth
Chart A1.5
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Following the overheating that occurred in 2016 and 2017 in the Toronto and
Vancouver housing markets, sales have moderated and price growth has
softened (Chart A1.6).

Housing markets are undergoing an orderly correction,
though affordability challenges remain in Toronto
and Vancouver
Chart A1.6
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The fundamentals remain supportive of
business investment
Building on improved momentum since the end of 2016, business investment
grew for a second consecutive year in 2018, reflecting growth outside of the oil
and gas industry (Chart A1.7).
In recent quarters, business investment has moderated amid slowing global
economic activity and trade, and heightened uncertainty over the global
growth outlook. Business investment in Canada is expected to improve going
forward, supported by continued gains in domestic and foreign demand.
The signing of new and modernized trade agreements, including the new
NAFTA—the Canada-United States-Mexico Agreement—and new tax incentives
proposed in the 2018 Fall Economic Statement to encourage businesses to
accelerate investment in capital goods, including the Accelerated Investment
Incentive, also support this outlook.
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At the same time, Canada’s attractiveness as a place to do business is
evidenced by year-to-date flows of foreign direct investment (FDI) to Canada in
2018. For this period, Canada was the only G7 country to witness a material
improvement in foreign direct investment into the country. For the same period,
foreign direct investment inflows worldwide declined by roughly 25 per cent.

Business investment increased outside of the oil and gas
industry in 2018, while foreign direct investment flows to
Canada have improved recently
Chart A1.7
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Export growth continues to be led by energy
and services
In recent years, modest increases in total real exports have been driven in large
part by exports of energy commodities and services (Chart A1.8). Meanwhile,
despite a recent uptick, non-energy exports have grown little over the last
two years.
Going forward, exports will continue to be supported by rising foreign demand
and a weak Canadian dollar. However, ongoing trade policy uncertainties will
continue to act as headwinds to Canada’s export performance.
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Encouragingly, recent data suggests that growth in exports to non-U.S. markets—
particularly for those directed to European countries—has outpaced growth in
exports to the U.S. This development is supported by the coming into force of the
Canada-European Union Comprehensive Economic and Trade Agreement.
Further diversification will be supported by the Comprehensive and Progressive
Agreement for Trans-Pacific Partnership, which entered into force on
December 30, 2018.

Non-energy goods exports have improved recently, but
have grown little over the last two years
Chart A1.8
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Lower global oil prices are dampening growth
In early October, major world oil benchmark prices began to drop after hitting
their highest levels in nearly four years. The decline has largely been attributed to
surging oil output in the U.S., along with weaker-than-expected enforcement of
U.S. sanctions against Iran and expectations of slower global growth. The price of
West Texas Intermediate (WTI) crude oil has recently improved to about
US$55 per barrel—but remains roughly 25 per cent below its early-October peak,
and well below expectations in the 2018 Fall Economic Statement (Chart A1.9).
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The outlook for world oil prices remains very uncertain. On the one hand, crude
oil supply, particularly out of the U.S., could continue to exceed expectations.
This would exert further downward pressure on world prices. On the other hand,
there remains uncertainty around supply and export patterns from Organization
of Petroleum Exporting Countries members and their allies, as well as around the
balance of world oil markets in a context of ongoing tensions involving both
major importers and exporters of crude oil.

Crude oil prices have fallen below expectations outlined
in the 2018 Fall Economic Statement and remain
vulnerable to world market developments
Chart A1.9
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Canadian energy producers face additional volatility in Canadian oil prices,
reflecting ongoing production growth amid constrained transportation capacity.
Since 2017, the growing supply of crude oil from Western Canada has exceeded
available export pipeline infrastructure and the region’s refining capacity
(Chart A1.10). As a result, record levels of crude oil have been transported by
rail, increasing average transportation costs and putting increased pressure on
the rail network running out of the region.
Despite government and industry efforts to increase capacity, it has not kept
pace with supply growth, exerting downward pressure on crude oil benchmarks
priced in Western Canada in 2018. This situation was exacerbated in the fall,
when temporary refinery shutdowns in the U.S. Midwest disrupted the largest
market for crude oil from Western Canada and sent several Canadian crude oil
benchmarks to historically low levels.
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Since 2017, the growing supply of crude oil from Western
Canada has exceeded available export pipeline
infrastructure and the region’s refining capacity
Chart A1.10
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Recently, Canadian benchmark prices have improved substantially after the
refineries in the U.S. Midwest resumed normal operations and the Alberta
government’s December announcement that it would begin to temporarily curtail
oil production at the start of 2019. However, Canadian crude oil prices are
expected to remain vulnerable to disruptions on a pressured export transportation
network and to adverse supply or demand developments. This situation is
expected to persist until one or more new major pipelines come on stream.
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Budget 2019 Economic Outlook
The economic outlook has been revised
moderately down since the 2018 Fall
Economic Statement
The average of private sector forecasts has been used as the basis for fiscal
planning since 1994 and introduces an element of independence into the
Government’s economic and fiscal forecast. The Budget 2019 economic
forecast presented in this section is based on a survey conducted in
February 2019.
Reflecting expectations of slightly weaker economic growth in late 2018 and
early 2019, the private sector economists have lowered their forecast for real
GDP growth in 2019, to 1.8 per cent from 1.9 per cent anticipated in the 2018 Fall
Economic Statement (Table A1.1). Over the five-year projection period, real GDP
growth is expected to average 1.8 per cent—unchanged compared to the 2018
Fall Economic Statement.
The outlook for GDP inflation (the broadest measure of economy-wide inflation)
has been revised down in 2019 to 1.6 per cent, compared to 2.0 per cent in the
2018 Fall Economic Statement, mainly reflecting terms of trade impacts of lower
forecasted crude oil prices. As a result, the level of nominal GDP (the broadest
measure of the tax base) is lower by an average of about $12 billion per year
over the forecast horizon compared to the 2018 Fall Economic Statement.
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Table A1.1

Average Private Sector Forecasts

per cent, unless otherwise indicated

2018–
2023

2018

2019

2020

2021

2022

2023

Budget 2018

2.1

1.6

1.7

1.6
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–

–

2018 Fall Economic Statement

1.9

1.9

1.6

1.6

1.9

1.9

1.8

Budget 2019

1.9

1.8

1.6

1.7

1.9

1.9

1.8

2.0

1.9

2.0

2.0

1.9

–

–

2.0

2.0

1.7

2.0

2.0

2.0

2.0

1.9

1.6

1.9

2.0

2.0

2.0

1.9

4.1

3.5

3.8

3.6

3.8

–

–

3.9

4.0

3.3

3.7

4.0

3.9

3.8

3.8

3.4

3.5

3.7

3.9

4.0

3.7

2,229

2,307

2,395

2,482

2,576

–

2,226

2,314

2,391

2,479

2,578

2,679

2,223

2,298

2,379

2,467
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2,667

-6

-9

-16

-15

-12

–

–

-3

-16

-12
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Real GDP growth1

GDP inflation1
Budget 2018
2018 Fall Economic Statement
Budget 2019
Nominal GDP

growth1

Budget 2018
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Budget 2019
Nominal GDP

level1

(billions of dollars)

Budget 2018
2018 Fall Economic Statement
Budget 2019
Difference between Budget 2018
and Budget 2019
Difference between
2018 Fall Economic Statement
and Budget 2019
1

Figures have been restated to reflect the historical revisions to the Canadian System of National Accounts,
released on March 1st, 2019.

Sources: For Budget 2018, Department of Finance Canada December 2017 survey of private sector
economists; for the 2018 Fall Economic Statement, September 2018 survey of private sector economists; and
for Budget 2019, February 2019 survey of private sector economists.
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Budget 2019 Fiscal Outlook
The Government continues to manage deficits carefully while delivering real
results that grow the economy, create jobs and improve the quality of life for
the middle class and people working hard to join it.
In Budget 2019, the Government of Canada is introducing new investments to
support workers, strengthen income security of seniors, bolster the health of
Canadians and improve housing affordability, while maintaining the debt-toGDP ratio on a downward track and protecting the long-term fiscal sustainability
of Canada’s economy.
Table A1.2 outlines the fiscal impact of economic and fiscal developments since
the 2018 Fall Economic Statement, including the cost of new measures
announced in this budget.
Notably, 2018–19 monthly fiscal results have been better than expected since
the 2018 Fall Economic Statement. The stronger-than-expected 2018–19 monthly
fiscal results are primarily driven by higher income tax revenues, reflecting a
strong labour market and higher corporate profits. The impact of the 2018–19
results partially carries forward over the forecast horizon, which more than offsets
the impact of the downward revision to the economic growth outlook provided
by private sector economists. Details of the Budget 2019 fiscal outlook are
provided in Annex 2.
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Table A1.2

Economic and Fiscal Developments since the 2018 Fall Economic Statement
(FES 2018) and Investments Included in Budget 2019
billions of dollars

Projection

FES 2018 budgetary balance1
Adjustment for risk from FES 2018
FES 2018 budgetary balance
(without risk adjustment)
Economic and fiscal developments
since FES 2018
Revised balance before policy
actions and investments
Policy actions since FES 20182
Investments in Budget 2019
Investing in the Middle Class
Building a Better Canada
Advancing Reconciliation
Delivering Real Change
Other Budget 2019 investments3
Total investments in Budget 2019
Total policy actions and investments
since FES 2018
Budgetary balance
Adjustment for risk
Final budgetary balance
(with risk adjustment)
Federal debt (per cent of GDP)

2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

-18.1
3.0

-19.6
3.0

-18.1
3.0

-15.1
3.0

-12.6
3.0

-11.4
3.0

-15.1

-16.6

-15.1

-12.1

-9.6

-8.4

5.9

4.8

4.7

3.7

4.1

4.6

-9.3
-1.4

-11.9
-1.0

-10.4
-0.6

-8.4
-0.6

-5.5
-0.2

-3.9
-0.2

0.0
-3.2
-0.9
-0.1
0.0

-0.6
-0.3
-0.7
-1.7
-0.7

-1.3
-0.8
-1.0
-1.6
-0.9

-1.8
-0.8
-1.0
-0.8
1.6

-2.3
-0.6
-0.6
-0.5
0.6

-2.4
-0.4
-0.6
-0.6
1.2

-4.2

-4.0

-5.7

-2.7

-3.4

-2.8

-5.6
-14.9

-5.0
-16.8
-3.0

-6.3
-16.7
-3.0

-3.3
-11.8
-3.0

-3.6
-9.1
-3.0

-2.9
-6.8
-3.0

-14.9
30.8

-19.8
30.7

-19.7
30.5

-14.8
30.0

-12.1
29.3

-9.8
28.6

Note: Totals may not add due to rounding.
1 A negative number implies a deterioration in the budgetary balance (lower revenues or higher spending).
A positive number implies an improvement in the budgetary balance (higher revenues or lower spending).
2 Table A2.8 provides a detailed list of policy actions since FES 2018.
3 Table A2.9 provides a detailed list of other Budget 2019 investments.

272 Annex 1

Appendix H

Budget 2019 continues to carefully manage deficits over the medium term.
After including the measures proposed in this budget, the deficit is projected to
decline from $19.8 billion in 2019–20 to $9.8 billion by 2023–24, with a projected
continuous decline in the federal debt-to-GDP ratio, which is expected to reach
28.6 per cent in 2023–24 (Chart A1.11).

The Government continues to carefully manage deficits to
ensure long-term fiscal sustainability
Chart A1.11

Federal Budgetary Balance
$ billions
Projected

Actual

Federal Debt-to-GDP Ratio

per cent of GDP
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Note: Figures have been restated to reflect the
historical revisions to the Canadian System of
National Accounts, released on March 1st, 2019.

Note: Figures have been restated to reflect the
historical revisions to the Canadian System of
National Accounts, released on March 1st, 2019.

Sources: Fiscal Reference Tables; Department
of Finance Canada calculations.

Sources: Fiscal Reference Tables; Department
of Finance Canada calculations.
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Budgetary revenues are expected to grow on average by 4.1 per cent annually
over the forecast horizon, in line with economic growth over the period, while
expenses are expected to grow at approximately 3.3 per cent per year
(Chart 1.12). Notably, the decrease in revenue growth in 2019–20 is associated
with the new tax incentives proposed in the 2018 Fall Economic Statement to
encourage businesses to accelerate investment in capital, including the
Accelerated Investment Incentive.

On average, budgetary revenues are expected to grow
faster than expenses over the forecast horizon
Chart A1.12

Year-over-Year Growth in Revenues and Expenses
per cent
8
Total budgetary revenues

Total expenses

7
6
5
4
3
2
1
0
2018-2019

2019-2020

2020-2021

2021-2022

2022-2023

2023-2024

Note: For comparison purposes with financial results presented over the projection period, restated
2017–18 figures were used to reflect the change in accounting treatment of the Canadian
Commercial Corporation.
Source: Department of Finance Canada calculations.

Impact of Alternative Economic Scenarios
The fiscal projections presented in this budget are based on an average of the
February 2019 private sector economic outlook survey. However, economists
surveyed offered a wide range of views on future economic growth and the
path of nominal GDP (the broadest measure of the tax base). Changes in
economic growth assumptions can have large impacts on the budgetary
balance and debt-to-GDP profile over an extended projection horizon.
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For example, if economic growth was stronger than expected, equaling the
average of the top four individual forecasts for nominal GDP growth–which is
equivalent to nominal GDP growth being 0.4 percentage points per year higher,
on average, than the full February survey–the budgetary balance would
improve by $5.4 billion per year (Chart A1.13).

Impact of Alternative Economic Scenarios
Chart A1.13

Federal Budgetary Balance
5

Actual

Federal Debt-to-GDP Ratio

Budget 2019 survey
Budget 2019 survey (top four)
Budget 2019 survey (bottom four)
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per cent of GDP
32

Actual

Projected

Projected

31
0

30
-5

29
-10

28

-15

27

-20

Budget 2019 survey
Budget 2019 survey (top four)
Budget 2019 survey (bottom four)

26

-25

25
20172018

20182019

20192020

20202021

20212022

20222023

20232024

20172018

20182019

20192020
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20212022
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Notes: Based on the average private sector economists’ projection for nominal GDP, excluding the
adjustment for risk. The top (bottom) four scenarios are based on the average of the most optimistic
(pessimistic) projections for nominal GDP among the economists surveyed.
Sources: Department of Finance Canada February 2019 survey of private sector economists;
Department of Finance Canada calculations.

Conversely, basing fiscal projections on the average of the bottom four
individual forecasts for nominal GDP growth—which is equivalent to nominal
GDP growth being 0.4 percentage points per year lower, on average, than in
the full February survey—the budgetary balance would worsen by $5.3 billion per
year on average, and the federal debt-to-GDP ratio would still decline, but
would be 29.9 per cent in 2023–24.
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Appendix H

ANNEX 2
Details of Economic and
Fiscal Projections
Contents
Budget 2019 economic and fiscal projections are detailed in this annex in the
following sections:
1.

Private Sector Economic Projections

2.

Changes to the Fiscal Outlook since the 2018 Fall Economic Statement
2.1 Economic and Fiscal Developments since the 2018 Fall Economic
Statement

3. Fiscal Projections
3.1 Summary Statement of Transactions
3.2 Outlook for Budgetary Revenues
3.3 Outlook for Program Expenses
3.4 Financial Source/Requirement
4. Supplementary Information
4.1 Policy Actions Announced since the 2018 Fall Economic Statement
4.2 Other Budget 2019 Measures (Not Included in Previous Chapters)
4.3 Policy Actions and Budget 2019 Investments by Department
(Estimates Basis)
4.4 Reconciliation of Budget 2019 Expenses with 2018–19 Main Estimates
and 2019–20 Planned Estimates
4.5 Sensitivity of Fiscal Projections to Economic Shocks
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1. Private Sector Economic Projections
The average of private sector forecasts has been used as the basis for fiscal
planning since 1994 and introduces an element of independence into the
Government’s economic and fiscal forecast.
The economic forecast presented in this section is based on a survey conducted
in February 2019. The February 2019 survey includes the views of 14 private sector
economists:
1. BMO Capital Markets,
2. Caisse de dépôt et placement du Québec,
3. Canadian Federation of Independent Business,
4. CIBC World Markets,
5. The Conference Board of Canada,
6. Desjardins,
7. IHS Markit,
8. Industrial Alliance Insurance and Financial Services Inc.,
9. Laurentian Bank Securities,
10. National Bank Financial Markets,
11. Royal Bank of Canada,
12. Scotiabank,
13. TD Bank Financial Group, and
14. the University of Toronto (Policy and Economic Analysis Program).
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Table A2.1

Average Private Sector Forecasts

per cent, unless otherwise indicated
2023

2018–
2023

2018

2019

2020

2021

2022

Budget 2018

2.1

1.6

1.7

1.6

1.8

–

–

2018 Fall Economic Statement

1.9

1.9

1.6

1.6

1.9

1.9

1.8

Budget 2019

1.9

1.8

1.6

1.7

1.9

1.9

1.8

Budget 2018

2.0

1.9

2.0

2.0

1.9

–

–

2018 Fall Economic Statement

2.0

2.0

1.7

2.0

2.0

2.0

2.0

Budget 2019

1.9

1.6

1.9

2.0

2.0

2.0

1.9

Budget 2018

4.1

3.5

3.8

3.6

3.8

–

–

2018 Fall Economic Statement

3.9

4.0

3.3

3.7

4.0

3.9

3.8

Budget 2019

3.8

3.4

3.5

3.7

3.9

4.0

3.7

Budget 2018

2,229

2,307

2,395 2,482

2,576

–

2018 Fall Economic Statement

2,226

2,314

2,391 2,479

2,578

2,679

Budget 2019

2,223

2,298

2,379 2,467

2,564

2,667

Difference between Budget
2018 and Budget 2019

-6

-9

-16

-15

-12

–

–

Difference between
2018 Fall Economic Statement
and Budget 2019

-3

-16

-12

-13

-14

-13

-12

Budget 2018

1.4

2.0

2.3

2.5

2.5

–

–

2018 Fall Economic Statement

1.4

2.1

2.4

2.4

2.4

2.6

2.2

Budget 2019

1.4

1.9

2.2

2.3

2.4

2.5

2.1

Budget 2018

2.3

2.8

3.1

3.2

3.3

–

–

2018 Fall Economic Statement

2.3

2.8

3.0

3.1

3.2

3.3

3.0

Budget 2019

2.3

2.4

2.7

2.8

3.1

3.3

2.8

Budget 2018

79.0

79.6

80.3

80.6

81.2

–

–

2018 Fall Economic Statement

77.6

78.4

78.7

79.5

80.2

81.1

79.2

Budget 2019

77.2

76.3

77.2

77.7

78.2

79.9

77.8

Budget 2018

6.0

6.0

6.1

6.0

6.0

–

–

2018 Fall Economic Statement

5.9

5.8

6.0

6.1

6.0

6.0

6.0

Real GDP growth1

GDP inflation1

Nominal GDP growth1

Nominal GDP
dollars)

level1

(billions of

3-month treasury bill rate

10-year government bond rate

Exchange rate (US cents/C$)

Unemployment rate
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Table A2.1

Average Private Sector Forecasts

per cent, unless otherwise indicated

Budget 2019

2018

2019

2020

2021

2022

2023

2018–
2023

5.8

5.7

5.9

6.0

6.0

5.9

5.9

Consumer Price Index inflation
Budget 2018

1.9

2.0

1.9

1.9

2.0

–

–

2018 Fall Economic Statement

2.4

2.1

1.9

1.9

2.0

2.0

2.0

Budget 2019

2.3

1.9

2.0

1.9

2.0

2.0

2.0

U.S. real GDP growth
Budget 2018

2.4

1.9

1.9

1.8

1.9

–

–

2018 Fall Economic Statement

2.8

2.5

1.8

1.8

2.0

1.9

2.1

Budget 2019

2.9

2.4

1.7

1.7

1.9

1.9

2.1

Budget 2018

56

57

57

59

62

–

–

2018 Fall Economic Statement

67

68

65

65

68

71

67

Budget 2019

66

59

60

61

63

65

62

WTI crude oil price ($US per barrel)

1

Figures have been restated to reflect the historical revisions to the Canadian System of National Accounts,
released on March 1st, 2019.

Sources: For Budget 2018, Department of Finance Canada December 2017 survey of private sector economists; for
the 2018 Fall Economic Statement, September 2018 survey of private sector economists; and for Budget 2019,
February 2019 survey of private sector economists.
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2. Changes to the Fiscal Outlook since the 2018
Fall Economic Statement
Table A2.2

Economic and Fiscal Developments since the
2018 Fall Economic Statement
(FES 2018) and Investments Included in Budget 2019
billions of dollars

Projection

FES 2018 budgetary balance1
Adjustment for risk from FES 2018
FES 2018 budgetary balance (without
risk adjustment)
Economic and fiscal developments
since FES 2018
Revised budgetary balance before
policy actions and investments
Policy actions since FES 20182
Investments in Budget 2019
Investing in the Middle Class
Building a Better Canada
Advancing Reconciliation
Delivering Real Change
Other Budget 2019 Investments3
Total investments in Budget 2019
Total policy actions and investments
since FES 2018
Budgetary balance

2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

-18.1
3.0

-19.6
3.0

-18.1
3.0

-15.1
3.0

-12.6
3.0

-11.4
3.0

-15.1

-16.6

-15.1

-12.1

-9.6

-8.4

5.9

4.8

4.7

3.7

4.1

4.6

-9.3
-1.4

-11.9
-1.0

-10.4
-0.6

-8.4
-0.6

-5.5
-0.2

-3.9
-0.2

0.0
-3.2
-0.9
-0.1

-0.6
-0.3
-0.7
-1.7

-1.3
-0.8
-1.0
-1.6

-1.8
-0.8
-1.0
-0.8

-2.3
-0.6
-0.6
-0.5

-2.4
-0.4
-0.6
-0.6

0.0

-0.7

-0.9

1.6

0.6

1.2

-4.2

-4.0

-5.7

-2.7

-3.4

-2.8

-5.6

-5.0

-6.3

-3.3

-3.6

-2.9

-14.9

-16.8
-3.0

-16.7
-3.0

-11.8
-3.0

-9.1
-3.0

-6.8
-3.0

-14.9
30.8

-19.8
30.7

-19.7
30.5

-14.8
30.0

-12.1
29.3

-9.8
28.6

Adjustment for risk
Final budgetary balance (with risk
adjustment)
Federal debt (per cent of GDP)

Note: Totals may not add due to rounding.
1 A negative number implies a deterioration in the budgetary balance (lower revenues or higher spending). A
positive number implies an improvement in the budgetary balance (higher revenues or lower spending).
2 Table A2.8 provides a detailed list of policy actions since FES 2018.
3 Table A2.9 provides a detailed list of other Budget 2019 investments.
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2.1 Economic and Fiscal Developments since the
2018 Fall Economic Statement
Table A2.3

Economic and Fiscal Developments since the
2018 Fall Economic Statement
billions of dollars

Projection
2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Economic and fiscal developments by component1:
Change in budgetary revenues
(1.1) Income taxes
(1.2) Excise taxes/duties
(1.3) Fuel charge proceeds
(1.4) Employment Insurance
premiums
(1.5) Other revenues2
(1) Total budgetary revenues
Change in program expenses
(2.1) Major transfers to persons
(2.2) Major transfers to other levels of
government
(2.3) Direct program expenses2
(2) Total program expenses
(3) Public debt charges
(4) Total economic and fiscal
developments since the 2018 Fall
Economic Statement

4.2
1.6
0.0

1.7
1.5
0.0

2.0
1.1
0.0

1.2
1.2
0.0

1.2
1.2
0.0

1.4
1.2
0.1

-0.6

-0.5

-0.7

-0.7

-0.8

-0.8

0.6

-0.4

-0.3

-0.1

0.0

0.0

5.7

2.3

2.1

1.6

1.6

1.8

1.5

1.5

1.6

1.1

0.9

0.7

-0.1

-0.2

0.0

0.1

0.1

0.0

-1.5

-0.1

-0.4

-0.7

0.2

1.0

-0.1
0.3

1.2
1.3

1.1
1.4

0.5
1.6

1.2
1.4

1.6
1.2

5.9

4.8

4.7

3.7

4.1

4.6

Note: Totals may not add due to rounding.
1
A negative number implies a deterioration in the budgetary balance (lower revenues or higher spending). A
positive number implies an improvement in the budgetary balance (higher revenues or lower spending).
2
For comparison purposes, the impact of a change in the Government’s accounting for the Canadian
Commercial Corporation, which results in the commercial trading transactions of the Corporation no longer
being presented in the Government’s financial results, has been excluded from the table. The change has
offsetting impacts on revenues and expenses and no overall impact on the budgetary balance.

Relative to the 2018 Fall Economic Statement (FES 2018), budgetary revenues are
projected to be higher across the forecast horizon, driven by strong fiscal results
in 2018–19. This year-to-date strength is partly offset by a weaker economic
outlook starting in 2019–20, as the projected level of nominal GDP is lower
relative to expectations at the time of FES 2018.
Income tax revenues have been revised up relative to FES 2018, driven by
improvements across the various revenue streams. In 2018–19, upward revisions
to corporate and non-resident income tax revenues account for the majority of
the increase, due in large part to strength in year-to-date fiscal results. In
particular, a number of large reassessments are contributing to 2018-19
corporate income tax revenue strength. Over the rest of the forecast horizon,
income tax revenues are projected to be higher, with personal income tax
revenues playing a larger role, driven by low unemployment and a strong
labour market.
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Excise taxes and duties have been revised up relative to FES 2018 due to strongerthan-expected year-to-date fiscal results. Of note, the upward revision is larger in
the first two years than in the outer years due to the assumed continued
application of steel and aluminum tariffs until the middle of 2019–20.
Employment Insurance (EI) premium revenues are projected to be lower across
the forecast horizon than at the time of FES 2018. This is a result of slightly weakerthan-expected year-to-date results in 2018–19, and a projected decrease in the
EI premium rate beginning in 2020 (not including Budget 2019 measures).
Other revenues, such as those resulting from the sales of goods and services,
investments and loans, interest and penalties and Crown corporations’ net
profits, are projected to be higher in 2018–19, primarily due to a better-thanexpected financial performance by enterprise Crown corporations and interest
and penalties revenues. Small downward revisions in future years mostly reflect
lower expected returns on the Government’s interest-bearing investments, as a
result of the lower interest rate outlook.
With respect to expenses, major transfers to persons have been revised
downwards throughout the forecast horizon compared to FES 2018. EI benefits
are lower, reflecting year-to-date results that have shown fewer-than-expected
beneficiaries, largely due to a strengthening labour market. The outlook for
spending on elderly benefits (including Old Age Security, Guaranteed Income
Supplement and Allowance payments) has also been reduced, due to lowerthan-projected year-to-date results and lower projected Consumer Price Index
(CPI) inflation in the near term (to which these benefits are indexed).
Major transfers to other levels of government are broadly similar to FES 2018
projections. The increase in the early years is driven by revised tax point transfers
under the Quebec Abatement, which are offset from 2020–21 onwards by lower
forecasted Canada Health Transfer and Equalization transfer payments
(reflecting a weaker outlook for nominal GDP).
Compared to FES 2018, direct program expenses are higher in 2018–19 through
2021–22, reflecting the anticipated revaluation of a number of liabilities,
including higher pensions and employee future benefits expenses due to lower
projected long-term interest rates, and Indigenous claims. Direct program
expenses are slightly lower in the remaining years of the forecast horizon,
reflecting small adjustments in departmental spending forecasts.
Public debt charges are lower across the forecast horizon compared to FES 2018.
Public debt charges are expected to be lower in 2018–19, largely due to lower
inflation, which results in lower CPI adjustments on Real Return Bonds. From 2019–
20 onwards, the improvement over FES 2018 largely reflects lower projected
interest rates, which result in lower interest expenses on market debt, pensions
and employee future benefits.
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3. Fiscal Projections
3.1 Summary Statement of Transactions
Table A2.4

Summary Statement of Transactions
billions of dollars

Projection
2017–
2018

2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Program expenses1
Public debt charges

311.2
308.3
21.9

332.2
323.5
23.6

338.8
329.4
26.2

351.4
339.7
28.5

366.7
348.3
30.2

380.7
358.4
31.4

395.5
369.1
33.2

Total expenses

330.2

347.1

355.6
-3.0

368.2
-3.0

378.4
-3.0

389.8
-3.0

402.2
-3.0

-19.0

-14.9

-19.8

-19.7

-14.8

-12.1

-9.8

1,151.3
398.4
752.9
81.6
671.3

1,186.3
415.1
771.2
85.6
685.6

1,219.3
425.6
793.7
88.3
705.4

1,257.5
441.5
816.0
90.9
725.1

1,293.6
460.0
833.6
93.7
739.8

1,325.5
477.7
847.8
95.9
751.9

1,353.7
494.6
859.1
97.4
761.7

14.5
14.4
1.0
-0.9
31.3

14.9
14.6
1.1
-0.7
30.8

14.7
14.3
1.1
-0.9
30.7

14.8
14.3
1.2
-0.8
30.5

14.9
14.1
1.2
-0.6
30.0

14.8
14.0
1.2
-0.5
29.3

14.8
13.8
1.2
-0.4
28.6

Budgetary revenues1

Adjustment for risk
Final budgetary balance
Financial position
Total liabilities1
Financial assets1,2
Net debt
Non-financial assets1
Federal debt
Per cent of GDP3
Budgetary revenues
Program expenses
Public debt charges
Budgetary balance
Federal debt

Note: Totals may not add due to rounding.
1 For comparison purposes with financial results presented over the projection period, 2017–18 figures have been
restated to reflect the change in accounting treatment of the Canadian Commercial Corporation.
2 The projected level of financial assets for 2018–19 includes an estimate of other comprehensive income.
3 Figures for 2017-18 have been restated to reflect the historical revisions to the Canadian System of National
Accounts, released on March 1st, 2019.
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3.2 Outlook for Budgetary Revenues
Table A2.5

The Revenue Outlook
billions of dollars

Projection
2017–
2018

2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Personal income tax
Corporate
income tax
Non-resident
income tax

153.6

162.8

170.4

177.8

185.0

192.7

201.3

47.8

52.0

46.3

47.0

49.7

50.7

52.8

7.8

9.6

9.7

9.7

9.7

9.8

9.9

Total

209.3

224.3

226.5

234.5

244.4

253.2

264.0

36.8
5.4

39.6
6.9

40.8
6.3

42.1
5.9

43.6
6.1

45.2
6.4

47.0
6.3

11.7

12.0

12.3

12.4

12.6

12.7

12.7

53.8

58.5

59.3

60.4

62.3

64.3

66.0

263.1
0.0

282.9
0.0

285.8
2.3

294.9
3.5

306.6
4.6

317.5
5.7

330.0
5.7

21.1

21.4

22.0

22.7

23.5

24.4

25.3

7.7
17.8
1.5

7.4
19.5
1.1

7.3
19.4
1.9

7.9
20.1
2.3

8.7
20.9
2.3

9.3
21.3
2.6

10.0
21.8
2.7

27.0

27.9

28.7

30.3

31.9

33.2

34.5

311.2

332.2

338.8

351.4

366.7

380.7

395.5

12.3
0.0

12.7
0.0

12.4
0.1

12.4
0.1

12.4
0.2

12.4
0.2

12.4
0.2

1.0
1.3
14.5

1.0
1.3
14.9

1.0
1.2
14.7

1.0
1.3
14.8

1.0
1.3
14.9

1.0
1.3
14.8

0.9
1.3
14.8

Income taxes

Excise taxes/duties
Goods and Services
Tax
Customs import duties
Other excise
taxes/duties
Total
Total tax revenues
Fuel charge proceeds
Employment Insurance
premium revenues
Other revenues
Enterprise Crown
corporations
Other programs1
Net foreign exchange
Total
Total budgetary revenues
Per cent of GDP2
Total tax revenues
Fuel charge proceeds
Employment Insurance
premium revenues
Other revenues
Total budgetary revenues

Note: Totals may not add due to rounding.
1 For comparison purposes with revenues presented over the projection period, 2017–18 figures have been
restated to reflect the change in accounting treatment of the Canadian Commercial Corporation.
2 Figures for 2017-18 have been restated to reflect the historical revisions to the Canadian System of National
Accounts, released on March 1st, 2019.

Table A2.5 sets out the Government’s projection for budgetary revenues.
Overall, budgetary revenues are expected to increase by 6.7 per cent in 2018-19,
reflecting robust year-to-date results and economic growth. Over the remainder of
the forecast horizon, revenues are projected to grow at an average annual rate of
3.5 per cent, in line with projected growth in nominal GDP.
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Personal income tax revenues—the largest component of budgetary revenues—
are projected to increase by $9.2 billion, or 6.0 per cent, to $162.8 billion in
2018–19. The strong growth in 2018–19 is driven, in particular, by high employment,
reflecting a strong labour market. Over the remainder of the projection period,
personal income tax revenues are forecast to increase somewhat faster than
growth in nominal GDP, averaging 4.3 per cent annually, given the progressive
nature of the income tax system combined with projected real income gains.
Corporate income tax revenues are projected to increase by $4.2 billion, or
8.7 per cent, to $52.0 billion in 2018–19. This increase reflects growth in year-to-date
revenues from a number of sectors, including finance, manufacturing, and
wholesale trade, as well as several large reassessments resulting from audits.
Revenues are then expected to decline in 2019–20 by 10.9 per cent, primarily due
to the temporary cost of new tax measures to promote business investment
announced in the 2018 Fall Economic Statement, as well as a projected slowdown
in corporate profits. Over the remainder of the projection period, corporate income
tax revenues are expected to grow at an average annual rate of 3.3 per cent.
Non-resident income tax revenues are taxes paid by non-residents on Canadiansourced income, notably dividend and interest income. For 2018–19, non-resident
income tax revenues are projected to increase by $1.7 billion, or 21.9 per cent,
based on strong year-to-date results and the associated increase in dividend and
interest income. Over the remainder of the forecast horizon, these revenues are
projected to grow at an average annual rate of 0.7 per cent.
Goods and Services Tax (GST) revenues are forecast to grow by 7.8 per cent in
2018–19 based on year-to-date fiscal results. Over the remainder of the projection
period, GST revenues are forecast to grow by 3.5 per cent per year, on average, in
line with the outlook for taxable consumption.
Customs import duties are projected to grow 27.0 per cent in 2018–19, largely due
to the temporary application of the steel and aluminum retaliatory tariffs. Over the
remainder of the projection horizon, customs import duties are projected to
decline at an average of 1.8 per cent, due to the assumed removal of steel and
aluminum tariffs and the phase-out of tariffs under various trade agreements,
including the Comprehensive and Progressive Agreement for Trans-Pacific
Partnership and the Canada-United States-Mexico Agreement.
Other excise taxes and duties (OETD) revenues are projected to increase by
$0.4 billion, or 3.2 per cent, to $12.0 billion in 2018–19, largely due to the higher
excise duty on tobacco products announced in Budget 2018. Over the remainder
of the projection horizon, OETD revenues are expected to grow at an average
annual rate of 1.1 per cent based on historical consumption trends as well as the
forecast of cannabis revenue.
Beginning in 2019–20, the revenue outlook includes an estimate for fuel charge
proceeds that arise from the federal carbon pollution pricing system. The
Government will return all direct proceeds from the fuel charge to the jurisdiction
of origin. For jurisdictions that do not meet the Canada-wide federal standard for
reducing carbon pollution—Ontario, New Brunswick, Manitoba and
Saskatchewan—the bulk of these proceeds will be going to individuals and
families through Climate Action Incentive payments. For jurisdictions that
voluntarily adopted the federal system—Yukon and Nunavut—all direct proceeds
will be returned to the governments of those jurisdictions.
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EI premium revenues are projected to increase by 1.3 per cent in 2018–19 due to
modest growth in insurable earnings coupled with an increase in the EI premium
rate to $1.66 per $100 of insurable earnings in 2018. In 2019–20, EI premium
revenues are then expected to grow 2.6 per cent, as stronger expected growth
in earnings more than offsets the reduction in the EI premium rate in 2019 to $1.62
per $100 of insurable earnings (as announced by the Canada Employment
Insurance Commission). Over the remainder of the forecast horizon, EI premium
revenues are expected to continue on their upward trend based on projected
growth in insurable earnings and a projected EI premium rate for 2020 of $1.61
per $100 of insurable earnings, after taking into account new EI measures
announced in Budget 2019.
Other revenues are made up of three broad components: net income from
enterprise Crown corporations; other program revenues, particularly
consolidated Crown corporation revenues, returns on investments, proceeds
from the sales of goods and services; and revenues in the Exchange
Fund Account.
Enterprise Crown corporation revenues are projected to decrease slightly in 2018-19
and 2019-20 driven by expected declines in net income reported by Export
Development Canada and Canada Mortgage and Housing Corporation. Revenue
is expected to grow at an average annual rate of 8.1 per cent over the remainder
of the forecast horizon, reflecting the outlooks presented in respective enterprise
Crown corporation corporate plans.
Other program revenues are affected by consolidated Crown corporation
revenues, interest and exchange rate movements (which affect the Canadiandollar value of foreign-denominated assets), and flow-through items that give rise
to an offsetting expense and therefore do not impact the budgetary balance.
These revenues are projected to increase by 9.4 per cent in 2018–19, largely
reflecting an increase in interest and penalties revenues due to higher interest
rates and large company reassessments. Over the remainder of the forecast
horizon, other program revenues are projected to increase at an average annual
rate of 2.3 per cent as a result of growth in revenue from sales of goods and
services and interest and penalties revenues.
Net foreign exchange revenues, which consist mainly of returns on investments
held in the Exchange Fund Account, are volatile and sensitive to fluctuations in
foreign exchange rates and foreign interest rates. These revenues are expected
to decrease in 2018–19, due in large part to a decrease in the expected net
income for the Exchange Fund Account. Over the remainder of the projection
period, net foreign exchange revenues are projected to increase, largely as a
result of a projected increase in interest rates.
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Employment Insurance Operating Account
Employment Insurance Operating Account Projections
2017– 2018– 2019– 2020– 2021– 2022– 2023–
2018 2019 2020 2021 2022 2023 2024

EI premium revenues
EI benefits1
EI administration and other expenses2

21.1

21.4

22.0

22.7

23.5

24.4

25.3

19.7

18.8

19.9

21.5

23.0

24.0

24.8

1.9

1.7

20173 2018

EI Operating Account annual balance
EI Operating Account
cumulative balance
Projected premium rate
(per $100 of insurable earnings)
1

2
3
4

1.8

1.8

1.8

1.8

1.7

2019

2020

2021

2022

2023

(…)

2026

-0.9

1.4

1.0

0.1

-0.7

-0.9

-0.9

-0.2

1.6

3.0

3.9

4.0

3.3

2.3

1.4

-0.34

1.63

1.66

1.62

1.61

1.61

1.61

1.61

1.61

EI benefits include regular EI benefits, sickness, maternity, parental, compassionate care, fishing and work
sharing benefits, and employment benefits and support measures. These represent about 90 per cent of
total EI program expenses.
The remaining EI costs relate mainly to administration and are included in direct program expenses.
Values for 2017 are actual data. Values for 2018 and future years are a projection.
The EI Operating Account cumulative balance does not reach exactly zero at the end of the seven-year
period as projected EI rates are rounded to the nearest whole cent per $100 of insurable earnings, in
accordance with the Employment Insurance Act.

The Employment Insurance Operating Account operates within the
Consolidated Revenue Fund. As such, EI-related revenues and expenses
that are credited and charged to the Account, respectively, in
accordance with the Employment Insurance Act, are consolidated with
those of the Government, and impact the budgetary balance. For
consistency with the EI premium rate, which is set on a calendar-year basis
with the objective of having the Account break even over time, the annual
and cumulative balances of the Account are also presented on a
calendar-year basis.
The EI Operating Account is expected to record annual surpluses of
$1.4 billion in 2018 and $1.0 billion in 2019, and to roughly break even in
2020. The Account is then projected to record annual deficits across the
remainder of the horizon. For fiscal planning purposes, an EI premium rate of
$1.61 has been applied from 2020 onwards (a one-cent decrease from the
2019 premium rate) such that the EI Operating Account achieves
cumulative balance by 2026.
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3.3 Outlook for Program Expenses
Table A2.6

The Expense Outlook
billions of dollars

Projection
2017–
2018
Major transfers to persons
Elderly benefits
Employment Insurance
benefits1
Canada Child Benefit2
Total
Major transfers to other levels
of government
Canada Health Transfer
Canada Social Transfer
Equalization
Territorial Formula Financing
Gas Tax Fund3
Home care and mental health
Other fiscal arrangements4
Total
Direct program expenses
Fuel charge
proceeds returned5
Other transfer payments
Operating expenses6,7
Total
Total program expenses
Per cent of GDP
Major transfers to persons
Major transfers to other levels
of government
Direct program expenses
Total program expenses

2018– 2019–
2019 2020
56.2
19.9

2020– 2021– 2022–
2021 2022 2023
59.7
21.5

63.3
23.0

66.9
24.0

2023–
2024

50.6
19.7

53.3
18.8

70.6
24.8

23.4

23.9

24.3

24.6

25.1

25.6

26.1

93.8

96.0

100.4

105.8

111.4

116.4

121.5

37.1
13.7
18.3
3.7
2.1
0.3
-4.7

38.6
14.2
19.0
3.8
4.3
0.9
-4.7

40.4
14.6
19.8
3.9
2.2
1.1
-5.1

41.8
15.0
20.5
4.2
2.2
1.3
-5.3

43.3
15.5
21.3
4.3
2.3
1.5
-5.5

44.9
15.9
22.1
4.4
2.3
1.2
-5.8

46.6
16.4
22.9
4.6
2.4
1.2
-6.0

70.5

76.0

76.9

79.6

82.6

85.0

88.1

0.0

0.6

2.6

3.8

4.9

5.7

5.7

47.1
96.8

54.1
96.7

52.8
96.7

55.0
95.4

54.5
95.0

55.1
96.2

56.4
97.3

144.0

151.5

152.1

154.2

154.3

156.9

159.4

308.3

323.5

329.4

339.7

348.3

358.4

369.1

4.4
3.3

4.3
3.4

4.4
3.3

4.4
3.3

4.5
3.3

4.5
3.3

4.6
3.3

6.7
14.4

6.8
14.6

6.6
14.3

6.5
14.3

6.3
14.1

6.1
14.0

6.0
13.8

Note: Totals may not add due to rounding.
1 EI benefits include regular EI benefits, sickness, maternity, parental, compassionate care, fishing and work-sharing
benefits, and employment benefits and support measures. These represent about 90 per cent of total EI program
expenses. The remaining EI costs relate mainly to administration and are part of operating expenses.
2
Includes retroactive payments for previous children’s benefits (Canada Child Tax Benefit and Universal Child Care
Benefit) that existed prior to the introduction of the Canada Child Benefit in Budget 2016.
3 The Gas Tax Fund is a component of the Community Improvement Fund.
4 Other fiscal arrangements include the Youth Allowances Recovery; Alternative Payments for Standing Programs,
which represent a recovery from Quebec of a tax point transfer; statutory subsidies; payments under the 2005
Offshore Arrangements; and established terms for repayable floor loans.
5
This will be included as a transfer payment in the Public Accounts of Canada.
6 This includes capital amortization expenses.
7 For comparison purposes with expenses presented over the projection period, 2017–18 figures have been restated to
reflect the change in accounting treatment of the Canadian Commercial Corporation.
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Table A2.6 provides an overview of the projections for program expenses, on an
accrual basis, by major component. A more detailed outlook for 2018–19 and
2019–20 can be found in Tables A2.13 and A2.14, which provide a full estimatesbudget reconciliation. Program expenses consist of major transfers to persons,
major transfers to other levels of government and direct program expenses.
Major transfers to persons are projected to increase from $96.0 billion in 2018–19 to
$121.5 billion in 2023–24. Major transfers to persons consist of elderly, EI and
children’s benefits.
Elderly benefits, which are comprised of Old Age Security, Guaranteed Income
Supplement and Allowance payments to qualifying seniors, are projected to
grow from $53.3 billion in 2018–19 to $70.6 billion in 2023–24, or approximately
5.8 per cent per year. The expected increase in elderly benefits is due to
projected consumer price inflation, to which benefits are fully indexed, and a
projected increase in the population of seniors.
EI benefits are projected to decrease by 4.7 per cent to $18.8 billion in 2018-19,
driven by a falling unemployment rate. Over the remainder of the horizon, EI
benefits are projected to grow at an average of 5.7 per cent annually, reflecting
expected gains in average weekly benefits and modest increases in the number
of EI beneficiaries as the unemployment rate is projected to stabilize at around
6.0 per cent after 2019, based on the outlook provided by private sector
forecasters.
Canada Child Benefits (CCB) are projected to rise from $23.9 billion in 2018-19 to
$26.1 billion in 2023–24, or approximately 1.7 per cent annually, largely reflecting
the full indexation of the CCB to consumer price inflation.
Major transfers to other levels of government, which include the Canada Health
Transfer (CHT), the Canada Social Transfer (CST), Equalization, Territorial Formula
Financing and the Gas Tax Fund, among others, are expected to increase over the
forecast horizon, from $76.0 billion in 2018–19 to $88.1 billion in 2023–24.
The CHT is projected to grow from $38.6 billion in 2018–19 to $46.6 billion in 2023-24.
The CHT grows in line with a three-year moving average of nominal GDP growth,
with funding guaranteed to increase by at least 3.0 per cent per year. The CST is
legislated to grow at 3.0 per cent per year. Gas Tax Fund commitments are
expected to increase to $4.3 billion in 2018-19 due to a one-time transfer of
$2.2 billion proposed in this budget. In 2019-20 and beyond, base Gas Tax Fund
commitments are indexed at 2.0 per cent per year, with increases applied in
$100 million increments. Announced in Budget 2017, home care and mental
health transfers in support of provincial and territorial home care and mental
health initiatives will grow from $0.9 billion in 2018–19 to $1.2 billion in 2023–24.
Direct program expenses are projected to rise to $151.5 billion in 2018–19 and
further to $159.4 billion by 2023–24. Direct program expenses include transfer
payments administered by departments and operating expenses.
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The projected increase in direct program expenses is driven, in large part, by the
introduction of the federal carbon pollution pricing system and the associated
return of direct fuel charge proceeds, which are expected to increase from
$0.6 billion in 2018–19 to $5.7 billion in 2023–24. There is also a projected increase
in other transfer payments administered by departments over the forecast
horizon, including transfers to provincial, municipal and Indigenous governments
and post-secondary institutions for investments in infrastructure. Other transfer
payments are projected to increase from $54.1 billion in 2018–19 to $56.4 billion in
2023–24.
Operating expenses reflect the cost of doing business for more than
100 government departments, agencies and Crown corporations, and are
projected to reach $96.7 billion in 2018–19. Operating expenses are projected to
decrease to $95.0 billion in 2021–22, and then grow to $97.3 billion in 2023–24. The
growth in operating expenses is composed of average annual growth of about
3 per cent in departmental expenses, which is offset by falling expenses related to
pensions and employee future benefits, reflecting the projected rise in long-term
interest rates.

3.4 Financial Source/Requirement
The budgetary balance is presented on a full accrual basis of accounting,
recording government revenues and expenses when they are earned or
incurred, regardless of when the cash is received or paid.
In contrast, the financial source/requirement measures the difference between
cash coming in to the Government and cash going out. This measure is affected
not only by the budgetary balance, but also by the Government’s nonbudgetary transactions. These include changes in federal employee pension
liabilities; changes in non-financial assets; investing activities through loans,
investments and advances; and changes in other financial assets and liabilities,
including foreign exchange activities.
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Table A2.7

The Budgetary Balance, Non-Budgetary Transactions and Financial
Source/Requirement
billions of dollars

Projection
2017–
2018

2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

-19.0

-14.9

-19.8

-19.7

-14.8

-12.1

-9.8

Pensions and other
accounts

10.4

7.5

6.3

2.9

0.6

-1.2

-1.6

Non-financial assets1

-3.9

-4.0

-2.6

-2.6

-2.8

-2.1

-1.5

Enterprise Crown
corporations

-2.1

-5.0

-7.0

-6.0

-7.7

-7.2

-5.8

Other

-1.0

-5.4

-0.6

-2.3

-2.2

-2.2

-2.0

Total

-3.1

-10.4

-7.6

-8.3

-9.9

-9.4

-7.8

Accounts payable,
receivable, accruals
and allowances1

4.3

7.6

-7.1

-6.0

-5.8

-3.8

-4.6

Foreign exchange
activities

1.9

1.5

-1.0

-3.6

-3.9

-4.0

-3.9

Budgetary balance
Non-budgetary transactions

Loans, investments
and advances

Other transactions

Total
Total
Financial
source/requirement

6.1

9.1

-8.1

-9.6

-9.7

-7.8

-8.6

9.5

2.3

-12.1

-17.7

-21.8

-20.5

-19.5

-9.4

-12.6

-31.9

-37.3

-36.6

-32.5

-29.3

Note: Totals may not add due to rounding.
1

For comparison purposes with financial results presented over the projection period, 2017–18 figures have been
restated to reflect the change in accounting treatment of the Canadian Commercial Corporation.

As shown in Table A2.7, a financial requirement is projected over the entire
forecast period. The projected financial requirements for 2018–19 to 2023–24
largely reflect requirements associated with the budgetary balance, increases in
retained earnings of enterprise Crown corporations, and growth in other assets,
including financing of the Exchange Fund Account.
A financial source is projected for pensions and other accounts for 2018–19
to 2021–22. Pensions and other accounts include the activities of the
Government of Canada’s employee pension plans and those of federally
appointed judges and Members of Parliament, as well as a variety of other
employee future benefit plans, such as health care and dental plans, and
disability and other benefits for veterans and others. The financial source for
pensions and other accounts largely reflects adjustments for pension and benefit
expenses not funded in the period.
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Financial requirements for non-financial assets mainly reflect the difference
between cash outlays for the acquisition of new tangible capital assets and the
amortization of capital assets included in the budgetary balance. They also
include disposals of tangible capital assets and changes in inventories and
prepaid expenses. A net cash requirement of $2.6 billion is estimated for 2019–20.
Loans, investments and advances include the Government’s investments in
enterprise Crown corporations, such as Canada Mortgage and Housing
Corporation (CMHC), Export Development Canada, the Business Development
Bank of Canada (BDC) and Farm Credit Canada (FCC). They also include loans,
investments and advances to national and provincial governments and
international organizations, and for government programs. The requirements for
enterprise Crown corporations projected from 2018–19 to 2023–24 reflect
retained earnings of enterprise Crown corporations as well as the Government’s
decision in Budget 2007 to meet all the borrowing needs of CMHC, BDC and
FCC through its own domestic debt issuance. In general, loans, investments and
advances are expected to generate additional revenues for the Government in
the form of interest or additional net profits of enterprise Crown corporations,
which partly offset debt charges associated with these borrowing requirements.
These revenues are reflected in projections of the budgetary balance.
Other transactions include the payment of tax refunds and other accounts
payable, the collection of taxes and other accounts receivable, the conversion
of other accrual adjustments included in the budgetary balance into cash, as
well as foreign exchange activities. Projected cash requirements associated with
other transactions mainly reflect forecast increases in the Government’s official
international reserves held in the Exchange Fund Account, as per the prudential
liquidity plan, as well as projected growth in accounts receivable, in line with
historical trends.
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4. Supplementary Information
4.1 Policy Actions Announced since the 2018 Fall
Economic Statement
Table A2.8

Policy Actions Announced since the 2018 Fall Economic Statement 1
millions of dollars

Government Operations, Fairness
and Openness
Real Property Price and Volume Protection

2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

45

177

100

83

83

83

571

1

64

64

64

64

64

319

Funding for Public Services and Procurement Canada to support price and volume fluctuations
related to real property assets.
Expediting Access to Pardons for Simple
Cannabis Possession Convictions

0

2

0

0

0

0

2

Funding provided to the Parole Board of Canada and the Royal Canadian Mounted Police to
support legislation to expedite access to pardons for Canadians previously convicted of simple
possession of cannabis.
Canada Summer Jobs 2019-20

4

62

0

0

0

0

66

Funding provided to Employment and Social Development Canada to continue the Government’s
commitment to double Canada Summer Job placements in summer 2019-20.
Digital Democracy Project

1

7

0

0

0

0

8

Funding provided to Canadian Heritage for measures to support citizen digital literacy ahead of
the 2019 General Election. This initiative will aim to equip Canadians with knowledge of deceptive
practices and the tools to navigate the internet and better understand information consumption
online more generally.
Establishing Two New Departments:
Indigenous Services Canada and CrownIndigenous Relations and Northern Affairs
Canada

40

41

36

19

19

19

175

Funding provided to support the stand-up of the departments of Indigenous Services Canada and
Crown-Indigenous Relations and Northern Affairs Canada.
Veterans Affairs Canada Adjustments for Nondiscretionary Cost Fluctuations*

-

-

-

-

-

-

-

Funding adjustments for Veterans Affairs Canada to reflect non-discretionary costs increases or
savings based on take-up for benefits.
Royal Canadian Mounted Police Disability
Pension Program Adjustments*

-

-

-

-

-

-

-

Funding adjustments for the Royal Canadian Mounted Police (RCMP) to reflect non-discretionary
cost increases for the RCMP disability pension program adjustments.
Improving the Safety of LGBTQ2+
Communities

0

1

0

0

0

0

1

Funding is provided to Public Safety Canada to support the work of Pride Toronto, particularly as it
relates to developing a better understanding of LGBTQ2+ victimization (including hate crimes) and
contributing to the implementation of education and prevention tools.
Funding is also provided to Canadian Heritage to support Pride Toronto’s efforts to raise awareness
among Canadians about the 50th anniversary of the decriminalization of homosexuality in
Canada.
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Table A2.8

Policy Actions Announced since the 2018 Fall Economic Statement 1
millions of dollars

Growth, Innovation, Infrastructure
and the Environment
Canada Reaches for the Moon and Beyond

2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

29

259

270

326

140

97

1,122

0

10

48

67

55

30

209

Funding provided to the Canadian Space Agency to develop and contribute a smart robotic
system – including a third generation artificial intelligence-enabled Canadarm – that will repair
and maintain the NASA-led Lunar Gateway, a project that will see humans return to the Moon and
set the stage for further exploration to Mars. This investment includes support for a new Lunar
Exploration Accelerator Program to help small and medium-sized businesses in Canada develop
new technologies to be used and tested in lunar orbit and on the Moon’s surface.
Department of Finance Support for
Government Priorities

1

3

3

3

3

3

16

Funding provided to the Department of Finance to address pressures stemming from an increasing
workload that the Department has undertaken in meeting Government priorities.
Deconstruction of Champlain Bridge

15

86

156

170

0

0

426

Funding announced in February 2019 for Jacques Cartier and Champlain Bridges Incorporated to
deconstruct the Champlain Bridge following the entrance in service of the new bridge – the
Samuel de Champlain Bridge.
Support for Provincial Infrastructure Priorities
Less: Year-over-year Reallocation
of Funding

6

42

43

43

47

27

208

-5

-18

-12

16

4

5

-11

-4

-7

Funding provided to Infrastructure Canada to support provincial infrastructure priorities.
Reallocating Funding for the Icefields
Trail Project

0

0

0

0

-4

In January 2019, the Minister of Environment and Climate Change announced that the Parks
Canada Agency will not be proceeding with the Icefields Trail project in Jasper National Park. The
remaining funding has been reallocated towards other priorities, including addressing wildfire
damage in Waterton Lakes National Park and undertaking environmental activities at the Sable
Island National Park Reserve. The remaining funding for the project has been returned to the fiscal
framework.
Operating Funding for Windsor-Detroit Bridge
Authority

0

29

29

28

35

36

157

Funding provided for the Windsor-Detroit Bridge Authority to manage the Gordie Howe
International Bridge project. This will ensure the corporation has the required resources for project
delivery during the construction period.
Restoring Rail Service to Churchill, Manitoba

10

0

0

0

0

0

10

Financing provided by Export Development Canada via the Canada Account for the acquisition,
repairs and operation required by the Hudson Bay Railway Company, the Hudson Bay Port
Company, and the Churchill Marine Tank Farm.
Response to Intercity Bus Service Disruptions in
Western Canada

3

8

5

0

0

0

15

Funding provided to Western Economic Diversification Canada and Crown-Indigenous Relations
and Northern Affairs Canada to support communities affected by the cancellation of Greyhound
Canada's bus service in Western Canada. This will allow for service to affected communities to
continue where no other service provider has emerged.
Supporting Small and Medium-Sized
Businesses that Produce and Use Steel
and Aluminum

0

100

0

0

0

0

100

Funding provided to the regional development agencies to support small and medium-sized
enterprises that are either producers or downstream users of steel and aluminum. This is part of the
Government's continued efforts to defend and protect the interests of Canadian workers and
businesses facing U.S. Section 232 tariffs on Canadian steel and aluminum exports.
Labour Markets, Health, Safety and Economic
Prosperity of Canadians
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24

0

0

0

0

137
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Table A2.8

Policy Actions Announced since the 2018 Fall Economic Statement 1
millions of dollars

2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

25

29

0

0

0

0

55

Less: NEB Cost Recovery

-8

-1

0

0

0

0

-9

Less: Funds Sourced from Existing
Departmental Resources

-5

-5

0

0

0

0

-10

Trans Mountain Pipeline Consultations and
National Energy Board Reconsideration

Funding provided to Natural Resources Canada, Fisheries and Oceans Canada, Transport
Canada, Crown-Indigenous Relations and Northern Affairs Canada, Indigenous Services Canada,
and the National Energy Board (NEB) to re-initiate consultations on the proposed Trans Mountain
Pipeline Expansion Project and to support NEB reconsideration of the project. Funding provided to
the NEB will be fully cost-recovered from industry.
Emergency Management Assistance Program

102

0

0

0

0

0

102

Funding provided to Indigenous Services Canada to support the Emergency Management
Assistance Program with the costs of response and recovery activities on reserve following an
emergency event.
Trade, International Relations and Security

24

58

36

20

19

19

176

Expo 2020

12

9

14

4

0

0

40

-12

12

3

-3

0

0

0

Less: Year-over-year Reallocation
of Funding

Funding provided to Global Affairs Canada for Canada's participation in World Expo 2020, to be
hosted in Dubai. This will be an opportunity to showcase Canada as a destination for trade,
investment, tourism and culture, to a large international audience.
Global Affairs Canada Adjustments for NonDiscretionary Cost Fluctuations

24

37

19

19

19

19

136

Funding provided to Global Affairs Canada for non-discretionary cost increases affecting missions
abroad, such as changes in exchange rates and inflation. This will allow the Government to
maintain its high standards for the delivery of overseas operations.
(Net) fiscal impact of non-announced
measures

1,197

450

165

172

-25

-27

1,932

The net fiscal impact of measures that are not announced is presented at the aggregate level,
and would include provisions for anticipated Cabinet decisions not yet made and funding
decisions related to national security, commercial sensitivity, collective bargaining and litigation
issues.
Grand Total

1,409

968

571

602

216

171

3,937

Note: Totals may not add due to rounding.
1The Government’s spending plans are generally laid out in the annual budget. Due to operational reasons, some
funding decisions may be required between budgets. All such “off-cycle” funding decisions taken since the 2018 Fall
Economic Statement that are not discussed in the previous chapters are detailed in this table.
*Public Sector accounting rules require that the present value of all increased future payments to eligible recipients be
recognized up-front when changes are made to benefit plans as well as on an annual basis based on actuarial
forecasts. As such, funding adjustments on an accrual basis have already been accounted for. The actual cost of
adjustments for approved benefits for all eligible recipients is reflected in the cash table (see Table A2.10)
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4.2 Other Budget 2019 Measures (Not Included in
Previous Chapters)
Table A2.9

Other Budget 2019 Measures
millions of dollars

2018– 2019–
2019 2020

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

Government Operations, Fairness
and Openness

0

453

237

244

239

275

1,448

Better Digital Services for Canadians

0

0

12

12

0

0

24

182

910

Funding to extend the mandate of the Canadian Digital Service, which works with federal
organizations to design, prototype and build better digital services for Canadians.
Insuring Income Replacement Benefits for
Medically Released Members of the Forces

0

182

182

182

182

Funding to cover anticipated costs under the Service Income Security Insurance Plan and Longterm Disability
Federal Public Service Dental
Plan Amendments

0

11

14

15

15

16

71

To implement plan amendments as a result of an arbitral decision on negotiations for the Public
Service Dental Care Plan
Maintaining Service Levels of the Controlled
Goods Program

0

4

4

4

0

0

12

Funding provided to Public Services and Procurement Canada to maintain the Controlled Goods
Program, which oversees the examination, possession and transfer of controlled goods (primarily
defence weaponry) within Canada.
Industrial Security Systems
Transformation Project

0

2

1

1

6

6

16

Funding provided to Public Services and Procurement Canada to upgrade the current aging
information technology systems that support the Contract Security and the Controlled Goods
Programs with a single unified solution that will provide industry with a self-service electronic
interface with the federal government.
Cost and Profit Assurance Program

0

3

3

3

0

0

9

Funding provided to Public Services and Procurement Canada to provide clarity to businesses
(primarily to those with defence contracts) and to ensure that procurement continues to be fair
and transparent to both Canadian businesses and taxpayers.
Predictable Capital Funding

0

3

11

20

45

80

158

Funding provided to Public Services and Procurement Canada to improve the management of its
portfolio of assets. Proposed projects include the rehabilitation of the Alaska Highway, and the
replacement of the breaker transformation distribution system at the Sinclair Center in Vancouver.
Real Property Repairs and Maintenance

0

275

0

0

0

0

275

Funding provided to Public Services and Procurement Canada’s Federal Accommodation
Program to maintain current office accommodation and related real property service levels to
federal departments and agencies.
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Table A2.9

Other Budget 2019 Measures
millions of dollars

2018– 2019–
2019 2020
Supporting the Canadian Human Rights
Commission and Access to Justice

0

1

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

1

1

1

1

4

Funding proposed for the Canadian Human Rights Commission to implement a modern and
streamlined case management system. The new system will better support the operational needs
of the Commission, as well as access to justice for Canadians.
Supporting the Delivery of Justice through the
Courts Administration Service

0

2

2

2

5

3

13

Funding proposed for the Courts Administration Service to increase capacity to translate Federal
Court decisions and to relocate the federal courthouse in Montreal.
Protecting the Privacy of Canadians

0

5

5

4

4

4

22

Funding proposed for the Office of the Privacy Commissioner to enhance the Office's capacity,
including its ability to engage with Canadian individuals and businesses, address complaints and
respond to privacy issues as they occur.
Supporting the Public Prosecution
Service of Canada

0

4

21

21

21

21

89

Funding proposed for the Public Prosecution Service of Canada to support the continued
fulfillment of its responsibilities to carry out the prosecution of criminal offences under federal law.
Support for Access to Information

0

3

0

0

0

0

3

Funding proposed for the Office of the Information Commissioner to enable it to continue resolving
new and existing complaints regarding access to information requests.
Improving Labour Standards in CPTPP
Partner Countries
Less: Funds Sourced from Existing
Departmental Resources

0

1

1

1

1

1

3

0

-1

-1

-1

-1

-1

-3

Funding proposed for Employment and Social Development Canada to promote, monitor and
enforce labour standards in CPTPP partner countries. To be sourced from existing departmental
reference levels.
Ensuring Income Security Benefits are
Fair and Efficient

0

32

36

35

15

15

133

Less: Foregone Revenues

0

13

38

39

41

42

173

Projected Savings

0

-97

-99

-101

-101

-101

-499

Funding proposed to Employment and Social Development Canada to support enhanced
oversight and assessment of benefit entitlements and detect fraud and abuse. As ESDC has a
proven track record for successfully recovering overpayments, Budget 2019 accounts for the
expected revenue impact of approximately $500 million over five years.
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Table A2.9

Other Budget 2019 Measures
millions of dollars

2018– 2019–
2019 2020
Supporting Judicial Advisory
Committee Members

0

1

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

1

1

1

1

6

Funding is proposed for the Office of the Commissioner for Federal Judicial Affairs to provide a per
diem to non-judicial members of Judicial Advisory Committees. Judicial Advisory Committees help
to inform federal judicial appointments, and play a key role in upholding a judicial appointment
process that is fair, neutral, and conscious of the diversity of Canada.
Canadian Energy Regulator Transition Costs
Less: Costs to Be Recovered

0

4

0

0

0

0

4

0

-1

0

0

0

0

-1

Funding proposed for the National Energy Board to support its transition to its new role as the
Canadian Energy Regulator.
Fisheries and Oceans Canada –
Advancing Reconciliation

0

5

5

4

4

4

23

Funding is proposed for Fisheries and Oceans Canada to support its capacity to work with
Indigenous groups and advance reconciliation.
Growth, Innovation, Infrastructure and the
Environment

0

459

650

152

116

64

1,442

Canada's Marine Safety Response

0

15

15

15

0

0

46

0

0

0

0

0

0

-1

Less: Funds Sourced from Existing
Departmental Resources

Funding proposed for the Canadian Coast Guard, Transport Canada and Environment and
Climate Change Canada to continue to improve marine environmental response planning. This
brings together federal, provincial and Indigenous partners to jointly plan for a quicker and more
efficient response to marine pollution incidents. Fast, efficient responses help to ensure that if
incidents happen, our environment and communities stay safe.
Ensuring Continued Access to US Markets for
Canadian Meat Products

0

13

13

0

0

0

26

Funding proposed for the Canadian Food Inspection Agency to maintain its Daily Shift Inspection
Presence Program. This program provides additional food safety inspection resources at
all Canadian meat processing facilities to ensure continued access to the U.S. market
for Canadian meat products.
Protecting Against Bovine Spongiform
Encephalopathy in Canada

0

40

40

40

40

40

199

Funding proposed for the Canadian Food Inspection Agency, Health Canada, and the Public
Health Agency of Canada to maintain world class inspection programs to protect against Bovine
Spongiform Encephalopathy in the Canadian cattle herd. These programs help ensure that
Canadian cattle and beef products are safe for consumers at home and abroad, thereby
protecting the health of Canadians and maintaining access to international markets for Canadian
cattle and beef products.
Safe and Secure Road and Rail Transportation

0

73

72

61

57

1

264

Funding proposed for Transport Canada to continue oversight and regulation of motor vehicle
safety, railway safety and transportation of dangerous goods, and to support the continuation of
passenger rail services to remote communities with no alternative means of surface transportation.
This will support safe transportation on Canadian roads and railways, and access to transportation
services for remote communities.
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Table A2.9

Other Budget 2019 Measures
millions of dollars

2018– 2019–
2019 2020
Delivering Better Service for Air Travellers

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

0

296

871

7

0

0

1,175

Less: Costs to be Recovered

0

0

0

0

-12

-16

-27

Less: Funds Sourced from Existing
Departmental Resources

0

0

-426

-32

-32

-32

-523

Funding is proposed for the Canadian Air Transport Security Authority (CATSA), Transport Canada
and the Royal Canadian Mounted Police to ensure that air travellers and workers at airports are
effectively screened. The Government also proposes to provide funding for the Canadian
Transportation Agency and Transport Canada in support of transitioning CATSA to an
independent, not-for-profit entity. The Government intends to introduce legislation to establish this
entity.
Cleaning-up Federal Contaminated Sites

0

0

22

22

22

22

87

Funding is proposed to renew the Federal Contaminated Sites Action Plan to continue work to
address contaminated sites for which the federal government has responsibility.
Implementing a Federal Carbon
Offset System
Less: Funds Sourced from Existing
Departmental Resources

0

3

4

3

3

3

15

0

-2

-2

-2

-2

-2

-11

Providing compliance flexibility for participating facilities is an important feature of the federal
output-based carbon pollution pricing system. To support Canada's actions to reduce greenhouse
gas emissions, funding is proposed for Environment and Climate Change Canada to develop the
information technology infrastructure and tracking systems required for a national carbon offset
credit system.
Supporting Capital Assets in Canada's
National Parks, Conservation Areas and
Historic Sites

0

0

3

5

4

7

19

Funding proposed for capital projects in national parks, national marine conservation areas and
national historic sites administered by the Parks Canada Agency. The Government will also
introduce amendments to the Parks Canada Agency Act to create a standard, one-year
appropriation authority for the Agency to ensure that Canadians continue to enjoy Canada's
natural treasures in our national parks, heritage sites, and marine conservation areas and to better
manage heritage, tourism, waterway, and highway assets.
Enhancing Canada’s Global Arctic
Leadership

0

6

7

7

7

7

34

Funding proposed for Global Affairs Canada to enhance Canada’s global Arctic leadership, by
strengthening Canada’s engagement in the Arctic Council, creating the first Arctic Councilrelated permanent secretariat in Canada (for the Sustainable Development Working Group),
increasing the participation of northerners in Arctic Council and Arctic research activities, and
providing northern youth with international learning opportunities.
Increased Funding for the Regional
Development Agencies

0

9

13

0

0

0

23

Funding proposed for Atlantic Canada Opportunities Agency, Canada Economic Development
for Quebec Regions, and Western Economic Diversification Canada that is equivalent to
repayable contributions collected in 2018-19, based on current estimates. Access to funding will be
based on actual repayments in 2018-19. In addition, permanent funding of $184.5 million per year
($97.8 million per year on an accrual basis), starting in 2024-25, to the Federal Development
Agency of Southern Ontario to support innovation and economic growth in southern Ontario.
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Table A2.9

Other Budget 2019 Measures
millions of dollars

2018– 2019–
2019 2020
Preparing for a New Generation of
Wireless Technology

0

7

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

19

27

30

35

117

Funding proposed for Innovation, Science and Economic Development Canada to continue to
effectively manage wireless networks in Canada. This will support equipment modernization and
the development of innovative tools and systems to enhance ongoing efforts to minimize network
interference and verify compliance with health and safety standards, including in the context of
the new generation of wireless networks, referred to as 5G.
Labour Markets, Health, Safety and Economic
Prosperity of Canadians

0

334

327

38

37

35

771

Supporting the Harbourfront Centre

0

0

0

7

7

7

20

Funding proposed for Canadian Heritage to support the operations of the Harbourfront Centre in
Toronto and to help the Centre to continue to provide internationally-renowned programming in
arts, culture, education and recreation.
Boosting the Capacity of the Federal
Mediation and Conciliation Services

0

1

1

1

1

1

5

Funding proposed for Employment and Social Development Canada to support the hiring of
additional mediators to strengthen the Federal Mediation and Conciliation Service's overall
advisory capacity.
Providing Health Care to Refugees and
Asylum Seekers

0

125

158

0

0

0

283

Funding proposed for Immigration, Refugees and Citizenship Canada to provide increased
funding for the Interim Federal Health Program. This will promote better public health outcomes for
both Canadians and those seeking asylum in Canada.
Modernizing Canada's Border Operations
Less: Funds Previously Provisioned in the
Fiscal Framework

0

127

134

24

23

24

332

0

-21

-17

-1

-2

-3

-44

Funding proposed for the Canada Border Services Agency to support effective border
management and enforcement, and to modernize border operations. This funding will facilitate
the safe and timely flow of transactions at the border.
Support for the Correctional
Service of Canada

0

95

0

0

0

0

95

Funding proposed for the Correctional Service of Canada to support existing operations. The
Correctional Service of Canada is responsible for the safe and humane custody of offenders
serving sentences of two years or more and for assisting in offender rehabilitation, encouraging
offenders to become law-abiding citizens when they return to the community.
Protecting the Rights and
Freedoms of Canadians

0

5

6

7

8

6

32

Funding is proposed for the Canadian Security Intelligence Service to continue efforts to modernize
its framework for compliance with Canadian law, Ministerial direction, and Federal Court
requirements, as well as CSIS’ internal policies, in a manner that protects national security interests
and respects the rights and freedoms of Canadians.
Enhancing Indigenous Consultation and
Capacity Support

0

2

2

0

0

0

3

Funding proposed for Crown-Indigenous Relations and Northern Affairs Canada to support
Indigenous partners' development of, and participation in, consultation processes with the
Government of Canada through Consultation Protocols.
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Table A2.9

Other Budget 2019 Measures
millions of dollars

2018– 2019–
2019 2020
On-Reserve Income Assistance: Case
Management and Pre-Employment Support

0

0

2020–
2021

2021–
2022

2022–
2023

2023–
2024

Total

39

0

0

0

39

Funding proposed for Indigenous Services Canada to support individuals to transition from income
assistance to employment and education.
Matrimonial Real Property Implementation
Support Program

0

0

3

0

0

0

3

Funding proposed for Crown-Indigenous Relations and Northern Affairs Canada to support First
Nations in developing their own community-specific matrimonial real property laws, and to provide
targeted training and awareness activities to law enforcement and members of the judiciary.
Improving the Health and Safety of Canadian
Workers

0

1

1

1

1

1

4

Funding provided to the Canadian Centre for Occupational Health and Safety (CCOHS) in
support of its Employee Benefit Plan premiums. This will allow the CCOHS to continue its important
work to safeguard and improve the physical and mental health of Canada's workers.
Trade, International Relations and Security

248

5

4

1

1

1

260

Supporting the World Bank

248

0

0

0

0

0

248

Funding to purchase Canada’s International Bank for Reconstruction and Development (IBRD)
shares, which will increase the World Bank's financial capacity and allow the institution to provide
more financing for developing countries to promote sustainable economic growth.
Administration of New Free Trade Agreement
Measures and Steel Safeguards

0

5

4

1

1

1

12

Funding proposed for Global Affairs Canada for the implementation of new trade openings and
control measures under the Comprehensive and Progressive Agreement for Trans-Pacific
Partnership (CPTPP) and Canada-United States-Mexico Agreement (CUSMA). These trade
agreements will benefit Canadian companies, providing new trade opportunities in the AsiaPacific region, as well as reinforcing and modernizing trade relationships across North America.
Funding is also proposed for Global Affairs Canada for the administration of potential import
safeguards on certain steel products.
(Net) fiscal impact of measures discussed in
Tax Measures: Supplementary Information
and Strengthening and Modernizing
Canada’s Financial Sector (Annex 4)
(Net) fiscal impact of non-announced
measures

-

1

4

4

4

-267

-533

-323

-2,056

-978

5

18

-1,585 -5,742

The net fiscal impact of measures that are not announced is presented at the aggregate level,
and would include provisions for anticipated Cabinet decisions not yet made and funding
decisions related to national security, commercial sensitivity, collective bargaining and litigation
issues.
Grand Total
Note: Totals may not add due to rounding
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-18

718

898

-1,617

-580

-1,206 -1,804

Table A2.10

Policy Actions since the 2018 Fall Economic Statement by Department (estimates basis)
millions of dollars (cash basis)

Canadian Heritage
Digital Democracy Project
Improving the Safety of LGBTQ2+ Communities
Canadian Space Agency
Canada Reaches for the Moon and Beyond
Crown-Indigenous Relations and Northern Affairs Canada
Establishing Two New Departments: Indigenous Services Canada and
Crown-Indigenous Relations and Northern Affairs Canada
Response to Intercity Bus Service Disruptions in Western Canada
Trans Mountain Pipeline Consultations and National Energy Board
Reconsideration
Department of Finance Canada
Department of Finance Support for Government Priorities
Employment and Social Development Canada
Canada Summer Jobs 2019-20
Fisheries and Oceans Canada
Trans Mountain Pipeline Consultations and National Energy Board
Reconsideration
Global Affairs Canada
Expo 2020
Global Affairs Canada Adjustments for Non-Discretionary Fluctuations
Indigenous Services Canada
Emergency Management Assistance Program
Establishing Two New Departments: Indigenous Services Canada and
Crown-Indigenous Relations and Northern Affairs Canada
Trans Mountain Pipeline Consultations and National Energy Board
Reconsideration
Infrastructure Canada
Support for Provincial Infrastructure Priorities
Regional Development Agencies (allocation to be determined)
Supporting Small and Medium-Sized Businesses that Produce and Use
Steel and Aluminum
Jacques Cartier and Champlain Bridge Inc.
Deconstruction of the Champlain Bridge
National Energy Board
Trans Mountain Pipeline Consultations and National Energy Board
Reconsideration
Natural Resources Canada
Trans Mountain Pipeline Consultations and National Energy Board
Reconsideration
Parks Canada
Reallocating Funding for the Icefields Trail Project
Parole Board of Canada
Expediting Access to Pardons for Simple Cannabis Possession
Convictions
Public Safety Canada
Improving the Safety of LGBTQ2+ Communities
Public Services and Procurement Canada
Supporting Price and Volume Fluctuations Related to Real Property
Assets
Royal Canadian Mounted Police
Expediting Access to Pardons for Simple Cannabis Possession
Convictions
Royal Canadian Mounted Police Disability Pension Program
Adjustments
Transport Canada
Trans Mountain Pipeline Consultations and National Energy Board
Reconsideration
Veterans Affairs Canada
Veterans Affairs Canada Adjustments for Non-discretionary Cost
Fluctuations
Western Economic Diversification Canada
Response to Intercity Bus Service Disruptions in Western Canada
Windsor-Detroit Bridge Authority
Operating Funding for Windsor-Detroit Bridge Authority
Total – Voted Budgetary Measures Since the 2018 Fall Economic
Statement by Department
Other
Total - All Policy Actions Since the 2018 Fall Economic
Statement
Note: Totals may not add due to rounding
Note: Totals may not add due to rounding
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2023- Total
2024 (Cash)
8
0
0
8
0
0.3
797
240
240
797
20
0

20182019
1
1
0
0
0
7

20192020
7
7
0.3
10
10
8

20202021
0
0
0
61
61
5

20212022
0
0
0
221
221
0

20222023
0
0
0
265
265
0

5

5

4

0

0

0

14

2

3

1

0

0

0

5

0

1

0

0

0

0

1

1
1
4
4
2

3
3
62
62
3

3
3
0
0
0

3
3
0
0
0

3
3
0
0
0

3
3
0
0
0

16
16
66
66
5

2

3

0

0

0

0

5

36
0
24
137
102

59
22
37
37
0

36
17
19
32
0

21
2
19
19
0

19
0
19
19
0

19
0
19
19
0

176
40
136
263
102

35

36

32

19

19

19

160

0

1

0

0

0

0

1

1
1
0

24
24
100

30
30
0

59
59
0

50
50
0

33
33
0

197
197
100

0

100

0

0

0

0

100

15
15
8

86
86
1

156
156
0

170
170
0

0
0
0

0
0
0

426
426
9

8

1

0

0

0

0

9

7

17

0

0

0

0

24

7

17

0

0

0

0

24

0
0
0

0
0
1

-16
-16
0

0
0
0

0
0
0

0
0
0

-15
-15
1

0

1

0

0

0

0

1

0
0
1

0
0
64

0
0
64

0
0
64

0
0
64

0
0
64

1
1
319

1

64

64

64

64

64

319

29

93

0

0

0

0

121

0

1

0

0

0

0

1

29
2

92
3

0
0

0
0

0
0

0
0

120
4

2

3

0

0

0

0

4

323

240

0

0

0

0

563

323
1
1
0
0
568

240
5
5
29
29
869

0
4
4
29
29
415

0
0
0
28
28
584

0
0
0
35
35
455

0
0
0
36
36
416

563
10
10
157
157
3,307

4

-18

-12

0

0

-3

-29

572

851

403

584

455

413

3,278
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Table A2.11

Budget 2019 Measures by Department (estimates basis)
millions of dollars (cash basis)

20182019

20192020

20202021

20212022

20222023

20232024

Total
(Cash)

Administrative Tribunals Support Service of Canada

0

1

1

1

1

1

4

Resolving Income Security Program Disputes More Quickly
and Easily

0

1

1

1

1

1

4

Agriculture and Agri-Food Canada

0

19

19

19

19

19

95

A Food Policy for Canada

0

19

19

19

19

19

95

Atlantic Canada Opportunities Agency

0

27

13

9

9

9

67

A Just Transition for Coal Power Workers and Communities

0

0

9

9

9

9

36

Launching a Federal Strategy on Jobs and Tourism

0

2

4

0

0

0

6

Increased Funding for the Regional Development Agencies

0

25

0

0

0

0

25

Canada Border Services Agency

0

262

337

193

188

276

1,257

Addressing the Challenges of African Swine Fever

0

6

9

6

6

6

32

Enhancing Accountability and Oversight of the CBSA

0

1

2

3

3

3

11

Enhancing the Integrity of Canada's Borders and
Asylum System

0

106

158

102

8

8

382

Helping Travellers Visit Canada

0

13

17

0

0

0

30

Modernizing Canada's Border Operations

0

135

148

76

159

247

765

Protecting People from Unscrupulous Immigration Consultants

0

2

2

2

2

2

10

Strengthening Canada's AML-ATF Regime

0

0

2

5

11

10

28

Canada Economic Development for Quebec Regions

0

3

57

0

0

0

60

Launching a Federal Strategy on Jobs and Tourism

0

3

6

0

0

0

9

Increased Funding for the Regional Development Agencies

0

0

51

0

0

0

51

Canada Mortgage and Housing Corporation

0

33

61

110

144

159

507

Expanding the Rental Construction Financing Initiative

0

18

40

84

115

129

385

Introducing the First-Time Home Buyer Incentive

0

15

21

27

29

30

121

Canada Revenue Agency

0

61

77

77

76

75

367

Access to Charitable Tax Incentives for Not-for-Profit Journalism

0

1

3

2

2

1

9

Ensuring Proper Payments for Public Servants

0

9

0

0

0

0

9

Improving Access to the Canada Workers Benefit Throughout
the Year

0

4

1

0

0

0

4

Improving Client Services at the Canada Revenue Agency

0

9

11

12

12

8

50

Improving Tax Compliance

0

29

53

53

52

54

241

Taking Action to Enhance Tax Compliance in the Real
Estate Sector

0

9

10

10

10

10

50

Tax Credit for Digital News Subscriptions

0

0

1

1

1

1

3

Canadian Air Transport Security Authority

0

288

309

0

0

0

597

Delivering Better Service for Air Travellers

0

288

309

0

0

0

597

Canadian Centre for Occupational Health and Safety

0

1

1

1

1

1

4

Improving the Health and Safety of Canadian Workers

0

1

1

1

1

1

4

Canadian Food Inspection Agency

0

56

60

48

50

51

266

A Food Policy for Canada

0

3

6

5

6

5

24

Bringing Innovation to Regulations

0

3

4

5

7

8

27

Ensuring Continued Access to US Markets for Canadian
Meat Products

0

13

13

0

0

0

26

Protecting Against Bovine Spongiform Encephalopathy
in Canada

0

38

38

38

38

38

189

Canadian Heritage

0

83

110

108

109

131

541

Ensuring a Safe and Healthy Sport System

0

6

6

6

6

6

30

Expanding Support for Artists and Cultural Events

0

31

31

0

0

0

61

Inclusion of Canadians with Visual Impairments and Other Print
Disabilities

0

4

5

6

4

2

23

Introducing a New Anti-Racism Strategy

0

17

15

13

0

0

45

National Day for Truth and Reconciliation

0

5

5

0

0

0

10

Protecting Democracy

0

5

5

5

5

0

19

Supporting the Harbourfront Centre

0

0

0

7

7

7

20

Preserving, Promoting and Revitalizing Indigenous Languages

0

15

44

72

87

116

334
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Budget 2019 Measures by Department (estimates basis)
millions of dollars (cash basis)

20182019

20192020

20202021

20212022

20222023

20232024

Total
(Cash)

Canadian Human Rights Commission

0

1

1

1

1

1

4

Supporting the Canadian Human Rights Commission and
Access to Justice

0

1

1

1

1

1

4

Canadian Institutes of Health Research

0

6

8

11

11

11

46

Paid Parental Leave for Student Researchers

0

2

2

3

3

3

14

Supporting Graduate Students Through Research Scholarships

0

4

6

7

7

7

32

Canadian Northern Economic Development Agency

0

15

16

18

23

23

95

A Food Policy for Canada

0

3

3

3

3

3

15

Launching a Federal Strategy on Jobs and Tourism

0

2

3

0

0

0

5

Strong Arctic and Northern Communities

0

10

10

15

20

20

75

Canadian Radio-television and Telecommunications
Commission

0

3

3

5

0

0

11

Protecting Canada's Critical Infrastructure from Cyber Threats

0

3

3

5

0

0

11

Canadian Security Intelligence Service

0

24

26

13

14

20

97

Enhancing the Integrity of Canada's Borders and
Asylum System

0

2

4

0

0

0

6

Helping Travellers Visit Canada

0

1

2

0

0

0

3

Protecting Canada’s National Security

0

3

3

3

3

3

16

Protecting Democracy

0

0

2

3

6

12

23

Protecting the Rights and Freedoms of Canadians

0

9

7

7

5

5

33

Renewing Canada's Middle East Strategy

0

8

8

0

0

0

17

Canadian Transportation Agency

0.0

0.0

0.1

0.1

0.1

0.1

0.3

Delivering Better Service for Air Travellers

0.0

0.0

0.1

0.1

0.1

0.1

0.3

Civilian Review and Complaints Commission for the RCMP

0

0

2

3

4

4

14

Enhancing Accountability and Oversight of the CBSA

0

0

2

3

4

4

14

Communications Security Establishment Canada

0

18

26

26

24

24

118

Protecting Canada's Critical Infrastructure from Cyber Threats

0

9

18

22

22

22

92

Protecting Canada’s National Security

0

2

2

2

2

2

12

Protecting Democracy

0

2

1

1

0

0

4

Renewing Canada's Middle East Strategy

0

5

5

0

0

0

9

Correctional Service Canada

0

95

0

0

0

0

95

Support for the Correctional Service of Canada

0

95

0

0

0

0

95

Courts Administration Service

0

5

6

7

15

3

37

Enhancing the Integrity of Canada's Borders and
Asylum System

0

3

2

0

0

0

5

Supporting the Delivery of Justice through the Courts
Administration Service

0

3

4

7

15

3

33

Crown-Indigenous Relations and Northern Affairs Canada

0

934

1,546

1,520

433

419

4,853

Advancing Reconciliation by Settling Specific Claims

0

883

1,078

1,148

8

8

3,125

Better Information for Better Services

0

0

0

11

12

7

29

Enhancing Indigenous Consultation and Capacity Support

0

2

2

0

0

0

3

Honouring Missing Residential School Children

0

8

11

15

0

0

34

Indigenous Youth and Reconciliation

0

5

5

5

0

0

15

Matrimonial Real Property Implementation Support Program

0

0

3

0

0

0

3

More Connectivity = More Affordable Electricity

0

6

6

6

0

0

18

National Council for Reconciliation

0

0

127

0

0

0

127

Northern Abandoned Mine Reclamation Program

0

0

181

196

270

273

921

Supporting Indigenous Business Development

0

26

26

26

26

26

129

Supporting Indigenous Entrepreneurs Through the Indigenous
Growth Fund

0

0

2

5

10

0

17

Loan Forgiveness and Reimbursement for Comprehensive
Claims Negotiations

0

0

98

98

98

98

393

Strong Arctic and Northern Communities

0

5

8

11

9

8

40
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Table A2.11

Budget 2019 Measures by Department (estimates basis)
millions of dollars (cash basis)

20182019

20192020

20202021

20212022

20222023

20232024

Total
(Cash)

Department of Finance Canada

0

1

13

1

1

1

17

Introducing a FCAC Governance Council

0

0

0

0

0

0

1

Protecting Canadians’ Pensions

0

0

13

0

0

0

13

Strengthening Canada's AML-ATF Regime

0

1

1

1

1

1

4

Department of Justice Canada

0

27

34

32

13

12

118

Bringing Innovation to Regulations

0

7

8

7

5

3

30

Enhancing the Integrity of Canada's Borders and
Asylum System

0

17

18

17

0

0

52

Giving Canadians Better Access to Public Legal Education and
Information

0

2

2

2

2

2

8

Supporting Access to Family Justice in the Official Language of
One's Choice

0

0

4

4

4

4

17

Supporting Renewed Legal Relationships With
Indigenous Peoples

0

1

2

3

2

3

10

Destination Canada

0

5

0

0

0

0

5

Launching a Federal Strategy on Jobs and Tourism

0

5

0

0

0

0

5

Employment and Social Development Canada

0

333

447

387

336

347

1,851

Boosting the Capacity of the Federal Mediation and
Conciliation Services

0

1

1

1

1

1

5

Empowering Seniors in their Communities

0

20

20

20

20

20

100

Enhancing Supports for Apprenticeship

0

3

13

10

10

10

46

Ensuring Income Security Benefits are Fair and Efficient

0

32

36

35

15

15

133

Establishing a Permanent Global Talent Stream

0

6

7

7

7

8

35

Expanding the Canada Service Corps

0

35

57

68

71

84

315

Expanding the Student Work Placement Program

0

76

113

148

148

148

631

Additional work-Integrated learning Opportunities

0

0

20

30

50

50

150

Improving Gender and Diversity Outcomes in Skills Programs

0

1

1

1

1

1

5

Improving the Economic Security of Low-Income Seniors

0

0

1

0

0

0

1

Inclusion of Canadians with Visual Impairments and Other Print
Disabilities

0

2

0

0

0

0

2

Investing in Service Canada

0

91

87

49

2

0

229

Resolving Income Security Program Disputes More Quickly
and Easily

0

0

1

1

1

1

4

Supporting Black Canadian Communities

0

5

5

5

5

5

25

Supporting Indigenous Entrepreneurs Through the Indigenous
Growth Fund

0

0

50

0

0

0

50

Modernizing the Youth Employment Strategy

0

30

5

5

5

5

50

Supporting Employment for Persons with Intellectual Disabilities
Including Autism Spectrum Disorders

0

4

4

4

0

0

12

Supporting Indigenous Post-Secondary Education

0

3

3

3

0

0

9

Participation of Social Purpose Organizations in the Social
Finance Market

0

25

25

0

0

0

50

Environment and Climate Change Canada

0

26

14

20

30

16

107

Canada's Marine Safety Response

0

3

3

3

0

0

8

Ensuring Better Disaster Management Preparation
and Response

0

1

1

1

1

1

6

Implementing a Federal Carbon Offset System

0

5

1

0

0

0

6

Strong Arctic and Northern Communities

0

18

9

16

29

15

87

Federal Economic Development Agency for Southern Ontario

0

4

8

0

0

0

12

Launching a Federal Strategy on Jobs and Tourism

0

4

8

0

0

0

12

Permanent Funding ($185 million annually starting in
2024-25)

-

-

-

-

-

-

-

Financial Transactions and Reports Analysis Centre of Canada

0

4

5

5

4

3

20

Strengthening Canada's AML-ATF Regime

0

4

5

5

4

3

20
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Table A2.11

Budget 2019 Measures by Department (estimates basis)
millions of dollars (cash basis)

20182019

20192020

20202021

20212022

20222023

20232024

Total
(Cash)

Fisheries and Oceans Canada

0

16

17

16

4

4

57

Canada's Marine Safety Response

0

11

11

11

0

0

34

Fisheries and Oceans Canada - Advancing Reconciliation

0

5

5

4

4

4

23

Global Affairs Canada

0

270

262

9

8

108

658

Administration of new free trade agreement measures and
steel safeguards

0

11

3

0

0

0

15

Increasing Canada's International Assistance Envelope

0

0

0

0

0

100

100

Protecting Canada’s National Security

0

1

1

1

1

1

7

Protecting Democracy

0

1

1

1

0

0

2

Renewing Canada's Middle East Strategy

0

250

250

0

0

0

500

Enhancing Canada's Global Arctic Leadership

0

6

7

7

7

7

34

Health Canada

0

51

98

107

580

577

1,413

Brain Canada Foundation

0

0

20

20

0

0

40

Bringing Innovation to Regulations

0

25

26

25

14

14

103

Enhancing the Federal Response to the Opioid Crisis in Canada

0

7

11

6

4

2

31

Introducing the Canadian Drug Agency

0

5

10

10

10

0

35

Making High-Cost Drugs for Rare Diseases More Accessible

0

0

0

0

500

500

1,000

Ovarian Cancer Canada

0

1

2

2

2

2

10

Protecting Against Bovine Spongiform Encephalopathy
in Canada

0

1

1

1

1

1

6

Supporting a Safe and Non-Discriminatory Approach to Plasma
Donation

0

1

2

0

0

0

2

Terry Fox Research Institute

0

11

20

32

39

48

150

Creating a Pan-Canadian Database for Organ Donation and
Transplantation

0

1

6

10

10

10

37

Immigration and Refugee Board of Canada

0

57

151

0

0

0

208

Enhancing the Integrity of Canada's Borders and
Asylum System

0

57

151

0

0

0

208

Immigration, Refugees and Citizenship Canada

0

339

341

103

44

41

869

Enhancing the Integrity of Canada's Borders and
Asylum System

0

160

128

95

36

33

452

Improving Immigration Client Service

0

18

25

0

0

0

43

Helping Travellers Visit Canada

0

24

21

0

0

0

46

Protecting People from Unscrupulous Immigration Consultants

0

11

9

8

8

8

45

Providing Health Care to Refugees and Asylum Seekers

0

125

158

0

0

0

283

Indigenous Services Canada

0

695

837

834

441

444

3,250

Better Information for Better Services

0

4

6

6

5

5

26

Continuing Implementation of Jordan's Principle

0

404

404

404

0

0

1,212

Core Governance Support for First Nations

0

24

24

0

0

0

48

Ensuring Better Disaster Management Preparation
and Response

0

6

11

11

11

11

48

On Track to Eliminate Boil Water Advisories On-Reserve

0

67

149

164

174

185

739

Improving Assisted Living and Long Term Care

0

40

3

0

0

0

44

Improving Emergency Response On-Reserve

0

33

50

58

57

61

259

On-Reserve Income Assistance: Case Management and PreEmployment Support

0

0

39

0

0

0

39

Safe and Accessible Spaces for Urban Indigenous Peoples

0

4

9

21

21

6

60

Supporting Indigenous Post-Secondary Education

0

79

96

116

119

121

531

Supporting Inuit Children

0

30

40

50

50

50

220

Supporting the National Inuit Suicide Prevention Strategy

0

5

5

5

5

5

25

Infrastructure Canada

0

0

63

63

63

63

250

Encouraging Innovation with the Housing Supply Challenge

0

0

63

63

63

63

250
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Table A2.11

Budget 2019 Measures by Department (estimates basis)
millions of dollars (cash basis)

20182019

20192020

20202021

20212022

20222023

20232024

Total
(Cash)

Innovation, Science and Economic Development Canada

0

93

321

381

367

173

1,335

Access to High-Speed Internet for all Canadians

0

26

162

220

216

92

717

Genome Canada

0

0

32

18

23

19

92

Giving Young Canadians Digital Skills

0

30

30

0

0

0

60

Growing Canada’s Advantage in Cyber Security

0

0

20

20

20

20

80

Let's Talk Science

0

0

5

5

0

0

10

Preparing for a New Generation of Wireless Technology

0

7

20

70

69

33

199

Protecting Canada's Critical Infrastructure from Cyber Threats

0

1

1

1

0

0

3

Protecting Canada’s National Security

0

1

1

1

1

1

5

Supporting Innovation in the Oil and Gas Sector
Through Collaboration

0

10

30

30

30

0

100

Supporting Renewed Legal Relationships With
Indigenous Peoples

0

3

3

3

0

0

9

Supporting the Next Generation of Entrepreneurs

0

7

8

8

8

8

38

Supporting the work of the Business/Higher
Education Roundtable

0

6

6

6

0

0

17

Launching a Federal Strategy on Jobs and Tourism (FedNor)

0

2

4

0

0

0

6

National Defence

0

437

477

237

203

203

1,557

Insuring Income Replacement Benefits for Medically Released
Members of the Forces

0

182

182

182

182

182

910

Protecting Canada’s National Security

0

2

2

2

2

2

12

Renewing Canada's Middle East Strategy

0

199

243

0

0

0

442

Supporting Veterans as They Transition to Post-Service Life

0

19

19

19

19

19

94

Reinforcing Canada's Support for Ukraine

0

34

32

34

0

0

100

National Energy Board

0

4

0

0

0

0

4

Canadian Energy Regulator Transition Costs

0

4

0

0

0

0

4

National Research Council Canada

0

0

39

39

41

38

158

Strengthening Canada's World Class Physics Research

0

0

39

39

41

38

158

Natural Resources Canada

0

43

126

145

143

58

514

Encouraging Canadians to Use Zero Emission Vehicles

0

10

12

35

37

36

130

Engaging Indigenous Communities in Major Resource Projects

0

13

0

0

0

0

13

Ensuring Better Disaster Management Preparation
and Response

0

11

21

21

18

18

88

Helping Canada's Forest Sector Innovate and Grow

0

0

84

84

84

0

251

Improving Canadian Energy Information

0

2

3

3

3

3

15

Protecting Canada's Critical Infrastructure from Cyber Threats

0

1

1

1

0

0

3

Strong Arctic and Northern Communities

0

6

6

1

1

1

14

Office of the Commissioner for Federal Judicial Affairs Canada

0

2

2

2

2

2

12

Enhancing the Integrity of Canada's Borders and
Asylum System

0

1

1

1

1

1

6

Supporting Judicial Advisory Committee Members

0

1

1

1

1

1

6

Offices of the Information and Privacy Commissioners
of Canada

0

8

5

4

4

4

25

Protecting the Privacy of Canadians

0

5

5

4

4

4

22

Support for Access to Information

0

3

0

0

0

0

3

Parks Canada

0

0

143

224

0

0

368

Supporting Capital Assets in Canada's National Parks,
Conservation Areas and Historic Sites

0

0

143

224

0

0

368

Privy Council Office

0

0

1

0

0

0

1

Expanding the Work of the LGBTQ2+ Secretariat

0

0

1

0

0

0

1

Public Health Agency of Canada

0

8

18

18

18

17

79

Introducing a National Dementia Strategy

0

3

12

12

12

12

50

Protecting Against Bovine Spongiform Encephalopathy
in Canada

0

1

1

1

1

1

4

Supporting a Pan-Canadian Suicide Prevention Service

0

5

5

5

5

5

25

308 Annex 2

Appendix H

Table A2.11

Budget 2019 Measures by Department (estimates basis)
millions of dollars (cash basis)

20182019

20192020

20202021

20212022

20222023

20232024

Total
(Cash)

Public Prosecution Service of Canada

0

4

21

21

21

21

89

Supporting the Public Prosecution Service of Canada

0

4

21

21

21

21

89

65

172

129

25

13

13

416

Public Safety Canada
Ensuring Better Disaster Management Preparation
and Response

0

158

109

4

4

4

279

Improving Emergency Medical Response in Western Canada

65

0

0

0

0

0

65

Protecting Canada's Critical Infrastructure from Cyber Threats

0

2

2

2

0

0

6

Protecting Canada’s National Security

0

2

2

2

2

2

10

Protecting Children from Sexual Exploitation Online

0

4

9

9

0

0

22

Protecting Community Gathering Places from Hate Motivated
Crimes

0

2

2

2

2

2

10

Strengthening Canada's AML-ATF Regime

0

3

5

6

5

5

24

Public Services and Procurement Canada

22

1,020

666

862

816

883

4,270

Cost and Profit Assurance Program

0

3

3

3

0

0

9

22

352

89

90

0

0

553

Improving Crossings in Canada's Capital Region

0

6

13

21

12

8

60

Industrial Security Systems Transformation Project

0

8

15

10

2

2

37

Maintaining Service Levels of the Controlled Goods Program

0

4

4

4

0

0

12

Predictable Capital Funding

0

373

542

734

802

873

3,323

Real Property Repairs and Maintenance

0

275

0

0

0

0

275

Royal Canadian Mounted Police

0

123

144

137

137

135

675

Delivering Better Service for Air Travellers

0

3

4

5

0

0

12

Enhancing the Integrity of Canada's Borders and
Asylum System

0

18

16

16

15

14

80

Protecting Canada’s National Security

0

1

1

1

1

1

6

Strengthening Canada's AML-ATF Regime

0

4

10

15

20

20

69

Support for the Royal Canadian Mounted Police

0

96

112

100

100

100

509

Natural Sciences and Engineering Research Council of Canada

0

6

8

11

11

11

49

Paid Parental Leave for Student Researchers

0

2

2

3

3

3

15

Supporting Graduate Students Through Research Scholarships

0

4

6

8

8

8

34

Shared Services Canada

0

2

3

4

3

3

14

Making Federal Government Workplaces More Accessible

0

2

3

4

3

3

14

Social Sciences and Humanities Research Council of Canada

0

8

10

13

13

13

56

Paid Parental Leave for Student Researchers

0

1

2

2

2

2

9

Supporting Graduate Students Through Research Scholarships

0

6

8

11

11

11

48

Statistics Canada

0

1

1

0

0

0

1

Monitoring Purchases of Canadian Real Estate

0

1

1

0

0

0

1

Transport Canada

0

162

214

238

117

100

832

Bringing Innovation to Regulations

0

10

18

18

0

0

46

Canada's Marine Safety Response

0

1

1

1

0

0

3

Delivering Better Service for Air Travellers

0

5

3

3

0

0

11

Encouraging Canadians to Use Zero Emission Vehicles

0

71

106

123

0

0

300

Protecting Canada's Critical Infrastructure from Cyber Threats

0

2

3

3

0

0

7

Safe and Secure Road and Rail Transportation

0

73

73

61

57

0

264

Strong Arctic and Northern Communities

0

0

10

30

60

100

200

Treasury Board of Canada Secretariat

0

36

29

31

19

19

134

Advancing Gender Equality

0

0.3

0.3

0.3

0.3

0.3

1.5

Better Digital Services for Canadians

0

0

12

12

0

0

24

Bringing Innovation to Regulations

0

0

3

3

3

3

13

Ensuring Proper Payments for Public Servants

0

25

0

0

0

0

25

Federal Public Service Dental Plan Amendments

0

11

14

15

15

16

71
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Table A2.11

Budget 2019 Measures by Department (estimates basis)
millions of dollars (cash basis)

20182019

20192020

20202021

20212022

20222023

20232024

Total
(Cash)

Veterans Affairs Canada

0

76

48

45

44

43

256

Supporting Veterans’ Families

0

30

30

30

30

30

150

Commemorating Canada’s Veterans

0

1

1

1

0

0

3

Juno Beach Centre

0

1

1

1

1

1

3

Recognizing Métis Veterans

0

30

0

0

0

0

30

Supporting Research on Military and Veteran Health

0

1

7

7

7

7

30

Supporting Veterans as They Transition to Post-Service Life

0

14

9

6

6

5

41

Western Economic Diversification Canada

0

54

62

54

21

21

212

A Just Transition for Coal Power Workers and Communities

0

0

21

21

21

21

84

Launching a Federal Strategy on Jobs and Tourism

0

4

7

0

0

0

11

Protecting Water and Soil in the Prairies

0

1

0

0

0

0

1

Increased Funding for the Regional Development Agencies

0

16

0

0

0

0

16

Investing in a Diverse and Growing Western Economy

0

33

33

33

0

0

100

Women and Gender Equality

0

10

10

20

40

80

160

Advancing Gender Equality

0

10

10

20

40

80

160

87

6,030

7,448

6,259

4,682

4,682

29,188

Departmental Allocation To Be Determined

0

36

294

298

240

240

1,107

Canada's New International Education Strategy

0

22

45

66

8

8

149

Cleaning-up Federal Contaminated Sites

0

0

232

232

232

232

927

Expanding the Work of the LGBTQ2+ Secretariat

0

10

10

0

0

0

20

Launching a Federal Strategy on Jobs and Tourism

0

4

8

0

0

0

11

224

3,937

1,405

2,424

1,734

1,393

11,116

Total – Voted Budgetary Measures by Department

Other Budget 2019 measures (Estimates Basis)
Expanding the Rental Construction Financing Initiative

0

500

750

1,750

1,750

1,500

6,250

New Infrastructure Funding for Local Communities Through a
Municipal Top-Up

0

2,200

0

0

0

0

2,200

Improving the Economic Security of Low-Income Seniors

0

0

345

466

471

476

1,758

Introducing the First-Time Home Buyer Incentive

0

250

500

500

0

0

1,250

Reducing Energy Costs Through Greater Energy Efficiency

0

1,010

0

0

0

0

1,010

Other

224

-23

-190

-292

-487

-583

-1,352

Total - All Budget 2019 Measures

311 10,003

9,147

8,980

6,655

6,315

41,411
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4.4 Reconciliation of Budget 2019 Expenses
with 2018–19 Main Estimates and 2019–20
Planned Estimates
Under this reconciliation, the accrual expense forecast is broken out into nine
building blocks. These begin with Main Estimates authorities for 2018–19 or
Planned Estimates authorities for 2019–20, and also include Budget
Implementation Vote (BIV) allocations-to-date in 2018–19, Budget 2019
measures, additional Estimates authorities for which Parliamentary approval may
be sought through Supplementary Estimates, amounts forecasted to remain
unspent or carried forward from total authorities, further spending financed by
departmental revenues, spending-like programs delivered through the tax
system, and remaining accrual and consolidation adjustments required to put
the forecast on the same accounting basis as the Public Accounts of Canada,
Volume I. These building blocks are consistent with concepts and definitions used
in the Public Accounts of Canada, Volume II.
Table A2.12

Summary Reconciliation of Budget 2019 Expenses with 2018–19 Main
Estimates and 2019–20 Planned Estimates
billions of dollars

2018–19
(1) Main estimates/ Planned estimates

2019–20
276.0

292.5

(2) Budget Implementation Vote allocations
Allocations to Departments
Drawdowns of Vote
(3) Measures (Estimates basis)

4.8
(4.8)

0.0
0.1

6.0

18.2

12.2

(14.5)

(11.3)

(6) Net expenditures

279.8

299.6

(7) Netted revenues

11.5

11.6

(8) Tax credits & repayments

28.0

31.3

(9) Accrual & consolidation adjustments

27.9

13.2

347.1

355.6

(4) Other anticipated authorities
(5) Unspent/carried forward

(10) Budget expense forecast
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Table A2.13

Reconciliation of Budget 2019 Expenses with the 2018–19 Main Estimates
billions of dollars

(1)

(2)
(3)
(4)
BIV
Other
Main
allocation Budget 2019 anticipated
Estimates
to date
measures authorities

(5)
Unspent /
carried
forward

(6)
Net
expenditures

Direct program expenses of large departments
National Defence
Indigenous Services Canada
Employment and Social
Development
Treasury Board Secretariat
Global Affairs Canada
Crown-Indigenous Relations
and Northern Affairs Canada
Infrastructure of Canada
Canada Revenue Agency
Veterans Affairs Canada
Royal Canadian Mounted
Police
Public Services and
Procurement Canada
Fisheries and Oceans Canada
Industry Canada
Immigration, Refugees and
Citizenship Canada
Correctional Service of
Canada
Agriculture and Agri-Food
Canada
Shared Services Canada
Canada Border Services
Agency
Environment and Climate
Change Canada
Transport Canada
Parks Canada
Natural Resources
Canadian Heritage
Health Canada
Public Safety Canada
Department of Finance
Subtotal

20.4
9.3

0.0
0.8

0.0
0.0

1.7
1.9

(0.5)
(0.3)

21.6
11.8

7.2
13.6
6.5

0.1
(4.3)
0.2

0.0
0.0
0.0

0.6
1.1
0.8

(0.1)
(4.0)
(0.4)

7.8
6.5
7.1

3.1
4.0
4.2
4.4

0.1
0.0
0.1
0.0

0.0
0.0
0.0
0.0

2.1
0.5
0.2
0.7

(0.6)
(0.5)
(0.2)
(0.2)

4.7
4.1
4.3
5.0

3.5

0.1

0.0

0.5

(0.1)

4.0

3.2
2.4
2.9

0.6
0.1
0.1

0.0
0.0
0.0

0.7
1.2
0.3

(0.7)
(0.4)
(0.8)

3.9
3.3
2.5

2.4

0.1

0.0

1.6

(1.6)

2.5

2.4

0.1

0.0

0.1

(0.1)

2.5

2.5
1.5

0.0
0.2

0.0
0.0

(0.3)
0.3

(0.2)
(0.1)

2.1
2.0

1.8

0.1

0.0

0.6

(0.3)

2.2

1.5
1.5
1.5
1.5
1.3
1.3
1.2
0.7

0.1
0.0
0.0
0.0
0.1
0.2
0.0
0.0

0.0
0.0
0.0
0.0
0.0
0.0
0.1
0.0

0.1
0.1
0.5
0.0
0.1
0.1
0.0
0.4

(0.3)
(0.4)
(0.5)
(0.1)
0.0
(0.1)
(0.2)
(0.1)

1.4
1.4
1.5
1.3
1.4
1.5
1.1
1.0

106.0

(1.2)

0.1

16.0

(12.5)

108.3

Consolidated Crown
corporations

5.0

0.4

0.0

1.1

(0.6)

5.8

Other direct program
expenses

15.1

0.9

0.0

2.0

(1.4)

16.5

Total direct program expenses

126.0

0.0

0.1

19.0

(14.5)

130.6

127.1

0.0

0.0

(0.5)

0.0

126.7

22.8

0.0

0.0

(0.3)

0.0

22.6

276.0

0.0

0.1

18.2

(14.5)

279.8

Major transfers
Public debt charges
Total expenses
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Table A2.13

Reconciliation of Budget 2019 Expenses with the 2018–19 Main Estimates
billions of dollars

(6)

(7)

Net
expenditures

Netted
revenues

(8)

(9)
(10)
Accrual &
Budget
Tax credits & consolidation expense
repayments adjustments forecast

Direct program expenses of large departments
National Defence
Indigenous Services Canada
Employment and Social
Development
Treasury Board Secretariat
Global Affairs Canada
Crown-Indigenous Relations and
Northern Affairs Canada
Infrastructure of Canada
Canada Revenue Agency
Veterans Affairs Canada
Royal Canadian Mounted
Police
Public Services and
Procurement Canada
Fisheries and Oceans Canada
Industry Canada
Immigration, Refugees and
Citizenship Canada
Correctional Service of Canada
Agriculture and Agri-Food
Canada
Shared Services Canada
Canada Border Services
Agency
Environment and Climate
Change Canada
Transport Canada
Parks Canada
Natural Resources
Canadian Heritage
Health Canada
Public Safety Canada
Department of Finance
Subtotal
Consolidated Crown
corporations

21.6
11.8

0.4
0.1

0.0
0.0

7.4
(0.1)

29.3
11.8

7.8
6.5
7.1

2.0
0.7
0.0

0.0
0.0
0.0

0.2
(0.2)
(0.4)

10.0
7.0
6.8

4.7
4.1
4.3
5.0

0.0
0.0
0.4
0.0

0.0
0.0
4.0
0.0

2.5
(0.9)
3.9
(3.9)

7.1
3.2
12.6
1.1

4.0

1.7

0.0

1.1

6.8

3.9
3.3
2.5

3.6
0.0
0.3

0.0
0.0
0.0

(4.1)
0.2
(0.2)

3.4
3.6
2.5

2.5
2.5

0.4
0.1

0.0
0.0

(0.1)
(0.3)

2.9
2.4

2.1
2.0

0.0
0.7

0.0
0.0

0.0
(0.8)

2.1
1.9

2.2

0.0

0.0

(0.1)

2.1

1.4
1.4
1.5
1.3
1.4
1.5
1.1
1.0

0.1
0.1
0.0
0.0
0.0
0.1
0.0
0.0

0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0

(0.1)
(0.1)
(0.5)
1.0
0.0
0.0
0.1
0.0

1.4
1.3
1.0
2.3
1.4
1.6
1.2
1.0

108.3

10.8

4.0

4.6

127.7

5.8

0.0

0.0

0.8

6.6

Other direct program
expenses

16.5

0.7

0.0

0.0

17.2

Total direct program expenses

130.6

11.5

4.0

5.5

151.5

126.7

0.0

23.9

21.4

172.0

Major transfers
Public debt charges
Total expenses

22.6

0.0

0.0

1.0

23.6

279.8

11.5

28.0

27.9

347.1

Note: Totals may not add due to rounding.

Appendix H

Details of Economic and Fiscal Projections

313

Table A2.14

Reconciliation of Budget 2019 Expenses with the 2019–20 Planned Estimates
billions of dollars

(1)

(3)

(4)

(5)

(6)

Budget
Other
Unspent /
2019
anticipated carried
Net
measures authorities
forward expenditures

Planned
Estimates
Direct program expenses of large departments
National Defence

21.2

─

0.4

1.7

(0.8)

22.6

Indigenous Services Canada

11.5

─

0.7

0.3

(0.4)

12.1

Employment and Social
Development

8.2

─

0.3

0.0

(0.1)

8.4

Treasury Board Secretariat

7.3

─

0.0

(2.3)

(1.8)

3.2

Global Affairs Canada

6.5

─

0.3

0.9

(0.3)

7.3

Crown-Indigenous Relations
and Northern Affairs Canada

6.0

─

0.9

1.3

(0.4)

7.9

Infrastructure of Canada

5.8

─

0.0

0.7

(0.6)

5.9

Canada Revenue Agency

4.4

─

0.1

0.2

(0.2)

4.4

Veterans Affairs Canada

4.3

─

0.1

0.4

(0.2)

4.7

Royal Canadian Mounted
Police

3.4

─

0.1

0.6

(0.1)

4.0

Public Services and
Procurement Canada

3.2

─

1.0

0.8

(0.7)

4.3

Fisheries and Oceans Canada

3.0

─

0.0

1.1

(0.2)

3.9

Industry Canada

2.6

─

0.1

0.4

(0.7)

2.5

Immigration, Refugees and
Citizenship Canada

2.6

─

0.3

1.5

(1.3)

3.1

Correctional Service of
Canada

2.5

─

0.1

0.1

(0.1)

2.6

Agriculture and Agri-Food
Canada

2.5

─

0.0

(0.1)

(0.1)

2.3

Shared Services Canada

1.9

─

0.0

0.3

(0.1)

2.0

Canada Border Services
Agency

1.9

─

0.2

0.4

(0.2)

2.3

Environment and Climate
Change Canada

1.8

─

0.0

0.1

(0.1)

1.8

Transport Canada

1.7

─

0.2

0.1

(0.3)

1.7

Parks Canada

1.7

─

0.0

0.5

(0.5)

1.7

Natural Resources

1.5

─

0.0

1.2

(0.1)

2.6

Canadian Heritage

1.4

─

0.1

0.1

0.0

1.6

Health Canada

1.3

─

0.1

0.2

0.0

1.5

Public Safety Canada

0.7

─

0.2

0.0

(0.1)

0.7

Department of Finance

0.7

─

0.0

0.1

(0.1)

0.7

109.7

─

5.3

10.4

(9.8)

115.6

0.8

(0.4)

6.7

Subtotal
Consolidated Crown
corporations

6.1

─

0.3

Other direct program
expenses

16.8

─

0.4

1.0

(1.0)

17.2

Total direct program expenses

132.5

─

6.0

12.2

(11.3)

139.6

135.3

─

0.0

0.0

0.0

135.3

24.7

─

0.0

0.0

0.0

24.7

292.5

─

6.0

12.2

(11.3)

299.6

Major transfers
Public debt charges
Total expenses
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Table A2.14
Reconciliation of Budget 2019 Expenses with the 2019–20 Planned Estimates
billions of dollars
(6)
Net
expenditures

(7)
Netted
revenues

(8)

(9)

(10)

Tax credits &
repayments

Accrual &
consolidation
adjustments

Budget
expense
forecast

Direct program expenses of large departments
National Defence

22.6

0.4

0.0

5.8

28.8

Indigenous Services Canada

12.1

0.2

0.0

(0.2)

12.0

Employment and Social
Development

8.4

2.1

0.0

(0.1)

10.4

Treasury Board Secretariat

3.2

0.8

0.0

(0.2)

3.8

Global Affairs Canada

7.3

0.1

0.0

(0.8)

6.6

7.9

0.0

0.0

(5.1)

2.7

5.9

0.0

0.0

(1.1)

4.8

4.4

0.4

7.0

4.1

15.9

4.7

0.0

0.0

(3.5)

1.2

Crown-Indigenous Relations
and Northern Affairs
Canada
Infrastructure of Canada
Canada Revenue Agency
Veterans Affairs Canada
Royal Canadian Mounted
Police

4.0

1.7

0.0

0.7

6.4

Public Services and
Procurement Canada

4.3

3.6

0.0

(4.5)

3.4

Fisheries and Oceans
Canada

3.9

0.0

0.0

(1.5)

2.4

Industry Canada

2.5

0.3

0.0

(0.2)

2.6

3.1

0.3

0.0

(0.1)

3.3

2.6

0.1

0.0

(0.3)

2.5

Immigration, Refugees and
Citizenship Canada
Correctional Service of
Canada
Agriculture and Agri-Food
Canada

2.3

0.0

0.0

(0.4)

1.9

Shared Services Canada

2.0

0.6

0.0

(0.8)

1.9

Canada Border Services
Agency

2.3

0.0

0.0

(0.1)

2.2

Environment and Climate
Change Canada

1.8

0.1

0.0

(0.1)

1.8

Transport Canada

1.7

0.1

0.0

0.0

1.8

Parks Canada

1.7

0.0

0.0

(0.6)

1.1

2.6

0.0

0.0

(1.0)

1.6

1.6

0.0

0.0

0.0

1.6

1.5

0.1

0.0

(0.1)

1.5

0.7

0.0

0.0

0.3

1.1

0.7

0.0

0.0

0.0

0.7

115.6

10.9

7.0

(9.6)

123.9

6.7

0.0

0.0

0.1

6.8

Natural Resources
Canadian Heritage
Health Canada
Public Safety Canada
Department of Finance
Subtotal
Consolidated Crown
corporations
Other direct program
expenses

17.2

0.7

0.0

3.5

21.4

Total direct program expenses

139.6

11.6

7.0

(6.0)

152.1

135.3

0.0

24.3

17.7

177.3

24.7
299.6

0.0
11.6

0.0
31.3

1.5
13.2

26.2
355.6

Major transfers
Public debt charges
Total expenses
Note: Totals may not add due to rounding.
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1. Main Estimates (2018–19) and Planned Estimates
(2019–20)
The Estimates reflect authorities approved in previous budgets that have been
confirmed by Treasury Board for all organizations that receive a voted
appropriation from Parliament. The Estimates also include, for information,
forecasts of spending under most statutory authorities previously provided
by Parliament.
The Estimates are presented on a modified cash basis of accounting. Figures are
net of certain revenues collected by departments, which departments can
respend to reduce the level of appropriations sought from Parliament.
The Estimates are designed primarily to support Parliament’s scrutiny of the
portion of government spending that requires annual approval through the
appropriation acts. As such, they exclude several programs where authorities
and reporting to Parliament are established under separate regimes, most
notably the Employment Insurance Operating Account and programs delivered
through the tax system.
Estimates include both budgetary authorities (for expenditures which impact the
income statement) and non-budgetary authorities (for balance sheet
transactions). As the objective in this reconciliation table is to identify
transactions and adjustments that affect accrual expenses, the Main Estimates
and Planned Estimates columns include only budgetary authorities.
Values in this column for 2019-20 are preliminary, reflecting Treasury Board
approvals through the end of February 2019.

2. Budget Implementation Vote Allocations-to-Date
(2018–19 only)
The Budget Implementation Vote (BIV) was introduced in the Main Estimates
2018–19. The BIV was included in the Main Estimates of the Treasury Board of
Canada Secretariat (TBS), and is being allocated to departments throughout the
fiscal year as Budget 2018 measures included in the vote are confirmed by
Treasury Board.
This column shows 2018–19 amounts that have been allocated to departments
by Treasury Board as of the latest available monthly update published by TBS
which reflects Treasury Board approvals through the end of February 2019.
BIV amounts which are remaining to be allocated later in 2018–19 are included
within the “Other anticipated authorities” column.
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3. Budget 2019 measures
This column is based on the Budget 2019 measures by department (cash basis) in
Table A2.11, adjusted to follow the same accounting and presentational
conventions as the Estimates (for example, as discussed above, amounts related
to the Employment Insurance Operating Account do not flow through
the Estimates).
Measures affecting departments other than the 26 identified in the table are
grouped in the “Other direct program expenses” row. Measures which are
solely statutory (and budgetary) are included in the “Other anticipated
authorities” column.

4. Other Anticipated Authorities
This category captures a range of forecasted authorities for measures and
mechanisms that have been approved in principle off cycle or in previous
budgets, or that have already been authorized under existing legislation,
and that are expected to appear in a Supplementary Estimates or the
Public Accounts.
For example, a revolving fund or a department with multi-year appropriations
may have authority to carry forward unspent authorities from 2018–19 into 2019–
20, but that amount cannot be confirmed until the audited financial results for
2018–19 become available.
Similarly, the Treasury Board manages several central votes for carry-forwards,
certain eligible personnel expenditures and other contingencies that are initially
presented under Treasury Board Secretariat and subsequently allocated to
departments throughout the year as departments meet eligibility requirements.
This includes amounts remaining to be allocated from the Budget
Implementation Vote for Budget 2018 measures.
Another common reason authorities are not sought until a Supplementary
Estimates is that a previous budget or off-cycle measure has not yet received the
supporting policy or program approval.
There are also certain statutory authorities, often small, which may not be
included for information in the Estimates but which are reported in the
Public Accounts.
Note that the sum of the values in the first four columns represent a forecast of
total budgetary authorities available by department, consistent with the
concepts and definitions applied in the Public Accounts of Canada Volume II,
Section 1, Table 5.
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5. Unspent/Carried Forward
This column is the forecasted difference between the forecast of potential
spending authorities (the sum of authorities from columns one through four) and
anticipated spending over that period (net expenditures in column six).
Specifically, the Estimates show the maximum amount of appropriated funding
that can be spent at a point in time, while the budget projects the amount of
spending that will likely be spent over the entire course of the fiscal year.
The budget forecast recognizes that some amount of authorities included in the
Estimates will remain unspent at the end of the fiscal year. These unspent
amounts are either carried forward automatically into subsequent years or they
“lapse”. Amounts that technically lapse in one year are often spent in a
subsequent year as they are reprofiled and included in a future Estimates.
Lapses are influenced by many factors, such as contract and project delays,
uncommitted authorities in Treasury Board managed central votes, as well as
departmental funds management practices to ensure that spending does not
exceed the authorities approved by Parliament.
In terms of the Public Accounts of Canada, Volume II, Section 1, Table 5, this
column aligns with the sum of “Available for use in subsequent years”
and “Lapsed.”

6. Net Expenditures
Expenditures are largely funded through voted appropriations and statutory
authorities, and to a limited extent through departmental revenues. In the
Estimates, authorities and expenditures are presented on a “net” basis, i.e.
excluding expenditures expected to be funded by departmental revenues, in
order to reflect the expected impact on the Consolidated Revenue Fund.
Figures in this column are presented on the same modified cash basis of
accounting as the Estimates, and represent a forecast of the corresponding
amount in the Public Accounts of Canada, Volume II, Section 1, Table 5.

7. Netted Revenues
Certain expenditures are funded through departmental revenues. Accrual
expenses in the budget and the Public Accounts are on a “gross” basis, so
revenues that are netted against expenditures in the Estimates are added back
in order to arrive at forecasted accrual expenses. Summing the figures in the Net
expenditures column with the Netted revenues column would yield “Total gross
expenditures” on a modified cash basis of accounting. Net expenditures, Netted
revenues and Total gross expenditures are reported by department in the Public
Accounts of Canada, Volume II, Section 1, Table 3.
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8. Tax Credits & Repayments
This column captures expenditures forecasted to be delivered through the tax
system, but not shown in the Estimates. Costs related to the Canada Child
Benefit are the largest component in this column (shown in the “Major transfers”
row). Tax credits and repayments that are considered direct program expenses
are shown in the “Canada Revenue Agency” row, and include, for example,
incentives for research and development, the Canada Workers Benefit, and the
return of direct fuel charge proceeds through Climate Action Incentive
payments associated with the introduction of carbon pollution pricing.
Parliament does not authorize annual spending for such tax expenditures and
refundable tax credits, which are instead legislated through the Income Tax Act.
These expenditures are reported in the Public Accounts of Canada, Volume II,
Section 1, Table 3a. In addition, the Department of Finance Canada’s annual
Report on Federal Tax Expenditures includes both historical and forecasted
values by program.

9. Accrual & Consolidation Adjustments
This column captures other differences in accounting basis and scope between
the Estimates and the budget/Public Accounts of Canada.
The budget is presented on an accrual basis whereas the Estimates are
presented on a modified cash basis. As a result, certain items such as
acquisitions of tangible capital assets will be reported differently between the
two publications. Under accrual accounting, the cost to acquire an asset is
amortized over the expected life of the asset, whereas under modified cash
accounting, the cost is recognized as disbursements are made. For example, if
a building is acquired that has a useful life of 30 years, then accrual accounting
will see the cost amortized over the 30-year life of the asset, while cash
accounting will portray the cost only in the first few years when the payments
are made.
Other examples of accrual adjustments include bad debt expenses, operating
expenses and public debt charges related to pensions and benefits for which
cash disbursements are expected to be made in subsequent years but for which
expenses are accrued in the current year.
All costs related to consolidated specified purpose accounts, and certain costs
related to consolidated Crown corporations, are also included here, including
some amounts announced in Budget 2019. The most important is Employment
Insurance (EI) benefits. Most EI costs are paid directly out of the Employment
Insurance Operating Account, rather than a departmental appropriation, and
are therefore not specifically included in the Estimates, though they are included
in the budget. Similarly, expenses of consolidated Crown corporations that are
funded from their own revenues are also captured here.
A final consolidation adjustment included is the reversal of expenses that are
internal to government, such as when one department pays another to provide
it with a service.
This column represents a forecast consistent with a group of adjustments
reported in the Public Accounts of Canada, Volume II, Section 1, Table 3a.
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10. Budget Expense Forecast
This column represents final external expenses on an accrual basis, inclusive of all
budget and off-cycle measures outlined in the Budget.

4.5 Sensitivity of Fiscal Projections
to Economic Shocks
Changes in economic assumptions affect the projections for revenues and
expenses. The following tables illustrate the sensitivity of the budgetary balance
to a number of economic shocks:
•

A one-year, 1-percentage-point decrease in real GDP growth driven equally
by lower productivity and employment growth.

•

A decrease in nominal GDP growth resulting solely from a one-year,
1-percentage-point decrease in the rate of GDP inflation (assuming that the
Consumer Price Index (CPI) moves in line with GDP inflation).

•

A sustained 100-basis-point increase in all interest rates.

These sensitivities are generalized rules of thumb that assume any decrease in
economic activity is proportional across income and expenditure components,
and are meant to provide a broad illustration of the impact of economic shocks
on the outlook for the budgetary balance. Actual economic shocks may have
different fiscal impacts. For example, they may be concentrated in specific
sectors of the economy or cause different responses in key economic variables
(e.g. GDP inflation and CPI inflation may have different responses to a
given shock).
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Table A2.15

Estimated Impact of a One-Year, 1-Percentage-Point Decrease in Real GDP
Growth on Federal Revenues, Expenses and Budgetary Balance
billions of dollars

Year 1

Year 2

Year 5

Personal income tax

-3.0

-3.1

-3.6

Corporate income tax

-0.7

-0.7

-0.7

Goods and Services Tax

-0.4

-0.4

-0.5

Other

-0.2

-0.2

-0.2

Total tax revenues

-4.2

-4.3

-5.0

Federal revenues
Tax revenues

Employment Insurance premiums

0.1

0.5

0.6

-0.1

-0.1

-0.1

-4.2

-3.9

-4.5

Elderly benefits

0.0

0.0

0.0

Employment Insurance benefits

0.9

0.9

0.3

Canada Child Benefit

0.0

0.1

0.2

Total

0.8

1.0

0.5

-0.2

-0.2

-0.5

0.1

0.2

0.6

0.7

0.9

0.6

-4.9

-4.9

-5.1

Other revenues
Total budgetary revenues
Federal expenses
Major transfers to persons

Other program expenses
Public debt charges
Total expenses
Budgetary balance
Note: Totals may not add due to rounding.

A 1-percentage-point decrease in real GDP growth proportional across income
and expenditure components reduces the budgetary balance by $4.9 billion
in the first year, $4.9 billion in the second year and $5.1 billion in the fifth year
(Table A2.15).
•

Tax revenues from all sources fall by a total of $4.2 billion in the first year.
Personal income tax revenues decrease as employment and the underlying
tax base fall. Corporate income tax revenues fall as output and profits
decrease. GST revenues decrease as a result of lower consumer spending
associated with the fall in employment and personal income.

•

EI premium revenues increase as a result of an increase in the EI premium
rate, which, under the seven-year break-even mechanism adjusts to offset
the increase in benefits due to the higher number of unemployed, such that
the EI Operating Account balances over time.
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•

Expenses rise, mainly reflecting higher EI benefits (due to an increase in the
number of unemployed) and higher public debt charges (reflecting a higher
stock of debt due to the lower budgetary balance). This rise is partially offset
by lower other program expenses (as certain programs are linked to growth in
nominal GDP).

Table A2.16

Estimated Impact of a One-Year, 1-Percentage-Point Decrease in GDP
Inflation on Federal Revenues, Expenses and Budgetary Balance
billions of dollars

Year 1

Year 2

Year 5

Personal income tax

-2.8

-2.0

-2.0

Corporate income tax

-0.5

-0.5

-0.6

Goods and Services Tax

-0.4

-0.3

-0.2

Other

-0.2

-0.2

-0.2

Total tax revenues

Federal revenues
Tax revenues

-3.8

-3.1

-3.0

Employment Insurance premiums

-0.1

-0.1

-0.2

Other revenues

-0.1

-0.1

-0.1

-4.0

-3.3

-3.3

Elderly benefits

-0.4

-0.6

-0.7

Employment Insurance benefits

-0.1

-0.1

-0.1

0.0

-0.1

-0.2

Total budgetary revenues
Federal expenses
Major transfers to persons

Canada Child Benefit
Total

-0.5

-0.8

-1.2

Other program expenses

-0.5

-0.6

-1.2

Public debt charges

-0.6

0.1

0.2

Total expenses

-1.5

-1.3

-2.2

Budgetary balance

-2.5

-2.0

-1.1

Note: Totals may not add due to rounding.
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A 1-percentage-point decrease in nominal GDP growth proportional across
income and expenditure components resulting solely from lower GDP inflation
(assuming that the CPI moves in line with GDP inflation) lowers the budgetary
balance by $2.5 billion in the first year, $2.0 billion in the second year and
$1.1 billion in the fifth year (Table A2.16).
•

Lower prices result in lower nominal income and, as a result, personal income
tax revenues decrease. As the parameters of the personal income tax system
are indexed to inflation, the fiscal impact is smaller than under the real shock.
For the other sources of tax revenue, the negative impacts are similar under
the real and nominal GDP shocks.

•

EI premium revenues decrease in response to lower earnings.

•

Other revenues decline slightly as lower prices lead to lower revenues from
the sales of goods and services.

•

Partly offsetting lower revenues are the declines in the cost of statutory
programs that are indexed to inflation, such as elderly benefit payments,
which puts downward pressure on federal program expenses. Payments
under these programs are smaller if inflation is lower. In addition, other
program expenses are also lower as certain programs are linked directly to
growth in wages and nominal GDP.

•

Public debt charges decline in the first year due to lower costs associated
with Real Return Bonds, then rise due to the higher stock of debt.

Table A2.17

Estimated Impact of a Sustained 100-Basis-Point Increase in All Interest Rates
on Federal Revenues, Expenses and Budgetary Balance
billions of dollars

Year 1

Year 2

Year 5

Federal revenues

1.3

2.0

3.0

Federal expenses

1.9

3.4

5.7

-0.6

-1.4

-2.7

Budgetary balance
Note: Totals may not add due to rounding.

An increase in interest rates decreases the budgetary balance by $0.6 billion in
the first year, $1.4 billion in the second year and $2.7 billion in the fifth year (Table
A2.17). The decline stems entirely from increased expenses associated with
public debt charges. The impact on debt charges rises through time as longerterm debt matures and is refinanced at higher rates. Moderating the overall
impact is an increase in revenues associated with the increase in the rate of
return on the Government’s interest-bearing assets, which are recorded as part
of other revenues. The impacts of changes in interest rates on public sector
pension and benefit expenses are excluded from the sensitivity analysis.
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ANNEX 3
Legislative Measures
This annex includes a number of measures (other than tax-related measures) that
would be implemented through legislation.

Legislative Measures
Subject of the Measure

Proposed Legislative Action

Shared Equity
Mortgage

The Government proposes to introduce legislation that would
enable CMHC to offer the First-Time Home Buyer Incentive
and administer a fund for third-party shared equity
mortgage providers.

National Housing
Strategy

The Government proposes to introduce new legislation that
would require the federal government to maintain a National
Housing Strategy that prioritizes the housing needs of the most
vulnerable, and require regular reporting to Parliament on
progress toward the Strategy’s goals and outcomes.

Affordable and
Accessible Education

The Government proposes changes to Canada Student Loans
and Canada Apprentice Loans that would lower the floating
interest rate and the fixed interest rate.
The Government proposes to introduce amendments the
Canada Student Financial Assistance Act so that student
loans will not accumulate any interest during the six-month
non-repayment period (the “grace period”) after a student
loan borrower leaves school.

Economic Security of
Low-Income Seniors

The Government proposes to introduce legislation that would
enhance the Guaranteed Income Supplement
earnings exemption.

Enrollment in Canada
Pension Plan

The Government proposes to introduce legislative
amendments that would proactively enroll Canada Pension
Plan contributors who are age 70 or older in 2020 but have not
yet applied to receive their retirement benefit.

Protecting Canadians’
Pensions

The Government proposes to introduce legislative
amendments to the Companies’ Creditors Arrangement Act,
the Bankruptcy and Insolvency Act, the Canada Business
Corporations Act and the Pension Benefits Standards Act,
1985 that would better protect workplace pensions in the
event of corporate insolvency.

Gas Tax Fund

The Government proposes a one-time transfer of $2.2 billion
through the federal Gas Tax Fund to address short-term
priorities in municipalities and First Nation communities.
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Subject of the Measure

Proposed Legislative Action

Energy Efficiency

The Government proposes to invest $1.01 billion in 2018–19
to increase energy efficiency in residential, commercial and
multi-unit buildings and to support infrastructure skills training
for community.

Price on Pollution

The Government proposes to introduce legislation that would
allow direct proceeds from the regulatory charge on fossil
fuels to be directed towards sectors that may be particularly
affected by the carbon pollution price.

Bringing Innovation
to Regulations

The Government proposes to introduce legislation to begin its
work on an annual modernization bill consisting of legislative
amendments to various statutes to help eliminate outdated
federal regulations and better keep existing regulations up
to date.

New Departments to
Support New
Relationship with
Indigenous People

The Government proposes to introduce legislation that would
effect the formal creation of two new departments: CrownIndigenous Relations and Northern Affairs Canada, and
Indigenous Services Canada.

Supporting Veterans
as they Transition to
Post-Service Life

The Government proposes to amend legislation that would
expand eligibility for the Education and Training Benefit, so
that members of the Supplementary Reserve can access
the Benefit.

Protecting Canada’s
Critical Infrastructure

The Government intends to propose new legislation and
make necessary amendments to existing federal legislation in
order to introduce a new critical cyber systems framework.

Enhancing
Accountability and
Oversight of the
Canada Border
Services Agency

The Government proposes to introduce amendments to the
Canada Border Services Agency Act, the Royal Canadian
Mounted Police Act and other Acts, as required, that would
expand the Civilian Review and Complaints Commission to
act as an independent review body for the Royal Canadian
Mounted Police and the Canada Border Services Agency.

Strengthening the
Royal Canadian
Mounted Police

The Government proposes to introduce legislative
amendments to the Royal Canadian Mounted Police Act and
other Acts, as required, that would establish the Management
Board for the RCMP.

Enhancing the
Integrity of Canada’s
Borders and
Asylum System

The Government proposes to introduce legislative
amendments to the Immigration and Refugee Protection Act
to better manage, discourage and prevent irregular
migration. The Government proposes to introduce
amendments to the Federal Courts Act to create three new
judicial positions to help ensure efficient and timely processing
of asylum claimants seeking judicial review.

Protecting People
from Unscrupulous
Immigration
Consultants

The Government proposes to introduce legislation and
propose amendments to the Immigration and Refugee
Protection Act and the Citizenship Act in order to implement
measures to help protect newcomers and applicants wishing
to obtain the services of legitimate service providers.

Improving Emergency
Medical Response in
Western Canada

The Government proposes to provide a one-time investment
of $65 million in 2018–19 for the Shock Trauma Air Rescue
Service (STARS) to replace its aging fleet and acquire new
emergency ambulance helicopters.
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Subject of the Measure

Proposed Legislative Action

Beneficial Ownership
Transparency

The Government proposes amendments to the Canada
Business Corporations Act to make the beneficial ownership
information maintained by federally incorporated
corporations more readily available to tax authorities and
law enforcement.

Strenghtening AntiMoney Laundering
and Anti-Terrorist
Financing Regime

The Government proposes legislative amendments to the
Criminal Code and Proceeds of Crime (Money Laundering)
and Terrorist Financing Act as well as complementary
legislative measures to strengthen Canada’s legal framework
and support operational capacity of FINTRAC.

CATSA Transition

The Government proposes to introduce legislation that would
enable CATSA to transition to an independent, not-for-profit
entity and to establish this entity.

Parks Canada

The Government proposes amendments to the Parks Canada
Agency Act to create a standard, one-year appropriation
authority for the Agency to ensure that Canadians continue
to enjoy Canada's natural treasures in our national parks,
heritage sites, and marine conservation areas and to better
manage heritage, tourism, waterway, and highway assets.

New Retail Payments
Oversight

The Government proposes to introduce legislation to
implement a new retail payments oversight framework, so
that retail payment services providers can continue to offer
innovation in services, while remaining reliable and safe.

Modernizing the
Governance
Framework of
Payments Canada

The Government proposes to introduce technical
amendments to the Canadian Payments Act to modernize
the governance framework of Payments Canada.

Updating Federal
Financial
Sector Statutes

The Government proposes to introduce amendments to the
federal financial institutions statutes (the Bank Act, Insurance
Companies Act and Trust and Loan Companies Act) and
related legislation such as the Bank of Canada Act, Canada
Deposit Insurance Corporation Act and Payment Clearing
and Settlement Act that would ensure that they meet the
changing needs of Canadian consumers and businesses.
Amendments will be proposed to: ensure the legislation
remains clear and current; modernize the corporate
governance framework for federally regulated financial
institutions; and add further clarity on how investors, creditors
and other participants may be compensated as a result of
actions taken by financial sector authorities to sell, wind down
or restore to viability a failing bank or financial market
infrastructure.

Unclaimed Assets
Framework

The Government proposes to introduce legislative
amendments to the Bank Act, the Bank of Canada Act, the
Trust and Loan Companies Act and the Pension Benefits
Standards Act, 1985 to expand the scope of the framework to
include foreign denominated bank accounts and unclaimed
pension balances from terminated federally regulated
pension plans.

Poverty Reduction

The Government reaffirms its commitment to move ahead
with poverty reduction legislation.
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Subject of the Measure

Proposed Legislative Action

Prompt Payments

The Government proposes to introduce legislation that would
ensure that payments flow down the construction supply
chain promptly and to provide for an effective adjudicative
mechanism when they do not, thus facilitating the orderly
and timely building of federal construction projects on
federal property.

Public Sector Pension
Plan Sustainability

The Government proposes to introduce legislation that would
amend the Public Service Superannuation Act, the Canadian
Forces Superannuation Act and the Royal Canadian
Mounted Police Superannuation Act to increase the surplus
limit for the pension plans covering: (i) the Public Service; (ii)
the Canadian Armed Forces (Regular Force); and (iii) the
Royal Canadian Mounted Police, from 10 per cent to 25 per
cent of the plans' liabilities.

NAV Canada
Indemnity

The Government proposes to introduce amendments to the
Aviation Industry Indemnity Act that would indemnify NAV
Canada for any liability arising from its support of Canadian
Armed Forces operations.

Transportation Appeal
Tribunal

The Government proposes to introduce amendments to the
Transportation Appeal Tribunal of Canada Act that would
ensure clarity around the Transportation Appeal Tribunal of
Canada’s jurisdiction in respect of reviews and appeals
connected to administrative monetary penalties under the
Marine Liability Act.

Pilotage
Modernization

The Government proposes to introduce amendments to the
Pilotage Act that would support the Oceans Protection Plan
by strengthening the governance of Canada’s pilotage
authorities, strengthening enforcement provisions, streamlining
fee-setting and increasing transparency.

First Nations Access to
Land and Land
Management

The Government proposes to introduce amendments to the
First Nations Land Management Act and the Addition of
Lands to Reserves and Reserve Creation Act that would
streamline the process for Additions to Reserve.

National Parks

The Government proposes to introduce amendments to the
Canada National Parks Act:

Amendments to the
Employment
Equity Act
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•

to alter the boundaries of ski areas in Banff National
Park, and

•

to take steps to legally establish the Thaidene Nëné
National Park Reserve in the Northwest Territories.

The Government proposes to introduce amendments to the
Employment Equity Act and the Employment Equity
Regulations that would introduce pay transparency measures
for federally regulated employees in order to reduce wage
gaps.

ANNEX 4
Modernizing Canada’s
Financial Sector
Canadians expect and deserve a stable financial system that safeguards their
savings and investments and delivers the financial services they need at a
fair price.
To that end, the Government proposes to modernize Canada’s financial sector
framework through measures that will support consumers, including new
products and services, promote stability and innovation, and enhance the
security and integrity of the financial system.

Reviewing the Merits of Open Banking
Open banking has the potential to offer Canadian consumers—including small
businesses—a secure way to consent to sharing their financial transaction data
with financial service providers, allowing them to benefit from a broader range
of financial products and services at more competitive prices. This could better
serve consumers and grow businesses and markets, benefitting Canada’s
economy as a whole.
In Budget 2018, the Government announced that it would undertake a review,
and appointed an Advisory Committee on Open Banking last year. A public
consultation paper was released in January 2019, and roundtable consultations
are currently underway to learn more about how Canadians feel about open
banking. The Committee will deliver a report to the Minister of Finance assessing
the merits of open banking after the consultations are complete. Subject to its
findings, the Government would assess best potential ways to move ahead with
open banking, with the highest regard for consumer privacy, security and
financial stability.

Supporting an Innovative and Well-Functioning
Canadian Payments System
Retail payment services make it possible for Canadians to buy goods and
services, pay their bills and transfer funds using cash, debit and credit cards,
cheques, and mobile and electronic devices. A range of new innovative service
providers and technologies are emerging that are changing how Canadians
make payments.
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In Budget 2019, the Government proposes to introduce legislation to implement
a new retail payments oversight framework, so that retail payment services
providers can continue to offer innovation in services, while remaining reliable
and safe. The framework would require payment service providers to establish
sound operational risk management practices and to protect users’ funds
against losses. The Bank of Canada would oversee the payment service
providers’ compliance with operational and financial requirements and
maintain a public registry of regulated payment service providers.
Budget 2019 also proposes to introduce technical amendments to the Canadian
Payments Act to modernize the governance framework of Payments Canada.
These proposed amendments follow a legislative review of the Canadian
Payments Act undertaken by the Government in 2018.

Supporting Sustainable Financing
Given the trajectory of climate change, the way Canadian companies and
financial institutions address climate issues and capitalize on clean growth
opportunities will ultimately shape long-term economic, environmental and
social development. That is why the Minister of Environment and Climate
Change and the Minister of Finance jointly launched Canada’s Expert Panel on
Sustainable Finance. Over the last year, the Panel has been consulting with
financial market participants and other stakeholders with the aim of submitting a
final report in spring 2019.
Many Canadian companies and federal Crown corporations are now taking
steps to implement the recommendations of the Financial Stability Board’s Task
Force on Climate-related Financial Disclosures (TCFD). The Government supports
the TCFD’s voluntary international disclosure standards and a phased approach
to adopting them by major Canadian companies, as appropriate. By supporting
these standards, the Government aims to raise firms’ awareness of the
importance of tracking, managing and disclosing material climate-related risks
and opportunities in a consistent and comparable way. The Government will
also encourage adoption by federal Crown corporations where appropriate
and relevant to their business activities.

Introducing a Financial Consumer Agency of
Canada Governance Council
The Government of Canada is committed to protecting financial consumers,
and it delivered on this commitment in 2018 by providing new protections to
consumers and granting new powers to the Financial Consumer Agency of
Canada (FCAC).
This year, the Minister of Finance will appoint a governance council to support
the Agency in becoming a world leader in financial consumer protection. The
Council will guide FCAC in its expanded mandate and promote the confidence
of Canadians in our financial consumer protection system.
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Updating Federal Financial Sector Statutes
With the help of Parliament, the Government regularly reviews existing statutes
governing federal financial institutions to ensure they have the legal authority to
make appropriate adjustments to meet the changing needs of Canadian
consumers and businesses.
The Government proposes to introduce amendments to the federal financial
institutions statutes (the Bank Act, Insurance Companies Act and Trust and Loan
Companies Act) and related legislation such as the Bank of Canada Act,
Canada Deposit Insurance Corporation Act and Payment Clearing and
Settlement Act.
In the latest review, stakeholders identified an opportunity to modernize the
corporate governance framework for federally regulated financial institutions to
keep in step with changes passed by Parliament to the Canada Business
Corporations Act in May 2018. These legislative amendments will promote,
among other things, a more democratic and transparent election process of
board members. Some changes will also allow for easier participation in the
election of boards. For example, members of federal credit unions would have
more options for voting prior to and at annual general meetings, enhancing their
participation in decision-making of federal credit unions. The legislative
amendments will also afford the opportunity for institutions to reduce their
administrative costs and regulatory burden by using technology in their
communications with owners.
The new measures will also introduce new requirements for federally regulated
financial institutions to disclose policies aimed at promoting greater diversity on
boards and in senior management.
Technical amendments will also be proposed to ensure the legislation remains
clear and current, and add further clarity on how investors, creditors and other
participants may be compensated as a result of actions taken by financial
sector authorities to sell, wind down or restore to viability a failing bank or
financial market infrastructure.

Modernizing the Unclaimed Assets Framework
The Government of Canada is committed to protecting Canadians’ unclaimed
deposits, which result when accounts, deposits or other instruments held by
financial institutions have been inactive for 10 years. In 2017 and 2018, the
Government consulted the public on proposed ways to modernize and improve
the unclaimed deposits program and better serve Canadians.
In Budget 2019, the Government proposes to introduce legislative amendments
to the Bank Act, the Bank of Canada Act, the Trust and Loan Companies Act
and the Pension Benefits Standards Act, 1985 to expand the scope of the
framework to include foreign denominated bank accounts and unclaimed
pension balances from terminated federally regulated pension plans. These
legislative changes will enable the Government to protect a greater number of
people’s hard-earned savings and help reunite more Canadians with their lost or
forgotten money.
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Annex 4 - Modernizing Canada’s Financial Sector
millions of dollars

Modernizing Canada's
Financial Sector
Supporting an Innovative and
Well-Functioning Canadian
Payments System
Less: Costs to be Recovered
Introducing a FCAC
Governance Council
Annex 4 - Net Fiscal Impact
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Debt Management Strategy
Introduction
The Debt Management Strategy sets out the Government of Canada's
objectives, strategy and borrowing plans for its domestic debt program and the
management of its official international reserves. Borrowing activities support the
ongoing refinancing of government debt coming to maturity, the execution of
the budget plan and the financial operations of the Government. The Debt
Management Strategy for 2019–20 reflects Budget 2019 fiscal projections.
The Financial Administration Act requires that the Government table in
Parliament, prior to the start of the fiscal year, a report on the anticipated
borrowing to be undertaken in the year ahead, including the purposes for which
the money will be borrowed. The Debt Management Strategy fulfills
this requirement.

Outlook for Government of Canada Debt
The Government of Canada continues to receive triple-A credit ratings, with a
stable outlook, from major rating agencies that evaluate its financial position.
Those rating agencies indicate that Canada's triple-A credit ratings are
supported by strong political institutions, economic resilience and economic
diversity, well-regulated financial markets, and monetary and fiscal flexibility.
They also note that the country’s effective, stable and predictable policymaking contributes to stable financing demand from long-term investors.
Canada’s general government gross debt and net debt positions also remain
favourable. According to the International Monetary Fund (IMF), Canada’s net
debt-to-GDP (gross domestic product) ratio is the lowest in the Group of Seven
(G7), reflecting significant holdings of financial assets.
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Planned Borrowing Activities for 2019–20
Borrowing Authority
The authority to manage public debt flows from the Borrowing Authority Act
and Part IV of the Financial Administration Act, which together allow the Minister
of Finance to borrow money up to a maximum amount as approved
by Parliament.
Parliament granted its approval of a maximum stock of outstanding government
and Crown corporation market debt of $1,168 billion via the Borrowing Authority
Act, which came into force on November 23, 2017. Outstanding government
and Crown corporation market debt is projected to reach $1,070 billion by the
end of 2019–20, including $754 billion in projected year-end government market
debt and an anticipated Crown corporation market debt stock of
approximately $316 billion.
The Government is therefore not expected to exceed the maximum authorized
amount of borrowings under the Borrowing Authority Act in 2019–20 and will not
seek any changes to the current Parliamentary approval. The Government will
provide a more fulsome report to Parliament on the borrowing authority by
November 2020, as required by the Borrowing Authority Act.
The projected sources and uses of borrowings are presented in Table A4.2.
Actual borrowings and uses of funds for the upcoming fiscal year compared
with the projections will be reported in the Debt Management Report for
2019–20, and detailed accounting information on the Government’s interestbearing debt will be provided in the Public Accounts of Canada 2020.

Sources of Borrowings
The aggregate principal amount of money to be borrowed by the Government
in 2019–20 is projected to be $280 billion. All borrowing will be sourced from
domestic and foreign wholesale markets (Table A4.2).
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Table A4.2

Planned/Actual Sources and Uses of Borrowings for Fiscal Year 2019–20
billions of dollars

Sources of borrowings
Payable in Canadian currency
Treasury bills1
Bonds2
Total payable in Canadian currency
Payable in foreign currencies

151
119
270
10

Total cash raised through borrowing activities

280

Uses of borrowings
Refinancing needs
Payable in Canadian currency
Treasury bills
Bonds
Of which:
Switch bond buybacks
Cash management bond buybacks
Retail debt

131
111
1
40
1

Total payable in Canadian currency
Payable in foreign currencies

243
7

Total refinancing needs

250

Financial source/requirement
Budgetary balance
Non-budgetary transactions
Pension and other accounts
Non-financial assets
Loans, investments and advances
Of which:
Loans to enterprise Crown corporations
Other
Other transactions3
Total non-budgetary transactions

20
-6
3
8
7
1
8
12

Total financial source/requirement

32

Adjustment for risk4
Change in other unmatured debt transactions5
Net increase or decrease (-) in cash

-3
1
0

Total uses of borrowings

280

Notes: Numbers may not add due to rounding. A negative sign denotes a financial source.
1
Treasury bills are rolled over, or refinanced, a number of times during the year. This results in a larger number
of new issues per year than the stock of outstanding at the end of the fiscal year, which is presented in
the table.
2 Includes switch buyback issuance.
3 Other transactions primarily comprise the conversion of accrual transactions to cash inflows and outflows for
taxes and other accounts receivable, provincial and territorial tax collection agreements, amounts payable
to taxpayers and other liabilities, and foreign exchange accounts.
4 The $3 billion risk adjustment included for prudent fiscal planning purposes is removed to increase the
accuracy of borrowing needs. If the risk adjustment is needed, the debt strategy can be
adjusted accordingly.
5 Includes cross-currency swap revaluation, unamortized discounts on debt issues, obligations related to capital
leases and other unmatured debt.
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Uses of Borrowings
The Government’s borrowing needs are driven by the Government’s refinancing
of maturing debt and projected financial requirements.
Financial requirements measure the net cash flow associated with the
Government’s budgetary and non-budgetary transactions. 4 If the Government
has a net cash inflow (financial source), it can use the cash to decrease the total
debt stock. However, as is currently the case, if a net cash outflow (financial
requirement) is projected, the Government must meet that requirement by
increasing the total debt stock or by drawing down cash balances.
In 2019–20, the refinancing of maturing debt is projected to be $250 billion, the
financial requirement is projected to be approximately $32 billion, and the
Government’s cash balances are not projected to change as new borrowings
are expected to meet all borrowing requirements.
Actual borrowings for the year may differ due to uncertainty associated with
economic and fiscal projections, the timing of cash transactions, and other
factors such as changes in foreign reserve needs and Crown corporation
borrowings. To adjust for unexpected changes in financial requirements, debt
issuance can be altered during the year—typically through changes in the
issuance of treasury bills as well as the 3-year sector.

Objectives
The fundamental objectives of debt management are to raise stable and lowcost funding to meet the financial needs of the Government of Canada and to
maintain a well-functioning market for Government of Canada securities.
Achieving stable, low-cost funding involves striking a balance between the cost
and risk associated with the debt structure as funding needs and market
conditions vary. Having access to a well-functioning government securities
market ensures that funds can be raised efficiently over time to meet the
Government’s needs. Moreover, to support a liquid and well-functioning market
for Government of Canada securities, the Government strives to promote
transparency and consistency.

Debt Structure Planning
The Debt Management Strategy for 2019–20 is informed by an analysis of several
possible debt structures over a wide range of economic and interest rate
scenarios and forecasts over a medium-term horizon. Market participants are also
consulted as part of the process of developing the debt management strategy.
The Government seeks to strike a balance between keeping funding costs low
and mitigating risks, as measured by metrics such as debt rollover and the
variation in annual debt-service charges.

4

Budgetary transactions include government revenues and expenses. Non-budgetary transactions
include changes in federal employee pension accounts; changes in non-financial assets; investing
activities through loans, investments and advances; and changes in other financial assets, including
foreign exchange activities.
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Composition of Market Debt
The stock of total market debt is projected to reach $754 billion by the end of
2019–20 (Table A4.3).
Table A4.3

Change in Composition of Market Debt
billions of dollars, end of fiscal year
Domestic bonds1
Treasury bills
Foreign debt
Retail debt
Total market debt

2015–16
Actual

2016–17
Actual

2017–18
Actual

2018–19
Estimated

2019–20
Projected

504
138
22
5
670

536
137
18
5
695

576
111
16
3
705

574
131
16
2
723

583
151
19
1
754

Note: numbers may not add due to rounding.
1 Includes additional debt that accrues during the fiscal year as a result of the inflation adjustments to
Real Return Bonds.

Over the next decade, the share of domestic market debt outstanding with
original terms to maturity of 10 years or more is projected to stay at about the
current level (i.e., around 40 per cent). Additionally, the average term to
maturity of domestic market debt is projected to remain relatively stable at
around 5.5 to 6.5 years over the medium term.
The Government of Canada continues to follow prudent debt management
practices compared to global peers. Canada’s level of federal market debt as
a proportion of GDP is the lowest among G7 countries. Despite this, Canada has
continued to prudently issue debt across different maturity sectors and has
maintained a weighted average term to maturity similar to that of most
G7 countries.

2019–20 Treasury Bill Program
Bi-weekly issuance of 3-, 6- and 12-month maturities will be continued in 2019–20,
with bi-weekly auction sizes projected to be largely in the $9 billion to $15 billion
range. The Government is making changes to increase the projected year-end
stock of treasury bills to an expected level of $151 billion. This approach will
support a liquid and well-functioning market for Canadian federal government
treasury bills.
Cash management bills (i.e., short-dated treasury bills) help manage
government cash requirements in an efficient manner. These instruments will also
continue to be used in 2019–20.
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2019–20 Bond Program
In 2019–20, gross bond issuance is projected to be around $119 billion
(Table A4.4). This approach balances liquidity requirements in both the treasury
bill and core benchmark bond sectors necessary to promote market wellfunctioning, while also satisfying the Government’s objective of achieving stable,
low-cost funding. Along with treasury bills, issuance in the 3-year sector may be
adjusted to address unexpected changes in financial requirements.
Table A4.4

Bond Issuance Plan for 2019–20

billions of dollars, end of fiscal year
2015–16
Actual

2016–17
Actual

2017–18
Actual

2018–19
Estimated

2019–20
Projected

933

1353

138

100

119

-1
93

-1
134

-1
137

-1
99

-1
118

-78
16

-103
32

-97
40

-101
-2

-110
8

Gross bond issuance1
Bond buybacks on a
switch basis
Net issuance
Maturing bonds and
adjustments2
Change in bond stock

Note: numbers may not add due to rounding.
1
Includes switch buyback issuance and additional debt that accrues during the fiscal year as a result of the
inflation adjustments to Real Return Bonds.
2
Includes cash management bond buybacks.
3
Historic bond issuances are accounted for at market value.

Maturity Date Cycles and Benchmark Bond
Target Range Sizes
For 2019–20, increases in benchmark bond target ranges are planned relative to
fiscal year 2018–19 (Table A4.5).
Table A4.5

Maturity Date Patterns and Benchmark Size Ranges
billions of dollars

Feb.
2-year
3-year1
5-year
10-year
30-year2
Real Return Bonds2,3
Total

Mar.

9-15

May

June

9-15

Aug.

Sept.

9-15

6-12
12-18

Nov.

Dec.

9-15
6-12
12-18

10-16

9-15

18-30

9-15

10-16

9-15

18-30

9-15

12-18
9-15
9-182

Note: These amounts do not include coupon payments.
1 Issuance in the 3-year sector will be fungible with the previous 5-year benchmark bonds. The benchmark size
range for the 3-year sector presented here is in addition to fungible outstanding previous 5-year
benchmark bonds.
2 The 30-year nominal bond and Real Return Bond do not mature each year or in the same year as each
other.
3 Includes estimate for inflation adjustment.
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Bond Auction Schedule
In 2019–20, there will be quarterly auctions of 2-, 3-, 5- and 10-year bonds. Some
of these bonds may be issued multiple times per quarter. The number of planned
auctions in 2019–20 for each bond sector is shown in Table A4.6. The actual
number of auctions that occur may be different than the planned number of
auctions due to unexpected changes in borrowing requirements.
Table A4.6

Number of Planned Bond Auctions for 2019–20
Sector
2-year
3-year
5-year
10-year
30-year
30-year switch buyback
Real Return Bond

Planned Bond Auctions
16
8
8
4
3
2
3

The dates of each auction will continue to be announced through the Quarterly
Bond Schedule that is published on the Bank of Canada’s website prior to the
start of each quarter
(www.bankofcanada.ca/stats/cars/results/bd_auction_schedule.html).

Bond Buyback Programs
The Government plans to continue conducting regular bond buybacks on a
switch basis as well as cash management bond buybacks.
Two bond buyback operations on a switch basis are planned for 2019–20. These
operations would occur for bonds that were originally issued with terms to
maturity of 30 years. The dates of each operation will continue to be announced
through the Quarterly Bond Schedule that is published on the Bank of Canada’s
website prior to the start of each quarter.
The cash management bond buyback program helps to manage government
cash requirements by reducing large bond maturities. Weekly cash
management bond buyback operations will be continued in 2019–20. A pilot
project to increase the flexibility in the maximum repurchase amount was
introduced in January 2017, and this change was made permanent in
November 2018.
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Management of Canada’s Official
International Reserves
The Exchange Fund Account (EFA), which is held in the name of the Minister of
Finance, represents the largest component of Canada’s official international
reserves. It is a portfolio of Canada’s liquid foreign exchange reserves and
special drawing rights (SDRs) 5 used to aid in the control and protection of the
external value of the Canadian dollar and to provide a source of liquidity to the
Government. In addition to the EFA, Canada’s official international reserves
include Canada’s reserve position held at the IMF.
The Government borrows to invest in liquid reserves, which are maintained at a
level at or above 3 per cent of nominal GDP. Net funding requirements for
2019–20 are estimated to be around US$9 billion, but may vary as a result of
movements in foreign interest rates and exchange rates.
The mix of funding sources used to finance the liquid reserves in 2019–20 will
depend on a number of considerations, including relative cost, market
conditions and the objective of maintaining a prudent foreign-currencydenominated debt maturity structure. Potential funding sources include a shortterm US-dollar paper program (Canada bills), medium-term notes, crosscurrency swaps involving the exchange of Canadian dollars for foreign currency
to acquire liquid reserves, and the issuance of global bonds.
Further information on foreign currency funding and the foreign reserve assets is
available in the Report on the Management of Canada’s Official International
Reserves (www.fin.gc.ca/purl/efa-eng.asp) and in The Fiscal Monitor
(www.fin.gc.ca/pub/fm-rf-index-eng.asp).

Cash Management
The core objective of cash management is to ensure the Government has
sufficient cash available at all times to meet its operating requirements.
Cash consists of moneys on deposit with the Bank of Canada, chartered
banks and other financial institutions. Cash with the Bank of Canada
includes operational balances and balances held for prudential liquidity.
Periodic updates on the liquidity position are available in The Fiscal Monitor
(www.fin.gc.ca/pub/fm-rf-index-eng.asp).

Prudential Liquidity
The Government holds liquid financial assets in the form of domestic cash
deposits and foreign exchange reserves to safeguard its ability to meet payment
obligations in situations where normal access to funding markets may be
disrupted or delayed. The Government’s overall liquidity levels cover at least one
month of net projected cash flows, including coupon payments and debt
refinancing needs.

5

SDRs are international reserve assets created by the IMF whose value is based on a basket of
international currencies.
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ANNEX 5
Government Tax Expenditure
and Spending Reviews
Overview
In 2015, the Government committed to achieving up to $3 billion in annual
savings by 2019–20 through a number of targeted changes to federal tax
expenditures and program spending.
As a first step, in Budget 2016, the Government announced a significant cut to its
advertising budget and federal spending on professional services and travel. As a
result of these early actions, $221 million in annual savings were made available
to reinvest in better government services, and new and enhanced programs to
strengthen and grow the middle class.
Since then, the Government has undertaken a comprehensive review of federal
tax expenditures. Over the four-year period ending in 2018–19, the tax
expenditure review resulted in savings of $3.9 billion, and will lead to estimated
savings of more than $3 billion annually starting in 2019–20.
Table A5.1

Total Savings Realized From Tax Measures and Government Spending
Reviews Since 2015
millions of dollars

2015–
2016

2016–
2017

2017–
2018

2018–
2019

2019–
2020

2020–
2021

20

371

1,200

2,319

3,020

3,720

75

154

Pre-Budget 2019 Tax Savings
(Table A5.2)
Budget 2019 Tax Savings
(Table A5.3)
Spending Review Savings
(Table A5.4)

222

231

235

237

237

237

Total Estimated Savings
Achieved

242

602

1,435

2,556

3,332

4,111

500

1,000

2,000

3,000

3,000

2015 Savings Commitment

The continuous improvement of government programming is vital to ensuring
that tax dollars are delivering the value and results that Canadians expect
and deserve.
In addition to the review of its tax expenditures, the Government undertook
several comprehensive program spending reviews to ensure that the resources
invested in these areas are administered effectively and continue to deliver
value for Canadians.
Government Tax Expenditure and Spending Reviews
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Tax Expenditure Review
In Budget 2016, the Government committed to undertake a wide-ranging review
of federal tax expenditures. Individuals and businesses had expressed concerns
about the efficiency and fairness of Canada’s tax system, and how the
increasing number of tax expenditures had made the federal tax system
more complex.
The review’s objectives were to eliminate poorly targeted and inefficient tax
measures, and allow the Government to identify opportunities to reduce tax
benefits that unfairly help the wealthiest Canadians rather than the middle class
and those working hard to join it.
The Government has completed a wide-ranging review of federal tax
expenditures to ensure that they are fair for Canadians, efficient and
fiscally responsible.
•

The Government’s comprehensive review has resulted in the elimination of
measures that were found to be ineffective and inefficient.

•

The review also identified opportunities to crack down on tax evasion and
aggressive tax avoidance, and reduce tax benefits that disproportionately
helped the wealthiest Canadians rather than the middle class and those
working hard to join it.

•

Finally, the review led to measures that made existing tax relief for individuals
and families more effective and accessible.

In each of its budgets, the Government has made improvements to the tax
system—many of which have been informed by this comprehensive review.
Table A5.2 below provides a detailed breakdown of the savings resulting from
tax measures introduced from the beginning of the Government’s mandate up
to and including Budget 2018.
Table A5.2
Savings Realized From Tax Measures Undertaken
From Beginning of Mandate to Budget 2018
millions of dollars
Measure
Multiplication of the Small
Business Deduction
Avoidance of the Business Limit
and Taxable Capital Limit
Life Insurance Policies
Debt-Parking to Avoid Foreign
Exchange Gains
Valuation for Derivatives
Cross-Border Surplus Stripping
Extension of Back-to-Back Rules
Taxation of Switch Fund Shares
Sales of Linked Notes
Restricting the Relief of Excise Tax
on Diesel and Aviation Fuel
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2015–
2016

2016–
2017

2017–
2018

2018–
2019

2019–
2020

2020–
2021

-

-5

60

55

45

40

-

-1
30

10
35

10
35

10
35

10
40

-

65

75
-20

145
-

145
45

145
45

-

35

45

45

40

40

Table A5.2
Savings Realized From Tax Measures Undertaken
From Beginning of Mandate to Budget 2018
millions of dollars
Measure
GST/HST Closely Related Test

2015–
2016

2016–
2017

2017–
2018

2018–
2019

2019–
2020

2020–
2021

-

-

-

-

-

-

473
335
46
-105

775
511
45
-78

Cracking Down on Tax Evasion and Combating Tax Avoidance
(Net Federal Revenue Impact)
Budget 2016
154
312
Budget 2017
122
Budget 2018
Enhancing Tax Collections1
Children’s Fitness and Arts
Tax Credits
Principal Residence Exemption
Measure of October 2016
Automatic Exchange of
Information for Tax Purposes
Registered Education Savings Plan
and Registered Disability Savings
Plan Anti-Avoidance Rules
Meaning of Factual Control
Timing of Recognition of Gains
and Losses on Derivatives
Extending the Base Erosion Rules to
Foreign Branches of Canadian
Life Insurers
Public Transit Tax Credit
Taxation of Benefits in Respect of
Home Relocation Loans
Billed-Basis Accounting
Tax Exemption for Insurers of
Farmers and Fishers
Accelerated Deductibility of Some
Canadian Exploration Expenses
Reclassification of Expenses Under
Flow-Through Shares
Eliminating Tax Exemptions of
Allowances for Certain
Public Officials
GST/HST Rebate to Non-Residents
for Tour Package
Accommodations
Additional Deduction for Gifts
of Medicine
Investment Tax Credit for Child
Care Spaces
Income Sprinkling announcement
of December 2017
Taxi and Ride-Sharing Services
Passive Investment Income—
Business Limit

20

-32

-56

398
232
32
-80

120

245

250

255

260

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

54

60

60

65

-

150

205

210

220

-

35

220

170

-

-

-

-

10

10

-

-

-

45

55

-

-

-

2

2

-

-

6

30

30

-

10

15

15

15

-

-

-

-

-

-

-

-

-

-

45
3

190
4

200
4

205
4

-

-2

120

430
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Table A5.2
Savings Realized From Tax Measures Undertaken
From Beginning of Mandate to Budget 2018
millions of dollars
Measure

2015–
2016

2016–
2017

Passive Investment Income—
Refundability of Taxes on
Investment Income
Artificial Losses Using Equity-Based
Financial Instruments
Stop-Loss Rule on Share
Repurchase Transactions
At-risk Rules for Tiered Partnerships
Amendment to Section 212.1—
Cross-Border Surplus Stripping
Foreign Accrual Property Income
Avoidance Using
Tracking Interests
CRA Common International Data
Standard—Phase II
Tax Savings Total (of measures
introduced from the beginning of
the mandate to Budget 2018)

20

371

2017–
2018

2018–
2019

2019–
2020

2020–
2021

-

45

185

220

-

135

245

265

-

230
-

315
-

275
-

-

-

-

-

-

-

-

-

-5

-6

-9

2,319

3,020

3,720

1,200

Notes: “-” indicates a nil amount, a small amount (less than $500,000) or an amount that cannot be
determined in respect of a measure that is intended to protect the tax base.
For years prior to the implementation of a measure, the corresponding cells for this measure have been left blank.
1
It is anticipated that this proposal will result in the collection of an additional $7.4 billion in tax debt over
five years.
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Additional Tax Savings Introduced in Budget 2019
Budget 2019 builds on the Government’s earlier efforts to build an economy that
works for everyone, and maintain a tax system in which all Canadians pay their
fair share. It also proposes measures to further strengthen the Canada Revenue
Agency’s ability to crack down on tax evasion and combat tax avoidance, and
makes additional progress in closing tax loopholes.
Table A5.3 provides a breakdown of the savings resulting from tax measures
proposed in Budget 2019.
Table A5.3

Savings Realized From Tax Measures Introduced in Budget 2019
millions of dollars
Measure
Foreign Affiliate Dumping
Transfer Pricing Measures
Cross-Border Share Lending
Arrangements
Character Conversion
Transactions
Mutual Funds: Allocation to
Redeemers Methodology
Pensionable Service Under an
Individual Pension Plan
Carrying on a Business in a TaxFree Savings Account
CRA Measures to Enhance
Tax Compliance
Tax Savings Total (of measures
included in Budget 2019)

2015–
2016

2016–
2017

2017–
2018

2018–
2019

2019–
2020

2020–
2021

-

-

-

-

-

-

-

-

-

-

25

105

-

-

-

-

-

-

50

49

75

154

-

Notes: “-” indicates a nil amount, a small amount (less than $500,000) or an amount that cannot be
determined in respect of a measure that is intended to protect the tax base. For years prior to the
implementation of a measure, the corresponding cells for this measure have been left blank.

To ensure the tax system operates as fairly and effectively as possible moving
forward, the Government will continue to study, identify and address tax
loopholes and tax planning schemes.
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Government Spending Reviews
Responsible fiscal management requires that government spending and
programming be managed wisely and be continuously improved in order to
ensure that the investment of Canadian taxpayer dollars is delivering results in
the most effective and efficient manner possible. Since 2015, the Government
has undertaken a number of targeted program expenditure reviews to
specifically achieve this aim.

Review

Impact

Professional Services, Travel
and Advertising Reductions

In Budget 2016, the Government announced
annual reductions of $221 million in professional
services, travel and government advertising,
starting in 2016–17. The savings created as a result
of these reductions enabled a better alignment
of government spending with priorities.

Transport Canada
Comprehensive Review

In 2016–17, Transport Canada undertook a
Comprehensive Review of all departmental
activities to identify and eliminate poorly targeted
and inefficient programs. Savings identified
through the Review were reprioritized to support
government priorities within the department.

Fisheries and Oceans and
the Canadian Coast Guard
Comprehensive Review

In 2016–17, Fisheries and Oceans Canada and
the Canadian Coast Guard undertook a
Comprehensive Review. This review resulted in the
reallocation of $22 million per year ongoing in
existing departmental resources to higher priority
activities in the department’s mandate.

Health Canada
Comprehensive Review

In 2017–18, Health Canada undertook a
Comprehensive Review of all program spending
to ensure alignment with mandate, efficiency,
effectiveness and program integrity. The review
concluded that the department’s programs are
well-aligned with the mandate and positioned to
deliver on the Government’s priorities, and
identified opportunities for reinvestment in core
regulatory activities, such as the enforcement of
drug and medical device regulations.
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Review

Impact

Canada Border Services
Agency Review

In 2017–18, the Canada Border Services Agency
undertook a Comprehensive Review across its
programs to ensure alignment with the agency’s
mandate and government priorities, and to
identify opportunities to strengthen program
efficiencies and effectiveness. Through the
Review, the agency considered key priorities
including ways to support financial and
operational sustainability, the integrity of border
infrastructure, continued delivery of core
responsibilities, and opportunities to modernize
border operations to keep pace with the growing
volume of goods and people crossing the
Canadian border.

Royal Canadian Mounted
Police (RCMP) Review

In 2015, the RCMP began the process of
undertaking a review of activities, programs and
services with a view to better understanding
resourcing requirements across business lines. The
review provided a better understanding of the
cost pressures facing the RCMP, efforts to
streamline internal operations and enhance
capacity, and challenges and opportunities to
begin modernization of policing while focusing on
delivering results to and for Canadians.

A detailed breakdown of the savings that were created as a result of several of
the comprehensive reviews outlined above can be found in Table A5.4 below.
Table A5.4

Estimated Savings Realized From Government Spending Reviews
Undertaken Since 2015
millions of dollars
Review
Professional Services,
Travel and Advertising
Reductions
Transport Canada
Comprehensive
Review
Estimated Total Review
Savings Achieved

2015–
2016

2016–
2017

2017–
2018

2018–
2019

2019–
2020

2020–
2021

2021–
2022

2022–
2023

221

221

221

221

221

221

221

1

10

14

16

16

16

16

222

231

235

237

237

237

237
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Overview
This annex provides detailed information on each of the tax measures proposed
in the Budget.
Table 1 lists these measures and provides estimates of their budgetary impact.
The annex also provides the Notices of Ways and Means Motions to amend the
Income Tax Act, the Excise Tax Act, the Excise Act, 2001 and other related
legislation and draft amendments to related regulations.
In this annex, references to “Budget Day” are to be read as references to the
day on which this Budget is presented.
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Table 1

Cost of Proposed Tax Measures1, 2
Fiscal Costs (millions of dollars)

2018– 2019– 2020– 2021– 2022– 2023–
2019
2020
2021
2022
2023
2024
Personal Income Tax
Canada Training Credit
Less savings due to claimed
amounts not qualifying under
the Tuition Tax Credit
Home Buyers’ Plan –
Withdrawal Limit
Home Buyers’ Plan – Breakdown of
a Marriage or Common-Law
Partnership
Change in Use Rules for Multi-Unit
Residential Properties*
Permitting Additional Types of
Annuities under Registered Plans –
Advanced Life Deferred Annuities*
Permitting Additional Types of
Annuities under Registered Plans –
Variable Payment Life Annuities*
Registered Disability Savings Plan –
Cessation of Eligibility for the
Disability Tax Credit3
Tax Measures for Kinship
Care Providers*
Donations of Cultural Property
Medical Expense Tax Credit*
Contributions to a Specified MultiEmployer Plan for Older Members*
Pensionable Service Under an
Individual Pension Plan
Mutual Funds: Allocation to
Redeemers Methodology
Carrying on a Business in a Tax-Free
Savings Account*
Electronic Delivery of Requirements
for Information*
Business Income Tax
Business Investment in
Zero-Emission Vehicles
Small Business Deduction –
Farming and Fishing
Scientific Research and
Experimental Development
Program
Canadian-Belgian Co-productions
– Canadian Film or Video
Production Tax Credit*
Character Conversion Transactions
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Total

-

35

155

185

210

230

815

-

(5)

(20)

(25)

(25)

(30)

(105)

-

20

20

20

20

20

100

-

5

10

10

10

10

45

-

-

-

-

-

-

-

-

-

-

2

4

5

11

-

-

-

-

-

-

-

-

3

17

28

30

31

109

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

(25)

(105)

(90)

(75)

(55)

(350)

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

14

21

40

90

100

265

-

-

-

-

-

-

-

-

5

80

100

105

105

395

-

-

-

-

-

-

-

Table 1

Cost of Proposed Tax Measures1, 2
Fiscal Costs (millions of dollars)

2018– 2019– 2020– 2021– 2022– 2023–
2019
2020
2021
2022
2023
2024

Total

Support for Canadian Journalism
Qualified Donee Status
Refundable Labour Tax Credit
Tax Credit for Digital Subscriptions
Less: Amounts Provisioned in the
Fiscal Framework
International Tax Measures
Transfer Pricing Measures
Foreign Affiliate Dumping
Cross-Border Share Lending
Arrangements
Sales and Excise Tax Measures
GST/HST Health Measures
Cannabis Taxation
Total Tax Measures Included in
Budget 2019
- Gross Impact
- Net Fiscal Impact
Of Which: Amounts Only in
this Annex (*)
1
2
3

-

6
5

25
75
26

32
95
31

22
95
36

11
95
41

96
360
138

-

(45)

(105)

(130)

(150)

(165)

(595)

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

63
18

304
199

428
298

522
372

563
398

1,879
1,284

-

-

-

2

4

5

11

A “–” indicates a nil amount, a small amount (less than $500,000) or an amount that cannot be determined in
respect of a measure that is intended to protect the tax base.
Totals may not add due to rounding.
The cost of this measure is attributable to program expenditure.
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Personal Income Tax Measures
Canada Training Credit
Budget 2019 proposes to introduce the Canada Training Benefit to address
barriers to professional development for working Canadians. The Canada
Training Benefit will include as one of its key components the new Canada
Training Credit, a refundable tax credit aimed at providing financial support to
help cover up to half of eligible tuition and fees associated with training. Eligible
individuals will accumulate $250 each year in a notional account which can be
accessed for this purpose.
In order to accumulate the amount of $250 in respect of a year, an
individual must:
•

file a tax return for the year;

•

be at least 25 years old and less than 65 years old at the end of the year;

•

be resident in Canada throughout the year;

•

have earnings (including income from an office or employment, selfemployment income, Maternity and Parental Employment Insurance benefits
or benefits paid under the Act respecting parental insurance, the taxable
part of scholarship income, and the tax-exempt part of earnings of status
Indians and emergency service volunteers) of $10,000 or more in the year;
and

•

have individual net income for the year that does not exceed the top of the
third tax bracket for the year ($147,667 in 2019).

A taxpayer’s notional account balance will be communicated to them each
year in their Notice of Assessment and will be available through the Canada
Revenue Agency’s My Account portal. The amount of a credit that can be
claimed for a taxation year will be equal to the lesser of half of the eligible tuition
and fees paid in respect of the taxation year and the individual’s notional
account balance for the taxation year (based on amounts used or
accumulated in respect of previous years). The amount claimed will offset, dollar
for dollar, tax otherwise payable or will be refunded to the individual to the
extent that the amount exceeds tax otherwise payable.
An individual who claims the credit for a given taxation year may still
accumulate an entitlement to $250 in respect of that year. The credit will be
available to be claimed for a taxation year even if the individual’s earnings or
income preclude them from accumulating an amount in respect of that year.
However, an individual must be resident in Canada throughout a year to claim
the credit for the year.
Individuals will be able to accumulate up to a maximum amount of $5,000 over
a lifetime. Any unused balance will expire at the end of the year in which an
individual turns 65.
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Example:
•

Michelle is eligible to accumulate an amount of $250 in respect of each
year starting in 2019. Her notional account balance for 2023 is $1,000.

•

In 2023, Michelle enrols in training and pays $1,500 in eligible tuition fees.
She can claim a refundable tax credit worth $750 for the 2023
taxation year.

•

Michelle is also eligible to accumulate an amount of $250 in respect of
2023. As a result, her notional account balance for 2024 is $500 ($250 in
unused balance from the prior year in addition to the annual $250
amount). She will then be able to accumulate up to an additional $3,750
in her notional account over her lifetime.

Eligible Tuition and Other Fees
Tuition and other fees eligible for the Canada Training Credit will generally be
the same as under the existing rules for the Tuition Tax Credit, a 15-per-cent nonrefundable tax credit on fees paid in respect of a year for an individual enrolled
at an eligible educational institution. In particular, eligible fees will include:
•
•
•

tuition fees;
ancillary fees and charges (e.g., admission fees, exemption fees and charges
for a certificate, diploma or degree); and
examination fees.

As in the case of the Tuition Tax Credit, an eligible educational institution in
Canada will be:
• a university, college or other educational institution providing courses at a
post-secondary level; or
• an institution providing occupational-skills courses that is certified by the
Minister of Employment and Social Development.
Unlike the Tuition Tax Credit, educational institutions outside of Canada will not
be eligible for the purpose of the Canada Training Credit.
The portion of the tuition fees refunded through the Canada Training Credit will
not qualify as eligible expenses under the Tuition Tax Credit. The difference
between the total eligible fees and the portion refunded through the Canada
Training Credit will continue to qualify as eligible fees under the Tuition Tax Credit.
In the example above, Michelle would have $750 of eligible fees for the
purposes of the Tuition Tax Credit (i.e., $1,500 of total eligible fees less the $750
refunded through the Canada Training Credit).
This measure will apply to the 2019 and subsequent taxation years.
Consequently, the annual accumulation to the notional account will start based
on eligibility in respect of the 2019 taxation year and the credit will be available
to be claimed for expenses in respect of the 2020 taxation year.
Earning and income thresholds under the Canada Training Credit will be subject
to annual indexation.
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Home Buyers’ Plan
The home buyers’ plan (HBP) helps first-time home buyers save for a down
payment by allowing them to withdraw up to $25,000 from a registered
retirement savings plan (RRSP) to purchase or build a home without having to
pay tax on the withdrawal. First-time home buyers purchasing a home jointly
may each withdraw up to $25,000 from their own RRSP under the HBP.
Amounts withdrawn under the HBP must be repaid to an RRSP over a period not
exceeding 15 years, starting the second year following the year in which the
withdrawal was made. A special rule denies an RRSP deduction for contributions
that are withdrawn under the HBP within 90 days of being contributed.
For HBP purposes, an individual is not considered to be a first-time home buyer if,
in the relevant calendar year or in any of the four preceding calendar years,
•

the individual, or the individual’s spouse or common-law partner, owned and
occupied another home, and

•

that home was the individual’s principal place of residence.

Withdrawal Limit
To provide first-time home buyers with greater access to their RRSPs to purchase
or build a home, Budget 2019 proposes to increase the HBP withdrawal limit to
$35,000 from $25,000. As a result, a couple will potentially be able to withdraw
$70,000 from their RRSPs to purchase a first home.
Special rules under the HBP apply to facilitate the acquisition of a home that is
more accessible or better suited for the personal needs and care of an
individual who is eligible for the disability tax credit, even if the first-time homebuyer requirement is not met. For these cases, the rules will also be modified to
provide the same $35,000 withdrawal limit.
This increase in the HBP withdrawal limit will apply to the 2019 and subsequent
calendar years in respect of withdrawals made after Budget Day.

Breakdown of a Marriage or Common-Law Partnership
Budget 2019 also proposes to extend access to the HBP in order to help
Canadians maintain homeownership after the breakdown of a marriage or
common-law partnership.
Generally, an individual will not be prevented from participating in the HBP
because they do not meet the first-time home buyer requirement, provided that
the individual lives separate and apart from their spouse or common-law partner
for a period of at least 90 days as a result of a breakdown in their marriage or
common-law partnership. The individual will be able to make a withdrawal
under the HBP if the individual lives separate and apart from their spouse or
common-law partner at the time of the withdrawal and began to live separate
and apart in the year in which the withdrawal is made or any time in the four
preceding years. However, in the case where an individual’s principal place of
residence is a home owned and occupied by a new spouse or common-law
partner, the individual will not be able to make an HBP withdrawal under
these rules.
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An individual will be required to dispose of their previous principal place of
residence no later than two years after the end of the year in which the HBP
withdrawal is made. The requirement to dispose of the previous principal place
of residence will be waived for individuals buying out the share of the residence
owned by the individual’s spouse or common-law partner. The existing rule that
individuals may not acquire the home more than 30 days before making the HBP
withdrawal will also be waived in this circumstance.
Existing HBP rules will otherwise generally apply. For example, an individual’s
outstanding HBP balance must be nil at the beginning of the year in which the
individual makes an HBP withdrawal.
This measure will apply to HBP withdrawals made after 2019.

Change in Use Rules for Multi-Unit
Residential Properties
The Income Tax Act deems a taxpayer to have disposed of, and reacquired, a
property when the taxpayer converts the property from an income-producing
use (e.g., a rental property) to a personal use (e.g., a residential property) or vice
versa. Where the use of an entire property is changed to an income-producing
use, or an income-producing property becomes a principal residence, the
taxpayer may elect that this deemed disposition not apply. As a consequence,
the election can provide a deferral of the realization of any accrued capital
gain on the property until it is realized on a future disposition.
As well, where an election is made on a conversion of a property to or from a
principal residence, the property can be designated as a taxpayer’s principal
residence for an additional period of up to four years before or after the period
for which the taxpayer could otherwise claim the principal residence exemption
in respect of the property (provided no other principal residence exemption is
claimed in respect of those additional years).
The deemed disposition also occurs when the use of part of a property is
changed. For example, this can occur where a taxpayer owns a multi-unit
residential property, such as a duplex, and either starts renting or moves into one
of the units. However, under the current rules, a taxpayer cannot elect out of the
deemed disposition that arises on a change in use of part of a property.
To improve the consistency of the tax treatment of owners of multi-unit
residential properties in comparison to owners of single-unit residential properties,
Budget 2019 proposes to allow a taxpayer to elect that the deemed disposition
that normally arises on a change in use of part of a property not apply.
This measure will apply to changes in use of property that occur on or after
Budget Day.

Appendix H

357

Permitting Additional Types of Annuities Under
Registered Plans
The tax rules allow funds from certain registered plans to be used to purchase an
annuity to provide income in retirement, subject to specified conditions. In
exchange for a lump-sum amount of funds, an annuity provides a stream of
periodic payments to an individual (i.e., the annuitant), generally for a fixed
term, for the life of the annuitant or for the joint lives of the annuitant and the
annuitant’s spouse or common-law partner.
To provide Canadians with greater flexibility in managing their retirement
savings, Budget 2019 proposes to permit two new types of annuities under the
tax rules for certain registered plans:
•

advanced life deferred annuities will be permitted under a registered
retirement savings plan (RRSP), registered retirement income fund (RRIF),
deferred profit sharing plan (DPSP), pooled registered pension plan (PRPP)
and defined contribution registered pension plan (RPP); and

•

variable payment life annuities will be permitted under a PRPP and defined
contribution RPP.

The measures will apply to the 2020 and subsequent taxation years.

Advanced Life Deferred Annuities
The tax rules generally require an annuity purchased with registered funds to
commence by the end of the year in which the annuitant attains 71 years of age.
Budget 2019 proposes to amend the tax rules to permit an advanced life
deferred annuity (ALDA) to be a qualifying annuity purchase, or a qualified
investment, under certain registered plans. An ALDA will be a life annuity the
commencement of which may be deferred until the end of the year in which
the annuitant attains 85 years of age.

Qualifying plans
An ALDA will be a qualifying annuity purchase under an RRSP, RRIF, DPSP, PRPP
and defined contribution RPP. An ALDA will also be a qualified investment for a
trust governed by an RRSP or a RRIF. Qualifying plan terms may need to be
amended in order to permit the purchase of an ALDA under such plans.
The value of an ALDA will not be included for the purpose of calculating the
minimum amount required to be withdrawn in a year from a RRIF, a PRPP
member’s account or a defined contribution RPP member’s account, after the
year in which the ALDA is purchased.

358

Appendix H

Limits
An individual will be subject to a lifetime ALDA limit equal to 25 per cent of a
specified amount in relation to a particular qualifying plan. The specified amount
will equal the sum of:
•

the value of all property (other than most annuities, including ALDAs) held in
the qualifying plan as at the end of the previous year; and

•

any amounts from the qualifying plan used to purchase ALDAs in
previous years.

In practice, this limit will apply only when an ALDA is purchased or when an
additional amount is added to an existing ALDA contract. As a result, an
individual will not be required to surrender or dispose of ALDAs in situations where
the value of ALDA purchases in previous years exceeds the individual’s lifetime
ALDA limit for a particular year due to a decline in qualifying plan assets.
An individual will also be subject to a comprehensive lifetime ALDA dollar limit of
$150,000 from all qualifying plans. The lifetime ALDA dollar limit will be indexed to
inflation for taxation years after 2020, rounded to the nearest $10,000.

Annuity requirements
In order to qualify as an ALDA, the annuity contract will need to state that it
intends to qualify as an ALDA and will need to satisfy certain requirements.
These include the requirements that the annuity contract:
•

provide annual or more frequent periodic payments for the life of the
annuitant, or for the joint lives of the annuitant and annuitant’s spouse or
common-law partner, commencing no later than the end of the year in
which the annuitant attains 85 years of age;

•

provide, when the annuitant under a joint-life contract dies prior to
commencement, payments that commence to the surviving spouse or
common-law partner no later than the time at which the payments would
have commenced if the annuitant had not died, where the value of the
periodic payments must, if the payments commence before that time, be
adjusted in accordance with generally accepted actuarial principles;

•

provide periodic payments which are equal, except to the extent they are
- adjusted annually to reflect in whole or in part changes to the Consumer
Price Index or a fixed rate specified in the annuity contract not to exceed
two per cent per year, or
- reduced on the death of the annuitant or the annuitant’s spouse or
common-law partner;

•

provide that, following the death of the annuitant, a lump-sum death benefit
(if any) provided to a beneficiary does not exceed the premium paid for the
annuity less the sum of all payments received by the annuitant or, in the case
of a joint-life contract, the sum of all payments received by the annuitant and
the annuitant’s spouse or common-law partner prior to death;
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•

permit a refund to the annuitant of any portion of the premium paid for the
contract to the extent that the premium paid for the contract exceeded the
annuitant’s ALDA limit; and

•

provide no other payments, such as commutation or cash surrender
payments, or payments under a guarantee period.

Tax treatment on death
Annuity payments to the surviving spouse or common-law partner of a
deceased annuitant under a joint-life contract will be included in the income of
the surviving spouse or common-law partner for tax purposes.
If the beneficiary of a lump-sum death benefit (i.e., a return of all or a portion of
the premium paid to purchase the annuity) is the deceased annuitant’s surviving
spouse or common-law partner, or a financially dependent child or grandchild
of the deceased annuitant, the lump-sum death benefit will be included in the
income of the beneficiary for tax purposes. All or a portion of that amount will be
permitted to be transferred on a tax-deferred basis (or “rollover” basis) to the
RRSP, RRIF or other qualifying vehicle of the beneficiary provided that, where the
beneficiary is a financially dependent child or grandchild, the beneficiary was
dependent on the deceased annuitant by reason of physical or mental infirmity.
If the beneficiary of a lump-sum death benefit is neither the deceased
annuitant’s surviving spouse or common-law partner nor a financially dependent
child or grandchild of the deceased annuitant, the lump-sum death benefit paid
to a beneficiary will be included in the income of the deceased annuitant for
tax purposes in the year of death.

Non-compliance
If an individual purchases ALDA contracts in excess of their ALDA limit, a tax of
one per cent per month will apply to the excess portion. All or some of the tax on
the excess portion may be waived or cancelled if the annuitant establishes the
excess portion was paid as a consequence of a reasonable error, and the
amount of the excess portion is returned to an RRSP, RRIF or other eligible vehicle
of the annuitant by the end of the year following the year in which the excess
portion was paid.
If an annuity contract that is intended to qualify as an ALDA does not comply
with the ALDA requirements, it will be considered to be a non-qualifying annuity
purchase or a non-qualified investment, as the case may be, and will be subject
to the existing rules and taxes that apply to such purchases and investments.

Additional rules
Additional rules will be included, as necessary, in the draft amendments for the
measure to be released for public comment.
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Variable Payment Life Annuities
The tax rules generally require that retirement benefits from a PRPP or defined
contribution RPP be provided to a member by means of a transfer of funds from
the member’s account to an RRSP or RRIF of the member, variable benefits paid
from the member’s account or an annuity purchased from a licensed annuities
provider. However, in-plan annuities (annuities provided to members directly
from a PRPP or defined contribution RPP) are generally not permitted under the
tax rules.
Budget 2019 proposes to amend the tax rules to permit PRPPs and defined
contribution RPPs to provide a variable payment life annuity (VPLA) to members
directly from the plan. A VPLA will provide payments that vary based on the
investment performance of the underlying annuities fund and on the mortality
experience of VPLA annuitants.

Annuities fund
PRPP and defined contribution RPP administrators will be permitted to establish a
separate annuities fund under the plan to receive transfers of amounts from
members’ accounts to provide VPLAs. Only transfers from a member’s account
will be permitted to be made to the annuities fund. Direct employee and
employer contributions to the annuities fund will not be permitted.
A minimum of 10 retired members will be required to participate in a VPLA
arrangement in order for a plan to establish such an arrangement and it must be
reasonable to expect that at least 10 retired members will participate in the
arrangement on an ongoing basis.

Annuity requirements
VPLAs will be required to comply with certain existing tax rules applicable to
PRPPs and defined contribution RPPs, as well as additional requirements.
Specifically, a VPLA must:
•

commence payments by the later of the end of the year in which the
member attains 71 years of age and the end of the calendar year in which
the VPLA is acquired;

•

provide annual or more frequent periodic payments, after commencement,
for the life of the annuitant, or for the joint-lives of the annuitant and the
annuitant’s spouse or common-law partner;

•

provide periodic payments that reflect the value of the amount transferred
from the member’s account to acquire the VPLA, in accordance with
generally accepted actuarial principles;

•

provide periodic payments which are equal, except to the extent they are
- adjusted annually to reflect in whole or in part changes to the Consumer
Price Index or a fixed rate specified in the annuity contract not to exceed
two per cent per year,
- reduced on the death of the annuitant or the annuitant’s spouse or
common-law partner, or
- adjusted to reflect the investment performance of the annuities fund and
the mortality experience of the pool of VPLA annuitants;
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•

adjust periodic payments on an annual basis to reflect the investment
performance of the annuities fund, if the investment performance differs
materially compared to the investment performance under the assumptions
on which the VPLA payments are based;

•

adjust periodic payments on an annual basis to reflect the mortality
experience of VPLA annuitants, if the mortality experience differs materially
compared to the mortality assumptions on which the VPLA payments
are based;

•

provide that continuing periodic payments to a beneficiary under a
guarantee period following the death of the annuitant, or the annuitant’s
spouse or common-law partner, reflect the periodic payments that would
have been payable to the annuitant, or the annuitant’s spouse or commonlaw partner, if they were alive; and

•

provide that the commuted value of any remaining periodic payments
payable to a beneficiary under a guarantee period following the death of
the annuitant, or the annuitant’s spouse or common-law partner, be
determined in accordance with generally accepted actuarial principles.

Tax treatment on death
The tax treatment of VPLAs on the death of the annuitant will reflect the existing
tax treatment of annuities purchased with PRPP and defined contribution
RPP savings.

Non-compliance
The existing rules for PRPPs and defined contribution RPPs relating to noncompliance will apply in respect of non-compliance with the tax rules for VPLAs.

Additional rules
Additional rules will be included, as necessary, in the draft amendments for the
measure to be released for public comment.

Pension benefits standards legislation
The Government will consult on potential changes to federal pension benefits
standards legislation to accommodate VPLAs for federally regulated PRPPs and
defined contribution RPPs. To the extent that provinces wish to accommodate
VPLAs for provincially regulated PRPPs and defined contribution RPPs, they may
need to amend their provincial pension benefits standards legislation.

Registered Disability Savings Plan – Cessation of
Eligibility for the Disability Tax Credit
The registered disability savings plan (RDSP) is a tax-assisted savings vehicle
intended to help an individual with a disability – and the individual’s family –
save for the individual’s long-term financial security. An RDSP may be established
only for a beneficiary who is eligible for the disability tax credit (DTC).
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To encourage long-term saving, the Government of Canada supplements
private RDSP contributions with Canada Disability Savings Grants and provides
Canada Disability Savings Bonds under the Canada Disability Savings Program.
These grants and bonds are eligible to be paid into an RDSP until the end of the
year in which a beneficiary of the RDSP turns 49 years of age.

Current Treatment
When a beneficiary of an RDSP ceases to be eligible for the DTC, no
contributions may be made to, and no Canada Disability Savings Grants and
Canada Disability Savings Bonds may be paid into, the RDSP. The income tax
rules generally require that the RDSP be closed by the end of the year following
the first full year throughout which the beneficiary is not eligible for the DTC.
An RDSP issuer is required to set aside an amount (referred to as the “assistance
holdback amount”) equivalent to the total Canada Disability Savings Grants
and Canada Disability Savings Bonds paid into the RDSP in the preceding 10
years, less any of these grants and bonds that have been repaid in respect of
that 10-year period. This requirement ensures that RDSP funds are available to
meet potential repayment obligations. Upon plan closure, the assistance
holdback amount must be repaid to the Government. Any assets remaining in
the RDSP after this repayment are paid to the beneficiary.
Previous amendments to the Income Tax Act allow an RDSP plan holder to elect
to extend the period for which an RDSP may remain open after a beneficiary
becomes ineligible for the DTC. To qualify for this extension, a medical
practitioner must certify in writing that the nature of the beneficiary’s condition
makes it likely that the beneficiary will, because of the condition, be eligible for
the DTC in the foreseeable future.
During the period for which an election is valid, the following rules apply,
commencing with the first full calendar year throughout which the beneficiary is
no longer eligible for the DTC:
•

No contributions to the RDSP, including rollovers of registered education
savings plan investment income, are permitted. The income tax rules do
permit, however, a rollover of proceeds from a deceased individual’s
registered retirement savings plan or registered retirement income fund to the
RDSP of a financially dependent infirm child or grandchild.

•

The beneficiary is not eligible to receive Canada Disability Savings Grants or
Canada Disability Savings Bonds and no new entitlements are generated in
respect of any year throughout which the beneficiary is ineligible for the DTC.

•

If the beneficiary dies during the election period, the RDSP is closed and the
assistance holdback amount, determined immediately prior to the beneficiary
becoming ineligible for the DTC, must be repaid to the Government.

•

Withdrawals from the RDSP are permitted, subject to the regular repayment
rules and the maximum and minimum withdrawal rules. For example, for each
$1 withdrawn from an RDSP, $3 of any Canada Disability Savings Grants or
Canada Disability Savings Bonds paid into the plan in the 10 years preceding
the withdrawal must be repaid, up to the maximum of the assistance
holdback amount, determined immediately prior to the beneficiary becoming
ineligible for the DTC (referred to as the “proportional repayment rule”).
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An election is generally valid until the end of the fourth calendar year following
the first full calendar year throughout which a beneficiary is ineligible for the DTC.
If a beneficiary becomes eligible for the DTC while an election is valid, the
regular RDSP rules apply commencing with the year in which the beneficiary
becomes eligible. If the beneficiary does not regain eligibility for the DTC during
the election period, the RDSP must be closed by the end of the first year
following the end of the election period and the assistance holdback amount,
determined immediately prior to cessation of the beneficiary’s eligibility for the
DTC, must be repaid to the Government.
Concerns have been raised that the requirements that an RDSP be closed and
the assistance holdback amount repaid to the Government upon loss of
eligibility for the DTC do not appropriately recognize the period of severe and
prolonged disability experienced by an RDSP beneficiary.

Proposed Treatment
Budget 2019 proposes to remove the time limitation on the period that an RDSP
may remain open after a beneficiary becomes ineligible for the DTC and to
eliminate the requirement for medical certification that the beneficiary is likely to
become eligible for the DTC in the future in order for the plan to remain open.
The general rules that currently apply in respect of a period during which an
election is valid, as described above, will apply to an RDSP in any period during
which the beneficiary is ineligible for the DTC, with the following modifications:
•

There will be no requirement for medical certification that the individual is
likely to become eligible for the DTC in the future.

•

Withdrawals from the RDSP will be subject to the proportional repayment rule,
but the assistance holdback amount will be modified, depending on the
beneficiary’s age, in the following manner:
- For years throughout which the beneficiary is ineligible for the DTC that are
prior to the year in which the beneficiary turns 51 years of age, the
assistance holdback amount will be equal to the assistance holdback
amount determined immediately prior to the beneficiary becoming
ineligible for the DTC, less any repayments made after the beneficiary
becomes ineligible for the DTC.
- Over the following 10 years, the assistance holdback amount will be
reduced based on Canada Disability Savings Grants and Canada
Disability Savings Bonds paid into the RDSP during a reference period. This
reference period is initially the 10 years immediately prior to the beneficiary
becoming ineligible for the DTC. Each year after the year in which the
beneficiary turns 50 years of age, the reference period is reduced by a
year. For example, for the year in which the beneficiary turns 51 years of
age, the reference period will be the nine-year period immediately prior to
the beneficiary becoming ineligible for the DTC. The assistance holdback
amount will be equal to the amount of grants and bonds paid into the
RDSP in those nine years, less any repayments of those amounts.

•
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A rollover of proceeds from a deceased individual’s registered retirement
savings plan or registered retirement income fund to the RDSP of a financially
dependent infirm child or grandchild will be permitted only if the rollover
occurs by the end of the fourth calendar year following the first full calendar
year throughout which the beneficiary is ineligible for the DTC.
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•

A plan holder may, at any time during which the beneficiary is ineligible for
the DTC, request closure of the RDSP of the beneficiary. Closure of an RDSP
will be subject to the general rules that apply in the event of a closure, with
the exception that the amount required to be repaid upon closure will be
equal to the assistance holdback amount at that time, as modified above.

Example:
•

Bruce’s parents open an RDSP for him in 2009 at age five and contribute
$1,500 to his plan annually for 10 years, attracting the maximum amount
of Canada Disability Savings Grants ($3,500) each year. For 2019, the
assistance holdback amount for his plan equals $35,000. While his
parents continue to contribute $1,500 to his plan each year for the
subsequent five years (attracting the maximum $3,500 annually in
Canada Disability Savings Grants), the assistance holdback amount for
his plan remains at $35,000, as grants received during the first five years
that fall out of the assistance holdback amount, are replaced with new
grant amounts.

•

The effects of Bruce’s disability improve such that he is determined to
no longer be eligible for the DTC after 2023. Under the current rules,
unless Bruce regains eligibility for the DTC, his plan would have to be
closed by the end of 2025 (or by the end of 2029 under an election)
and all Canada Disability Savings Grants received over the 2014 to 2023
period would have to be repaid.

•

Under the proposed approach, Bruce could choose not to close his
plan. While his plan remains open:
- Withdrawals are allowed (up to the assistance holdback amount and
subject to the repayment rules and the minimum and maximum
withdrawal rules) but no contributions are permitted (except a rollover
from an eligible registered retirement savings plan or registered
retirement income fund before the end of 2028).
- His assistance holdback amount is frozen at $35,000 until the year he
turns age 51 (in 2055), when the amount of his assistance holdback
amount begins to decline by $3,500 each year.

By 2064, the year Bruce turns age 60, he will be able to withdraw amounts
from his RDSP and no longer be required to repay Canada Disability Savings
Grants, as his assistance holdback amount has now been reduced to zero.

If a beneficiary regains eligibility for the DTC, the regular RDSP rules will apply
commencing with the year in which the beneficiary becomes eligible for the
DTC. For example, contributions will be permitted and new Canada Disability
Savings Grants and Canada Disability Savings Bonds may be paid into the RDSP.
Should the beneficiary become ineligible for the DTC at some later time, the
proposed rules in respect of DTC ineligibility will resume.
This measure will apply after 2020. An RDSP issuer will not, however, be required
to close an RDSP on or after Budget Day and before 2021 solely because the
RDSP beneficiary is no longer eligible for the DTC.
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Tax Measures for Kinship Care Providers
A number of provinces and territories offer kinship and close-relationship care
programs (referred to as kinship care programs), such as the Prince Edward
Island Grandparents and Care Providers program, as alternatives to foster care
(or other formal care by the state) for children in need of protection who require
out-of-home care on a temporary basis. As part of their kinship care programs,
some of these jurisdictions provide financial assistance to care providers to help
defray the costs of caring for the child.

Canada Workers Benefit
The Canada Workers Benefit is a refundable tax credit that supplements the
earnings of low-income workers and improves work incentives for low-income
Canadians. A higher benefit amount is provided to eligible families (couples and
single parents) than to single individuals without dependants.
In order for an individual to be eligible as a single parent under the Canada
Workers Benefit, the individual must be the parent of a child with whom the
individual resides at the end of the taxation year. For income tax purposes, a
parent includes an individual upon whom a child is wholly dependent for
support. A concern has been raised that receipt of financial assistance under a
kinship care program could preclude a care provider from being considered to
be the parent of a child in their care for the purposes of the Canada Workers
Benefit.
Budget 2019 proposes to amend the Income Tax Act to clarify that an individual
may be considered to be the parent of a child in their care for the purpose of
the Canada Workers Benefit, regardless of whether they receive financial
assistance from a government under a kinship care program. Kinship care
providers will thus be eligible for the Canada Workers Benefit amount available
for families, provided all other eligibility requirements are met.
This measure will apply for the 2009 and subsequent taxation years.

Tax Treatment of Financial Assistance Payments
Under the Income Tax Act, social assistance payments made on the basis of a
means, needs or income test are not taxable but must be included in income for
the purposes of determining entitlement to income-tested benefits and credits. A
concern has been raised that financial assistance payments received under
certain kinship care programs may reduce benefit levels for some lower-income
kinship care providers.
Budget 2019 also proposes to amend the Income Tax Act to clarify that financial
assistance payments received by care providers under a kinship care program
are neither taxable, nor included in income for the purposes of determining
entitlement to income-tested benefits and credits.
This measure will apply for the 2009 and subsequent taxation years.
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Donations of Cultural Property
The Government of Canada provides certain enhanced tax incentives to
encourage donations of cultural property to certain designated institutions and
public authorities in Canada, in order to ensure that such property remains in
Canada for the benefit of Canadians. The enhanced tax incentives include a
charitable donation tax credit (for individuals) or deduction (for corporations),
which may eliminate the donor’s tax liability for a year, and an exemption from
income tax for any capital gains arising on the disposition.
To qualify for the incentives, a donated property must be of “outstanding
significance” by reason of its close association with Canadian history or national
life, its aesthetic qualities or its value in the study of the arts or sciences. In
addition, it must be of “national importance” to such a degree that its loss to
Canada would significantly diminish the national heritage. These requirements
are set out in the Cultural Property Export and Import Act and are also used to
regulate the export of cultural property out of Canada.
A recent court decision related to the export of cultural property interpreted the
“national importance” test as requiring that a cultural property have a direct
connection with Canada’s cultural heritage. This decision has raised concerns
that certain donations of important works of art that are of outstanding
significance but of foreign origin may not qualify for the enhanced
tax incentives.
To address these concerns, Budget 2019 proposes to amend the Income Tax Act
and the Cultural Property Export and Import Act to remove the requirement that
property be of “national importance” in order to qualify for the enhanced tax
incentives for donations of cultural property. No changes are proposed that
would affect the export of cultural property.
This measure will apply in respect of donations made on or after Budget Day.

Medical Expense Tax Credit
The medical expense tax credit is a 15-per-cent non-refundable tax credit that
recognizes the effect of above-average medical or disability-related expenses
on an individual’s ability to pay tax. For 2019, the medical expense tax credit is
available for qualifying medical expenses in excess of the lesser of $2,352 and
three per cent of the individual’s net income.
Amounts paid for cannabis products may be eligible for the medical expense
tax credit where such products are purchased for a patient for medical
purposes in accordance with the Access to Cannabis for Medical Purposes
Regulations, under the Controlled Drugs and Substances Act. However,
cannabis is no longer regulated under this Act. Instead, as of October 17, 2018,
access to cannabis is subject to the Cannabis Regulations, under the Cannabis
Act. Eligible expenses for the medical expense tax credit will also include
expenses for other classes of cannabis products purchased for a patient for
medical purposes, once they become permitted for legal sale under the
Cannabis Act.
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Budget 2019 proposes to amend the Income Tax Act to reflect the current
regulations for accessing cannabis for medical purposes.
This measure will apply to expenses incurred on or after October 17, 2018.

Contributions to a Specified Multi-Employer Plan for
Older Members
In general, the pension tax rules effectively ensure that contributions to a defined
benefit registered pension plan (RPP) in respect of a member are not made after
the member can no longer accrue further pension benefits. Under the tax rules,
pension benefits may not be accrued by a member after the end of the year in
which the member attains 71 years of age or if the member has returned to work
for the same or a related employer and is receiving a pension from the plan
(except under a qualifying phased retirement program).
However, in the case of a specified multi-employer plan (SMEP), a specific type
of union-sponsored, defined benefit pension plan, employer contributions are
deemed to be eligible contributions in order to ensure that such plans can
operate effectively under the pension tax rules. Consequently, and in contrast to
other defined benefit RPPs, employers are not prevented by the pension tax rules
from making contributions to a SMEP in respect of workers over age 71 or those
receiving a pension from the plan, if such contributions are required by the plan.
Furthermore, in requiring an employer to contribute in respect of employed
union members, some collective bargaining agreements and SMEP plan terms
do not prevent contributions in respect of workers in these situations. Such
contributions do not benefit the member because they can no longer accrue
any corresponding pension benefits under the plan.
To bring the SMEP rules in line with the pension tax provisions that apply to other
defined benefit RPPs, Budget 2019 proposes to amend the tax rules to prohibit
contributions to a SMEP in respect of a member after the end of the year the
member attains 71 years of age and to a defined benefit provision of a SMEP if
the member is receiving a pension from the plan (except under a qualifying
phased retirement program). The proposed changes will ensure that employers
do not make pension contributions on behalf of older SMEP members in these
situations from which they cannot benefit.
To provide SMEP sponsors and employers with a flexible transition period, this
measure will apply in respect of SMEP contributions made pursuant to collective
bargaining agreements entered into after 2019, in relation to contributions made
after the date the agreement is entered into.

Pensionable Service Under an Individual
Pension Plan
An individual pension plan (IPP) is a defined benefit registered pension plan that
has fewer than four members, at least one of whom (e.g., a controlling
shareholder) is related to an employer that participates in the plan. IPPs provide
businesses with a mechanism to provide lifetime retirement benefits to ownermanagers in respect of their employment.
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When an individual terminates membership in a defined benefit registered
pension plan, the income tax rules allow for a tax-deferred transfer of all or a
portion of the commuted value of the member’s accrued benefits in one of
two ways:
•

a transfer of the full commuted value to another defined benefit plan
sponsored by another employer; or

•

subject to a prescribed transfer limit (normally about 50 per cent of the
member’s commuted value), a transfer of a portion of the commuted value
to the member’s registered retirement savings plan or similar registered plan.

Planning is being undertaken that seeks to circumvent these prescribed transfer
limits. This planning is effected by establishing an IPP sponsored by a newly
incorporated private corporation controlled by an individual who has
terminated employment with their former employer. The individual then transfers
the commuted value of their pension entitlement from the former employer’s
defined benefit plan to the new IPP. This planning seeks to obtain a 100-per-cent
transfer of assets to the new IPP instead of the restricted transfer of assets to the
individual’s registered retirement savings plan.
To prevent this inappropriate planning, Budget 2019 proposes to prohibit IPPs
from providing retirement benefits in respect of past years of employment that
were pensionable service under a defined benefit plan of an employer other
than the IPP’s participating employer (or its predecessor employer). Any assets
transferred from a former employer’s defined benefit plan to an IPP that relate to
benefits provided in respect of prohibited service will be considered to be a nonqualifying transfer that is required to be included in the income of the member
for income tax purposes.
This measure applies to pensionable service credited under an IPP on or after
Budget Day.

Mutual Funds: Allocation to Redeemers Methodology
Mutual fund trusts are commonly used vehicles for the pooling and investment of
funds. Although a mutual fund trust is considered to be a separate taxpayer, its
conduit nature is recognized in the Income Tax Act. In particular, if a mutual fund
trust’s capital gains or ordinary income for the year are allocated to its
unitholders, the mutual fund trust will be entitled to a deduction for such
allocated amounts in computing its income.
When a mutual fund trust disposes of investments to fund a redemption of its
units, any accrued gain on the investments is realized by the trust and is subject
to tax, and may be taxed again in the hands of the unitholder who disposes of
units at a redemption price that reflects this accrued gain. Mutual fund trusts
have access to a capital gains refund mechanism under the Income Tax Act,
which is intended to address this potential for “double taxation”. This mechanism
provides a refund to the mutual fund trust in respect of tax that the mutual fund
trust has paid on its capital gains attributable to redeeming unitholders.
However, because this mechanism is a formulaic approximation, it does not
always fully relieve “double taxation”.
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The “allocation to redeemers methodology” was developed to more effectively
match the capital gains realized by the mutual fund trust on its investments with
the capital gains realized by the redeeming unitholders on their units. This
methodology, which is used by many mutual fund trusts, allows a mutual fund
trust to allocate capital gains realized by it to a redeeming unitholder and claim
a corresponding deduction. The allocated capital gains are included in
computing the redeeming unitholder’s income but its redemption proceeds
are reduced by that amount.

Deferral
Certain mutual fund trusts have been using the allocation to redeemers
methodology to allocate capital gains to redeeming unitholders in excess of the
capital gains that would otherwise have been realized by these unitholders on
the redemption of their units. This results in the following consequences:
•

the mutual fund trust is allowed a deduction in respect of the full allocated
amount;

•

the redeeming unitholder is taxed on the same overall amount of capital
gain as if no allocation were made to it; in particular, because the allocation
reduces the unitholder’s redemption proceeds,
- a portion of the allocation effectively eliminates the capital gain that
would have been realized by that unitholder on the redemption and so
the unitholder is taxed only on that allocated portion, and
- the excess portion of the allocation effectively results in a capital loss on
the redemption for that unitholder that completely offsets the portion of
the allocation included in the unitholder’s income; and

•

because the excess portion does not need to be allocated by the mutual
fund trust to the remaining holders, it is reflected as an unrealized gain in the
units held by them. This unrealized capital gain is taxed only when the
remaining unitholders redeem their units.

From a policy perspective, any amount of capital gains realized by a mutual
fund trust in a taxation year in excess of the capital gains realized by redeeming
unitholders on their units in that year should be taxed in that taxation year either
at the mutual fund trust level or, more typically, in the hands of the remaining
unitholders. Therefore, this planning results in an inappropriate deferral of the
taxation of the excess amount for these remaining unitholders.
Budget 2019 proposes to introduce a new rule that would deny a mutual fund
trust a deduction in respect of the portion of an allocation made to a unitholder
on a redemption of a unit of the mutual fund trust that is greater than the capital
gain that would otherwise have been realized by the unitholder on the
redemption, if the following conditions are met:
•

the allocated amount is a capital gain; and

•

the unitholder’s redemption proceeds are reduced by the allocation.

This measure will apply to taxation years of mutual fund trusts that begin on or
after Budget Day.
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Character Conversion
Certain mutual fund trusts have also been using the allocation to redeemers
methodology in a way that allows the mutual fund trust to convert the returns on
an investment that would have the character of ordinary income to capital
gains for their remaining unitholders. This character conversion planning is
possible when the redeeming unitholders hold their units on income account but
other unitholders hold their units on capital account.
Although this misuse of the allocation to redeemers methodology (as well as the
planning described under “Deferral”) can be challenged by the Government
based on existing rules in the Income Tax Act, these challenges could be both
time-consuming and costly. As a result, the Government is proposing a specific
legislative measure.
Budget 2019 proposes to introduce a new rule that will deny a mutual fund trust
a deduction in respect of an allocation made to a unitholder on a redemption, if
•

the allocated amount is ordinary income; and

•

the unitholder’s redemption proceeds are reduced by the allocation.

This measure will apply to taxation years of mutual fund trusts that begin on or
after Budget Day.

Carrying on Business in a Tax-Free Savings Account
The tax-free savings account (TFSA) is a registered account that allows
Canadians to earn tax-free investment income on a wide range of investments.
However, a TFSA is liable to pay tax under Part I of the Income Tax Act (at the
top personal tax rate) on income from a business carried on by the TFSA or from
non-qualified investments.
Under the current rules, the trustee of a TFSA (i.e., a financial institution) is jointly
and severally liable with the TFSA for Part I tax while the holder of the TFSA is not.
In cases where there are insufficient assets within the TFSA to pay any resulting
tax liability (e.g., the TFSA holder withdraws the assets or transfers them to a
different financial institution), the TFSA’s trustee is liable to pay the tax owing. In
contrast, a holder of a TFSA is liable for any tax imposed under Part XI.01 of the
Income Tax Act, which applies in respect of the acquisition of a non-qualified or
a prohibited investment by the TFSA.
To recognize that a TFSA’s holder is typically in the best position to know whether
the activities of the TFSA constitute carrying on a business, Budget 2019 proposes
that the joint and several liability for tax owing on income from carrying on a
business in a TFSA be extended to the TFSA holder. The joint and several liability
of a trustee of a TFSA at any time in respect of business income earned by a TFSA
will be limited to the property held in the TFSA at that time plus the amount of all
distributions of property from the TFSA on or after the date that the notice of
assessment is sent.
This measure will apply to the 2019 and subsequent taxation years.
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Electronic Delivery of Requirements for Information
The Canada Revenue Agency (CRA) may issue a requirement for information to
oblige a person to provide information or documents for the purposes of the
administration and enforcement of various Acts. In many cases, the CRA must
send requirements for information by registered mail, certified mail or personal
service and is not permitted to send those requirements electronically.
Banks and credit unions are often sent requirements in respect of third-party
financial information. These requirements for information are generally sent by
registered mail, which is costly and impractical for both the CRA and the banks
and credit unions receiving the requirements.
To improve the efficiency of the requirement-for-information process and to
reduce administration and compliance costs, Budget 2019 proposes to allow the
CRA to send requirements for information electronically to banks and credit
unions by amending the following tax statutes: the Income Tax Act, the Excise
Tax Act, the Excise Act, 2001 and the Air Travellers Security Charge Act. Budget
2019 further proposes similar amendments to Part 1 of the Greenhouse Gas
Pollution Pricing Act, which is also administered by the CRA.
The CRA will be allowed to send requirements for information electronically to a
bank or credit union only if the bank or credit union notifies the CRA that it
consents to this method of service. This measure will change only the means by
which the CRA can issue requirements for information and it will not expand the
scope of information that can be requested by the CRA.
This measure will apply as of January 1, 2020.
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Business Income Tax Measures
Support for Canadian Journalism
Budget 2019 proposes to introduce three new tax measures to support
Canadian journalism:
•

allowing journalism organizations to register as qualified donees;

•

a refundable labour tax credit for qualifying journalism organizations; and

•

a non-refundable tax credit for subscriptions to Canadian digital news.

These measures are intended to provide support to Canadian journalism
organizations producing original news.
An independent panel will be established to recommend eligibility criteria for the
purposes of these measures. Once the panel has made its recommendations,
eligibility of organizations will be evaluated and a recognition process will be put
in place.

Qualified Canadian Journalism Organizations
Qualified Canadian Journalism Organization (QCJO) status is a necessary
condition for each of the three measures. In order to be a QCJO, an
organization will be required to be recognized as meeting criteria developed by
the independent panel. This recognition will be made by an administrative body
that will be established for this purpose.
A QCJO will be required to be organized as a corporation, partnership or trust. It
will need to operate in Canada and meet additional conditions, depending on
how it is organized. To qualify as a QCJO, a corporation will be required to be
incorporated and resident in Canada. In addition, its chairperson (or other
presiding officer) and at least 75 per cent of its directors must be Canadian
citizens. In general, in order for a partnership or trust to qualify, such corporations,
along with Canadian citizens, must own at least 75 per cent of the interests in it.
In addition, an organization will be required to meet the following conditions to
be a QCJO:
• it is primarily engaged in the production of original news content and in

particular, the content

- must be primarily focused on matters of general interest and reports of
current events, including coverage of democratic institutions and
processes, and
- must not be primarily focused on a particular topic such as industryspecific news, sports, recreation, arts, lifestyle or entertainment;
it regularly employs two or more journalists in the production of its content
who deal at arm’s length with the organization;
• it must not be significantly engaged in the production of content
•

- to promote the interests, or report on the activities, of an organization, an
association or their members,
- for a government, Crown corporation or government agency, or
- to promote goods or services; and
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•

it must not be a Crown corporation, municipal corporation or
government agency.

Qualified Donee Status
The Government of Canada provides support to certain categories of
organizations, including charities, that are referred to in the Income Tax Act as
“qualified donees” and that operate for some broad public purpose. Canadians
may claim the charitable donation tax credit (for individuals) or deduction for
donations (corporations) for donations to qualified donees. Qualified donees
can also receive gifts from Canadian registered charities.
Budget 2019 proposes to add registered journalism organizations as a new
category of tax-exempt qualified donee. In order to qualify for registration, a
QCJO will be required to apply to the Canada Revenue Agency (CRA) to be
registered as a qualified donee and meet certain additional conditions, as
described below.
Registered journalism organizations will be required to be corporations or trusts
and to have purposes that exclusively relate to journalism. Any business activities
carried on by these organizations will be required to be related to their purposes.
For example, the sale of news content and advertising would be considered
activities related to journalism. These organizations will not be permitted to
distribute their profits, if any, or allow their income to be available for the
personal benefit of certain individuals connected with the organization.
To ensure that registered journalism organizations are not used to promote the
views or objectives of any particular person or related group of persons, a
registered journalism organization:
•

will be required to have a board of directors or trustees, each of whom deals
at arm’s length with each other;

•

must not be factually controlled by a person (or a group of related persons);
and

•

must generally not, in any given year, receive gifts that represent more than
20 per cent of its total revenues, including donations, from any one source
(excluding bequests and one-time gifts made on the initial establishment of
the particular registered journalism organization).

To provide transparency, the names of all registered journalism organizations will
be listed on the website of the Government of Canada. Registered journalism
organizations will be required to file an annual return with the CRA containing
information on their activities. In addition, registered journalism organizations will
be required to disclose, in their information returns, the name(s) of any donors
that make donations of over $5,000 and the amount donated. Similar to
registered charities and registered Canadian amateur athletic associations,
these information returns will be made public along with certain
additional information.

374

Appendix H

Qualified donees are required to issue official donation receipts in accordance
with the Income Tax Act, to maintain proper books and records and to provide
access to them upon request by the CRA. As qualified donees, these rules will
apply to registered journalism organizations, including the regulatory sanctions
for failing to follow these rules (i.e., a monetary penalty, the suspension of its
qualified donee status and the revocation of registration).
Where a registered journalism organization no longer meets the requirements for
registration as a qualified donee (including because it fails to qualify as a
QCJO), the CRA will have the authority to revoke its registration. Where a
journalism organization’s registration is revoked, it will no longer be exempt from
income tax as a registered journalism organization and will no longer be entitled
to issue charitable donation receipts.
Where the CRA proposes to revoke the registration of a registered journalism
organization, it will be able to file an objection with the Appeals Branch of the
CRA. If the organization disagrees with the decision of the Appeals Branch, it will
be entitled to appeal the decision to the Federal Court of Appeal.
This measure will apply as of January 1, 2020.

Refundable Labour Tax Credit
Budget 2019 proposes to introduce a 25-per-cent refundable tax credit on salary
or wages paid to eligible newsroom employees of qualifying QCJOs. This will be
subject to a cap on labour costs of $55,000 per eligible newsroom employee per
year, which will provide a maximum tax credit in respect of eligible labour costs
per individual per year of $13,750. To qualify for this credit, a QCJO must be a
corporation, partnership or trust primarily engaged in the production of original
written news content. A QCJO carrying on a broadcasting undertaking (as
defined in the Broadcasting Act) will not qualify for this credit. A QCJO will also
not qualify for this credit in a taxation year if it receives funding from the Aid to
Publishers component of the Canada Periodical Fund in that taxation year.
A QCJO that is a corporation will be required to meet the following additional
requirements in order to qualify:
•

if it is a public corporation, it must be listed on a stock exchange in Canada
and not be controlled by non-Canadian citizens; and

•

if it is a private corporation, it must be at least 75-per-cent owned by
Canadian citizens or by public corporations described above.

As noted above, an independent panel will be established to consider eligibility
criteria for purposes of this measure. Initially, an eligible newsroom employee will
generally be an employee of a QCJO who works for a minimum of 26 hours per
week, on average, and is employed by the QCJO (or is expected to be
employed) for at least 40 consecutive weeks. In addition, an eligible newsroom
employee will be required to spend at least 75 per cent of their time engaged in
the production of news content, including by researching, collecting
information, verifying facts, photographing, writing, editing, designing and
otherwise preparing content. These rules will be amended if necessary, pending
the work completed by the independent panel.
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Eligible expenses will include salary or wages paid to eligible newsroom
employees in respect of a taxation year and will be reduced by the amount of
any government or other assistance received by the QCJO in the taxation year.
In addition, salary or wages will be eligible expenses of an organization only if
they are in respect of a period throughout which it is a QCJO.
A registered journalism organization, which will be exempt from income tax, may
also be entitled to this refundable tax credit in respect of its eligible expenses.
This measure will apply to salary or wages earned in respect of a period on or
after January 1, 2019. The administrative body will be able to recognize
organizations as of that date, in order to ensure the credit is available
as intended.

Personal Income Tax Credit for Digital Subscriptions
Budget 2019 proposes a temporary, non-refundable 15-per-cent tax credit on
amounts paid by individuals for eligible digital news subscriptions. This will allow
individuals to claim up to $500 in costs paid towards eligible digital subscriptions
in a taxation year, for a maximum tax credit of $75 annually. In the case of
combined digital and newsprint subscriptions, individuals will be limited to
claiming the cost of a stand-alone digital subscription.
Eligible digital subscriptions are those that entitle a taxpayer to access content
provided in a digital form by a QCJO that is primarily engaged in the production
of written content. A subscription with a QCJO carrying on a broadcasting
undertaking (as defined in the Broadcasting Act) will not qualify for this credit.
Amounts paid to an organization will be eligible only if, at the time they are paid,
the organization is a QCJO. If an organization ceases to qualify as a QCJO, that
will not cause amounts paid by individuals for subscriptions prior to the loss of
QCJO status to cease to qualify for the credit.
This credit will be available in respect of eligible amounts paid after 2019 and
before 2025.

Business Investment in Zero-Emission Vehicles
The capital cost allowance (CCA) system determines the deductions that a
business may claim each year for income tax purposes in respect of the capital
cost of its depreciable property. With some exceptions, depreciable property is
divided into CCA classes and a CCA rate for each class of property is prescribed
in the Income Tax Regulations.
Prior to November 21, 2018, the CCA allowed in the first year that a property was
available for use was generally limited to half the amount that would otherwise
be available. On November 21, 2018, the Government announced a temporary
enhanced first-year allowance, referred to as the Accelerated Investment
Incentive, equal to up to three times the previously applicable first-year
allowance and a temporary 100-per-cent deduction for certain classes.
Motor vehicles are generally included in Class 10, Class 10.1 or Class 16 and are
currently subject to the following effective CCA rates.
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Table 2

Effective CCA Rates for Main CCA Classes Containing Motor Vehicles
Effective First-Year CCA

Class 10
•
includes most motor vehicles not
included in any other class
Class 10.1
• includes passenger vehicles that
cost more than $30,000 (before
sales taxes)
•

CCA
Rate

Prior to
November 21, 2018

Accelerated
Investment
Incentive

30%

15%

45%

30%

15%

45%

40%

20%

60%

the maximum capital cost that can
be added to the class in respect of
each such vehicle is limited to
$30,000 plus sales taxes on
that amount

Class 16
• includes taxi cabs, vehicles acquired
for the purpose of short-term renting
or leasing, and heavy trucks and
tractors designed for hauling freight

Budget 2019 proposes to provide a temporary enhanced first-year CCA rate of
100 per cent in respect of eligible zero-emission vehicles. Two new CCA classes
will be created: Class 54 for zero-emission vehicles that would otherwise be
included in Class 10 or 10.1; and Class 55 for zero-emission vehicles that would
otherwise be included in Class 16. In the case of Class 54, there will be a limit of
$55,000 (plus sales taxes) on the amount of CCA deductible in respect of each
zero-emission passenger vehicle. This new $55,000 limit will be reviewed annually
to ensure that it remains appropriate.
To be eligible for this first-year enhanced allowance, a vehicle must:
•

be a motor vehicle as defined in the Income Tax Act (i.e., an automotive
vehicle for use on streets and highways, but not including a trolley bus or
vehicle operated exclusively on rail);

•

otherwise be included in Class 10, 10.1 or 16;

•

be fully electric, a plug-in hybrid with a battery capacity of at least 15 kWh or
fully powered by hydrogen; and

•

not have been used, or acquired for use, for any purpose before it is acquired
by the taxpayer.

Vehicles in respect of which assistance is paid under the new federal purchase
incentive announced in Budget 2019 will be ineligible.
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This proposal will also have implications for the Goods and Services
Tax/Harmonized Sales Tax (GST/HST). Under the GST/HST, businesses can
generally claim input tax credits to recover the GST/HST they pay to acquire
inputs for use in their commercial activities. The general policy under the GST/HST
is to treat business expenses for passenger vehicles in a manner similar to the
treatment under the income tax system.
Accordingly, Budget 2019 proposes to amend the GST/HST to ensure that the
treatment of expenses incurred in respect of zero-emission passenger vehicles
under the GST/HST parallels the proposed income tax treatment of these
vehicles. This will generally result in an increase in the amount of GST/HST that
businesses can recover in respect of zero-emission passenger vehicles, subject to
limits similar to those under the income tax system.

Application and Phase-Out
This measure will apply to eligible zero-emission vehicles acquired on or after
Budget Day and that become available for use before 2028, subject to a phaseout for vehicles that become available for use after 2023 (as shown in Table 3). A
taxpayer will be able to claim the enhanced allowance in respect of an eligible
zero-emission vehicle only for the taxation year in which the vehicle first
becomes available for use.
Table 3

Rates for the First-Year Enhanced Allowance
First-Year
Enhanced Allowance
March 19, 2019 - 2023

100%

2024 - 2025

75%

2026 - 2027

55%

2028 onward

-

CCA will be deductible on any remaining balances in the new classes on a
declining-balance basis at a rate of 30 per cent for Class 54 and 40 per cent for
Class 55.

Additional Rules
Under the short-taxation-year rule, the amount of CCA that can be claimed in a
taxation year must generally be prorated where the taxation year is less than 12
months. This rule will apply to the enhanced allowance for zero-emission vehicles.
As a general rule, the proceeds from the disposition of a depreciable property in
a particular CCA class must be deducted from the undepreciated capital cost
of property of that class. If at the end of a taxation year the deduction of the
proceeds of disposition from the undepreciated capital cost results in a negative
balance for the class, this negative amount must generally be included in the
taxpayer’s income for the year. Conversely, if at the end of a taxation year a
taxpayer has no more property in a class but has a positive balance for the
class, this positive amount may generally be deducted from the taxpayer’s
income for the year.
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A special rule will apply to adjust the proceeds of disposition to be deducted
from the undepreciated capital cost of the property on the disposition of a zeroemission vehicle that is subject to the capital cost limit of $55,000. Specifically,
the proceeds of disposition will be adjusted based on a factor equal to the
capital cost limit of $55,000 as a proportion of the actual cost of the vehicle (see
Table 4 for an example).
Table 4

Example of Adjusted Proceeds of Disposition to be Deducted from the
Undepreciated Capital Cost
First-Year Enhanced Allowance
Acquisition cost (before HST)1
First-Year CCA
Undepreciated capital cost
Proceeds of disposition
Part of proceeds of disposition to be deducted
from the undepreciated capital cost
1

$60,000
$55,000*100%
=$55,000
$55,000-$55,000
=$0
$30,000
$30,000*($55,000/$60,000)
=$27,500

Assumes HST province and that all HST is recovered through input tax credits.

An election will be available to forgo Class 54 or 55 treatment and instead
include a zero-emission vehicle in Class 10, 10.1 or 16, as the case may be.
The Income Tax Act and the Income Tax Regulations include a series of rules
designed to protect the integrity of the CCA regime and the tax system more
broadly (e.g., the leasing property rules). In certain circumstances, these rules
can restrict a CCA deduction, or a loss in respect of such a deduction, that
would otherwise be available. The integrity rules that currently apply to Classes
10, 10.1 and 16 will apply to Classes 54 and 55.
This proposal is expected to have positive environmental effects, as it is
expected to encourage the adoption of technologies that will reduce
greenhouse gas (GHG) emissions. A reduction in GHG emissions would
contribute to the Federal Sustainable Development Strategy target of reducing
Canada’s total GHG emissions by 30 per cent, relative to 2005 emissions levels,
by 2030.

Small Business Deduction – Farming and Fishing
In general terms, income from an active business carried on in Canada by a
Canadian-controlled private corporation (CCPC) is eligible for a reduced rate of
taxation under the small business deduction rules in the Income Tax Act. As of
2019, these rules allow CCPCs to reduce their federal corporate income tax rate
from 15 per cent to 9 per cent on such income, up to $500,000. The Income Tax
Act contains various rules that are intended to prevent the inappropriate
multiplication of this $500,000 limit.
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One such rule, enacted in 2016, has the effect of disqualifying “specified
corporate income” of a CCPC from eligibility for the small business deduction.
This income includes certain amounts earned by a CCPC from sales to a private
corporation in which the CCPC, or certain specified persons, holds a direct or
indirect interest. However, certain income of a CCPC’s farming or fishing business
that arises from sales to a farming or fishing cooperative corporation is excluded
from specified corporate income and, as a result, such income remains eligible
for the small business deduction.
To provide greater flexibility to farming and fishing businesses, Budget 2019
proposes to eliminate the requirement that sales be to a farming or fishing
cooperative corporation in order to be excluded from specified corporate
income. As such, this exclusion will apply to the income of a CCPC from sales of
the farming products or fishing catches of its farming or fishing business to any
arm’s length purchaser corporation. However, consistent with the existing rules,
amounts allocated to a CCPC as patronage payments from a purchaser
corporation will not qualify for this exclusion.
This measure will apply to taxation years that begin after March 21, 2016.

Scientific Research and
Experimental Development Program
Under the Scientific Research and Experimental Development (SR&ED) tax
incentive program, qualifying expenditures are fully deductible in the year they
are incurred. In addition, these expenditures are eligible for an investment tax
credit. The rate and level of refundability of the credit vary depending on the
characteristics of the firm, including its legal status and its size.
•

For all corporations other than Canadian-controlled private corporations
(CCPCs) and for unincorporated businesses, a 15-per-cent non-refundable
tax credit is available on all qualifying SR&ED expenditures.

•

For CCPCs, a fully refundable enhanced tax credit at a rate of 35 per cent is
available on up to $3 million of qualifying SR&ED expenditures annually. This
expenditure limit for a taxation year is gradually phased out based on two
factors, which apply on the basis of an associated group.
- The expenditure limit is reduced where taxable income for the previous
taxation year is between $500,000 and $800,000.
- The expenditure limit is also reduced where taxable capital employed in
Canada for the previous taxation year is between $10 million and
$50 million.

•

Qualifying expenditures in excess of a CCPC’s expenditure limit are eligible
for the 15-per-cent tax credit. Unused SR&ED credits earned at this rate may
be partially refundable depending on the CCPC’s taxable income and
taxable capital.

Table 5 presents the amount of SR&ED credits on $3 million of SR&ED
expenditures at specific levels of taxable capital and taxable income under the
current rules. In particular, it illustrates how these credits can be affected by a
relatively small change in the amount of taxable income for firms within the
phase-out range.
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For example, a CCPC that spends $3 million on qualifying SR&ED expenditures in
a taxation year, and that has $500,000 of taxable income and $10 million of
taxable capital in the previous taxation year, is eligible for the 35-per-cent
refundable SR&ED credit on all of its expenditures, resulting in a fully refundable
credit of $1.05 million. If the corporation’s taxable income for the previous
taxation year were $600,000 instead, the total SR&ED tax credits earned would
have been $850,000 (of which $700,000 would have been refundable). For this
CCPC, a $100,000 increase in taxable income would have resulted in a $200,000
reduction in SR&ED tax credits.
Table 5

Current Tax Credits on $3 Million SR&ED Expenditures, CCPCs
(refundable portion in parentheses) ($ 000s)
Prior-Year
Taxable Capital
10,000
20,000
30,000
40,000
50,000

Prior-Year Taxable Income
500

600

700

800

1,050
(1,050)
900
(788)
750
(525)
600
(263)
450
(0)

850
(700)
750
(525)
650
(350)
550
(175)
450
(0)

650
(350)
600
(263)
550
(175)
500
(88)
450
(0)

450
(0)
450
(0)
450
(0)
450
(0)
450
(0)

Budget 2019 proposes to repeal the use of taxable income as a factor in
determining a CCPC’s annual expenditure limit for the purpose of the enhanced
SR&ED tax credit. As a result, small CCPCs with taxable capital of up to
$10 million will benefit from unreduced access to the enhanced refundable
SR&ED credit regardless of their taxable income. As a CCPC’s taxable capital
begins to exceed $10 million, this access will gradually be reduced as shown in
the highlighted column in Table 5.
This change will provide a more predictable phase-out of the enhanced SR&ED
credit rate, which will more effectively support growing small and medium-sized
firms as they scale up.
This measure will apply to taxation years that end on or after Budget Day.

Canadian-Belgian Co-productions – Canadian Film
or Video Production Tax Credit
The Canadian film or video production tax credit provides a 25-per-cent
refundable tax credit to qualified corporations in respect of qualified labour
expenditures of an eligible Canadian film or video production. The maximum
amount of Canadian labour costs qualifying for the credit is 60 per cent of the
total cost of a production, net of any assistance, with the result that the credit
can cover up to 15 per cent of total production costs.
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Audiovisual co-production treaties and similar instruments allow productions that
are the joint projects of producers from two different countries to qualify in both
countries as a treaty co-production, for purposes including the Canadian film or
video production tax credit. On March 12, 2018, the Government of Canada
and the Belgian linguistic communities signed The Memorandum of
Understanding between the Government of Canada and the Respective
Governments of the Flemish, French and German-speaking Communities of the
Kingdom of Belgium concerning Audiovisual Coproduction, modernizing the
1984 film treaty between Canada and Belgium.
Budget 2019 proposes to add this Memorandum of Understanding to the list of
instruments under which a film or video production may be produced in order to
qualify as a treaty co-production. This measure will allow joint projects of
producers from Canada and Belgium to qualify for the Canadian film or video
production tax credit.
This measure will apply as of March 12, 2018.

Character Conversion Transactions
In the past, certain taxpayers entered into financial arrangements (character
conversion transactions) that sought to reduce tax by converting, with the use of
derivative contracts, the returns on an investment that would have the
character of ordinary income to capital gains, only 50 per cent of which are
included in income.
One type of character conversion transaction involved a taxpayer seeking to gain
economic exposure to a portfolio of investments that produces fully taxable
ordinary income. The taxpayer would enter into an agreement with a counterparty
to acquire Canadian securities at a specified future date. The value of the
Canadian securities to be delivered to the taxpayer on the settlement of the
forward purchase agreement was based on the performance of the reference
portfolio. On the settlement of the forward purchase agreement, the taxpayer
acquired the Canadian securities from the counterparty and then immediately
resold them for cash. Because the taxpayer made an election to treat its Canadian
securities as capital property, it would take the position that any gain realized from
their disposition would result in a capital gain.
In response, rules were introduced in 2013 that treat any gain arising from a
“derivative forward agreement” as ordinary income rather than as a capital
gain. For the purposes of these rules, a derivative forward agreement is defined
to include any agreement to purchase a capital property where:
•

the term of the agreement (or series of agreements) exceeds 180 days; and

•

the difference between the fair market value of the property delivered on
settlement of the agreement and the amount paid for the property is
derivative in nature (i.e., it is attributable, in whole or in part, to an underlying
interest other than certain excluded interests).

This definition also includes agreements to sell a capital property that meet
similar conditions.
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One important excluded interest is where the economic return from a purchase
or sale agreement is based on the economic performance of the actual
property being purchased or sold. This exception is intended to exclude certain
commercial transactions (e.g., merger and acquisition transactions) from the
scope of the derivative forward agreement rules.
An alternative character conversion transaction has been developed that
attempts to misuse this commercial transaction exception as it applies to
purchase agreements. Under this alternative transaction:
•

A first mutual fund (Investor Fund) enters into a forward purchase agreement
with a counterparty pursuant to which it agrees to acquire units of a second
mutual fund (Reference Fund) at a specified future date, for a purchase price
equal to the value of such units at the date the forward purchase agreement
is entered into. Reference Fund holds a portfolio of investments that produces
fully taxable ordinary income.

•

On settlement of the forward purchase agreement, Investor Fund acquires
the units of Reference Fund and treats the cost of those units as being equal
to the purchase price under the forward purchase agreement.

•

Investor Fund then immediately redeems or sells the units of Reference Fund
and realizes a gain, which Investor Fund treats as a capital gain, by virtue of
making an election to treat its Canadian securities (such as the Reference
Fund units) as capital property.

Investor Fund does not treat the forward purchase agreement as giving rise to a
“derivative forward agreement” on the basis that the agreement falls within the
commercial transaction exception to the definition because Investor Fund’s
economic return under the forward purchase agreement is based on the
economic performance of the acquired units of Reference Fund over the term
of the agreement.
In the end, the alternative transaction provides Investor Fund with an economic
return that is essentially based on the performance of the portfolio of
investments held by Reference Fund which, if the portfolio of investments was
held directly by Investor Fund, would include fully taxable ordinary income.
However, the transaction is structured in such a way that the entire return is
taxed as a capital gain.
Although this alternative transaction can be challenged by the Government
based on existing rules in the Income Tax Act, these challenges could be both
time-consuming and costly. As a result, the Government is proposing a specific
legislative measure.
Budget 2019 proposes an amendment that introduces an additional
qualification for the commercial transaction exception in the definition
“derivative forward agreement” as the exception applies to purchase
agreements. In general terms, this amendment will provide that the commercial
transaction exception is unavailable if it can reasonably be considered that one
of the main purposes of the series of transactions, of which an agreement to
purchase a security in the future (or an equivalent agreement) is part, is for a
taxpayer to convert into a capital gain an amount paid on the security, by
the issuer of the security, during the period that the security is subject to
the agreement.
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This measure will apply to transactions entered into on or after Budget Day. It will
also apply after December 2019 to transactions that were entered into before
Budget Day including those that extended or renewed the terms of the
agreement on or after Budget Day. This grandfathering will incorporate the same
growth limits used under the transitional relief provided under the derivative
forward agreement rules introduced in 2013 to ensure that no new money flows
into grandfathered transactions on or after Budget Day.
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International Tax Measures
Transfer Pricing Measures
In the tax context, “transfer pricing” refers to the prices, and other terms and
conditions, used in transactions occurring across international borders by persons
who are not dealing at arm’s length. These transactions may involve the intragroup purchase or sale of goods, services or intangibles. They may also involve
the provision of intra-group financing or loan guarantees. Because these
transactions occur across international borders, it is necessary to address the tax
issues related to transfer pricing in a broad international context. Member
countries of the Organisation for Economic Co-operation and Development,
including Canada, have agreed to adopt a standard against which a
multinational enterprise’s transfer pricing is measured, referred to as the “arm’s
length principle”. The application of this principle protects the tax base against
the shifting of income that can potentially result from the discretionary
determination of transfer prices by a multinational enterprise.
In Canada, the arm’s length principle is reflected in the transfer pricing rules
contained in Part XVI.1 of the Income Tax Act. Under the transfer pricing rules,
where the terms or conditions of a transaction, or series of transactions, between
non-arm’s length parties do not reflect arm’s length terms and conditions, the
Canada Revenue Agency may adjust, for the purpose of computing the parties’
tax liabilities under the Income Tax Act, the quantum or nature of amounts
related to the transaction or series between the participants to reflect arm’s
length terms and conditions.
Budget 2019 proposes two measures concerning the relationship between the
transfer pricing rules in Part XVI.1 and other provisions of the Income Tax Act.

Order of Application of the Transfer Pricing Rules
As noted, the transfer pricing rules can apply to determine the quantum or
nature of amounts relevant to the computation of tax. Other provisions of the
Income Tax Act can apply to similar effect. Where both the transfer pricing rules
and another provision of the Income Tax Act may apply to the same amount
that is relevant to the computation of tax, questions have arisen as to whether
adjustments, if any, under the transfer pricing rules are made in priority to the
application of the other provision. This may have various implications, including
with respect to the calculation of penalties imposed under Part XVI.1.
To provide greater certainty in the application of the income tax rules, Budget
2019 proposes to amend the Income Tax Act to clarify that the transfer pricing
rules in Part XVI.1 apply in priority to the application of the provisions in other
parts of the Income Tax Act, including the provisions relating to income
computation in Part I. The current exceptions to the application of the transfer
pricing rules that pertain to situations in which a Canadian resident corporation
has an amount owing from, or extends a guarantee in respect of an amount
owing by, a controlled foreign affiliate will continue to apply.
This measure will apply to taxation years that begin on or after Budget Day.
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Applicable Reassessment Period
The transfer pricing rules include an expanded definition of “transaction”, which
includes an arrangement or event. This allows the transfer pricing rules to apply
to the broad range of situations that may arise in the context of a multinational
enterprise’s operations.
After a taxpayer files an income tax return for a taxation year, the Canada
Revenue Agency is required to perform an initial examination of the return and
to assess tax payable, if any, with all due dispatch. The Canada Revenue
Agency then normally has a fixed period, generally three or four years, after its
initial examination beyond which the Canada Revenue Agency is precluded
from reassessing the taxpayer.
An extended three-year reassessment period exists in respect of a reassessment
made as a consequence of a transaction involving a taxpayer and a nonresident with whom the taxpayer does not deal at arm’s length. This is intended
to apply in the transfer pricing context. However, the expanded definition of
“transaction” used in the transfer pricing rules does not apply for the purposes of
the rule establishing this extended reassessment period.
Budget 2019 proposes to amend the Income Tax Act to provide that the
definition “transaction” used in the transfer pricing rules also be used for the
purposes of the extended reassessment period relating to transactions involving
a taxpayer and a non-resident with whom the taxpayer does not deal at
arm’s length.
This measure will apply to taxation years for which the normal reassessment
period ends on or after Budget Day.

Foreign Affiliate Dumping
The foreign affiliate dumping rules in the Income Tax Act are intended to counter
erosion of the tax base resulting from transactions in which a corporation
resident in Canada (CRIC) that is controlled by a non-resident buys or otherwise
invests in a foreign affiliate using borrowed, or surplus funds. One example of a
foreign affiliate dumping transaction involves a CRIC using retained earnings to
acquire shares of a foreign affiliate from its foreign parent corporation. Absent
the foreign affiliate dumping rules, this transaction would provide a mechanism
for the foreign parent corporation to, in effect, extract surplus from the CRIC free
of dividend withholding tax.
In general terms, and subject to certain exceptions, the foreign affiliate dumping
rules currently apply where a CRIC makes an “investment” (as defined in the
rules) in a foreign affiliate of the CRIC and the CRIC is controlled by a nonresident corporation. The rules can also apply where a CRIC makes an
investment in a foreign affiliate of a corporation that does not deal at arm’s
length with the CRIC, if the CRIC or the non-arm’s length corporation is
controlled by a non-resident corporation. When they apply, the foreign affiliate
dumping rules generally result in:
•
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a suppression of paid-up capital otherwise created because of the
investment or a reduction in the paid-up capital of one or more relevant
classes of shares of the CRIC (or, in certain cases, a related corporation
resident in Canada); and
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•

a deemed dividend paid by the CRIC to the controlling non-resident (or,
where a valid election is made, by another qualifying corporation resident in
Canada or to a different non-resident corporation). The amount of the
deemed dividend is equal to the amount by which the investment exceeds
the amount of the paid-up capital suppressed or reduced. This deemed
dividend is subject to non-resident withholding tax, which may be reduced by
an applicable tax treaty.

While the foreign affiliate dumping rules currently apply only in respect of CRICs
that are controlled by a non-resident corporation (or by a related group of nonresident corporations), similar policy concerns arise where a CRIC that is
controlled by a non-resident individual or trust makes an investment in a
foreign affiliate.
To better achieve the policy objectives of the foreign affiliate dumping rules,
Budget 2019 proposes to extend the application of these rules to CRICs that are
controlled by
•

a non-resident individual,

•

a non-resident trust, or

•

a group of persons that do not deal with each other at arm’s length,
comprising any combination of non-resident corporations, non-resident
individuals and non-resident trusts.

Related persons are considered not to deal with each other at arm’s length for
income tax purposes. To ensure that a non-resident trust will be considered to be
related to another non-resident person in circumstances similar to where a nonresident corporation would be so related, the proposals include an extended
meaning of “related” that applies for the purpose of determining whether a nonresident trust does not deal at arm’s length with another non-resident person.
This measure will apply to transactions and events that occur on or after
Budget Day.

Cross-Border Share Lending Arrangements
Securities lending is a long-established practice that plays an important role in
capital markets. Certain securities lending arrangements involve a non-resident
lending a share to a Canadian resident, and the Canadian resident agreeing to
return an identical share to the non-resident in the future. The Canadian resident
typically provides collateral as security for the return of the identical share. Over
the term of the arrangement, the Canadian resident is obligated to make
payments as compensation for any dividends paid by the issuer of the lent share
(dividend compensation payments). Ultimately, the non-resident retains the
same economic exposure with respect to the lent share as if it had continued
to hold the share.
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The Income Tax Act contains rules that generally seek to put a lender under a
securities lending arrangement in the same tax position as if the securities had
not been lent. Within the securities lending arrangement rules, there are special
rules that determine the character of any dividend compensation payment
made by a Canadian resident to a non-resident under such securities lending
arrangements for the purposes of the non-resident withholding tax rules in Part
XIII of the Income Tax Act.
These characterization rules deem a dividend compensation payment made
under a “fully collateralized” securities lending arrangement to be a payment
made by the Canadian resident to the non-resident of a dividend payable on
the lent share. This deemed dividend is subject to Canadian dividend
withholding tax. For the purpose of these rules, a securities lending arrangement
is “fully collateralized” if the Canadian resident provides collateral to the nonresident in the form of money or government debt obligations with a value of 95
per cent or more of the lent share. This collateral must be in place throughout
the term of the securities lending arrangement, and the Canadian resident must
be entitled to the benefits of all or substantially all the income from, and
opportunity for gain with respect to, the collateral.
If a securities lending arrangement is not “fully collateralized”, the dividend
compensation payment is instead deemed to be a payment of interest made
by the Canadian resident to the non-resident. Since 2008, interest paid to a nonresident with whom a Canadian resident is dealing at arm’s length is generally
exempt from Canadian withholding tax, unless the interest is participating
debt interest.

Canadian Shares
Certain non-residents have engaged in planning intended to avoid Canadian
dividend withholding tax on dividend compensation payments made to them in
respect of shares of Canadian resident corporations (Canadian shares). Broadly
speaking, this planning is effected using two different methods.
The first method involves entering into securities lending arrangements that are
structured to not meet the “fully collateralized” test in the Income Tax Act, but
that are, in substance, fully collateralized. When a securities lending arrangement
is not “fully collateralized”, the characterization rules apply to deem a dividend
compensation payment to be a payment of interest. In these circumstances,
these non-residents take the position that the general withholding tax exemption
on interest payments applies to this deemed interest payment.
The second method involves entering into securities loans that are designed to
fail the requirements of the “securities lending arrangement” definition in the
Income Tax Act. If a securities loan does not meet that definition, the
characterization rules do not apply. As a result, these non-residents take the
position that a dividend compensation payment made under such a securities
loan is simply a payment made under a derivative contract and is not subject to
Canadian withholding tax.
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Depending on the particular facts, these arrangements can be challenged by
the Government based on existing rules in the Income Tax Act. However, as any
such challenge could be both time-consuming and costly, the Government is
proposing specific legislative measures to ensure that the appropriate tax
consequences apply to these arrangements.
To better reflect the policy objective that the Canadian dividend withholding
tax consequences for a non-resident lender under a share loan should generally
be the same as if it had continued to hold the lent share, Budget 2019 proposes
an amendment to ensure that a dividend compensation payment made under
a securities lending arrangement by a Canadian resident to a non-resident in
respect of a Canadian share is always treated as a dividend under the
characterization rules and, accordingly, always subject to Canadian dividend
withholding tax.
Budget 2019 also proposes an amendment to apply the characterization rules
not only to a “securities lending arrangement”, as defined under the Income Tax
Act, but also to a “specified securities lending arrangement”. Budget 2018
introduced the latter definition in the context of a measure intended to prevent
taxpayers from realizing artificial losses through the use of equity-based financial
arrangements. The definition includes securities loans that are substantially similar
to securities lending arrangements.
Finally, Budget 2019 proposes to introduce complementary amendments to
ensure that the securities lending arrangement rules cannot be used to obtain
other unintended withholding tax benefits. For instance, a rule will be introduced
to ensure that the same withholding tax rate under a tax treaty applies to a
dividend compensation payment made to a non-resident as to a dividend that
would have been paid to that non-resident had it continued to hold the lent
Canadian share.
These proposed amendments will apply to compensation payments that are
made on or after Budget Day unless the securities loan was in place before
Budget Day, in which case the amendments will apply to compensation
payments that are made after September 2019.

Foreign Shares
The existing characterization rules may also inappropriately subject dividend
compensation payments in respect of lent shares issued by non-resident
corporations (foreign shares) to Canadian dividend withholding tax. In particular,
if a non-resident lends a foreign share to a Canadian resident under a securities
lending arrangement that is “fully collateralized”, the characterization rules
deem a dividend compensation payment in respect of the foreign share to be a
dividend paid by the Canadian resident, rather than by the non-resident issuer
of the share, to the non-resident. Canadian dividend withholding tax would
therefore apply on the dividend compensation payment. If the non-resident had
continued to hold the lent foreign share, it would not have been subject to
Canadian dividend withholding tax on a dividend paid by the non-resident
issuer of the share.
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To address this issue, Budget 2019 proposes an amendment to broaden an
existing exemption from Canadian dividend withholding tax so that it includes
any dividend compensation payment made by a Canadian resident to a nonresident under a securities lending arrangement if:
•

the securities lending arrangement is “fully collateralized”; and

•

the lent security is a foreign share.

This proposed amendment will apply to dividend compensation payments that
are made on or after Budget Day.
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Sales and Excise Tax Measures
GST/HST Health Measures
Under the Goods and Services Tax/Harmonized Sales Tax (GST/HST), tax relief is
provided for basic health care services and products. This is achieved by
exempting the services of basic health care professionals, such as doctors,
dentists and physiotherapists, and zero-rating prescription drugs, certain
biologicals and certain specially designed medical devices.
Exempt treatment means that suppliers of exempt health care services do not
charge the GST/HST, but they cannot claim input tax credits to recover the
GST/HST paid on inputs in relation to these supplies. Zero-rating means that
suppliers do not charge purchasers the GST/HST on these supplies and are
entitled to claim input tax credits to recover the GST/HST paid on inputs in
relation to these supplies. The health care services and medical items eligible for
GST/HST relief are listed in the GST/HST legislation.
Budget 2019 proposes to extend the application of the GST/HST relief to certain
biologicals, medical devices and health care services to reflect the evolving
nature of the health care sector.

Human Ova and In Vitro Embryos
Canadians experiencing infertility, as well as single individuals and same-sex
couples, are increasingly turning to assisted human reproduction to help build their
families. Donated human sperm, ova or in vitro embryos may be used as part of
an assisted human reproduction procedure. At present, human sperm is zerorated in the GST/HST legislation, while human ova and in vitro embryos are not.
Technological advances have resulted in donated human ova and in vitro
embryos now being used in assisted human reproduction procedures and the
Assisted Human Reproduction Act has established a framework for assisted
human reproduction in Canada. Under this framework, donated human sperm or
ova may be legally imported or purchased in Canada from a reproduction clinic
or donor bank, so long as these facilities are not acting on behalf of a donor. In
addition, donated human in vitro embryos may be legally imported into Canada.
To reflect developments in the health care sector related to assisted human
reproduction, Budget 2019 proposes to provide GST/HST relief for human ova
and in vitro embryos, similar to the relief provided for human sperm. In line with
the legal framework for assisted human reproduction, it is proposed that supplies
and imports of human ova be relieved of the GST/HST, and that imports of
human in vitro embryos also be relieved of the GST/HST.
This measure will apply to supplies and imports of human ova made after Budget
Day, and to imports of human in vitro embryos made after Budget Day.
The Government is also committed to ensuring that the medical expense tax
credit reflects medically related developments. To this end, the Government will
be reviewing the tax treatment of fertility-related medical expenses under the
medical expense tax credit (for the purposes of the Income Tax Act) for fairness
and consistency, and in light of work being undertaken by Health Canada in
relation to the Assisted Human Reproduction Act and supporting regulations.
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Foot Care Devices Supplied on the Order of a Podiatrist
or Chiropodist
Medical and assistive devices that are designed to assist an individual with a
disability or impairment are zero-rated under the GST/HST. Certain medical and
assistive devices are eligible for this relief only when supplied on the written order
of a physician, nurse, physiotherapist or occupational therapist. The list of
medical and assistive devices that are zero-rated only when supplied on the
written order of these practitioners includes certain foot care devices, such as
orthopedic devices and anti-embolic stockings.
Podiatrists and chiropodists are regulated health professionals in most provinces,
and are often the only practitioner seen by an individual for treatment of a foot
problem or disorder. The health care services of podiatrists and chiropodists are
also exempt from the GST/HST. However, they are not among the list of
practitioners on whose order certain medical devices can be sold on a zerorated basis.
In recognition of their role in the health care system, Budget 2019 proposes to
add licenced podiatrists and chiropodists to the list of practitioners on whose
order supplies of foot care devices are zero-rated.
This measure will apply to supplies of these items made after Budget Day.

Multidisciplinary Health Care Services
Certain health care services may be provided by a multidisciplinary team of
licensed health care professionals. For example, an assessment and
rehabilitation program can be rendered jointly by a team consisting of a
physician, an occupational therapist, and a physiotherapist.
When supplied separately, the services rendered by these health care
professionals would generally be exempt from GST/HST. However, there is
currently no provision under the GST/HST that explicitly relieves the service of
a multidisciplinary health care team that combines elements of the
various practices.
Budget 2019 proposes to exempt from the GST/HST the supply of these
multidisciplinary health services. The relief will apply to a service rendered by a
team of health professionals, such as doctors, physiotherapists and occupational
therapists, whose services are GST/HST-exempt when supplied separately. The
exemption will apply provided that all or substantially all – generally 90 per cent
or more – of the service is rendered by such health professionals acting within the
scope of their profession.
This measure will apply to supplies of multidisciplinary health services made after
Budget Day.
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Cannabis Taxation
New Classes of Cannabis Products
On October 17, 2018, the sale of cannabis for non-medical purposes became
legal in Canada under the Cannabis Act. There are currently five classes of
cannabis products permitted for legal sale: fresh cannabis, dried cannabis,
cannabis oil, cannabis plant seeds and cannabis plants.
The Government released for consultation in December 2018 draft regulations
governing the production and sale of additional classes of cannabis products,
namely edible cannabis, cannabis extracts and cannabis topicals. Following the
upcoming legalization and regulation of these three new classes of cannabis
products, it is expected that there will eventually be seven classes in total, since
cannabis oils are proposed to be subsumed under the new ‘cannabis extract’
product class after a six-month transition period.
Currently, all cannabis products (including cannabis oils) are generally subject to
an excise duty under the Excise Act, 2001 that is the higher of a flat rate applied
on the quantity of cannabis contained in a final product and a percentage of
the dutiable amount of the product as sold by the producer (ad valorem rate).
Budget 2019 proposes an approach to more effectively apply the duty to these
new classes of cannabis products, as well as to cannabis oils.
Budget 2019 proposes that edible cannabis, cannabis extracts (including
cannabis oils) and cannabis topicals be subject to excise duties imposed on
cannabis licensees at a flat rate applied on the quantity of total
tetrahydrocannabinol (THC), the primary psychoactive compound in cannabis,
contained in a final product. The THC-based duty will be imposed at the time of
packaging of a product and become payable when it is delivered to a noncannabis licensee (e.g., a provincial wholesaler, retailer or individual consumer).
The proposed THC-based rate would alleviate compliance issues that producers
have encountered with respect to the tracking of the quantity of cannabis
material contained in cannabis oils, and would allow producers and
administrators to more easily calculate and verify excise duties for cannabis
edibles, extracts and topicals. This will be facilitated by requirements in the
labelling regulations under the Cannabis Act that mandate the display of total
THC content on cannabis products packaging.
The current excise duty regime and associated rates for fresh and dried cannabis,
and seeds and seedlings, will be unaffected by this proposed change. Current
exemptions under the excise duty framework will also continue to apply in respect
of fresh and dried cannabis and cannabis oils that contain no more than 0.3 per
cent THC, as well as for pharmaceutical cannabis products that have a Drug
Identification Number and can only be acquired through a prescription.
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The federal government has entered into Coordinated Cannabis Taxation
Agreements (CCTAs) with most provincial and territorial governments, with the
aim of keeping duties on cannabis low through a federally administrated
coordinated framework. The agreement provides that 75 per cent of the duties
go to provincial and territorial governments and the remaining 25 per cent to the
federal government. For the first two years of the agreement, the federal portion
of cannabis excise duty revenue is capped at $100 million annually, with any
federal revenue in excess of $100 million provided to provinces and territories.
The proposed measure will not affect the CCTAs.
•

The combined federal-provincial-territorial THC-based excise duty rate for
cannabis edibles, cannabis extracts (including cannabis oils) and cannabis
topicals is proposed to be $0.01 per milligram of total THC.

•

The new proposed rate is not expected to materially change the overall
projected excise duty revenues from these products under the combined
federal-provincial-territorial $1 per gram rate presented in Budget 2018.

•

Consistent with the CCTAs signed with provinces and territories, the new THCbased regime will provide for the application of a federal THC-based rate, as
well as an additional THC-based rate in respect of provinces and territories,
which results in the agreed-upon 75:25 revenue split. These respective rates
are set out for each province and territory in Table 6.

•

Where provinces and territories have requested a sales tax adjustment under
the CCTAs to account for differences in general sales tax rates across the
country, the adjustment will continue to be computed as an ad valorem
additional duty.

Table 6.

Proposed Excise Duty Rates for Cannabis Edibles, Cannabis Extracts (Incl. Oil)
and Cannabis Topicals

Province/Territory
Alberta
British Columbia
Manitoba
New Brunswick
Newfoundland and
Labrador
Northwest Territories
Nova Scotia
Nunavut
Ontario
Prince Edward Island
Quebec
Saskatchewan
Yukon
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Federal Rate

Additional Rate in
Respect of
Province/Territory

Current Ad Valorem
Sales Tax Adjustment

($/mg of total THC)

($/mg of total THC)

(per cent)

0.0025
0.0025
0.0025
0.0025
0.0025

0.0075
0.0075
N/A
0.0075
0.0075

16.8
-

0.0025
0.0025
0.0025
0.0025
0.0025
0.0025
0.0025
0.0025

0.0075
0.0075
0.0075
0.0075
0.0075
0.0075
0.0075
0.0075

19.3
3.9
6.45
-

Transitional Rules
The proposed changes to the excise duty framework will come into effect on
May 1, 2019.
•

As a practical matter, the changes will initially apply to cannabis oil products
packaged by licensed producers.

•

Any cannabis oil product that is packaged for final retail sale before May 1,
2019 will be subject to the currently applicable excise duty rate, regardless of
the date of its final delivery to a purchaser.

•

As cannabis edibles, other cannabis extracts and cannabis topicals become
legally permitted for production and sale under the Cannabis Act, licensed
producers will be subject to the new THC-based excise duty rules as they
relate to these products.
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Previously Announced Measures
Budget 2019 confirms the Government’s intention to proceed with the following
previously announced tax and related measures, as modified to take into
account consultations and deliberations since their release:
•

Income tax measures announced on November 21, 2018 in the Fall Economic
Statement to
- provide for the Accelerated Investment Incentive,
- allow the full cost of machinery and equipment used in the manufacturing
and processing of goods, and the full cost of specified clean energy
equipment, to be written off immediately,
- extend the 15-per-cent mineral exploration tax credit for an additional five
years, and
- ensure that business income of communal organizations retains its
character when it is allocated to members of the communal organization
for tax purposes;

•

Regulatory proposals released on September 17, 2018 relating to the taxation
of cannabis;

•

Remaining legislative and regulatory proposals released on July 27, 2018
relating to the Goods and Services Tax/Harmonized Sales Tax;

•

The measures referenced in Budget 2018 to support employees who must
reimburse a salary overpayment to their employers due to a system,
administrative or clerical error;

•

The income tax measures announced in Budget 2018 to implement
enhanced reporting requirements for certain trusts to provide additional
information on an annual basis;

•

The income tax measures announced in Budget 2018 to facilitate the
conversion of Health and Welfare Trusts to Employee Life and Health Trusts;

•

Measures confirmed in Budget 2016 relating to the Goods and Services
Tax/Harmonized Sales Tax joint venture election;

•

The income tax measures announced in Budget 2016 expanding tax support
for electric vehicle charging stations and electrical energy storage
equipment; and

•

The income tax measures announced in Budget 2016 on informationreporting requirements for certain dispositions of an interest in a life
insurance policy.

Budget 2019 also reaffirms the Government’s commitment to move forward as
required with technical amendments to improve the certainty of the tax system.
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Notice of Ways and Means Motion to Amend the Income Tax Act
and Other Related Legislation
That it is expedient to amend the Income Tax Act (the “Act”) and other related
legislation as follows:
Canada Training Credit
1 (1) 7KHSRUWLRQRIVXEVHFWLRQ117.1 1 RIWKH$FWEHIRUHSDUDJUDSK D LVUHSODFHGE\WKHIROORZLQJ

Annual adjustment
117.1 (1) 7KHDPRXQWRI1,000 UHIHUUHGWRLQWKHIRUPXODLQSDUDJUDSK8 1 V HDFKRIWKHDPRXQWVH[SUHVVHGLQGRO

ODUVLQVXESDUDJUDSK6 1 E Y1 VXEVHFWLRQ117 2 WKHGHVFULSWLRQRI%LQVXEVHFWLRQ118 1 VXEVHFWLRQ118 2 SDUD
JUDSK D RIWKHGHVFULSWLRQRI%LQVXEVHFWLRQ118 10 VXEVHFWLRQ118.01 2 WKHGHVFULSWLRQVRI&DQG)LQVXEVHFWLRQ
118.2 1 DQGVXEVHFWLRQV118.3 1 122.5 3 DQG122.51 1 DQG 2 WKHDPRXQWRI400,000 UHIHUUHGWRLQWKHIRUPXODLQ
SDUDJUDSK110.6 2 D WKHDPRXQWVRI1,355 DQG2,335 UHIHUUHGWRLQWKHGHVFULSWLRQRI$DQGWKHDPRXQWVRI12,820
DQG17,025 UHIHUUHGWRLQWKHGHVFULSWLRQRI%LQWKHIRUPXODLQVXEVHFWLRQ122.7 2 WKHDPRXQWRI700 UHIHUUHGWRLQ
WKHGHVFULSWLRQRI&DQGWKHDPRXQWVRI24,111 DQG36,483 UHIHUUHGWRLQWKHGHVFULSWLRQRI'LQWKHIRUPXODLQVXE
VHFWLRQ 122.7 3  WKH DPRXQW RI 10,000 UHIHUUHG WR LQ WKH GHVFULSWLRQ RI % LQ WKH IRUPXOD LQ VXEVHFWLRQ 122.91 2  DQG
HDFKRIWKHDPRXQWVH[SUHVVHGLQGROODUVLQ3DUW,2 LQUHODWLRQWRWD[SD\DEOHXQGHUWKLV3DUWRU3DUW,2 IRUDWD[DWLRQ
\HDUVKDOOEHDGMXVWHGVRWKDWWKHDPRXQWWREHXVHGXQGHUWKRVHSURYLVLRQVIRUWKH\HDULVWKHWRWDORI
(2) 6XEVHFWLRQ 1 DSSOLHVWRWKH2020 DQGVXEVHTXHQWWD[DWLRQ\HDUVH[FHSWWKDWWKHDGMXVWPHQWSURYLG
HGIRULQVXEVHFWLRQ117.1 1 RIWKH$FWDVDPHQGHGE\VXEVHFWLRQ 1 GRHVQRWDSSO\IRUWKH2020 WD[D
WLRQ\HDULQUHVSHFWRIWKHDPRXQWRI10,000.
2 (1) 7KHSRUWLRQRIVXEVHFWLRQ118.5 1 RIWKH$FWEHIRUHSDUDJUDSK D LVUHSODFHGE\WKHIROORZLQJ

Tuition credit
118.5 (1) 6XEMHFWWRVXEVHFWLRQ 1.2 IRUWKHSXUSRVHRIFRPSXWLQJWKHWD[SD\DEOHXQGHUWKLV3DUWE\DQLQGLYLGXDOIRU

DWD[DWLRQ\HDUWKHUHPD\EHGHGXFWHG
(2) 6HFWLRQ118.5 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 1.1 

Canada training credit reduction
(1.2) 7KHDPRXQWWKDWPD\EHGHGXFWHGLQDWD[DWLRQ\HDUE\DQLQGLYLGXDOXQGHUVXEVHFWLRQ 1 LVWREHUHGXFHGE\WKH
DPRXQWGHWHUPLQHGE\WKHIRUPXOD
A×B

ZKHUH
A LVWKHDSSURSULDWHSHUFHQWDJHIRUWKHWD[DWLRQ\HDUDQG
B LVWKHDPRXQWLIDQ\GHHPHGWRKDYHEHHQSDLGE\WKHLQGLYLGXDOXQGHUVXEVHFWLRQ122.91 1 LQUHVSHFWRIWKHWD[D

WLRQ\HDU
(3) 6XEVHFWLRQV 1 DQG 2 DUHGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2019.
3 (1) 7KH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVHFWLRQ122.9
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Subdivision a. 5 — Canada Training Credit
Claimed amount
122.91 (1) $QLQGLYLGXDOZKRLVUHVLGHQWLQ&DQDGDWKURXJKRXWDWD[DWLRQ\HDUILOHVDUHWXUQRILQFRPHIRUWKHWD[DWLRQ

\HDUDQGPDNHVDFODLPXQGHUWKLVVXEVHFWLRQLVGHHPHGWRKDYHSDLGDWWKHHQGRIWKHWD[DWLRQ\HDURQDFFRXQWRIWD[
SD\DEOHXQGHUWKLV3DUWIRUWKHWD[DWLRQ\HDUDQDPRXQWFODLPHGE\WKHLQGLYLGXDOWKDWGRHVQRWH[FHHGWKHOHVVHURI
(a) WKHWUDLQLQJDPRXQWOLPLWRIWKHLQGLYLGXDOIRUWKHWD[DWLRQ\HDUDQG
(b) 50RIWKHDPRXQWWKDWZRXOGEHGHGXFWLEOHXQGHUSDUDJUDSK118.5 1 D RU G LQFRPSXWLQJWKHLQGLYLGXDO¶VWD[

SD\DEOHXQGHUWKLV3DUWIRUWKHWD[DWLRQ\HDULI
(i) WKLV$FWZHUHUHDGZLWKRXWUHIHUHQFHWRVXEVHFWLRQ118.5 1.2 DQG 2 DQG
(ii) WKHDSSURSULDWHSHUFHQWDJHIRUWKHWD[DWLRQ\HDUZHUH100

Definition of training amount limit
(2) ,QWKLVVHFWLRQWKHtraining amount limitRIDQLQGLYLGXDOIRUDWD[DWLRQ\HDULV
(a) LIWKHWD[DWLRQ\HDULVDIWHU2019 DQGWKHLQGLYLGXDOKDVDWWDLQHGWKHDJHRI26 \HDUVDQGKDVQRWDWWDLQHGWKHDJHRI
66 \HDUVEHIRUHWKHHQGRIWKHWD[DWLRQ\HDUWKHOHVVHURI
(i) WKHDPRXQWGHWHUPLQHGE\WKHIRUPXOD
A+B−C

ZKHUH
A LVWKHLQGLYLGXDO¶VWUDLQLQJDPRXQWOLPLWIRUWKHSUHFHGLQJWD[DWLRQ\HDU
B LV
(A) 250, LI
(I) WKHLQGLYLGXDOZDVUHVLGHQWLQ&DQDGDWKURXJKRXWWKHSUHFHGLQJWD[DWLRQ\HDU
(II) WKHWRWDORIWKHIROORZLQJDPRXQWVLVJUHDWHUWKDQRUHTXDOWR10,000
1 WKHDPRXQWWKDWZRXOGEHWKHLQGLYLGXDO¶Vworking income DVGHILQHGLQVXEVHFWLRQ122.7 1 IRU

WKHSUHFHGLQJWD[DWLRQ\HDULIWKLV$FWZHUHUHDGZLWKRXWUHIHUHQFHWRSDUDJUDSK81 1 D DQGVXEVHF
WLRQ81 4 

2 WKH WRWDO RI DOO DPRXQWV HDFK RI ZKLFK LV DQ DPRXQW SD\DEOH WR WKH LQGLYLGXDO XQGHU VXEVHFWLRQ

22 1 23 1 152.04 1 RU152.05 1 RIWKH(PSOR\PHQW,QVXUDQFH$FWLQWKHSUHFHGLQJWD[DWLRQ\HDU
DQG

3 WKHDPRXQWWKDWZRXOGEHLQFOXGHGLQWKHLQGLYLGXDO¶VLQFRPHEHFDXVHRIVXESDUDJUDSK56 1 D YLL
LQFRPSXWLQJWKHLQGLYLGXDO¶VLQFRPHIRUWKHSUHFHGLQJWD[DWLRQ\HDULIWKLV$FWZHUHUHDGZLWKRXWUHI
HUHQFHWRSDUDJUDSK81 1 D DQG
(III) WKHLQGLYLGXDO¶VLQFRPHIRUWKHSUHFHGLQJWD[DWLRQ\HDUXQGHUWKLV3DUWGRHVQRWH[FHHGWKHKLJKHU
GROODUDPRXQWUHIHUUHGWRLQSDUDJUDSK117 2 F DVDGMXVWHGXQGHUWKLV$FWIRUWKHSUHFHGLQJWD[DWLRQ
\HDUDQG
(B) QLOLQDQ\RWKHUFDVHDQG
C LVWKHDPRXQWGHHPHGWRKDYHEHHQSDLGE\WKHLQGLYLGXDOXQGHUVXEVHFWLRQ 1 LQUHVSHFWRIWKHSUHFHGLQJWD[D

WLRQ\HDUDQG
(ii) WKHDPRXQWGHWHUPLQHGE\WKHIRUPXOD
$5,000 − D

ZKHUH
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D LVWKHWRWDORIDOODPRXQWVGHHPHGWRKDYHEHHQSDLGE\WKHLQGLYLGXDOXQGHUVXEVHFWLRQ 1 LQUHVSHFWRIDSUH

FHGLQJWD[DWLRQ\HDUDQG
(b) QLOLQDQ\RWKHUFDVH

Effect of bankruptcy
(3) )RUWKHSXUSRVHRIWKLVVXEGLYLVLRQLIDQLQGLYLGXDOEHFRPHVEDQNUXSWLQDSDUWLFXODUFDOHQGDU\HDU
(a) QRWZLWKVWDQGLQJVXEVHFWLRQ128 2 DQ\UHIHUHQFHWRWKHWD[DWLRQ\HDURIWKHLQGLYLGXDO RWKHUWKDQLQWKLVVXEVHF

WLRQ LVGHHPHGWREHDUHIHUHQFHWRWKHSDUWLFXODUFDOHQGDU\HDUDQG
(b) WKHLQGLYLGXDO¶VZRUNLQJLQFRPHDQGLQFRPHXQGHUWKLV3DUWIRUWKHWD[DWLRQ\HDUHQGLQJRQ'HFHPEHU31 RIWKH
SDUWLFXODUFDOHQGDU\HDULVGHHPHGWRLQFOXGHWKHLQGLYLGXDO¶VZRUNLQJLQFRPHDQGWKHLQFRPHXQGHUWKLV3DUWIRUWKH
WD[DWLRQ\HDUWKDWEHJLQVRQ-DQXDU\1 RIWKHSDUWLFXODUFDOHQGDU\HDU

Special rules in the event of death
(4) )RUWKHSXUSRVHVRIWKLVVHFWLRQLIDQLQGLYLGXDOGLHVLQDFDOHQGDU\HDU
(a) WKHLQGLYLGXDOLVGHHPHGWREHUHVLGHQWLQ&DQDGDIURPWKHWLPHRIGHDWKXQWLOWKHHQGRIWKH\HDU
(b) WKHLQGLYLGXDOLVGHHPHGWREHWKHVDPHDJHDWWKHHQGRIWKH\HDUDVWKHLQGLYLGXDOZRXOGKDYHEHHQLIWKHLQGLYLG

XDOZHUHDOLYHDWWKHHQGRIWKH\HDUDQG
(c) DQ\UHWXUQRILQFRPHILOHGE\DOHJDOUHSUHVHQWDWLYHRIWKHLQGLYLGXDOLVGHHPHGWREHDUHWXUQRILQFRPHILOHGE\
WKHLQGLYLGXDO
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2019.
4 (1) 3DUDJUDSK152 1 E RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(b) WKH DPRXQW RI WD[ LI DQ\ GHHPHG E\ VXEVHFWLRQ 120 2  RU 2.2  122.5 3  122.51 2  122.7 2  RU 3  122.8 4 

122.9 2 122.91 1 125.4 3 125.5 3 125.6 2 127.1 1 127.41 3 RU210.2 3 RU 4 WREHSDLGRQDFFRXQWRIWKHWD[
SD\HU¶VWD[SD\DEOHXQGHUWKLV3DUWIRUWKH\HDU

(2) 3DUDJUDSK152 4.2 E RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(b) UHGHWHUPLQHWKHDPRXQWLIDQ\GHHPHGE\VXEVHFWLRQ120 2 RU 2.2 122.5 3 122.51 2 122.7 2 RU 3 122.8 4 
122.9 2 122.91 1 127.1 1 127.41 3 RU210.2 3 RU 4 WREHSDLGRQDFFRXQWRIWKHWD[SD\HU¶VWD[SD\DEOHXQGHUWKLV
3DUWIRUWKH\HDURUGHHPHGE\VXEVHFWLRQ122.61 1 WREHDQRYHUSD\PHQWRQDFFRXQWRIWKHWD[SD\HU¶VOLDELOLW\XQGHU
WKLV3DUWIRUWKH\HDU
(2) 6XEVHFWLRQV 1 DQG 2 DUHGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2019.
5 (1) 6XEVHFWLRQ163 2 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUSDUDJUDSK F5 
(c.6) WKHDPRXQWLIDQ\E\ZKLFK
(i) WKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDQDPRXQWWKDWZRXOGEHGHHPHGE\VXEVHFWLRQ122.91 1 WRKDYHEHHQ

SDLGRQDFFRXQWRIWKHSHUVRQ¶VWD[SD\DEOHXQGHUWKLV3DUWIRUWKH\HDULIWKRVHDPRXQWVZHUHFDOFXODWHGE\UHIHU
HQFHWRWKHLQIRUPDWLRQSURYLGHGLQWKHUHWXUQ
H[FHHGV
(ii) WKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDQDPRXQWWKDWLVGHHPHGE\VXEVHFWLRQ122.91 1 WREHDSD\PHQWRQ
DFFRXQWRIWKHSHUVRQ¶VWD[SD\DEOHXQGHUWKLV3DUWIRUWKHWD[DWLRQ\HDU
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2019.
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Home Buyers’ Plan
6 (1) 7KH GHILQLWLRQ excluded withdrawal LQ VXEVHFWLRQ 146.01 1  RI WKH $FW LV DPHQGHG E\ VWULNLQJ RXW

³RU´DWWKHHQGRISDUDJUDSK E E\DGGLQJ³RU´DWWKHHQGRISDUDJUDSK F DQGE\DGGLQJWKHIROORZLQJ
DIWHUSDUDJUDSK F 
(d) DSDUWLFXODUDPRXQW RWKHUWKDQDQHOLJLEOHDPRXQW UHFHLYHGZKLOHWKHLQGLYLGXDOZDVUHVLGHQWLQ&DQDGDDQGLQD
FDOHQGDU\HDULI
(i) WKHSDUWLFXODUDPRXQWZRXOGEHDUHJXODUHOLJLEOHDPRXQWLIVXEVHFWLRQ 2.1 ZHUHUHDGZLWKRXWUHIHUHQFHWRLWV
VXESDUDJUDSK D LLL 
(ii) DSD\PHQW RWKHUWKDQDQH[FOXGHGSUHPLXP HTXDOWRWKHSDUWLFXODUDPRXQWLVPDGHE\WKHLQGLYLGXDOXQGHUD
UHWLUHPHQWVDYLQJSODQWKDWLVDWWKHHQGRIWKHWD[DWLRQ\HDURIWKHSD\PHQWDUHJLVWHUHGUHWLUHPHQWVDYLQJVSODQ
XQGHUZKLFKWKHLQGLYLGXDOLVWKHDQQXLWDQWDQG
(iii) WKHSD\PHQWLVPDGHEHIRUHWKHHQGRIWKHVHFRQGFDOHQGDU\HDUDIWHUWKHFDOHQGDU\HDUWKDWLQFOXGHVWKHSDU
WLFXODUWLPHUHIHUUHGWRLQVXEVHFWLRQ 2.1 
(2) 3DUDJUDSK K RIWKHGHILQLWLRQregular eligible amountLQVXEVHFWLRQ146.01 1 RIWKH$FWLVUHSODFHGE\
WKHIROORZLQJ
(h) WKHWRWDORIWKHDPRXQWDQGDOORWKHUHOLJLEOHDPRXQWVUHFHLYHGE\WKHLQGLYLGXDOLQWKHFDOHQGDU\HDUWKDWLQFOXGHV
WKHSDUWLFXODUWLPHGRHVQRWH[FHHG35,000, DQG
(3) 3DUDJUDSK J  RI WKH GHILQLWLRQ supplemental eligible amount LQ VXEVHFWLRQ 146.01 1  RI WKH $FW LV UH
SODFHGE\WKHIROORZLQJ
(g) WKHWRWDORIWKHDPRXQWDQGDOORWKHUHOLJLEOHDPRXQWVUHFHLYHGE\WKHLQGLYLGXDOLQWKHFDOHQGDU\HDUWKDWLQFOXGHV
WKHSDUWLFXODUWLPHGRHVQRWH[FHHG35,000, DQG
(4) 6HFWLRQ146.01 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 2 

Marriage or common-law partnership
(2.1) 1RWZLWKVWDQGLQJSDUDJUDSK 2 D1 IRUWKHSXUSRVHVRIWKHGHILQLWLRQregular eligible amount
(a) DQLQGLYLGXDODQGDVSRXVHRUFRPPRQODZSDUWQHURIWKHLQGLYLGXDODUHGHHPHGQRWWRKDYHDQRZQHURFFXSLHG
KRPHLQDSHULRGHQGLQJEHIRUHDSDUWLFXODUWLPHUHIHUUHGWRLQWKDWGHILQLWLRQLI
(i) DWWKHSDUWLFXODUWLPHWKHLQGLYLGXDO
(A) LVOLYLQJVHSDUDWHDQGDSDUWIURPWKHLQGLYLGXDO¶VVSRXVHRUFRPPRQODZSDUWQHUEHFDXVHRIDEUHDNGRZQRI
WKHLUPDUULDJHRUFRPPRQODZSDUWQHUVKLS
(B) KDVEHHQOLYLQJVHSDUDWHDQGDSDUWIURPWKHLQGLYLGXDO¶VVSRXVHRUFRPPRQODZSDUWQHUIRUDSHULRGRIDW
OHDVW90 GD\VDQG
(C) EHJDQOLYLQJVHSDUDWHDQGDSDUWIURPWKHLQGLYLGXDO¶VVSRXVHRUFRPPRQODZSDUWQHULQWKHFDOHQGDU\HDU

WKDWLQFOXGHVWKHSDUWLFXODUWLPHRUDQ\WLPHLQWKHIRXUSUHFHGLQJFDOHQGDU\HDUV
(ii) LQWKHDEVHQFHRIWKLVVXEVHFWLRQWKHLQGLYLGXDOZRXOGQRWKDYHDUHJXODUHOLJLEOHDPRXQWEHFDXVHRIWKHDSSOL
FDWLRQRISDUDJUDSK I RIWKDWGHILQLWLRQLQUHVSHFWRIDVSRXVHRUFRPPRQODZSDUWQHURWKHUWKDQWKHVSRXVHRU
FRPPRQODZSDUWQHUUHIHUUHGWRLQFODXVHV L $ WR & DQG
(iii) ZKHUHWKHLQGLYLGXDOKDVDQRZQHURFFXSLHGKRPHDWWKHSDUWLFXODUWLPH
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(A) WKHKRPHLVQRWWKHTXDOLI\LQJKRPHUHIHUUHGWRLQWKDWGHILQLWLRQDQGWKHLQGLYLGXDOGLVSRVHVRIWKHKRPH

QRODWHUWKDQWKHHQGRIWKHVHFRQGFDOHQGDU\HDUDIWHUWKHFDOHQGDU\HDUWKDWLQFOXGHVWKHSDUWLFXODUWLPHRU
(B) WKHLQGLYLGXDODFTXLUHVWKHLQWHUHVWRIWKHVSRXVHRUFRPPRQODZSDUWQHULQWKHKRPHDQG
(b) LIDQLQGLYLGXDOWRZKRPSDUDJUDSK D DSSOLHVKDVDQRZQHURFFXSLHGKRPHDWWKHSDUWLFXODUWLPHUHIHUUHGWRLQ
WKDWSDUDJUDSKDQGWKHLQGLYLGXDODFTXLUHVWKHLQWHUHVWRIDVSRXVHRUFRPPRQODZSDUWQHULQWKHKRPHWKHLQGLYLGX
DOLVGHHPHGIRUWKHSXUSRVHVRISDUDJUDSKV F DQG G RIWKDWGHILQLWLRQWRKDYHDFTXLUHGDTXDOLI\LQJKRPHRQWKH
GDWHWKDWWKHLQGLYLGXDODFTXLUHGWKHLQWHUHVW
(5) 6XEVHFWLRQV 1 DQG 4 DSSO\LQUHVSHFWRIDPRXQWVUHFHLYHGDIWHU2019.
(6) 6XEVHFWLRQV 2  DQG 3  DSSO\ WR WKH 2019 DQG VXEVHTXHQW WD[DWLRQ \HDUV LQ UHVSHFW RI DPRXQWV UH
FHLYHGDIWHU%XGJHW'D\

Change in Use Rules for Multi-Unit Residential Properties
7 (1) 6XEVHFWLRQ45 2 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Election where change of use
(2) )RUWKHSXUSRVHVRIWKLVVXEGLYLVLRQDQGVHFWLRQ13, LIDWD[SD\HUHOHFWVLQUHVSHFWRIDQ\SURSHUW\RIWKHWD[SD\HULQ

WKHWD[SD\HU¶VUHWXUQRILQFRPHIRUDWD[DWLRQ\HDUXQGHUWKLV3DUW
(a) LI VXESDUDJUDSK 1 D L  RU SDUDJUDSK 13 7 E  ZRXOG RWKHUZLVHDSSO\WRWKHSURSHUW\IRUWKHWD[DWLRQ\HDUWKH
WD[SD\HULVGHHPHGQRWWRKDYHEHJXQWRXVHWKHSURSHUW\IRUWKHSXUSRVHRIJDLQLQJRUSURGXFLQJLQFRPH
(b) LIVXESDUDJUDSK 1 F LL RU13 7 G L ZRXOGRWKHUZLVHDSSO\WRWKHSURSHUW\IRUWKHWD[DWLRQ\HDUWKHWD[SD\HULV
GHHPHGQRWWRKDYHLQFUHDVHGWKHXVHUHJXODUO\PDGHRIWKHSURSHUW\IRUWKHSXUSRVHRIJDLQLQJRUSURGXFLQJLQFRPH
UHODWLYHWRWKHXVHUHJXODUO\PDGHRIWKHSURSHUW\IRURWKHUSXUSRVHVDQG
(c) LIWKHWD[SD\HUUHVFLQGVWKHHOHFWLRQLQUHVSHFWRIWKHSURSHUW\LQWKHWD[SD\HU¶VUHWXUQRILQFRPHXQGHUWKLV3DUW
IRUDVXEVHTXHQWWD[DWLRQ\HDU
(i) LISDUDJUDSK D DSSOLHGWRWKHWD[SD\HULQWKHWD[DWLRQ\HDUWKHWD[SD\HULVGHHPHGWRKDYHEHJXQWRXVHWKH
SURSHUW\IRUWKHSXUSRVHRIJDLQLQJRUSURGXFLQJLQFRPHRQWKHILUVWGD\RIWKHVXEVHTXHQWWD[DWLRQ\HDUDQG
(ii) LISDUDJUDSK E DSSOLHGWRWKHWD[SD\HULQWKHWD[DWLRQ\HDUWKHWD[SD\HULVGHHPHGWRKDYHLQFUHDVHGWKHXVH
UHJXODUO\PDGHRIWKHSURSHUW\IRUWKHSXUSRVHRIJDLQLQJRUSURGXFLQJLQFRPHRQWKHILUVWGD\RIWKHVXEVHTXHQW
WD[DWLRQ \HDU E\ WKH DPRXQW WKDW ZRXOG KDYH EHHQ WKH LQFUHDVH LQ WKH WD[DWLRQ \HDU LI WKH HOHFWLRQ KDG QRW EHHQ
PDGH
(2) 7KHSRUWLRQRIVXEVHFWLRQ45 3 RIWKH$FWEHIRUHSDUDJUDSK D LVUHSODFHGE\WKHIROORZLQJ

Election concerning principal residence
(3) ,IDWDQ\WLPHDSURSHUW\WKDWZDVDFTXLUHGE\DWD[SD\HUIRUWKHSXUSRVHRIJDLQLQJRUSURGXFLQJLQFRPHRUWKDWZDV

DFTXLUHGLQSDUWIRUWKDWSXUSRVHFHDVHVLQZKROHRULQSDUWWREHXVHGIRUWKDWSXUSRVHDQGEHFRPHVRUEHFRPHVSDUWRI
WKHSULQFLSDOUHVLGHQFHRIWKHWD[SD\HUSDUDJUDSKV 1 D DQG F VKDOOQRWDSSO\WRGHHPWKHWD[SD\HUWRKDYHGLVSRVHG
RI WKH SURSHUW\ DW WKDW WLPH DQG WR KDYH UHDFTXLUHG LW LPPHGLDWHO\ WKHUHDIWHU LI WKH WD[SD\HU VR HOHFWV E\ QRWLI\LQJ WKH
0LQLVWHULQZULWLQJRQRUEHIRUHWKHHDUOLHURI
(3) 6XEVHFWLRQV 1 DQG 2 DSSO\LQUHVSHFWRIFKDQJHVLQWKHXVHRISURSHUW\WKDWRFFXURQRUDIWHU%XG
JHW'D\
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Permitting Additional Types of Annuities under Registered Plans
8 7KH$FWLVPRGLILHGWRJLYHHIIHFWWRWKHSURSRVDOVUHODWLQJWRSHUPLWWLQJDGGLWLRQDOW\SHVRIDQQXLWLHV

XQGHU UHJLVWHUHG SODQV GHVFULEHG LQ WKH EXGJHW GRFXPHQWV WDEOHG E\ WKH 0LQLVWHU RI )LQDQFH LQ WKH
+RXVHRI&RPPRQVRQ%XGJHW'D\

Registered Disability Savings Plan — Cessation of Eligibility for the
Disability Tax Credit
9 7KH$FWLVPRGLILHGWRJLYHHIIHFWWRWKHSURSRVDOVUHODWLQJWRWKH5HJLVWHUHG'LVDELOLW\6DYLQJV3ODQ²

FHVVDWLRQRIHOLJLELOLW\IRUWKHGLVDELOLW\WD[FUHGLWPHDVXUHGHVFULEHGLQWKHEXGJHWGRFXPHQWVWDEOHGE\
WKH0LQLVWHURI)LQDQFHLQWKH+RXVHRI&RPPRQVRQ%XGJHW'D\

Tax Measures for Kinship Care Providers
10 (1) 6XEVHFWLRQ81 1 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUSDUDJUDSK K 

Social assistance for informal care programs
(h.1) LIWKHWD[SD\HULVDQLQGLYLGXDO RWKHUWKDQDWUXVW DVRFLDODVVLVWDQFHSD\PHQWRUGLQDULO\PDGHRQWKHEDVLVRID
PHDQV QHHGV RU LQFRPH WHVW SURYLGHG IRU XQGHU D SURJUDP RI WKH *RYHUQPHQW RI &DQDGD RU WKH JRYHUQPHQW RI D
SURYLQFHWRWKHH[WHQWWKDWLWLVUHFHLYHGGLUHFWO\RULQGLUHFWO\E\WKHWD[SD\HUIRUWKHEHQHILWRIDSDUWLFXODULQGLYLGXDO
LI
(i) SD\PHQWVWRUHFLSLHQWVXQGHUWKHSURJUDPDUHPDGHIRUWKHFDUHDQGXSEULQJLQJRQDWHPSRUDU\EDVLVRIDQ

RWKHULQGLYLGXDOLQQHHGRISURWHFWLRQ
(ii) WKHSDUWLFXODULQGLYLGXDOLVDFKLOGRIWKHWD[SD\HUEHFDXVHRISDUDJUDSK252 1 E  RUZRXOGEHDFKLOGRIWKH
WD[SD\HUEHFDXVHRIWKDWSDUDJUDSKLIWKHWD[SD\HUGLGQRWUHFHLYHSD\PHQWVXQGHUWKHSURJUDP DQG
(iii) QRVSHFLDODOORZDQFHXQGHUWKH&KLOGUHQ¶V6SHFLDO$OORZDQFHV$FWLVSD\DEOHLQUHVSHFWRIWKHSDUWLFXODULQGL

YLGXDOIRUWKHSHULRGLQUHVSHFWRIZKLFKWKHVRFLDODVVLVWDQFHSD\PHQWLVPDGH
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2009.
11 (1) 6HFWLRQ122.7 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 1.1 

Receipt of social assistance
(1.2) )RU WKH SXUSRVHV RI DSSO\LQJ WKH GHILQLWLRQV eligible dependant DQG eligible individual LQ VXEVHFWLRQ 1  IRU D

WD[DWLRQ\HDUDQLQGLYLGXDOVKDOOQRWIDLOWRTXDOLI\DVDSDUHQW ZLWKLQWKHPHDQLQJDVVLJQHGE\VHFWLRQ252 RIDQRWKHU
LQGLYLGXDOVROHO\EHFDXVHRIWKHUHFHLSWRIDVRFLDODVVLVWDQFHDPRXQWWKDWLVSD\DEOHXQGHUDSURJUDPRIWKH*RYHUQPHQW
RI &DQDGD RU WKH JRYHUQPHQW RI D SURYLQFH IRU WKH EHQHILW RI WKH RWKHU LQGLYLGXDO XQOHVV WKH DPRXQW LV D VSHFLDO DO
ORZDQFHXQGHUWKH&KLOGUHQ¶V6SHFLDO$OORZDQFHV$FWLQUHVSHFWRIWKHRWKHULQGLYLGXDOLQWKHWD[DWLRQ\HDU
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2009.

Donations of Cultural Property
12 (1) 7KH SRUWLRQ RI VXESDUDJUDSK39 1 D L1  RI WKH $FWEHIRUHFODXVH $ LVUHSODFHGE\WKHIROORZ
LQJ
(i.1) DQREMHFWWKDWWKH&DQDGLDQ&XOWXUDO3URSHUW\([SRUW5HYLHZ%RDUGKDVGHWHUPLQHGPHHWVWKHFULWHULDVHWRXW

LQSDUDJUDSK29 3 E RIWKH&XOWXUDO3URSHUW\([SRUWDQG,PSRUW$FWLI

(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
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13 (1) 3DUDJUDSK110.1 1 F RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Gifts to institutions
(c) WKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVWKHHOLJLEOHDPRXQWRIDJLIW RWKHUWKDQDJLIWGHVFULEHGLQSDUDJUDSK G
RIDQREMHFWWKDWWKH&DQDGLDQ&XOWXUDO3URSHUW\([SRUW5HYLHZ%RDUGKDVGHWHUPLQHGPHHWVWKHFULWHULDVHWRXWLQ
SDUDJUDSK29 3 E RIWKH&XOWXUDO3URSHUW\([SRUWDQG,PSRUW$FWZKLFKJLIWZDVPDGHE\WKHFRUSRUDWLRQLQWKH
\HDURULQDQ\RIWKHILYHSUHFHGLQJWD[DWLRQ\HDUVWRDQLQVWLWXWLRQRUDSXEOLFDXWKRULW\LQ&DQDGDWKDWZDVDWWKH
WLPHWKHJLIWZDVPDGHGHVLJQDWHGXQGHUVXEVHFWLRQ32 2 RIWKDW$FWHLWKHUJHQHUDOO\RUIRUDVSHFLILHGSXUSRVHUHODW
HGWRWKDWREMHFWDQG
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
14 (1) 3DUDJUDSK D  RI WKH GHILQLWLRQ total cultural gifts LQ VXEVHFWLRQ 118.1 1  RI WKH $FW LV UHSODFHG E\

WKHIROORZLQJ
(a) RIDQREMHFWWKDWWKH&DQDGLDQ&XOWXUDO3URSHUW\([SRUW5HYLHZ%RDUGKDVGHWHUPLQHGPHHWVWKHFULWHULDVHWRXWLQ
SDUDJUDSK29 3 E RIWKH&XOWXUDO3URSHUW\([SRUWDQG,PSRUW$FW
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
15 (1) 6XEVHFWLRQ32 1 RIWKH&XOWXUDO3URSHUW\([SRUWDQG,PSRUW$FWLVUHSODFHGE\WKHIROORZLQJ

Request for determination of Review Board
32 (1) )RUWKHSXUSRVHVRIVXESDUDJUDSK39 1 D L1 SDUDJUDSK110.1 1 F WKHGHILQLWLRQtotal cultural giftsLQVXE
VHFWLRQ118.1 1 DQGVXEVHFWLRQ118.1 10 RIWKH,QFRPH7D[$FWZKHUHDSHUVRQGLVSRVHVRIRUSURSRVHVWRGLVSRVHRIDQ
REMHFWWRDQLQVWLWXWLRQRUDSXEOLFDXWKRULW\GHVLJQDWHGXQGHUVXEVHFWLRQ 2 WKHSHUVRQLQVWLWXWLRQRUSXEOLFDXWKRULW\
PD\ UHTXHVW E\ QRWLFH LQ ZULWLQJ JLYHQ WR WKH 5HYLHZ %RDUG D GHWHUPLQDWLRQ E\ WKH 5HYLHZ %RDUG DV WR ZKHWKHU WKH
REMHFWPHHWVWKHFULWHULDVHWRXWLQSDUDJUDSK29 3 E DQGDGHWHUPLQDWLRQE\WKH5HYLHZ%RDUGRIWKHIDLUPDUNHWYDOXH
RIWKHREMHFW
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
16 (1) 6XEVHFWLRQ33 1 RIWKH&XOWXUDO3URSHUW\([SRUWDQG,PSRUW$FWLVUHSODFHGE\WKHIROORZLQJ

Income tax certificate
33 (1) :KHUH WKH 5HYLHZ %RDUG GHWHUPLQHV RU UHGHWHUPLQHV WKH IDLU PDUNHW YDOXH RI DQ REMHFW LQ UHVSHFW RI ZKLFK D
UHTXHVW ZDV PDGH XQGHU VHFWLRQ 32 DQG GHWHUPLQHV WKDW WKH REMHFW PHHWV WKH FULWHULD VHW RXW LQ SDUDJUDSK 29 3 E  LW
VKDOOZKHUHWKHREMHFWKDVEHHQLUUHYRFDEO\GLVSRVHGRIWRDGHVLJQDWHGLQVWLWXWLRQRUSXEOLFDXWKRULW\LVVXHWRWKHSHU
VRQZKRPDGHWKHGLVSRVLWLRQDFHUWLILFDWHDWWHVWLQJWRWKHIDLUPDUNHWYDOXHDQGWRWKHPHHWLQJRIWKRVHFULWHULDLQVXFK
IRUPDVWKH0LQLVWHURI1DWLRQDO5HYHQXHPD\VSHFLI\
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\

Medical Expense Tax Credit
17 (1) 3DUDJUDSK118.2 2 X RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Cannabis for medical purposes
(u) RQ EHKDOI RI WKH SDWLHQW ZKR LV WKH KROGHU RI D medical document DV GHILQHG LQ VXEVHFWLRQ 264 1  RI WKH
&DQQDELV5HJXODWLRQV WRVXSSRUWWKHLUXVHRIFDQQDELVIRUPHGLFDOSXUSRVHVIRUWKHFRVWRIFDQQDELVFDQQDELVRLO
FDQQDELV SODQW VHHGV RU FDQQDELV SURGXFWV SXUFKDVHG IRU PHGLFDO SXUSRVHV IURP D KROGHU RI D licence for sale DV
GHILQHGLQVXEVHFWLRQ264 1 RIWKH&DQQDELV5HJXODWLRQV 
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ2FWREHU17, 2018.
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Contributions to a Specified Multi-Employer Plan for Older Members
18 (1) 6XEVHFWLRQ8510 7 RIWKH,QFRPH7D[5HJXODWLRQV WKH³5HJXODWLRQV´ LVDPHQGHGE\VWULNLQJRXW

³DQG´DWWKHHQGRISDUDJUDSK D E\DGGLQJ³DQG´DWWKHHQGRISDUDJUDSK E DQGE\DGGLQJWKHIROORZ
LQJDIWHUWKDWSDUDJUDSK
(c) QRFRQWULEXWLRQVDUHPDGH
(i) WRWKHSODQZLWKUHVSHFWWRDPHPEHUDWDQ\WLPHDIWHUWKHHQGRIWKHFDOHQGDU\HDULQZKLFKWKHPHPEHUDWWDLQV

71 \HDUVRIDJHRU

(ii) WRDGHILQHGEHQHILWSURYLVLRQRIWKHSODQZLWKUHVSHFWWRDPHPEHUGXULQJDSHULRG RWKHUWKDQDqualifying
periodDVGHILQHGLQVXEVHFWLRQ8503 16 LQZKLFKWKHPHPEHULVLQUHFHLSWRIUHWLUHPHQWEHQHILWVIURPDGHILQHG
EHQHILWSURYLVLRQRIWKHSODQ
(2) 6XEVHFWLRQ 1 DSSOLHVLQUHVSHFWRIFRQWULEXWLRQVPDGHSXUVXDQWWRDQ\FROOHFWLYHEDUJDLQLQJDJUHH
PHQWHQWHUHGLQWRDIWHU2019, H[FHSWWKDWLWGRHVQRWDSSO\LQUHVSHFWRIFRQWULEXWLRQVPDGHRQRUEHIRUH
WKHGDWHWKHDJUHHPHQWLVHQWHUHGLQWR

Pensionable Service Under an Individual Pension Plan
19 (1) 3DUDJUDSK147.3 3 F RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(c) LVWUDQVIHUUHGGLUHFWO\WRDQRWKHUUHJLVWHUHGSHQVLRQSODQWREHKHOGLQFRQQHFWLRQZLWKDGHILQHGEHQHILWSURYLVLRQ
RIWKHRWKHUSODQXQOHVVWKHWUDQVIHULVWRDQindividual pension plan DVGHILQHGE\UHJXODWLRQ DQGLVLQUHVSHFWRI
EHQHILWVWKDWDUHDWWULEXWDEOHWRHPSOR\PHQWZLWKDIRUPHUHPSOR\HUWKDWLVQRWDSDUWLFLSDWLQJHPSOR\HU RULWVSUHGH
FHVVRUHPSOR\HU DQG
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
20 (1) 7KHSRUWLRQRIVXESDUDJUDSK8503 3 D Y RIWKH5HJXODWLRQVEHIRUHFODXVH $ LVUHSODFHGE\WKH

IROORZLQJ
(v) XQOHVVWKHSURYLVLRQLVDSURYLVLRQRIDQLQGLYLGXDOSHQVLRQSODQDSHULRGLQUHVSHFWRIZKLFK
(2) 7KH SRUWLRQ RI VXESDUDJUDSK8503 3 D Y1  RI WKH 5HJXODWLRQV EHIRUH FODXVH $  LV UHSODFHG E\ WKH

IROORZLQJ
(v.1) XQOHVVWKHSURYLVLRQLVDSURYLVLRQRIDQLQGLYLGXDOSHQVLRQSODQDSRUWLRQ²GHWHUPLQHGE\UHIHUHQFHWRWKH
SURSRUWLRQRISURSHUW\WKDWKDVEHHQWUDQVIHUUHGDVGHVFULEHGLQFODXVH % ²RIDSHULRGLQUHVSHFWRIZKLFK
(3) 6XESDUDJUDSK8503 3 D YL RIWKH5HJXODWLRQVLVUHSODFHGE\WKHIROORZLQJ
(vi) XQOHVVWKHSURYLVLRQLVDSURYLVLRQRIDQLQGLYLGXDOSHQVLRQSODQDSHULRGWKURXJKRXWZKLFKWKHPHPEHUZDV
HPSOR\HGLQ&DQDGDE\DIRUPHUHPSOR\HUZKHUHWKHSHULRGZDVDQHOLJLELOLW\SHULRGIRUWKHSDUWLFLSDWLRQRIWKH
PHPEHULQDQRWKHUUHJLVWHUHGSHQVLRQSODQDQG
(4) 6XEVHFWLRQV 1 WR 3 DUHGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\+RZHYHUVXEVHFWLRQV 1

WR 3 GRQRWDSSO\WRDSHULRGWKDWZDVpensionable service DVGHILQHGLQVXEVHFWLRQ8500 1 RIWKH5HJX
ODWLRQV LQUHVSHFWRIDPHPEHUXQGHUDGHILQHGEHQHILWSURYLVLRQRIDQLQGLYLGXDOSHQVLRQSODQEHIRUH
%XGJHW'D\

Mutual Funds: Allocation to Redeemers Methodology
21 (1) 6HFWLRQ132 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 5.2 
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Allocation to redeemers
(5.3) ,IDWUXVWWKDWLVDPXWXDOIXQGWUXVWWKURXJKRXWDWD[DWLRQ\HDUSDLGRUPDGHSD\DEOHDWDQ\WLPHLQWKHWD[DWLRQ

\HDUWRDEHQHILFLDU\DQDPRXQWRQDUHGHPSWLRQE\WKDWEHQHILFLDU\RIDXQLWRIWKHWUXVW LQWKLVVXEVHFWLRQUHIHUUHGWR
DVWKH³DOORFDWHGDPRXQW´ DQGWKHEHQHILFLDU\¶VSURFHHGVIURPWKHGLVSRVLWLRQRIWKDWXQLWGRQRWLQFOXGHWKHDOORFDWHG
DPRXQWLQFRPSXWLQJLWVLQFRPHIRUWKHWD[DWLRQ\HDUQRGHGXFWLRQPD\EHPDGHE\WKHWUXVWLQUHVSHFWRI
(a) WKHSRUWLRQRIWKHDOORFDWHGDPRXQWWKDWZRXOGEHZLWKRXWUHIHUHQFHWRVXEVHFWLRQ104 6 DQDPRXQWSDLGRXWRI
WKHLQFRPH RWKHUWKDQWD[DEOHFDSLWDOJDLQV RIWKHWUXVWDQG
(b) WKHSRUWLRQRIWKHDOORFDWHGDPRXQWGHWHUPLQHGE\WKHIRUPXOD
A − 1/2 (B + C − D)

ZKHUH
A LVWKHSRUWLRQRIWKHDOORFDWHGDPRXQWWKDWZRXOGEHZLWKRXWUHIHUHQFHWRVXEVHFWLRQ104 6 DQDPRXQWSDLGRXWRI

WKHWD[DEOHFDSLWDOJDLQVRIWKHWUXVW
B LVWKHEHQHILFLDU\¶VSURFHHGVIURPWKHGLVSRVLWLRQRIWKHXQLWRQWKHUHGHPSWLRQ
C LVWKHDOORFDWHGDPRXQWDQG
D LVWKHEHQHILFLDU\¶VFRVWDPRXQWRIWKDWXQLW
(2) 6XEVHFWLRQ 1 DSSOLHVWRWD[DWLRQ\HDUVWKDWEHJLQRQRUDIWHU%XGJHW'D\

Carrying on Business in a Tax-Free Savings Account
22 (1) 6HFWLRQ146.2 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 6 

Carrying on a business
(6.1) ,IWD[LVSD\DEOHXQGHUWKLV3DUWIRUDWD[DWLRQ\HDUEHFDXVHRIVXEVHFWLRQ 6 E\DWUXVWWKDWLVJRYHUQHGE\D7)6$
WKDWFDUULHVRQRQHRUPRUHEXVLQHVVHVDWDQ\WLPHLQWKHWD[DWLRQ\HDU
(a) WKHKROGHURIWKH7)6$LVMRLQWO\DQGVHYHUDOO\RUVROLGDULO\OLDEOHZLWKWKHWUXVWWRSD\HDFKDPRXQWSD\DEOHXQ

GHUWKLV$FWE\WKHWUXVWWKDWLVDWWULEXWDEOHWRWKDWEXVLQHVVRUWKRVHEXVLQHVVHVDQG
(b) WKHLVVXHU¶VOLDELOLW\DWDQ\WLPHIRUDPRXQWVSD\DEOHXQGHUWKLV$FWLQUHVSHFWRIWKDWEXVLQHVVRUWKRVHEXVLQHVVHV

VKDOOQRWH[FHHGWKHWRWDORIWKHDPRXQWRISURSHUW\RIWKHWUXVWWKDWWKHLVVXHULVLQSRVVHVVLRQRUFRQWURORIDWWKDW
WLPHLQLWVFDSDFLW\DVOHJDOUHSUHVHQWDWLYHRIWKHWUXVWDQGWKHWRWDODPRXQWRIDOOGLVWULEXWLRQVRISURSHUW\IURPWKH
WUXVWRQRUDIWHUWKHGDWHWKDWWKHQRWLFHRIDVVHVVPHQWZDVVHQWLQUHVSHFWRIWKHWD[DWLRQ\HDUDQGEHIRUHWKDWWLPH
(2) 6XEVHFWLRQ 1 DSSOLHVLQUHVSHFWRIEXVLQHVVDFWLYLWLHVLQD7)6$IRUWKH2019 DQGVXEVHTXHQWWD[DWLRQ
\HDUV

Electronic Delivery of Requirements for Information
23 (1) 7KHSRUWLRQRIVXEVHFWLRQ231.2 1 RIWKH$FWEHIRUHSDUDJUDSK D LVUHSODFHGE\WKHIROORZLQJ

Requirement to provide documents or information
231.2 (1) 1RWZLWKVWDQGLQJDQ\RWKHUSURYLVLRQRIWKLV$FWWKH0LQLVWHUPD\VXEMHFWWRVXEVHFWLRQ 2 IRUDQ\SXUSRVH

UHODWHGWRWKHDGPLQLVWUDWLRQRUHQIRUFHPHQWRIWKLV$FW LQFOXGLQJWKHFROOHFWLRQRIDQ\DPRXQWSD\DEOHXQGHUWKLV$FW
E\DQ\SHUVRQ RIDOLVWHGLQWHUQDWLRQDODJUHHPHQWRUIRUJUHDWHUFHUWDLQW\RIDWD[WUHDW\ZLWKDQRWKHUFRXQWU\E\QR
WLFHVHQWRUVHUYHGLQDFFRUGDQFHZLWKVXEVHFWLRQ 1.1 UHTXLUHWKDWDQ\SHUVRQSURYLGHZLWKLQVXFKUHDVRQDEOHWLPHDV
LVVWLSXODWHGLQWKHQRWLFH
(2) 6HFWLRQ231.2 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 1 
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Notice
(1.1)  $QRWLFHUHIHUUHGWRLQVXEVHFWLRQ 1 PD\EH
(a) VHUYHGSHUVRQDOO\
(b) VHQWE\UHJLVWHUHGRUFHUWLILHGPDLORU
(c) VHQWHOHFWURQLFDOO\LQWKHFDVHRIDEDQNRUFUHGLWXQLRQWKDWKDVSURYLGHGZULWWHQFRQVHQWWRUHFHLYHQRWLFHVXQ
GHUVXEVHFWLRQ 1 HOHFWURQLFDOO\
(3) 6XEVHFWLRQV 1 DQG 2 FRPHLQWRIRUFHRQ-DQXDU\1, 2020.
24 (1)  6XEVHFWLRQ231.6 2 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Requirement to provide foreign-based information
(2) 1RWZLWKVWDQGLQJDQ\RWKHUSURYLVLRQRIWKLV$FWWKH0LQLVWHUPD\E\QRWLFHVHQWRUVHUYHGLQDFFRUGDQFHZLWKVXE
VHFWLRQ 3.1 UHTXLUHWKDWDSHUVRQUHVLGHQWLQ&DQDGDRUDQRQUHVLGHQWSHUVRQFDUU\LQJRQEXVLQHVVLQ&DQDGDSURYLGH
DQ\IRUHLJQEDVHGLQIRUPDWLRQRUGRFXPHQW
(2) 6HFWLRQ231.6 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 3 

Notice
(3.1)  $QRWLFHUHIHUUHGWRLQVXEVHFWLRQ 2 PD\EH
(a) VHUYHGSHUVRQDOO\
(b) VHQWE\UHJLVWHUHGRUFHUWLILHGPDLORU
(c) VHQWHOHFWURQLFDOO\LQWKHFDVHRIDEDQNRUFUHGLWXQLRQWKDWKDVSURYLGHGZULWWHQFRQVHQWWRUHFHLYHQRWLFHVXQ
GHUVXEVHFWLRQ 2 HOHFWURQLFDOO\
(3) 6XEVHFWLRQ231.6 4 RIWKH(QJOLVKYHUVLRQRIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Review of foreign information requirement
(4) 7KHSHUVRQZKRLVVHQWRUVHUYHGZLWKDQRWLFHRIDUHTXLUHPHQWXQGHUVXEVHFWLRQ 2 PD\ZLWKLQ90 GD\VDIWHUWKH
QRWLFHLVVHQWRUVHUYHGDSSO\WRDMXGJHIRUDUHYLHZRIWKHUHTXLUHPHQW
(4) 6XEVHFWLRQ231.6 6 RIWKH(QJOLVKYHUVLRQRIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Idem
(6) )RUWKHSXUSRVHVRISDUDJUDSK 5 F WKHUHTXLUHPHQWWRSURYLGHWKHLQIRUPDWLRQRUGRFXPHQWVKDOOQRWEHFRQVLG

HUHGWREHXQUHDVRQDEOHEHFDXVHWKHLQIRUPDWLRQRUGRFXPHQWLVXQGHUWKHFRQWURORIRUDYDLODEOHWRDQRQUHVLGHQWSHU
VRQWKDWLVQRWFRQWUROOHGE\WKHSHUVRQZKRLVVHQWRUVHUYHGZLWKWKHQRWLFHRIWKHUHTXLUHPHQWXQGHUVXEVHFWLRQ 2 LI
WKDWSHUVRQLVUHODWHGWRWKHQRQUHVLGHQWSHUVRQ
(5) 6XEVHFWLRQ231.6 8 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Consequence of failure
(8) ,IDSHUVRQIDLOVWRFRPSO\VXEVWDQWLDOO\ZLWKDQRWLFHVHQWRUVHUYHGXQGHUVXEVHFWLRQ 2 DQGLIWKHQRWLFHLVQRWVHW
DVLGHE\DMXGJHSXUVXDQWWRVXEVHFWLRQ 5 DQ\FRXUWKDYLQJMXULVGLFWLRQLQDFLYLOSURFHHGLQJUHODWLQJWRWKHDGPLQLVWUD
WLRQRUHQIRUFHPHQWRIWKLV$FWVKDOORQPRWLRQRIWKH0LQLVWHUSURKLELWWKHLQWURGXFWLRQE\WKDWSHUVRQRIDQ\IRUHLJQ
EDVHGLQIRUPDWLRQRUGRFXPHQWFRYHUHGE\WKDWQRWLFH
(6) 6XEVHFWLRQV 1 WR 5 FRPHLQWRIRUFHRQ-DQXDU\1, 2020.
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25 (1) 3DUDJUDSK231.8 D RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(a) ZKHUHWKHWD[SD\HULVVHQWRUVHUYHGZLWKDQRWLFHRIDUHTXLUHPHQWXQGHUVXEVHFWLRQ231.2 1 WKHSHULRGRIWLPH
EHWZHHQ WKH GD\ RQ ZKLFK DQ DSSOLFDWLRQ IRU MXGLFLDO UHYLHZ LQ UHVSHFW RI WKH UHTXLUHPHQW LV PDGH DQG WKH GD\ RQ
ZKLFKWKHDSSOLFDWLRQLVILQDOO\GLVSRVHGRIDQG
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
26 (1) 6HFWLRQ244 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 6 

Proof of electronic delivery
(6.1) ,IE\WKLV$FWRUDUHJXODWLRQSURYLVLRQLVPDGHIRUVHQGLQJDQRWLFHWRDSHUVRQHOHFWURQLFDOO\DQDIILGDYLWRIDQ

RIILFHURIWKH&DQDGD5HYHQXH$JHQF\VZRUQEHIRUHDFRPPLVVLRQHURURWKHUSHUVRQDXWKRUL]HGWRWDNHDIILGDYLWVVKDOO
LQWKHDEVHQFHRISURRIWRWKHFRQWUDU\EHUHFHLYHGDVHYLGHQFHRIWKHVHQGLQJDQGRIWKHQRWLFHLIWKHDIILGDYLWVHWVRXW
WKDW
(a) WKHRIILFHUKDVNQRZOHGJHRIWKHIDFWVLQWKHSDUWLFXODUFDVH
(b) WKHQRWLFHZDVVHQWHOHFWURQLFDOO\WRWKHSHUVRQRQDQDPHGGD\DQG
(c) WKHRIILFHULGHQWLILHVDVH[KLELWVDWWDFKHGWRWKHDIILGDYLWFRSLHVRI
(i) DQHOHFWURQLFPHVVDJHFRQILUPLQJWKHQRWLFHKDVEHHQVHQWWRWKHSHUVRQDQG
(ii) WKHQRWLFH
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.

Related Amendments
27 (1) 6XEVHFWLRQ99 1 RIWKH([FLVH7D[$FWLVUHSODFHGE\WKHIROORZLQJ

Provision of documents may be required
99 (1) 6XEMHFWWRVHFWLRQ102.1, WKH0LQLVWHUPD\IRUDQ\SXUSRVHUHODWHGWRWKHDGPLQLVWUDWLRQRUHQIRUFHPHQWRIWKLV

$FWRURIDOLVWHGLQWHUQDWLRQDODJUHHPHQWE\DQRWLFHVHUYHGRUVHQWLQDFFRUGDQFHZLWKVXEVHFWLRQ 1.1 UHTXLUHWKDW
DQ\SHUVRQSURYLGHDQ\ERRNUHFRUGZULWLQJRURWKHUGRFXPHQWRUDQ\LQIRUPDWLRQRUIXUWKHULQIRUPDWLRQZLWKLQDQ\
UHDVRQDEOHWLPHWKDWPD\EHVWLSXODWHGLQWKHQRWLFH

Notice
(1.1) $QRWLFHUHIHUUHGWRLQVXEVHFWLRQ 1 PD\EH
(a) VHUYHGSHUVRQDOO\
(b) VHQWE\UHJLVWHUHGRUFHUWLILHGPDLORU
(c) VHQWHOHFWURQLFDOO\LQWKHFDVHRIDEDQNRUcredit union DVGHILQHGLQVXEVHFWLRQ123 1 WKDWKDVSURYLGHGZULW

WHQFRQVHQWWRUHFHLYHQRWLFHVXQGHUVXEVHFWLRQ 1 HOHFWURQLFDOO\

(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
28 (1) 6XEVHFWLRQ102.1 1 RIWKH([FLVH7D[$FWLVUHSODFHGE\WKHIROORZLQJ

Unnamed persons
102.1 (1) 7KH0LQLVWHUVKDOOQRWVHUYHRUVHQGDQRWLFHXQGHUVXEVHFWLRQ99 1 ZLWKUHVSHFWWRDQXQQDPHGSHUVRQRUD
JURXSRIXQQDPHGSHUVRQVXQOHVVWKH0LQLVWHUKDVEHHQDXWKRUL]HGWRGRVRXQGHUVXEVHFWLRQ 2 
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(2) 7KHSRUWLRQRIVXEVHFWLRQ102.1 2 RIWKH([FLVH7D[$FWEHIRUHSDUDJUDSK D LVUHSODFHGE\WKHIRO

ORZLQJ
Authorization order
(2) $MXGJHRIWKH)HGHUDO&RXUWPD\RQDSSOLFDWLRQE\WKH0LQLVWHUDQGVXEMHFWWRDQ\FRQGLWLRQVWKDWWKHMXGJHFRQVLG
HUVDSSURSULDWHDXWKRUL]HWKH0LQLVWHUWRVHUYHRUVHQGDQRWLFHXQGHUVXEVHFWLRQ99 1 ZLWKUHVSHFWWRDQXQQDPHGSHU
VRQRUDJURXSRIXQQDPHGSHUVRQVLIWKHMXGJHLVVDWLVILHGE\LQIRUPDWLRQRQRDWKWKDW
(3) 3DUDJUDSK102.1 2 E RIWKH([FLVH7D[$FWLVUHSODFHGE\WKHIROORZLQJ
(b) WKHQRWLFHZRXOGEHVHUYHGRUVHQWLQRUGHUWRYHULI\FRPSOLDQFHE\WKHSHUVRQRUJURXSZLWKDQ\GXW\RUREOLJD
WLRQRIWKDWSHUVRQRURISHUVRQVLQWKDWJURXSXQGHUWKLV$FW
(4) 6XEVHFWLRQV 1 WR 3 FRPHLQWRIRUFHRQ-DQXDU\1, 2020.
29 (1) 6HFWLRQ105 RIWKH([FLVH7D[$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 2 

Proof of electronic delivery
(2.1) ,IXQGHUWKLV$FWRUDUHJXODWLRQPDGHXQGHUWKLV$FWSURYLVLRQLVPDGHIRUVHQGLQJDQRWLFHWRDSHUVRQHOHFWURQL
FDOO\DQDIILGDYLWRIDQRIILFHURIWKH$JHQF\VZRUQEHIRUHDFRPPLVVLRQHURURWKHUSHUVRQDXWKRUL]HGWRWDNHDIILGDYLWV
LVHYLGHQFHRIWKHVHQGLQJDQGRIWKHQRWLFHLIWKHDIILGDYLWVHWVRXWWKDW
(a) WKHRIILFHUKDVNQRZOHGJHRIWKHIDFWVLQWKHSDUWLFXODUFDVH
(b) WKHQRWLFHZDVVHQWHOHFWURQLFDOO\WRWKHSHUVRQRQDQDPHGGD\DQG
(c) WKHRIILFHULGHQWLILHVDVH[KLELWVDWWDFKHGWRWKHDIILGDYLWFRSLHVRI
(i) DQHOHFWURQLFPHVVDJHFRQILUPLQJWKHQRWLFHKDVEHHQVHQWWRWKHSHUVRQDQG
(ii) WKHQRWLFH
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
30 (1) 7KHSRUWLRQRIVXEVHFWLRQ289 1 RIWKH([FLVH7D[$FWEHIRUHSDUDJUDSK D LVUHSODFHGE\WKHIRO
ORZLQJ

Requirement to provide documents or information
289 (1) 'HVSLWHDQ\RWKHUSURYLVLRQRIWKLV3DUWWKH0LQLVWHUPD\VXEMHFWWRVXEVHFWLRQ 2 IRUDQ\SXUSRVHUHODWHGWR
WKH DGPLQLVWUDWLRQ RU HQIRUFHPHQW RI D OLVWHG LQWHUQDWLRQDO DJUHHPHQW RU WKLV 3DUW LQFOXGLQJ WKH FROOHFWLRQ RI DQ\
DPRXQWSD\DEOHRUUHPLWWDEOHXQGHUWKLV3DUWE\DQ\SHUVRQE\DQRWLFHVHUYHGRUVHQWLQDFFRUGDQFHZLWKVXEVHFWLRQ
1.1 UHTXLUHWKDWDQ\SHUVRQSURYLGHWKH0LQLVWHUZLWKLQDQ\UHDVRQDEOHWLPHWKDWLVVWLSXODWHGLQWKHQRWLFHZLWK
(2) 6HFWLRQ289 RIWKH([FLVH7D[$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 1 

Notice
(1.1) $QRWLFHUHIHUUHGWRLQVXEVHFWLRQ 1 PD\EH
(a) VHUYHGSHUVRQDOO\
(b) VHQWE\UHJLVWHUHGRUFHUWLILHGPDLORU
(c) VHQWHOHFWURQLFDOO\LQWKHFDVHRIDEDQNRUFUHGLWXQLRQWKDWKDVSURYLGHGZULWWHQFRQVHQWWRUHFHLYHQRWLFHVXQ
GHUVXEVHFWLRQ 1 HOHFWURQLFDOO\
(3) 6XEVHFWLRQV 1 DQG 2 FRPHLQWRIRUFHRQ-DQXDU\1, 2020.
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31 (1) 3DUDJUDSK289.2 D RIWKH([FLVH7D[$FWLVUHSODFHGE\WKHIROORZLQJ
(a) LIWKHSHUVRQLVVHUYHGRUVHQWDQRWLFHRIDUHTXLUHPHQWXQGHUVXEVHFWLRQ289 1 WKHSHULRGRIWLPHEHWZHHQWKH
GD\RQZKLFKDQDSSOLFDWLRQIRUMXGLFLDOUHYLHZLQUHVSHFWRIWKHUHTXLUHPHQWLVPDGHDQGWKHGD\RQZKLFKWKHDSSOL
FDWLRQLVILQDOO\GLVSRVHGRIDQG
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
32 (1) 6XEVHFWLRQ292 2 RIWKH([FLVH7D[$FWLVUHSODFHGE\WKHIROORZLQJ

Requirement to provide foreign-based information
(2) 'HVSLWHDQ\RWKHUSURYLVLRQRIWKLV3DUWWKH0LQLVWHUPD\E\DQRWLFHVHUYHGRUVHQWLQDFFRUGDQFHZLWKVXEVHFWLRQ

3.1 UHTXLUHDSHUVRQUHVLGHQWLQ&DQDGDRUDQRQUHVLGHQWSHUVRQWKDWFDUULHVRQEXVLQHVVLQ&DQDGDWRSURYLGHDQ\
IRUHLJQEDVHGLQIRUPDWLRQRUGRFXPHQW
(2) 6HFWLRQ292 RIWKH([FLVH7D[$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 3 

Notice
(3.1) $QRWLFHUHIHUUHGWRLQVXEVHFWLRQ 2 PD\EH
(a) VHUYHGSHUVRQDOO\
(b) VHQWE\UHJLVWHUHGRUFHUWLILHGPDLORU
(c) VHQWHOHFWURQLFDOO\LQWKHFDVHRIDEDQNRUFUHGLWXQLRQWKDWKDVSURYLGHGZULWWHQFRQVHQWWRUHFHLYHQRWLFHVXQ
GHUVXEVHFWLRQ 2 HOHFWURQLFDOO\
(3) 6XEVHFWLRQ292 4 RIWKH(QJOLVKYHUVLRQRIWKH([FLVH7D[$FWLVUHSODFHGE\WKHIROORZLQJ

Review of foreign information requirement
(4) ,IDSHUVRQLVVHUYHGRUVHQWDQRWLFHRIDUHTXLUHPHQWXQGHUVXEVHFWLRQ 2 WKHSHUVRQPD\ZLWKLQ90 GD\VDIWHUWKH

GD\RQZKLFKWKHQRWLFHLVVHUYHGRUVHQWDSSO\WRDMXGJHIRUDUHYLHZRIWKHUHTXLUHPHQW
(4) 6XEVHFWLRQ292 6 RIWKH(QJOLVKYHUVLRQRIWKH([FLVH7D[$FWLVUHSODFHGE\WKHIROORZLQJ

Requirement not unreasonable
(6) )RUWKHSXUSRVHVRIVXEVHFWLRQ 5 DUHTXLUHPHQWWRSURYLGHLQIRUPDWLRQRUDGRFXPHQWVKDOOQRWEHFRQVLGHUHGWR
EHXQUHDVRQDEOHEHFDXVHWKHLQIRUPDWLRQRUGRFXPHQWLVXQGHUWKHFRQWURORIRUDYDLODEOHWRDQRQUHVLGHQWSHUVRQWKDW
LVQRWFRQWUROOHGE\WKHSHUVRQRQZKLFKWKHQRWLFHRIWKHUHTXLUHPHQWXQGHUVXEVHFWLRQ 2 LVVHUYHGRUWRZKLFKWKDW
QRWLFHLVVHQWLIWKDWSHUVRQLVUHODWHGWRWKHQRQUHVLGHQWSHUVRQ
(5) 6XEVHFWLRQ292 8 RIWKH(QJOLVKYHUVLRQRIWKH([FLVH7D[$FWLVUHSODFHGE\WKHIROORZLQJ

Consequence of failure
(8) ,IDSHUVRQIDLOVWRFRPSO\VXEVWDQWLDOO\ZLWKDQRWLFHVHUYHGRUVHQWXQGHUVXEVHFWLRQ 2 DQGLIWKHQRWLFHLVQRWVHW

DVLGHXQGHUVXEVHFWLRQ 5 DQ\FRXUWKDYLQJMXULVGLFWLRQLQDFLYLOSURFHHGLQJUHODWLQJWRWKHDGPLQLVWUDWLRQRUHQIRUFH
PHQWRIWKLV3DUWVKDOORQPRWLRQRIWKH0LQLVWHUSURKLELWWKHLQWURGXFWLRQE\WKDWSHUVRQRIDQ\IRUHLJQEDVHGLQIRUPD
WLRQRUGRFXPHQWFRYHUHGE\WKDWQRWLFH
(6) 6XEVHFWLRQV 1 WR 5 FRPHLQWRIRUFHRQ-DQXDU\1, 2020.
33 (1) 6HFWLRQ335 RIWKH([FLVH7D[$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 2 
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Proof of electronic delivery
(2.1) ,IXQGHUWKLV3DUWRUDUHJXODWLRQPDGHXQGHUWKLV3DUWSURYLVLRQLVPDGHIRUVHQGLQJDQRWLFHWRDSHUVRQHOHF
WURQLFDOO\DQDIILGDYLWRIDQRIILFHURIWKH&DQDGD5HYHQXH$JHQF\VZRUQEHIRUHDFRPPLVVLRQHURURWKHUSHUVRQDXWKR
UL]HGWRWDNHDIILGDYLWVLVHYLGHQFHRIWKHVHQGLQJDQGRIWKHQRWLFHLIWKHDIILGDYLWVHWVRXWWKDW
(a) WKHRIILFHUKDVNQRZOHGJHRIWKHIDFWVLQWKHSDUWLFXODUFDVH
(b) WKHQRWLFHZDVVHQWHOHFWURQLFDOO\WRWKHSHUVRQRQDQDPHGGD\DQG
(c) WKHRIILFHULGHQWLILHVDVH[KLELWVDWWDFKHGWRWKHDIILGDYLWFRSLHVRI
(i) DQHOHFWURQLFPHVVDJHFRQILUPLQJWKHQRWLFHKDVEHHQVHQWWRWKHSHUVRQDQG
(ii) WKHQRWLFH
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
34 (1) 6XEVHFWLRQ38 1 RIWKH$LU7UDYHOOHUV6HFXULW\&KDUJH$FWLVUHSODFHGE\WKHIROORZLQJ

Requirement to provide information
38 (1) 'HVSLWHDQ\RWKHUSURYLVLRQRIWKLV$FWWKH0LQLVWHUPD\E\DQRWLFHVHUYHGRUVHQWLQDFFRUGDQFHZLWKVXEVHF
WLRQ 2.1 UHTXLUHDSHUVRQWKDWLVUHVLGHQWLQ&DQDGDRUDSHUVRQWKDWLVQRWUHVLGHQWLQ&DQDGDEXWWKDWFDUULHVRQEXVL
QHVVLQ&DQDGDWRSURYLGHDQ\LQIRUPDWLRQRUUHFRUG
(2) 6HFWLRQ38 RIWKH$LU7UDYHOOHUV6HFXULW\&KDUJH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXE

VHFWLRQ 2 

Notice
(2.1) $QRWLFHUHIHUUHGWRLQVXEVHFWLRQ 1 PD\EH
(a) VHUYHGSHUVRQDOO\
(b) VHQWE\UHJLVWHUHGRUFHUWLILHGPDLORU
(c) VHQWHOHFWURQLFDOO\LQWKHFDVHRIDEDQNRUcredit union DVGHILQHGLQVXEVHFWLRQ123 1 RIWKH([FLVH7D[$FW 

WKDWKDVSURYLGHGZULWWHQFRQVHQWWRUHFHLYHQRWLFHVXQGHUVXEVHFWLRQ 1 HOHFWURQLFDOO\

(3) 6XEVHFWLRQ38 3 RIWKH(QJOLVKYHUVLRQRIWKH$LU7UDYHOOHUV6HFXULW\&KDUJH$FWLVUHSODFHGE\WKH
IROORZLQJ

Review of information requirement
(3) ,IDSHUVRQLVVHUYHGRUVHQWDQRWLFHRIDUHTXLUHPHQWXQGHUVXEVHFWLRQ 1 WKHSHUVRQPD\ZLWKLQ90 GD\VDIWHUWKH
GD\RQZKLFKWKHQRWLFHLVVHUYHGRUVHQWDSSO\WRDMXGJHIRUDUHYLHZRIWKHUHTXLUHPHQW
(4) 6XEVHFWLRQ38 5 RIWKH$LU7UDYHOOHUV6HFXULW\&KDUJH$FWLVUHSODFHGE\WKHIROORZLQJ

Requirement not unreasonable
(5) )RUWKHSXUSRVHVRIVXEVHFWLRQ 4 DUHTXLUHPHQWWRSURYLGHLQIRUPDWLRQRUDUHFRUGVKDOOQRWEHFRQVLGHUHGWREH
XQUHDVRQDEOHVROHO\EHFDXVHWKHLQIRUPDWLRQRUUHFRUGLVXQGHUWKHFRQWURORIRUDYDLODEOHWRDSHUVRQWKDWLVQRWUHVLGHQW
LQ &DQDGD LI WKDW SHUVRQ LV UHODWHG IRU WKH SXUSRVHV RI WKH ,QFRPH 7D[ $FW WR WKH SHUVRQ RQ ZKLFK WKH QRWLFH RI WKH
UHTXLUHPHQWLVVHUYHGRUWRZKLFKWKDWQRWLFHLVVHQW
(5) 6XEVHFWLRQ38 7 RIWKH(QJOLVKYHUVLRQRIWKH$LU7UDYHOOHUV6HFXULW\&KDUJH$FWLVUHSODFHGE\WKH
IROORZLQJ
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Consequence of failure
(7) ,IDSHUVRQIDLOVWRFRPSO\VXEVWDQWLDOO\ZLWKDQRWLFHVHUYHGRUVHQWXQGHUVXEVHFWLRQ 1 DQGWKHQRWLFHLVQRWVHW
DVLGHXQGHUVXEVHFWLRQ 4 DQ\FRXUWKDYLQJMXULVGLFWLRQLQDFLYLOSURFHHGLQJUHODWLQJWRWKHDGPLQLVWUDWLRQRUHQIRUFH
PHQW RI WKLV $FW VKDOO RQ WKH PRWLRQ RI WKH 0LQLVWHU SURKLELW WKH LQWURGXFWLRQ E\ WKDW SHUVRQ RI DQ\ LQIRUPDWLRQ RU
UHFRUGGHVFULEHGLQWKDWQRWLFH
(6) 6XEVHFWLRQV 1 WR 5 FRPHLQWRIRUFHRQ-DQXDU\1, 2020.
35 (1) 6HFWLRQ 83 RI WKH $LU 7UDYHOOHUV 6HFXULW\ &KDUJH $FW LV DPHQGHG E\ DGGLQJ WKH IROORZLQJ DIWHU
VXEVHFWLRQ 2 

Proof of electronic delivery
(2.1) ,IXQGHUWKLV$FWSURYLVLRQLVPDGHIRUVHQGLQJDQRWLFHWRDSHUVRQHOHFWURQLFDOO\DQDIILGDYLWRIDQRIILFHURIWKH
$JHQF\VZRUQEHIRUHDFRPPLVVLRQHURURWKHUSHUVRQDXWKRUL]HGWRWDNHDIILGDYLWVLVHYLGHQFHRIWKHVHQGLQJDQGRIWKH
QRWLFHLIWKHDIILGDYLWVHWVRXWWKDW
(a) WKHRIILFHUKDVNQRZOHGJHRIWKHIDFWVLQWKHSDUWLFXODUFDVH
(b) WKHQRWLFHZDVVHQWHOHFWURQLFDOO\WRWKHSHUVRQRQDQDPHGGD\DQG
(c) WKHRIILFHULGHQWLILHVDVH[KLELWVDWWDFKHGWRWKHDIILGDYLWFRSLHVRI
(i) DQHOHFWURQLFPHVVDJHFRQILUPLQJWKHQRWLFHKDVEHHQVHQWWRWKHSHUVRQDQG
(ii) WKHQRWLFH
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
36 (1) 7KH SRUWLRQ RI VXEVHFWLRQ 208 1  RI WKH ([FLVH $FW  EHIRUH SDUDJUDSK D  LV UHSODFHG E\ WKH

IROORZLQJ
Requirement to provide records or information
208 (1) 'HVSLWHDQ\RWKHUSURYLVLRQRIWKLV$FWWKH0LQLVWHUPD\VXEMHFWWRVXEVHFWLRQ 2 IRUDQ\SXUSRVHUHODWHGWR

WKHDGPLQLVWUDWLRQRUHQIRUFHPHQWRIDOLVWHGLQWHUQDWLRQDODJUHHPHQWRURIWKLV$FWE\DQRWLFHVHUYHGRUVHQWLQDFFRU
GDQFHZLWKVXEVHFWLRQ 1.1 UHTXLUHDQ\SHUVRQWRSURYLGHWKH0LQLVWHUZLWKLQDQ\UHDVRQDEOHWLPHWKDWLVVWLSXODWHGLQ
WKHQRWLFHZLWK
(2) 6HFWLRQ208 RIWKH([FLVH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 1 

Notice
(1.1) $QRWLFHUHIHUUHGWRLQVXEVHFWLRQ 1 PD\EH
(a) VHUYHGSHUVRQDOO\
(b) VHQWE\UHJLVWHUHGRUFHUWLILHGPDLORU
(c) VHQWHOHFWURQLFDOO\LQWKHFDVHRIDbankRUcredit unionDVWKRVHWHUPVDUHGHILQHGLQVXEVHFWLRQ123 1 RIWKH
([FLVH7D[$FWWKDWKDVSURYLGHGZULWWHQFRQVHQWWRUHFHLYHQRWLFHVXQGHUVXEVHFWLRQ 1 HOHFWURQLFDOO\
(3) 6XEVHFWLRQV 1 DQG 2 FRPHLQWRIRUFHRQ-DQXDU\1, 2020.
37 (1) 3DUDJUDSK209.1 D RIWKH([FLVH$FWLVUHSODFHGE\WKHIROORZLQJ
(a) LIWKHSHUVRQLVVHUYHGRUVHQWDQRWLFHRIDUHTXLUHPHQWXQGHUVXEVHFWLRQ208 1 WKHSHULRGRIWLPHEHWZHHQWKH
GD\RQZKLFKDQDSSOLFDWLRQIRUMXGLFLDOUHYLHZLQUHVSHFWRIWKHUHTXLUHPHQWLVPDGHDQGWKHGD\RQZKLFKWKHDSSOL
FDWLRQLVILQDOO\GLVSRVHGRIDQG
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(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
38 (1) 6XEVHFWLRQ210 2 RIWKH([FLVH$FWLVUHSODFHGE\WKHIROORZLQJ

Requirement to provide foreign-based information
(2) 'HVSLWHDQ\RWKHUSURYLVLRQRIWKLV$FWWKH0LQLVWHUPD\E\DQRWLFHVHUYHGRUVHQWLQDFFRUGDQFHZLWKVXEVHFWLRQ

3.1 UHTXLUHDSHUVRQUHVLGHQWLQ&DQDGDRUDQRQUHVLGHQWSHUVRQWKDWFDUULHVRQEXVLQHVVLQ&DQDGDWRSURYLGHDQ\
IRUHLJQEDVHGLQIRUPDWLRQRUUHFRUG
(2) 6HFWLRQ210 RIWKH([FLVH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 3 

Notice
(3.1) $QRWLFHUHIHUUHGWRLQVXEVHFWLRQ 2 PD\EH
(a) VHUYHGSHUVRQDOO\
(b) VHQWE\UHJLVWHUHGRUFHUWLILHGPDLORU
(c) VHQWHOHFWURQLFDOO\LQWKHFDVHRIDbankRUcredit unionDVWKRVHWHUPVDUHGHILQHGLQVXEVHFWLRQ123 1 RIWKH
([FLVH7D[$FWWKDWKDVSURYLGHGZULWWHQFRQVHQWWRUHFHLYHQRWLFHVXQGHUVXEVHFWLRQ 2 HOHFWURQLFDOO\
(3) 6XEVHFWLRQ210 4 RIWKH(QJOLVKYHUVLRQRIWKH([FLVH$FWLVUHSODFHGE\WKHIROORZLQJ

Review of foreign information requirement
(4) ,IDSHUVRQLVVHUYHGRUVHQWDQRWLFHRIDUHTXLUHPHQWXQGHUVXEVHFWLRQ 2 WKHSHUVRQPD\ZLWKLQ90 GD\VDIWHUWKH

GD\RQZKLFKWKHQRWLFHLVVHUYHGRUVHQWDSSO\WRDMXGJHIRUDUHYLHZRIWKHUHTXLUHPHQW
(4) 6XEVHFWLRQ210 6 RIWKH(QJOLVKYHUVLRQRIWKH([FLVH$FWLVUHSODFHGE\WKHIROORZLQJ

Requirement not unreasonable
(6) )RUWKHSXUSRVHVRIVXEVHFWLRQ 5 DUHTXLUHPHQWWRSURYLGHLQIRUPDWLRQRUDUHFRUGVKDOOQRWEHFRQVLGHUHGWREH

XQUHDVRQDEOHEHFDXVHWKHLQIRUPDWLRQRUUHFRUGLVXQGHUWKHFRQWURORIRUDYDLODEOHWRDQRQUHVLGHQWSHUVRQWKDWLVQRW
FRQWUROOHGE\WKHSHUVRQRQZKLFKWKHQRWLFHRIWKHUHTXLUHPHQWLVVHUYHGRUWRZKLFKWKDWQRWLFHLVVHQWLIWKDWSHUVRQLV
UHODWHGWRWKHQRQUHVLGHQWSHUVRQ
(5) 6XEVHFWLRQ210 8 RIWKH(QJOLVKYHUVLRQRIWKH([FLVH$FWLVUHSODFHGE\WKHIROORZLQJ

Consequence of failure
(8) ,IDSHUVRQIDLOVWRFRPSO\VXEVWDQWLDOO\ZLWKDQRWLFHVHUYHGRUVHQWXQGHUVXEVHFWLRQ 2 DQGWKHQRWLFHLVQRWVHW
DVLGHXQGHUVXEVHFWLRQ 5 DQ\FRXUWKDYLQJMXULVGLFWLRQLQDFLYLOSURFHHGLQJUHODWLQJWRWKHDGPLQLVWUDWLRQRUHQIRUFH
PHQWRIWKLV$FWVKDOORQWKHPRWLRQRIWKH0LQLVWHUSURKLELWWKHLQWURGXFWLRQE\WKDWSHUVRQRIDQ\IRUHLJQEDVHGLQIRU
PDWLRQRUUHFRUGGHVFULEHGLQWKDWQRWLFH
(6) 6XEVHFWLRQV 1 WR 5 FRPHLQWRIRUFHRQ-DQXDU\1, 2020.
39 (1) 6HFWLRQ301 RIWKH([FLVH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 2 

Proof of electronic delivery
(2.1) ,IXQGHUWKLV$FWSURYLVLRQLVPDGHIRUVHQGLQJDQRWLFHWRDSHUVRQHOHFWURQLFDOO\DQDIILGDYLWRIDQRIILFHURIWKH
$JHQF\VZRUQEHIRUHDFRPPLVVLRQHURURWKHUSHUVRQDXWKRUL]HGWRWDNHDIILGDYLWVLVHYLGHQFHRIWKHVHQGLQJDQGRIWKH
QRWLFHLIWKHDIILGDYLWVHWVRXWWKDW
(a) WKHRIILFHUKDVNQRZOHGJHRIWKHIDFWVLQWKHSDUWLFXODUFDVH
(b) WKHQRWLFHZDVVHQWHOHFWURQLFDOO\WRWKHSHUVRQRQDQDPHGGD\DQG
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(c) WKHRIILFHULGHQWLILHVDVH[KLELWVDWWDFKHGWRWKHDIILGDYLWFRSLHVRI
(i) DQHOHFWURQLFPHVVDJHFRQILUPLQJWKHQRWLFHKDVEHHQVHQWWRWKHSHUVRQDQG
(ii) WKHQRWLFH
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.

Support for Canadian Journalism
Qualified Donee Status
40 (1) 6XEVHFWLRQ149 1 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUSDUDJUDSK J 

Registered journalism organizations
(h) DUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQ
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
41 (1) 7KHGHILQLWLRQqualified doneeLQVXEVHFWLRQ149.1 1 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJ

DIWHUSDUDJUDSK E 
(b.1) DUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQ
(2) 6XEVHFWLRQ149.1 1 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJLQDOSKDEHWLFDORUGHU

qualifying journalism organizationPHDQVDFRUSRUDWLRQRUWUXVWWKDWPHHWVWKHIROORZLQJFRQGLWLRQV
(a) LWLVDTXDOLILHG&DQDGLDQMRXUQDOLVPRUJDQL]DWLRQ
(b) LWLVFRQVWLWXWHGDQGRSHUDWHGIRUSXUSRVHVH[FOXVLYHO\UHODWHGWRMRXUQDOLVP
(c) DQ\EXVLQHVVDFWLYLWLHVLWFDUULHVRQDUHUHODWHGWRLWVSXUSRVHV
(d) LWKDVDERDUGRIGLUHFWRUVRUWUXVWHHVHDFKRIZKRPGHDOVDWDUP¶VOHQJWKZLWKHDFKRWKHU
(e) LWLVQRWFRQWUROOHGGLUHFWO\RULQGLUHFWO\LQDQ\PDQQHUZKDWHYHUE\DSHUVRQRUE\DJURXSRISHUVRQVWKDWGRQRW

GHDOZLWKHDFKRWKHUDWDUP¶VOHQJWK
(f) LWPD\QRWLQDWD[DWLRQ\HDUUHFHLYHJLIWVIURPDQ\RQHVRXUFHWKDWUHSUHVHQWPRUHWKDQ20RILWVWRWDOUHYHQXHV

LQFOXGLQJGRQDWLRQV IRUWKHWD[DWLRQ\HDURWKHUWKDQDJLIW
(i) PDGHE\ZD\RIEHTXHVW
(ii) PDGHZLWKLQ12 PRQWKVDIWHUWKHWLPHWKHRUJDQL]DWLRQLVILUVWUHJLVWHUHGRU
(iii) DSSURYHGRQDFDVHE\FDVHEDVLVE\WKH0LQLVWHUDQG
(g) QR SDUW RI LWV LQFRPH LV SD\DEOH WR RU RWKHUZLVH DYDLODEOH IRU WKH SHUVRQDO EHQHILW RI DQ\ SURSULHWRU PHPEHU
VKDUHKROGHUGLUHFWRUWUXVWHHVHWWORURUOLNHLQGLYLGXDO organisation journalistique admissible
(3) 6XEVHFWLRQ149.1 4.3 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Revocation of a qualified donee
(4.3) 7KH0LQLVWHUPD\LQWKHPDQQHUGHVFULEHGLQVHFWLRQ168, UHYRNHWKHUHJLVWUDWLRQRIDTXDOLILHGGRQHHUHIHUUHGWR

LQ SDUDJUDSK D  RU E1  RI WKH GHILQLWLRQ qualified donee LQ VXEVHFWLRQ 1  IRU DQ\ UHDVRQ GHVFULEHG LQ VXEVHFWLRQ
168 1 
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(4) 6HFWLRQ149.1 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 14 

Information returns
(14.1) (YHU\UHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQVKDOOZLWKLQVL[PRQWKVIURPWKHHQGRIHDFKWD[DWLRQ\HDURIWKHRUJD

QL]DWLRQZLWKRXWQRWLFHRUGHPDQGILOHZLWKWKH0LQLVWHUERWKDQLQIRUPDWLRQUHWXUQDQGDSXEOLFLQIRUPDWLRQUHWXUQIRU
WKH\HDULQSUHVFULEHGIRUPDQGFRQWDLQLQJSUHVFULEHGLQIRUPDWLRQLQFOXGLQJIRUHDFKGRQRUZKRVHWRWDOJLIWVWRWKHRU
JDQL]DWLRQLQWKH\HDUH[FHHG5,000, WKHQDPHRIWKHGRQRUDQGWKHWRWDODPRXQWGRQDWHG
(5) 3DUDJUDSKV149.1 15 D DQG E RIWKH$FWDUHUHSODFHGE\WKHIROORZLQJ
(a) WKH LQIRUPDWLRQ FRQWDLQHG LQ D SXEOLF LQIRUPDWLRQ UHWXUQ UHIHUUHG WR LQ VXEVHFWLRQ 149.1 14  RU 14.1  VKDOO EH
FRPPXQLFDWHGRURWKHUZLVHPDGHDYDLODEOHWRWKHSXEOLFE\WKH0LQLVWHULQVXFKPDQQHUDVWKH0LQLVWHUGHHPVDS
SURSULDWH
(b) WKH0LQLVWHUPD\PDNHDYDLODEOHWRWKHSXEOLFLQDQ\PDQQHUWKDWWKH0LQLVWHUFRQVLGHUVDSSURSULDWHLQUHVSHFW

RIHDFKUHJLVWHUHGRUSUHYLRXVO\UHJLVWHUHGFKDULW\&DQDGLDQDPDWHXUDWKOHWLFDVVRFLDWLRQUHJLVWHUHGMRXUQDOLVPRU
JDQL]DWLRQDQGTXDOLILHGGRQHHUHIHUUHGWRLQSDUDJUDSK D RIWKHGHILQLWLRQqualified doneeLQVXEVHFWLRQ 1 
(i) LWVQDPHDGGUHVVDQGGDWHRIUHJLVWUDWLRQ
(ii) LQWKHFDVHRIDUHJLVWHUHGRUSUHYLRXVO\UHJLVWHUHGFKDULW\&DQDGLDQDPDWHXUDWKOHWLFDVVRFLDWLRQRUUHJLVWHUHG
MRXUQDOLVPRUJDQL]DWLRQLWVUHJLVWUDWLRQQXPEHUDQG
(iii) WKHHIIHFWLYHGDWHRIDQ\UHYRFDWLRQDQQXOPHQWRUWHUPLQDWLRQRIUHJLVWUDWLRQDQG
(6) 6XEVHFWLRQ149.1 22 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Refusal to register
(22) 7KH0LQLVWHUPD\E\UHJLVWHUHGPDLOJLYHQRWLFHWRDSHUVRQWKDWWKHDSSOLFDWLRQRIWKHSHUVRQIRUUHJLVWUDWLRQDVD

UHJLVWHUHG FKDULW\ UHJLVWHUHG &DQDGLDQ DPDWHXU DWKOHWLF DVVRFLDWLRQ UHJLVWHUHG MRXUQDOLVP RUJDQL]DWLRQ RU TXDOLILHG
GRQHHUHIHUUHGWRLQVXESDUDJUDSK D L RU LLL RIWKHGHILQLWLRQqualified doneeLQVXEVHFWLRQ 1 LVUHIXVHG
(7) 6XEVHFWLRQV 1 WR 6 FRPHLQWRIRUFHRQ-DQXDU\1, 2020.
42 (1) 3DUDJUDSK168 1 F RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(c) LQWKHFDVHRIDUHJLVWHUHGFKDULW\UHJLVWHUHG&DQDGLDQDPDWHXUDWKOHWLFDVVRFLDWLRQRUUHJLVWHUHGMRXUQDOLVPRUJD
QL]DWLRQIDLOVWRILOHDQLQIRUPDWLRQUHWXUQDVDQGZKHQUHTXLUHGXQGHUWKLV$FWRUDUHJXODWLRQ
(2) 3DUDJUDSK168 1 I RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(f) LQWKHFDVHRIDUHJLVWHUHG&DQDGLDQDPDWHXUDWKOHWLFDVVRFLDWLRQRUUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQDFFHSWVD
JLIWWKHJUDQWLQJRIZKLFKZDVH[SUHVVO\RULPSOLFLWO\FRQGLWLRQDORQWKHDVVRFLDWLRQRURUJDQL]DWLRQPDNLQJDJLIWWR
DQRWKHUSHUVRQFOXEVRFLHW\DVVRFLDWLRQRURUJDQL]DWLRQ
(3) 6XEVHFWLRQ168 2 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Revocation of registration
(2) ,IWKH0LQLVWHUJLYHVQRWLFHXQGHUVXEVHFWLRQ168 1 WRDUHJLVWHUHGFKDULW\WRDUHJLVWHUHG&DQDGLDQDPDWHXUDWKOHWLF

DVVRFLDWLRQRUWRDUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQ
(a) LILWKDVDSSOLHGWRWKH0LQLVWHULQZULWLQJIRUWKHUHYRFDWLRQRILWVUHJLVWUDWLRQWKH0LQLVWHUVKDOOIRUWKZLWKDIWHU
WKHPDLOLQJRIWKHQRWLFHSXEOLVKDFRS\RIWKHQRWLFHLQWKH&DQDGD*D]HWWHDQGRQWKDWSXEOLFDWLRQRIDFRS\RIWKH
QRWLFHWKHUHJLVWUDWLRQLVUHYRNHGDQG
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(b) LQDQ\RWKHUFDVHWKH0LQLVWHUPD\DIWHUWKHH[SLUDWLRQRI30 GD\VIURPWKHGD\RIPDLOLQJRIWKHQRWLFHRUDIWHU

WKHH[SLUDWLRQRIVXFKH[WHQGHGSHULRGIURPWKHGD\RIPDLOLQJRIWKHQRWLFHDVWKH)HGHUDO&RXUWRI$SSHDORUDMXGJH
RIWKDW&RXUWRQDSSOLFDWLRQPDGHDWDQ\WLPHEHIRUHWKHGHWHUPLQDWLRQRIDQ\DSSHDOSXUVXDQWWRVXEVHFWLRQ172 3
IURPWKHJLYLQJRIWKHQRWLFHPD\IL[RUDOORZSXEOLVKDFRS\RIWKHQRWLFHLQWKH&DQDGD*D]HWWHDQGRQWKDWSXEOL
FDWLRQRIDFRS\RIWKHQRWLFHWKHUHJLVWUDWLRQLVUHYRNHG
(4) 3DUDJUDSK168 4 F RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(c) LQWKHFDVHRIDSHUVRQGHVFULEHGLQDQ\RIVXESDUDJUDSKV D L WR Y DQGSDUDJUDSK E1 RIWKHGHILQLWLRQquali‐

fied doneeLQVXEVHFWLRQ149.1 1 WKDWLVRUZDVUHJLVWHUHGE\WKH0LQLVWHUDVDTXDOLILHGGRQHHRULVDQDSSOLFDQWIRU
VXFKUHJLVWUDWLRQLWREMHFWVWRDQRWLFHXQGHUDQ\RIVXEVHFWLRQV 1 DQG149.1 4.3 DQG 22 
(5) 6XEVHFWLRQV 1 WR 4 FRPHLQWRIRUFHRQ-DQXDU\1, 2020.
43 (1) 3DUDJUDSK172 3 D2 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

(a.2) FRQILUPVDSURSRVDORUGHFLVLRQLQUHVSHFWRIZKLFKDQRWLFHZDVLVVXHGXQGHUDQ\RIVXEVHFWLRQV149.1 4.3  22
DQG168 1 E\WKH0LQLVWHUWRDSHUVRQWKDWLVDSHUVRQGHVFULEHGLQDQ\RIVXESDUDJUDSKV D L WR Y DQGSDUDJUDSK
E1 RIWKHGHILQLWLRQqualified doneeLQVXEVHFWLRQ149.1 1 WKDWLVRUZDVUHJLVWHUHGE\WKH0LQLVWHUDVDTXDOLILHG
GRQHHRULVDQDSSOLFDQWIRUVXFKUHJLVWUDWLRQRUGRHVQRWFRQILUPRUYDFDWHWKDWSURSRVDORUGHFLVLRQZLWKLQ90 GD\V
DIWHUVHUYLFHRIDQRWLFHRIREMHFWLRQE\WKHSHUVRQXQGHUVXEVHFWLRQ168 4 LQUHVSHFWRIWKDWSURSRVDORUGHFLVLRQ
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
44 (1) 6XEVHFWLRQ188.1 6 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Failure to file information returns
(6) (YHU\ UHJLVWHUHG FKDULW\ UHJLVWHUHG &DQDGLDQ DPDWHXU DWKOHWLF DVVRFLDWLRQ DQG UHJLVWHUHG MRXUQDOLVP RUJDQL]DWLRQ

WKDWIDLOVWRILOHDUHWXUQIRUDWD[DWLRQ\HDUDVDQGZKHQUHTXLUHGE\VXEVHFWLRQ149.1 14 RU 14.1 LVOLDEOHWRDSHQDOW\
HTXDOWR500.
(2) 6XEVHFWLRQ188.1 7 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Incorrect information
(7) ([FHSWZKHUHVXEVHFWLRQ 8 RU 9 DSSOLHVHYHU\UHJLVWHUHGFKDULW\UHJLVWHUHG&DQDGLDQDPDWHXUDWKOHWLFDVVRFLDWLRQ

DQGUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQWKDWLVVXHVLQDWD[DWLRQ\HDUDUHFHLSWIRUDJLIWRWKHUZLVHWKDQLQDFFRUGDQFH
ZLWKWKLV$FWDQGWKHUHJXODWLRQVLVOLDEOHIRUWKHWD[DWLRQ\HDUWRDSHQDOW\HTXDOWR5RIWKHDPRXQWUHSRUWHGRQWKH
UHFHLSWDVUHSUHVHQWLQJWKHDPRXQWLQUHVSHFWRIZKLFKDWD[SD\HUPD\FODLPDGHGXFWLRQXQGHUVXEVHFWLRQ110.1 1 RUD
FUHGLWXQGHUVXEVHFWLRQ118.1 3 
(3) 6XEVHFWLRQ188.1 8 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Increased penalty for subsequent assessment
(8) ([FHSW ZKHUH VXEVHFWLRQ 9  DSSOLHV LI WKH 0LQLVWHU KDV OHVV WKDQ ILYH \HDUV EHIRUH D SDUWLFXODU WLPH DVVHVVHG D
SHQDOW\XQGHUVXEVHFWLRQ 7 RUWKLVVXEVHFWLRQIRUDWD[DWLRQ\HDURIDUHJLVWHUHGFKDULW\UHJLVWHUHG&DQDGLDQDPDWHXU
DWKOHWLFDVVRFLDWLRQRUUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQDQGDIWHUWKDWDVVHVVPHQWDQGLQDVXEVHTXHQWWD[DWLRQ\HDULW
LVVXHV DW WKH SDUWLFXODU WLPH D UHFHLSW IRU D JLIW RWKHUZLVH WKDQ LQ DFFRUGDQFH ZLWK WKLV $FW DQG WKH UHJXODWLRQV LW LV
OLDEOHIRUWKHVXEVHTXHQWWD[DWLRQ\HDUWRDSHQDOW\HTXDOWR10RIWKHDPRXQWUHSRUWHGRQWKHUHFHLSWDVUHSUHVHQWLQJ
WKHDPRXQWLQUHVSHFWRIZKLFKDWD[SD\HUPD\FODLPDGHGXFWLRQXQGHUVXEVHFWLRQ110.1 1 RUDFUHGLWXQGHUVXEVHFWLRQ
118.1 3 
(4) 6XEVHFWLRQ188.1 9 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
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False information
(9) ,IDWDQ\WLPHDSHUVRQPDNHVRUIXUQLVKHVSDUWLFLSDWHVLQWKHPDNLQJRIRUFDXVHVDQRWKHUSHUVRQWRPDNHRUIXUQLVK
DVWDWHPHQWWKDWWKHSHUVRQNQRZVRUZRXOGUHDVRQDEO\EHH[SHFWHGWRNQRZEXWIRUFLUFXPVWDQFHVDPRXQWLQJWRFXOSD
EOHFRQGXFW ZLWKLQWKHPHDQLQJDVVLJQHGE\VXEVHFWLRQ163.2 1 LVDIDOVHVWDWHPHQW ZLWKLQWKHPHDQLQJDVVLJQHGE\
VXEVHFWLRQ163.2 1 RQDUHFHLSWLVVXHGE\RQEHKDOIRIRULQWKHQDPHRIDQRWKHUSHUVRQIRUWKHSXUSRVHVRIVXEVHFWLRQ
110.1 2  RU 118.1 2  WKH SHUVRQ RU ZKHUH WKH SHUVRQ LV DQ RIILFHU HPSOR\HH RIILFLDO RU DJHQW RI D UHJLVWHUHG FKDULW\
UHJLVWHUHG&DQDGLDQDPDWHXUDWKOHWLFDVVRFLDWLRQRUUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQWKHFKDULW\DVVRFLDWLRQRURUJD
QL]DWLRQ LVOLDEOHIRUWKHLUWD[DWLRQ\HDUWKDWLQFOXGHVWKDWWLPHWRDSHQDOW\HTXDOWR125RIWKHDPRXQWUHSRUWHGRQWKH
UHFHLSWDVUHSUHVHQWLQJWKHDPRXQWLQUHVSHFWRIZKLFKDWD[SD\HUPD\FODLPDGHGXFWLRQXQGHUVXEVHFWLRQ110.1 1 RUD
FUHGLWXQGHUVXEVHFWLRQ118.1 3 
(5) 6XEVHFWLRQV 1 WR 4 FRPHLQWRIRUFHRQ-DQXDU\1, 2020.
45 (1) 7KHSRUWLRQRIVXEVHFWLRQ188.2 1 RIWKH$FWEHIRUHSDUDJUDSK D LVUHSODFHGE\WKHIROORZLQJ

Notice of suspension with assessment
188.2 (1) 7KH0LQLVWHUVKDOOZLWKDQDVVHVVPHQWUHIHUUHGWRLQWKLVVXEVHFWLRQJLYHQRWLFHE\UHJLVWHUHGPDLOWRDUHJLV

WHUHGFKDULW\UHJLVWHUHG&DQDGLDQDPDWHXUDWKOHWLFDVVRFLDWLRQRUUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQWKDWLWVDXWKRULW\WR
LVVXHDQRIILFLDOUHFHLSWUHIHUUHGWRLQ3DUW;;;9RIWKH,QFRPH7D[5HJXODWLRQVLVVXVSHQGHGIRURQH\HDUIURPWKHGD\
WKDW LV VHYHQ GD\V DIWHU WKH GD\ RQ ZKLFK WKH QRWLFH LV PDLOHG LI WKH 0LQLVWHU KDV DVVHVVHG WKH FKDULW\ DVVRFLDWLRQ RU
RUJDQL]DWLRQIRUDWD[DWLRQ\HDUIRU
(2) 6XEVHFWLRQ188.2 2.1 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Suspension – failure to report
(2.1) ,IDUHJLVWHUHGFKDULW\DUHJLVWHUHG&DQDGLDQDPDWHXUDWKOHWLFDVVRFLDWLRQRUDUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQ
IDLOVWRUHSRUWLQIRUPDWLRQWKDWLVUHTXLUHGWREHLQFOXGHGLQDUHWXUQILOHGXQGHUVXEVHFWLRQ149.1 14 RU 14.1 WKH0LQ
LVWHUPD\JLYHQRWLFHE\UHJLVWHUHGPDLOWRWKHFKDULW\DVVRFLDWLRQRURUJDQL]DWLRQWKDWLWVDXWKRULW\WRLVVXHDQRIILFLDO
UHFHLSWUHIHUUHGWRLQ3DUW;;;9RIWKH,QFRPH7D[5HJXODWLRQVLVVXVSHQGHGIURPWKHGD\WKDWLVVHYHQGD\VDIWHUWKH
GD\RQZKLFKWKHQRWLFHLVPDLOHGXQWLOVXFKWLPHDVWKH0LQLVWHUQRWLILHVWKHFKDULW\DVVRFLDWLRQRURUJDQL]DWLRQWKDWWKH
0LQLVWHUKDVUHFHLYHGWKHUHTXLUHGLQIRUPDWLRQLQSUHVFULEHGIRUP
(3) 6XEVHFWLRQV 1 DQG 2 FRPHLQWRIRUFHRQ-DQXDU\1, 2020.
46 (1) 7KHSRUWLRQRIVXEVHFWLRQ230 2 RIWKH$FWEHIRUHSDUDJUDSK D LVUHSODFHGE\WKHIROORZLQJ

Records and books
(2) (YHU\ TXDOLILHG GRQHH UHIHUUHG WR LQ SDUDJUDSKV D  WR F  RI WKH GHILQLWLRQ qualified donee LQ VXEVHFWLRQ 149.1 1

VKDOONHHSUHFRUGVDQGERRNVRIDFFRXQW²LQWKHFDVHRIDTXDOLILHGGRQHHUHIHUUHGWRLQDQ\RIVXESDUDJUDSKV D L DQG
LLL DQGSDUDJUDSKV E  E1 DQG F RIWKDWGHILQLWLRQDWDQDGGUHVVLQ&DQDGDUHFRUGHGZLWKWKH0LQLVWHURUGHVLJQDW
HGE\WKH0LQLVWHU²FRQWDLQLQJ
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
47 (1) 7KHSRUWLRQRIVXEVHFWLRQ241 3.2 RIWKH$FWEHIRUHSDUDJUDSK D LVUHSODFHGE\WKHIROORZLQJ

Certain qualified donees
(3.2) $QRIILFLDOPD\SURYLGHWRDQ\SHUVRQWKHIROORZLQJWD[SD\HULQIRUPDWLRQUHODWLQJWRDQRWKHUSHUVRQ LQWKLVVXE
VHFWLRQ UHIHUUHG WR DV WKH ³UHJLVWUDQW´  WKDW ZDV DW DQ\ WLPH D UHJLVWHUHG FKDULW\ UHJLVWHUHG &DQDGLDQ DPDWHXU DWKOHWLF
DVVRFLDWLRQRUUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQ
(2) 3DUDJUDSK241 3.2 I RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(f) ILQDQFLDOVWDWHPHQWVUHTXLUHGWREHILOHGZLWKDQLQIRUPDWLRQUHWXUQUHIHUUHGWRLQVXEVHFWLRQ149.1 14 RU 14.1 
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(3) 6XEVHFWLRQV 1 DQG 2 FRPHLQWRIRUFHRQ-DQXDU\1, 2020.
48 (1) 6XEVHFWLRQ248 1 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJLQDOSKDEHWLFDORUGHU

registered journalism organization PHDQVDqualifying journalism organization DVGHILQHGLQVXEVHFWLRQ149.1 1
WKDWKDVDSSOLHGWRWKH0LQLVWHULQSUHVFULEHGIRUPIRUUHJLVWUDWLRQWKDWKDVEHHQUHJLVWHUHGDQGZKRVHUHJLVWUDWLRQKDV
QRWEHHQUHYRNHG organisation journalistique enregistrée
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
49 (1) 7KHSRUWLRQRIVXEVHFWLRQ253.1 2 RIWKH$FWEHIRUHSDUDJUDSK D LVUHSODFHGE\WKHIROORZLQJ

Investments in limited partnerships
(2) )RUWKHSXUSRVHVRIVHFWLRQ149.1 DQGVXEVHFWLRQV188.1 1 DQG 2 LIDUHJLVWHUHGFKDULW\DUHJLVWHUHG&DQDGLDQDPD

WHXU DWKOHWLF DVVRFLDWLRQ RU D UHJLVWHUHG MRXUQDOLVP RUJDQL]DWLRQ KROGV DQ LQWHUHVW DV D PHPEHU RI D SDUWQHUVKLS WKH
PHPEHUVKDOOQRWVROHO\EHFDXVHRILWVDFTXLVLWLRQDQGKROGLQJRIWKDWLQWHUHVWEHFRQVLGHUHGWRFDUU\RQDQ\EXVLQHVVRI
WKHSDUWQHUVKLSLI
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
50 (1) 7KHGHILQLWLRQregistered organizationLQVHFWLRQ3500 RIWKH5HJXODWLRQVLVUHSODFHGE\WKHIROORZ

LQJ
registered organization PHDQV D UHJLVWHUHG FKDULW\ D UHJLVWHUHG &DQDGLDQ DPDWHXU DWKOHWLF DVVRFLDWLRQ UHJLVWHUHG
MRXUQDOLVPRUJDQL]DWLRQRUDUHJLVWHUHGQDWLRQDODUWVVHUYLFHRUJDQL]DWLRQ organisation enregistrée
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
51 (1) 3DUDJUDSKV5800 1 G DQG H RIWKH5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
(d) LQUHVSHFWRI
(i) DQ\UHFRUGRIWKHPLQXWHVRIPHHWLQJVRIWKHH[HFXWLYHRIDUHJLVWHUHGFKDULW\UHJLVWHUHG&DQDGLDQDPDWHXUDWK

OHWLFDVVRFLDWLRQRUUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQ
(ii) DQ\ UHFRUG RI WKH PLQXWHV RI PHHWLQJV RI WKH PHPEHUV RI D UHJLVWHUHG FKDULW\ UHJLVWHUHG &DQDGLDQ DPDWHXU
DWKOHWLFDVVRFLDWLRQRUUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQDQG
(iii) DOOGRFXPHQWVDQGE\ODZVJRYHUQLQJDUHJLVWHUHGFKDULW\UHJLVWHUHG&DQDGLDQDPDWHXUDWKOHWLFDVVRFLDWLRQRU
UHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQ

WKHSHULRGHQGLQJRQWKHGD\WKDWLVWZR\HDUVDIWHUWKHGDWHRQZKLFKWKHUHJLVWUDWLRQRIWKHUHJLVWHUHGFKDULW\WKH
UHJLVWHUHG&DQDGLDQDPDWHXUDWKOHWLFDVVRFLDWLRQRUWKHUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQXQGHUWKH$FWLVUHYRNHG
(e) LQUHVSHFWRIDOOUHFRUGVDQGERRNVRIDFFRXQWWKDWDUHQRWGHVFULEHGLQSDUDJUDSK G DQGWKDWUHODWHWRDUHJLV
WHUHGFKDULW\UHJLVWHUHG&DQDGLDQDPDWHXUDWKOHWLFDVVRFLDWLRQRUUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQZKRVHUHJLVWUD
WLRQXQGHUWKH$FWLVUHYRNHGDQGLQUHVSHFWRIWKHYRXFKHUVDQGDFFRXQWVQHFHVVDU\WRYHULI\WKHLQIRUPDWLRQLQVXFK
UHFRUGVDQGERRNVRIDFFRXQWWKHSHULRGHQGLQJRQWKHGD\WKDWLVWZR\HDUVDIWHUWKHGDWHRQZKLFKWKHUHJLVWUDWLRQRI
WKHUHJLVWHUHGFKDULW\WKHUHJLVWHUHG&DQDGLDQDPDWHXUDWKOHWLFDVVRFLDWLRQRUWKHUHJLVWHUHGMRXUQDOLVPRUJDQL]DWLRQ
XQGHUWKH$FWLVUHYRNHG
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.

Refundable Labour Tax Credit
52 (1) 6XEVHFWLRQ87 2 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUSDUDJUDSK M95 
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Journalism organizations
(j.96) IRUWKHSXUSRVHVRIVHFWLRQ125.6, WKHQHZFRUSRUDWLRQLVGHHPHGWREHWKHVDPHFRUSRUDWLRQDVDQGDFRQWLQXD

WLRQRIHDFKSUHGHFHVVRUFRUSRUDWLRQ
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2019.
53 (1) 7KH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVHFWLRQ125.5

Definitions
125.6 (1) 7KHIROORZLQJGHILQLWLRQVDSSO\LQWKLVVHFWLRQ

assistancePHDQVDQDPRXQWRWKHUWKDQDQDPRXQWGHHPHGXQGHUVXEVHFWLRQ 2 WRKDYHEHHQSDLGWKDWZRXOGEHLQ
FOXGHGXQGHUSDUDJUDSK12 1 [ LQFRPSXWLQJWKHLQFRPHRIDWD[SD\HUIRUDQ\WD[DWLRQ\HDULIWKDWSDUDJUDSKZHUHUHDG
ZLWKRXWUHIHUHQFHWR
(a) VXESDUDJUDSKV12 1 [ Y WR YLLL LIWKHDPRXQWZHUHUHFHLYHG
(i) IURPDSHUVRQRUSDUWQHUVKLSGHVFULEHGLQVXESDUDJUDSK12 1 [ LL RU
(ii) LQFLUFXPVWDQFHVZKHUHFODXVH12 1 [ L & DSSOLHVDQG
(b) VXESDUDJUDSKV12 1 [ Y WR YLL LQDQ\RWKHUFDVH montant d’aide

eligible newsroom employeeLQUHVSHFWRIDTXDOLILHG&DQDGLDQMRXUQDOLVPRUJDQL]DWLRQLQDWD[DWLRQ\HDUPHDQVDQ
LQGLYLGXDOZKR
(a) LVHPSOR\HGE\WKHRUJDQL]DWLRQLQWKHWD[DWLRQ\HDU
(b) ZRUNVRQDYHUDJHDPLQLPXPRI26 KRXUVSHUZHHNWKURXJKRXWWKHSRUWLRQRIWKHWD[DWLRQ\HDULQZKLFKWKHLQGL
YLGXDOLVHPSOR\HGE\WKHRUJDQL]DWLRQ
(c) DW DQ\ WLPH LQ WKH WD[DWLRQ \HDU KDV EHHQ RU LV UHDVRQDEO\ H[SHFWHG WR EH HPSOR\HG E\ WKH RUJDQL]DWLRQ IRU D

PLQLPXPSHULRGRI40 FRQVHFXWLYHZHHNVWKDWLQFOXGHVWKDWWLPH
(d) VSHQGVDWOHDVW75RIWKHLUWLPHHQJDJHGLQWKHSURGXFWLRQRIQHZVFRQWHQWLQFOXGLQJE\UHVHDUFKLQJFROOHFWLQJ
LQIRUPDWLRQYHULI\LQJIDFWVSKRWRJUDSKLQJZULWLQJHGLWLQJGHVLJQLQJDQGRWKHUZLVHSUHSDULQJFRQWHQWDQG
(e) PHHWVDQ\SUHVFULEHGFRQGLWLRQV employé de salle de presse admissible

qualifying journalism organizationDWDQ\WLPHPHDQVDTXDOLILHG&DQDGLDQMRXUQDOLVPRUJDQL]DWLRQWKDWPHHWVWKH
IROORZLQJFRQGLWLRQV
(a) LWLVSULPDULO\HQJDJHGLQWKHSURGXFWLRQRIRULJLQDOZULWWHQQHZVFRQWHQW
(b) LWGRHVQRWFDUU\RQDbroadcasting undertakingDVGHILQHGLQVXEVHFWLRQ2 1 RIWKH%URDGFDVWLQJ$FW
(c) LWGRHVQRWLQWKHWD[DWLRQ\HDULQZKLFKWKHWLPHRFFXUVUHFHLYHDQDPRXQWIURPWKH$LGWR3XEOLVKHUVFRPSR
QHQWRIWKH&DQDGD3HULRGLFDO)XQGDQG
(d) LILWLVDFRUSRUDWLRQKDYLQJVKDUHFDSLWDOLWPHHWVWKHFRQGLWLRQVLQVXESDUDJUDSK H LLL RIWKHGHILQLWLRQCanadi‐
an newspaperLQVXEVHFWLRQ19 5  organisation journalistique admissible

qualifying labour expenditureRIDWD[SD\HUIRUDWD[DWLRQ\HDULQUHVSHFWRIDQHOLJLEOHQHZVURRPHPSOR\HHPHDQV
WKHOHVVHURI
(a) WKHDPRXQWGHWHUPLQHGE\WKHIRUPXOD
$55,000 × A/365
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ZKHUH
A LVWKHOHVVHURI365 DQGWKHQXPEHURIGD\VLQWKHWD[DWLRQ\HDUDQG
(b) WKHDPRXQWWKDWLVWKHVDODU\RUZDJHVSD\DEOHE\WKHWD[SD\HUWRWKHHOLJLEOHQHZVURRPHPSOR\HHLQUHVSHFWRIWKH
SRUWLRQRIWKHWD[DWLRQ\HDUWKURXJKRXWZKLFKWKHWD[SD\HULVDTXDOLILHG&DQDGLDQMRXUQDOLVPRUJDQL]DWLRQ dépense
de main-d’œuvre admissible

Tax credit
(2)  $WD[SD\HUWKDWLVDTXDOLI\LQJMRXUQDOLVPRUJDQL]DWLRQDWDQ\WLPHLQDWD[DWLRQ\HDUDQGWKDWILOHVDSUHVFULEHGIRUP
FRQWDLQLQJSUHVFULEHGLQIRUPDWLRQZLWKLWVUHWXUQRILQFRPHIRUWKH\HDULVGHHPHGWRKDYHRQLWVEDODQFHGXHGD\IRU
WKH\HDUSDLGRQDFFRXQWRILWVWD[SD\DEOHXQGHUWKLV3DUWIRUWKH\HDUDQDPRXQWGHWHUPLQHGE\WKHIRUPXOD
0.25 × (A − B)

ZKHUH
A LVWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDTXDOLI\LQJODERXUH[SHQGLWXUHRIWKHTXDOLILHG&DQDGLDQMRXUQDOLVPRUJD

QL]DWLRQIRUWKH\HDULQUHVSHFWRIDQHOLJLEOHQHZVURRPHPSOR\HHDQG
B LVWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDQDPRXQWRIDVVLVWDQFHWKDWWKHWD[SD\HUKDVUHFHLYHGLVHQWLWOHGWRUH

FHLYHRUFDQUHDVRQDEO\EHH[SHFWHGWRUHFHLYHLQUHVSHFWRIWKH\HDUWKDWKDVQRWEHHQUHSDLGEHIRUHWKHHQGRIWKH
\HDUSXUVXDQWWRDOHJDOREOLJDWLRQWRGRVR DQGWKDWGRHVQRWUHGXFHWKHDPRXQWGHWHUPLQHGIRU$ 
When assistance received
(3) )RU WKH SXUSRVHV RI WKLV $FW RWKHU WKDQ WKLV VHFWLRQ DQG IRU JUHDWHU FHUWDLQW\ WKH DPRXQW WKDW D FRUSRUDWLRQ LV
GHHPHGXQGHUVXEVHFWLRQ 2 WRKDYHSDLGIRUDWD[DWLRQ\HDULVDVVLVWDQFHUHFHLYHGE\WKHFRUSRUDWLRQIURPDJRYHUQ
PHQWLPPHGLDWHO\EHIRUHWKHHQGRIWKH\HDU
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2019. )RUJUHDWHUFHUWDLQW\LWGRHVQRW
DSSO\LQUHVSHFWRIVDODU\RUZDJHVWKDWDUHLQUHVSHFWRIDSHULRGEHIRUH-DQXDU\1, 2019.
54 (1) 3DUDJUDSK152 1 E RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(b)  WKH DPRXQW RI WD[ LI DQ\ GHHPHG E\ VXEVHFWLRQ 120 2  RU 2.2  122.5 3  122.51 2  122.7 2  RU 3  122.8 4 

122.9 2 122.91 1 125.4 3 125.5 3 125.6 2 127.1 1 127.41 3 RU210.2 3 RU 4 WREHSDLGRQDFFRXQWRIWKHWD[
SD\HU¶VWD[SD\DEOHXQGHUWKLV3DUWIRUWKH\HDU

(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2019.
55 (1) 3DUDJUDSK157 3 H RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(e)  112 RI WKH WRWDO RI WKH DPRXQWV HDFK RI ZKLFK LV GHHPHG E\ VXEVHFWLRQ 125.4 3  125.5 3  125.6 2  127.1 1  RU
127.41 3 WRKDYHEHHQSDLGRQDFFRXQWRIWKHFRUSRUDWLRQ¶VWD[SD\DEOHXQGHUWKLV3DUWIRUWKH\HDU
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2019.
56 (1) 3DUDJUDSK157 3.1 F RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(c) 14 RI WKH WRWDO RI WKH DPRXQWV HDFK RI ZKLFK LV GHHPHG E\ VXEVHFWLRQ 125.4 3  125.5 3  125.6 2  127.1 1  RU
127.41 3 WRKDYHEHHQSDLGRQDFFRXQWRIWKHFRUSRUDWLRQ¶VWD[SD\DEOHXQGHUWKLV3DUWIRUWKHWD[DWLRQ\HDU
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2019.
57 (1) 6XEVHFWLRQ 163 2  RI WKH $FW LV DPHQGHG E\ VWULNLQJ RXW ³DQG´ DW WKH HQG RI SDUDJUDSK I  E\
DGGLQJ³DQG´DWWKHHQGRISDUDJUDSK J DQGE\DGGLQJWKHIROORZLQJDIWHUSDUDJUDSK J 
(h)  WKHDPRXQWLIDQ\E\ZKLFK
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(i) WKHDPRXQWWKDWZRXOGEHGHHPHGE\VXEVHFWLRQ 125.6 2 WRKDYHEHHQSDLGIRUWKH\HDUE\WKHSHUVRQLIWKDW
DPRXQWZHUHFDOFXODWHGE\UHIHUHQFHWRWKHLQIRUPDWLRQSURYLGHGLQWKHUHWXUQILOHGIRUWKH\HDUSXUVXDQWWRWKDW
VXEVHFWLRQ

H[FHHGV
(ii) WKHDPRXQWWKDWLVGHHPHGE\WKDWVXEVHFWLRQWREHSDLGIRUWKH\HDUE\WKHSHUVRQ
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2019.
58 (1) 6XESDUDJUDSK164 1 D LL RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(ii) EHIRUHVHQGLQJWKHQRWLFHRIDVVHVVPHQWIRUWKH\HDUZKHUHWKHWD[SD\HULVDTXDOLILHGFRUSRUDWLRQ DVGHILQHG
LQVXEVHFWLRQ125.4 1 DQHOLJLEOHSURGXFWLRQFRUSRUDWLRQ DVGHILQHGLQVXEVHFWLRQ125.5 1 RUDTXDOLILHG&DQDGL
DQMRXUQDOLVPRUJDQL]DWLRQDQGDQDPRXQWLVGHHPHGXQGHUVXEVHFWLRQ125.4 3 125.5 3 RU125.6 2 WRKDYHEHHQ
SDLG RQ DFFRXQW RI LWV WD[ SD\DEOH XQGHU WKLV 3DUW IRU WKH \HDU UHIXQG DOO RU SDUW RI DQ\ DPRXQW FODLPHG LQ WKH
UHWXUQDVDQRYHUSD\PHQWIRUWKH\HDUQRWH[FHHGLQJWKHWRWDORIWKRVHDPRXQWVVRGHHPHGWRKDYHEHHQSDLGDQG
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2019.
59 (1) 3DUDJUDSK241 4 G RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXESDUDJUDSK [YL 
(xvi.1) WRDSHUVRQHPSOR\HGRUHQJDJHGLQWKHVHUYLFHRIDQRIILFHRUDJHQF\RIWKH*RYHUQPHQWRI&DQDGDRURID

SURYLQFHZKRVHPDQGDWHLQFOXGHVWKHSURYLVLRQRIDVVLVWDQFH DVGHILQHGLQVXEVHFWLRQ125.6 1 LQUHVSHFWRITXDO
LILHG &DQDGLDQ MRXUQDOLVP RUJDQL]DWLRQV VROHO\ IRU WKH SXUSRVHRIWKHDGPLQLVWUDWLRQRUHQIRUFHPHQWRIWKHSUR
JUDPXQGHUZKLFKWKHDVVLVWDQFHLVRIIHUHG

(xvi.2) WR D ERG\ UHIHUUHG WR LQ SDUDJUDSK E  RI WKH GHILQLWLRQ qualified Canadian journalism organization LQ
VXEVHFWLRQ248 1 VROHO\IRUWKHSXUSRVHRIGHWHUPLQLQJHOLJLELOLW\IRUGHVLJQDWLRQXQGHUWKDWSDUDJUDSK
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2019.
60 (1) 6XEVHFWLRQ248 1 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJLQDOSKDEHWLFDORUGHU

qualified Canadian journalism organizationDWDQ\WLPHPHDQVDFRUSRUDWLRQSDUWQHUVKLSRUWUXVWWKDW
(a) PHHWVWKHIROORZLQJFRQGLWLRQV
(i)  LQWKHFDVHRIDFRUSRUDWLRQ
(A) LWLVLQFRUSRUDWHGXQGHUWKHODZVRI&DQDGDRUDSURYLQFH
(B) WKHFKDLUSHUVRQRURWKHUSUHVLGLQJRIILFHUDQGDWOHDVW34 RIWKHGLUHFWRUVRURWKHUVLPLODURIILFHUVDUHFLWL

]HQVRI&DQDGDDQG
(C) LWLVUHVLGHQWLQ&DQDGD
(ii) LQWKHFDVHRIDSDUWQHUVKLS
(A) LWLVIRUPHGXQGHUWKHODZVRIDSURYLQFHDQG
(B) LQGLYLGXDOVZKRDUHFLWL]HQVRI&DQDGDRUSHUVRQVRUSDUWQHUVKLSVGHVFULEHGLQDQ\RIVXESDUDJUDSKV L WR

LLL KROGLQWHUHVWVLQWKHSDUWQHUVKLS
(I) UHSUHVHQWLQJLQYDOXHDWOHDVW75RIWKHWRWDOYDOXHRIWKHSDUWQHUVKLSSURSHUW\DQG
(II) WKDWUHVXOWLQDWOHDVW75RIHDFKLQFRPHRUORVVRIWKHSDUWQHUVKLSIURPDQ\VRXUFHEHLQJLQFOXGHGLQWKH

GHWHUPLQDWLRQRIWKHLULQFRPHV
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(iii) LQWKHFDVHRIDWUXVW
(A) LWLVIRUPHGXQGHUWKHODZVRIDSURYLQFH
(B) LWLVUHVLGHQWLQ&DQDGDDQG
(C) LILQWHUHVWVDVDEHQHILFLDU\XQGHUWKHWUXVWDUHKHOGE\RQHRUPRUHSHUVRQVRUSDUWQHUVKLSVDWOHDVW75RI

WKHIDLUPDUNHWYDOXHRIDOOLQWHUHVWVDVDEHQHILFLDU\XQGHUWKHWUXVWDUHKHOGE\
(I) LQGLYLGXDOVZKRDUHFLWL]HQVRI&DQDGDRU
(II) SHUVRQVRUSDUWQHUVKLSVGHVFULEHGLQDQ\RIVXESDUDJUDSKV L WR LLL 
(iv) LWRSHUDWHVLQ&DQDGDLQFOXGLQJWKDWLWVFRQWHQWLVHGLWHGGHVLJQHGDQGH[FHSWLQWKHFDVHRIGLJLWDOFRQWHQW
SXEOLVKHGLQ&DQDGD
(v) LWLVSULPDULO\HQJDJHGLQWKHSURGXFWLRQRIRULJLQDOQHZVFRQWHQWZKLFK
(A) PXVWEHSULPDULO\IRFXVHGRQPDWWHUVRIJHQHUDOLQWHUHVWDQGUHSRUWVRIFXUUHQWHYHQWVLQFOXGLQJFRYHUDJH
RIGHPRFUDWLFLQVWLWXWLRQVDQGSURFHVVHVDQG
(B) PXVWQRWEHSULPDULO\IRFXVHGRQDSDUWLFXODUWRSLFVXFKDVLQGXVWU\VSHFLILFQHZVVSRUWVUHFUHDWLRQDUWV

OLIHVW\OHRUHQWHUWDLQPHQW
(vi) LWUHJXODUO\HPSOR\VWZRRUPRUHMRXUQDOLVWVZKRGHDODWDUP¶VOHQJWKZLWKWKHRUJDQL]DWLRQLQWKHSURGXFWLRQ

RILWVFRQWHQW
(vii) LWLVQRWVLJQLILFDQWO\HQJDJHGLQWKHSURGXFWLRQRIFRQWHQW
(A) WRSURPRWHWKHLQWHUHVWVRUUHSRUWRQWKHDFWLYLWLHVRIDQRUJDQL]DWLRQDQDVVRFLDWLRQRULWVPHPEHUV
(B) IRUDJRYHUQPHQW&URZQFRUSRUDWLRQRUJRYHUQPHQWDJHQF\RU
(C) WRSURPRWHJRRGVRUVHUYLFHVDQG
(viii) LWLVQRWD&URZQFRUSRUDWLRQPXQLFLSDOFRUSRUDWLRQRUJRYHUQPHQWDJHQF\DQG
(b) LVGHVLJQDWHGDWWKDWWLPHE\DERG\SUHVFULEHGIRUWKHSXUSRVHRIWKLVGHILQLWLRQ organisation journalistique

canadienne qualifiée
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ-DQXDU\1, 2019.

Personal Income Tax Credit for Digital Subscriptions
61 (1) 7KH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVHFWLRQ118.01

Definitions
118.02 (1) 7KHIROORZLQJGHILQLWLRQVDSSO\LQWKLVVHFWLRQ

digital news subscription RI DQ LQGLYLGXDO ZLWK D TXDOLILHG &DQDGLDQ MRXUQDOLVP RUJDQL]DWLRQ PHDQV DQ DJUHHPHQW
HQWHUHGLQWREHWZHHQWKHLQGLYLGXDODQGWKHTXDOLILHG&DQDGLDQMRXUQDOLVPRUJDQL]DWLRQLI
(a) WKHDJUHHPHQWHQWLWOHVDQLQGLYLGXDOWRDFFHVVFRQWHQWRIWKHTXDOLILHG&DQDGLDQMRXUQDOLVPRUJDQL]DWLRQLQGLJLWDO

IRUPDQG
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(b) WKH TXDOLILHG &DQDGLDQ MRXUQDOLVP RUJDQL]DWLRQ LV SULPDULO\ HQJDJHG LQ WKH SURGXFWLRQ RI RULJLQDO ZULWWHQ QHZV

FRQWHQW DQG LV QRW HQJDJHG LQ D broadcasting undertaking DV GHILQHG LQ VXEVHFWLRQ 2 1  RI WKH %URDGFDVWLQJ $FW
abonnement aux nouvelles numériques

qualifying subscription expenseIRUDWD[DWLRQ\HDUPHDQVWKHDPRXQWSDLGLQWKH\HDUIRUDGLJLWDOQHZVVXEVFULSWLRQ
RIDQLQGLYLGXDOZLWKDTXDOLILHG&DQDGLDQMRXUQDOLVPRUJDQL]DWLRQDQGIRUWKLVSXUSRVHLIWKHGLJLWDOQHZVVXEVFULSWLRQ
SURYLGHVDFFHVVWRFRQWHQWLQQRQGLJLWDOIRUPRUFRQWHQWRWKHUWKDQFRQWHQWRITXDOLILHG&DQDGLDQMRXUQDOLVPRUJDQL]D
WLRQVWKHDPRXQWFRQVLGHUHGWREHSDLGIRUWKHGLJLWDOQHZVVXEVFULSWLRQVKDOOQRWH[FHHG
(a) WKHFRVWRIDFRPSDUDEOHGLJLWDOQHZVVXEVFULSWLRQZLWKWKHTXDOLILHG&DQDGLDQMRXUQDOLVPRUJDQL]DWLRQWKDWVROHO\
SURYLGHVDFFHVVWRFRQWHQWRITXDOLILHG&DQDGLDQMRXUQDOLVPRUJDQL]DWLRQVLQGLJLWDOIRUPDQG
(b) LI WKHUH LV QR VXFK FRPSDUDEOH GLJLWDO QHZV VXEVFULSWLRQ 12 RI WKH DPRXQW DFWXDOO\ SDLG dépense pour
abonnement admissible

Digital news subscription tax credit
(2) )RUWKHSXUSRVHRIFRPSXWLQJWKHWD[SD\DEOHXQGHUWKLV3DUWE\DQLQGLYLGXDOIRUDWD[DWLRQ\HDUWKDWLVEHIRUH2025,
WKHUHPD\EHGHGXFWHGWKHDPRXQWGHWHUPLQHGE\WKHIRUPXOD
A×B

ZKHUH
A LVWKHDSSURSULDWHSHUFHQWDJHIRUWKH\HDUDQG
B LVWKHOHVVHURI
(a) 500, DQG
(b) WKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDTXDOLI\LQJVXEVFULSWLRQH[SHQVHRIWKHLQGLYLGXDOIRUWKH\HDU

Apportionment of credit
(3)  ,IPRUHWKDQRQHLQGLYLGXDOLVHQWLWOHGWRDGHGXFWLRQXQGHUWKLVVHFWLRQIRUDWD[DWLRQ\HDULQUHVSHFWRIDTXDOLI\LQJ

VXEVFULSWLRQH[SHQVHWKHWRWDORIDOODPRXQWVVRGHGXFWLEOHVKDOOQRWH[FHHGWKHPD[LPXPDPRXQWWKDWZRXOGEHVRGH
GXFWLEOHIRUWKH\HDUE\DQ\RQHRIWKRVHLQGLYLGXDOVLQUHVSHFWRIWKHTXDOLI\LQJVXEVFULSWLRQH[SHQVHLIWKDWLQGLYLGXDO
ZHUHWKHRQO\LQGLYLGXDOHQWLWOHGWRGHGXFWDQDPRXQWIRUWKH\HDUXQGHUWKLVVHFWLRQDQGLIWKHLQGLYLGXDOVFDQQRWDJUHH
DVWRZKDWSRUWLRQRIWKHDPRXQWHDFKFDQVRGHGXFWWKH0LQLVWHUPD\IL[WKHSRUWLRQV
(2) 6XEVHFWLRQ 1 DSSOLHVWRWKH2020 DQGVXEVHTXHQWWD[DWLRQ\HDUV
62 (1) 6HFWLRQ118.92 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Ordering of credits
118.92 ,QFRPSXWLQJDQLQGLYLGXDO¶VWD[SD\DEOHXQGHUWKLV3DUWWKHIROORZLQJSURYLVLRQVVKDOOEHDSSOLHGLQWKHIROORZ

LQJ RUGHU VXEVHFWLRQV 118 1  DQG 2  VHFWLRQ 118.7, VXEVHFWLRQV 118 3  DQG 10  DQG VHFWLRQV 118.01, 118.02, 118.04,
118.041, 118.05, 118.06, 118.07, 118.3, 118.61, 118.5, 118.9, 118.8, 118.2, 118.1, 118.62 DQG121.
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRQ-DQXDU\1, 2020.
63 6HFWLRQ241 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 3.3 

Information may be communicated
(3.4) 7KH0LQLVWHUPD\FRPPXQLFDWHRURWKHUZLVHPDNHDYDLODEOHWRWKHSXEOLFLQDQ\PDQQHUWKDWWKH0LQLVWHUFRQVLG
HUVDSSURSULDWHWKHIROORZLQJWD[SD\HULQIRUPDWLRQ
(a) WKHQDPHVRIHDFKRUJDQL]DWLRQZLWKUHVSHFWWRZKLFKDQLQGLYLGXDOFDQEHHQWLWOHGWRDGHGXFWLRQXQGHUVXEVHF

WLRQ118.02 2 DQG
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(b) WKHVWDUWDQGLIDSSOLFDEOHHQGRIWKHSHULRGLQZKLFKSDUDJUDSK D DSSOLHVLQUHVSHFWRIDQ\SDUWLFXODURUJDQL]D

WLRQ

Business Investment in Zero-Emission Vehicles
64 (1) 6XEVHFWLRQ 13 7  RI WKH $FW LV DPHQGHG E\ VWULNLQJ RXW ³DQG´ DW WKH HQG RI SDUDJUDSK J  E\

DGGLQJ³DQG´DWWKHHQGRISDUDJUDSK K DQGE\DGGLQJWKHIROORZLQJDIWHUSDUDJUDSK K 
(i) LIWKHFRVWWRDWD[SD\HURID]HURHPLVVLRQSDVVHQJHUYHKLFOHH[FHHGVWKHSUHVFULEHGDPRXQW
(i) WKHFDSLWDOFRVWWRWKHWD[SD\HURIWKHYHKLFOHLVGHHPHGWREHHTXDOWRWKHSUHVFULEHGDPRXQWDQG
(ii) IRUWKHSXUSRVHVRISDUDJUDSK D RIWKHGHVFULSWLRQRI)LQWKHGHILQLWLRQundepreciated capital costLQVXE

VHFWLRQ 21 WKHSURFHHGVRIGLVSRVLWLRQRIWKHYHKLFOHDUHGHHPHGWREHWKHDPRXQWGHWHUPLQHGE\WKHIRUPXOD
A × B/C

ZKHUH
A LVWKHDPRXQWWKDWZRXOGLQWKHDEVHQFHRIWKLVVXESDUDJUDSKEHWKHSURFHHGVRIGLVSRVLWLRQRIWKHYHKLFOH
B LV
(a) LIWKHYHKLFOHLVGLVSRVHGRIWRDSHUVRQRUSDUWQHUVKLSZLWKZKLFKWKHWD[SD\HUGHDOVDWDUP¶VOHQJWKWKH
FDSLWDOFRVWWRWKHWD[SD\HURIWKHYHKLFOHDQG
(b) LQDQ\RWKHUFDVHWKHFRVWWRWKHWD[SD\HURIWKHYHKLFOHDQG
C LVWKHFRVWWRWKHWD[SD\HURIWKHYHKLFOH
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
65 (1) 7KHSRUWLRQRIVXEVHFWLRQ20 4 RIWKH$FWEHIRUHSDUDJUDSK D LVUHSODFHGE\WKHIROORZLQJ

Bad debts — dispositions of depreciable property
(4) ,IDQDPRXQWWKDWLVRZLQJWRDWD[SD\HUDVRURQDFFRXQWRIWKHSURFHHGVRIGLVSRVLWLRQRIGHSUHFLDEOHSURSHUW\ RWK

HUWKDQDWLPEHUUHVRXUFHSURSHUW\DSDVVHQJHUYHKLFOHWRZKLFKSDUDJUDSK13 7 J DSSOLHVRUD]HURHPLVVLRQSDVVHQJHU
YHKLFOHWRZKLFKSDUDJUDSK13 7 L DSSOLHV RIWKHWD[SD\HURIDSUHVFULEHGFODVVLVHVWDEOLVKHGE\WKHWD[SD\HUWRKDYH
EHFRPHDEDGGHEWLQDWD[DWLRQ\HDUWKHUHPD\EHGHGXFWHGLQFRPSXWLQJWKHWD[SD\HU¶VLQFRPHIRUWKH\HDUWKHOHVVHU
RI
(2) 6HFWLRQ20 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 4.1 

Bad debts — zero-emission passenger vehicles
(4.11) ,IDQDPRXQWWKDWLVRZLQJWRDWD[SD\HUDVRURQDFFRXQWRIWKHSURFHHGVRIGLVSRVLWLRQRID]HURHPLVVLRQSDV

VHQJHUYHKLFOHRIWKHWD[SD\HUWRZKLFKSDUDJUDSK13 7 L DSSOLHVLVHVWDEOLVKHGE\WKHWD[SD\HUWRKDYHEHFRPHDEDG
GHEWLQDWD[DWLRQ\HDUWKHUHPD\EHGHGXFWHGLQFRPSXWLQJWKHWD[SD\HU¶VLQFRPHIRUWKH\HDUWKHOHVVHURI
(a) WKHDPRXQWWKDWZRXOGEHGHWHUPLQHGE\WKHIRUPXODLQVXESDUDJUDSK13 7 L LL LQUHVSHFWRIWKHGLVSRVLWLRQLI
WKHDPRXQWGHWHUPLQHGIRU$LQWKHIRUPXODZHUHWKHDPRXQWRZLQJWRWKHWD[SD\HUDQG
(b) WKHDPRXQWGHWHUPLQHGE\WKHIRUPXOD
A–B

ZKHUH
A LVWKHFDSLWDOFRVWWRWKHWD[SD\HURIWKHYHKLFOHDQG
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B LVWKHDPRXQWWKDWZRXOGEHGHWHUPLQHGE\WKHIRUPXODLQVXESDUDJUDSK13 7 L LL LQUHVSHFWRIWKHGLVSRVLWLRQLI

WKHDPRXQWGHWHUPLQHGIRU$LQWKHIRUPXODZHUHWKHWRWDODPRXQWLIDQ\UHDOL]HGE\WKHWD[SD\HURQDFFRXQWRI
WKHSURFHHGVRIGLVSRVLWLRQ
(3) 6XEVHFWLRQV 1 DQG 2 DUHGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
66 (1) 7KHSRUWLRQRIVHFWLRQ67.2 RIWKH$FWEHIRUHWKHIRUPXODLVUHSODFHGE\WKHIROORZLQJ

Interest on money borrowed for certain vehicles
67.2 )RUWKHSXUSRVHVRIWKLV$FWLIDQDPRXQWLVSDLGRUSD\DEOHIRUDSHULRGE\DSHUVRQLQUHVSHFWRILQWHUHVWRQERU
URZHGPRQH\XVHGWRDFTXLUHDSDVVHQJHUYHKLFOHRU]HURHPLVVLRQSDVVHQJHUYHKLFOHRURQDQDPRXQWSDLGRUSD\DEOH
IRUWKHDFTXLVLWLRQRIVXFKDYHKLFOHWKHQLQFRPSXWLQJWKHSHUVRQ¶VLQFRPHIRUDWD[DWLRQ\HDUWKHDPRXQWRILQWHUHVWVR
SDLGRUSD\DEOHLVGHHPHGWREHWKHOHVVHURIWKHDFWXDODPRXQWSDLGRUSD\DEOHDQGWKHDPRXQWGHWHUPLQHGE\WKHIRU
PXOD
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
67 (1) 7KH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVHFWLRQ67.4

More than one owner
67.41 ,IDSHUVRQRZQVD]HURHPLVVLRQSDVVHQJHUYHKLFOHMRLQWO\ZLWKRQHRUPRUHRWKHUSHUVRQVDQ\UHIHUHQFHLQSDUD
JUDSK13 7 L WRWKHSUHVFULEHGDPRXQWDQGLQVHFWLRQ67.2 WRWKHDPRXQWRI250 RUVXFKRWKHUDPRXQWDVPD\EHSUH
VFULEHGLVWREHUHDGDVDUHIHUHQFHWRWKDWSURSRUWLRQRIHDFKRIWKRVHDPRXQWVWKDWWKHIDLUPDUNHWYDOXHRIWKHILUVW
PHQWLRQHGSHUVRQ¶VLQWHUHVWLQWKHYHKLFOHLVRIWKHIDLUPDUNHWYDOXHRIWKHLQWHUHVWVLQWKHYHKLFOHRIDOOWKRVHSHUVRQV
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
68 (1) 6XEVHFWLRQ85 1 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUSDUDJUDSK H4 
(e.5) LI WKH SURSHUW\ LV GHSUHFLDEOH SURSHUW\ RI D SUHVFULEHG FODVV RI WKH WD[SD\HU WKDW LV D ]HURHPLVVLRQ SDVVHQJHU

YHKLFOHWRZKLFKSDUDJUDSK13 7 L DSSOLHVDQGWKHWD[SD\HUDQGWKHFRUSRUDWLRQGRQRWGHDODWDUP¶VOHQJWK

(i) WKHDPRXQWWKDWWKHWD[SD\HUDQGWKHFRUSRUDWLRQKDYHDJUHHGRQLQWKHLUHOHFWLRQLQUHVSHFWRIWKHYHKLFOHLV
GHHPHGWREHDQDPRXQWHTXDOWRWKHFRVWDPRXQWWRWKHWD[SD\HURIWKHYHKLFOHLPPHGLDWHO\EHIRUHWKHGLVSRVL
WLRQDQG
(ii) IRUWKHSXUSRVHVRIVXEVHFWLRQ6 2 WKHFRVWWRWKHFRUSRUDWLRQRIWKHYHKLFOHLVGHHPHGWREHDQDPRXQWHTXDO
WRLWVIDLUPDUNHWYDOXHLPPHGLDWHO\EHIRUHWKHGLVSRVLWLRQ
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
69 (1) 7KHGHILQLWLRQpassenger vehicleLQVXEVHFWLRQ248 1 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

passenger vehiclePHDQVDQDXWRPRELOH
(a) DFTXLUHGDIWHU-XQH17, 1987, RWKHUWKDQDQDXWRPRELOHWKDWLVDFTXLUHGDIWHUWKDWGDWHSXUVXDQWWRDQREOLJDWLRQLQ
ZULWLQJHQWHUHGLQWREHIRUH-XQH18, 1987 RUWKDWLVD]HURHPLVVLRQYHKLFOHRU
(b) OHDVHGXQGHUDOHDVHHQWHUHGLQWRH[WHQGHGRUUHQHZHGDIWHU-XQH17, 1987 voiture de tourisme
(2) 6XEVHFWLRQ248 1 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJGHILQLWLRQVLQDOSKDEHWLFDORUGHU

zero-emission passenger vehicleRIDWD[SD\HUPHDQVDQDXWRPRELOHRIWKHWD[SD\HUWKDWLVLQFOXGHGLQ&ODVV 54 RI
6FKHGXOH,,WRWKH,QFRPH7D[5HJXODWLRQV voiture de tourisme zéro émission
zero-emission vehicleRIDWD[SD\HUPHDQVDPRWRUYHKLFOHWKDW
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(a) LVDSOXJLQK\EULGZLWKDEDWWHU\FDSDFLW\RIDWOHDVW15 N:KRULVIXOO\
(i) HOHFWULFRU
(ii) SRZHUHGE\K\GURJHQ
(b) LVDFTXLUHGDQGEHFRPHVDYDLODEOHIRUXVHE\WKHWD[SD\HURQRUDIWHU%XGJHW'D\DQGEHIRUH2028, DQG
(c) LVQRWDYHKLFOH
(i) WKDWKDVEHHQXVHGRUDFTXLUHGIRUXVHIRUDQ\SXUSRVHEHIRUHLWZDVDFTXLUHGE\WKHWD[SD\HURU
(ii) LQUHVSHFWRIZKLFK
(A) WKHWD[SD\HUKDVDWDQ\WLPHPDGHDQHOHFWLRQXQGHUVXEVHFWLRQ1103 2M RIWKH,QFRPH7D[5HJXODWLRQV
(B) DVVLVWDQFHKDVEHHQSDLGE\WKH*RYHUQPHQWRI&DQDGDXQGHUDSUHVFULEHGSURJUDPRU
(C) DQDPRXQWKDVEHHQGHGXFWHGXQGHUSDUDJUDSK20 1 D RUVXEVHFWLRQ20 16 E\DQRWKHUSHUVRQRUSDUWQHU
VKLS véhicule zéro émission
(3) 6XEVHFWLRQV248 17 DQG 17.1 RIWKH$FWDUHUHSODFHGE\WKHIROORZLQJ

Application of subsection (16) to certain vehicles and aircraft
(17) ,I WKH LQSXW WD[ FUHGLW RI D WD[SD\HU XQGHU 3DUW ,; RI WKH ([FLVH 7D[ $FW LQ UHVSHFW RI D SDVVHQJHU YHKLFOH ]HUR
HPLVVLRQ SDVVHQJHU YHKLFOH RU DLUFUDIW LV GHWHUPLQHG ZLWK UHIHUHQFH WR VXEVHFWLRQ 202 4  RI WKDW $FW VXESDUDJUDSKV
16 D L WR LLL DUHWREHUHDGDVWKH\DSSO\LQUHVSHFWRIWKHYHKLFOHRUDLUFUDIWDVWKHFDVHPD\EHDVIROORZV
“(i) DWWKHEHJLQQLQJRIWKHILUVWWD[DWLRQ\HDURUILVFDOSHULRGRIWKHWD[SD\HUFRPPHQFLQJDIWHUWKHHQGRIWKHWD[D
WLRQ\HDURUILVFDOSHULRGDVWKHFDVHPD\EHLQZKLFKWKHJRRGVDQGVHUYLFHVWD[LQUHVSHFWRIVXFKSURSHUW\ZDV
FRQVLGHUHGIRUWKHSXUSRVHVRIGHWHUPLQLQJWKHLQSXWWD[FUHGLWWREHSD\DEOHLIWKHWD[ZDVFRQVLGHUHGIRUWKHSXU
SRVHVRIGHWHUPLQLQJWKHLQSXWWD[FUHGLWWRKDYHEHFRPHSD\DEOHLQWKHUHSRUWLQJSHULRGRU
(ii) LIQRVXFKWD[ZDVFRQVLGHUHGIRUWKHSXUSRVHVRIGHWHUPLQLQJWKHLQSXWWD[FUHGLWWRKDYHEHFRPHSD\DEOHLQ
WKHUHSRUWLQJSHULRGDWWKHHQGRIWKHUHSRUWLQJSHULRGRU´

Application of subsection (16.1) to certain vehicles and aircraft
(17.1) ,IWKHLQSXWWD[UHIXQGRIDWD[SD\HUXQGHU$Q$FWUHVSHFWLQJWKH4XpEHFVDOHVWD[564F70.1, LQUHVSHFWRID

SDVVHQJHU YHKLFOH ]HURHPLVVLRQ SDVVHQJHU YHKLFOH RU DLUFUDIW LV GHWHUPLQHG ZLWK UHIHUHQFH WR VHFWLRQ 252 RI WKDW $FW
VXESDUDJUDSKV 16.1 D L WR LLL DUHWREHUHDGDVWKH\DSSO\LQUHVSHFWRIWKHYHKLFOHRUDLUFUDIWDVWKHFDVHPD\EHDV
IROORZV
“(i) DWWKHEHJLQQLQJRIWKHILUVWWD[DWLRQ\HDURUILVFDOSHULRGRIWKHWD[SD\HUWKDWEHJLQVDIWHUWKHHQGRIWKHWD[D

WLRQ\HDURUILVFDOSHULRGDVWKHFDVHPD\EHLQZKLFKWKH4XHEHFVDOHVWD[LQUHVSHFWRIVXFKSURSHUW\ZDVFRQVLG
HUHGIRUWKHSXUSRVHVRIGHWHUPLQLQJWKHLQSXWWD[UHIXQGWREHSD\DEOHLIWKHWD[ZDVFRQVLGHUHGIRUWKHSXUSRVHV
RIGHWHUPLQLQJWKHLQSXWWD[UHIXQGWRKDYHEHFRPHSD\DEOHLQWKHUHSRUWLQJSHULRGRU
(ii) LIQRVXFKWD[ZDVFRQVLGHUHGIRUWKHSXUSRVHVRIGHWHUPLQLQJWKHLQSXWWD[UHIXQGWRKDYHEHFRPHSD\DEOHLQ
WKHUHSRUWLQJSHULRGDWWKHHQGRIWKHUHSRUWLQJSHULRGRU´
(4) 6XEVHFWLRQV 1 WR 3 DUHGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
70 (1) 3DUDJUDSK1100 1 D RIWKH5HJXODWLRQVLVDPHQGHGE\VWULNLQJRXW³DQG´DWWKHHQGRIVXESDUD
JUDSK [[[YLLL DQGE\DGGLQJWKHIROORZLQJDIWHUVXESDUDJUDSK [[[L[ 
(xl) RI&ODVV54, 30 SHUFHQWDQG
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(xli) RI&ODVV55, 40 SHUFHQW
(2) 6XEVHFWLRQ 1100 2  RI WKH 5HJXODWLRQV LV DPHQGHG E\ LQFRUSRUDWLQJ WKH IROORZLQJ LQWR WKH IRUPXOD
FRQWDLQHGLQWKH1RWLFHRI:D\VDQG0HDQV0RWLRQWRDPHQGWKH,QFRPH7D[$FWDQGWKH,QFRPH7D[
5HJXODWLRQVWDEOHGLQWKH+RXVHRI&RPPRQVRQ1RYHPEHU21, 2018
X(Y − Z)

ZKHUH
X LV
(a) LIWKHFODVVLV&ODVV54
(i) 2 13, LQUHVSHFWRISURSHUW\WKDWEHFRPHVDYDLODEOHIRUXVHEHIRUH2024,
(ii) 1 12, LQUHVSHFWRISURSHUW\WKDWEHFRPHVDYDLODEOHIRUXVHLQ2024 RU2025, DQG
(iii) 56, LQUHVSHFWRISURSHUW\WKDWEHFRPHVDYDLODEOHIRUXVHDIWHU2025, DQG
(b) LIWKHFODVVLV&ODVV55
(i) 1 12, LQUHVSHFWRISURSHUW\WKDWEHFRPHVDYDLODEOHIRUXVHEHIRUH2024,
(ii) 78, LQUHVSHFWRISURSHUW\WKDWEHFRPHVDYDLODEOHIRUXVHLQ2024 RU2025, DQG
(iii) 38, LQUHVSHFWRISURSHUW\WKDWEHFRPHVDYDLODEOHIRUXVHDIWHU2025
Y LVWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDQDPRXQWLQFOXGHGLQUHVSHFWRIWKHFODVVXQGHUHOHPHQW$RIWKHGHILQL

WLRQundepreciated capital costLQVXEVHFWLRQ13 21 RIWKH$FWLQUHVSHFWRIDSURSHUW\WKDWEHFDPHDYDLODEOHIRUXVH
E\WKHWD[SD\HULQWKH\HDUDQG

Z

LVWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDQDPRXQWLQFOXGHGLQUHVSHFWRIWKHFODVVXQGHUHOHPHQW)RIWKDWGHILQL
WLRQLQUHVSHFWRISURSHUW\GLVSRVHGRILQWKH\HDU

71 (1) 7KHSRUWLRQRIVXEVHFWLRQ1102 14 RIWKH5HJXODWLRQVEHIRUHSDUDJUDSK D LVUHSODFHGE\WKHIRO

ORZLQJ
(14) 6XEMHFWWRVXEVHFWLRQV 14.11 WR 14.13 IRUWKHSXUSRVHVRIWKLV3DUWDQG6FKHGXOH,,LIDSURSHUW\LVDFTXLUHGE\D
WD[SD\HU
(2) 6HFWLRQ1102 RIWKH5HJXODWLRQVLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 14.12 
(14.13) 6XEVHFWLRQ 14 GRHVQRWDSSO\WRDQDFTXLVLWLRQRISURSHUW\E\DWD[SD\HUIURPDSHUVRQLQUHVSHFWRIZKLFKWKH

SURSHUW\LVD]HURHPLVVLRQYHKLFOHLQFOXGHGLQ&ODVV54 RU55.
(3) 6HFWLRQ1102 RIWKH5HJXODWLRQVLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 25 
(26) )RUWKHSXUSRVHRIFODXVH F LL % RIWKHGHILQLWLRQzero-emission vehicleLQVXEVHFWLRQ248 1 RIWKH$FWWKHIHG
HUDO SXUFKDVH LQFHQWLYH GHVFULEHG LQ WKH EXGJHW GRFXPHQWV WDEOHG E\ WKH 0LQLVWHU RI )LQDQFH RQ %XGJHW 'D\ LV D SUH
VFULEHGSURJUDP
(4) 6XEVHFWLRQV 1 WR 3 DUHGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
72 (1) 6HFWLRQ1103 RIWKH5HJXODWLRQVLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 2L 
(2j) $WD[SD\HUPD\LQLWVUHWXUQRILQFRPHILOHGZLWKWKH0LQLVWHURQRUEHIRUHLWVILOLQJGXHGDWHIRUWKHWD[DWLRQ\HDU
LQZKLFKDSURSHUW\LVDFTXLUHGHOHFWQRWWRLQFOXGHWKHSURSHUW\LQ&ODVV54 RU55 LQ6FKHGXOH,,DVWKHFDVHPD\EH
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
73 (1) 6HFWLRQ7307 RIWKH5HJXODWLRQVLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 1 
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(1.1) )RUWKHSXUSRVHVRISDUDJUDSK13 7 L RIWKH$FWWKHDPRXQWSUHVFULEHGLQUHVSHFWRID]HURHPLVVLRQSDVVHQJHU
YHKLFOHRIDWD[SD\HULVWKHDPRXQWGHWHUPLQHGE\WKHIRUPXOD
A+B

ZKHUH
A LV55,000DQG
B LVWKHVXPWKDWZRXOGKDYHEHHQSD\DEOHLQUHVSHFWRIIHGHUDODQGSURYLQFLDOVDOHVWD[HVRQWKHDFTXLVLWLRQRIWKHYHKL

FOHLILWKDGEHHQDFTXLUHGE\WKHWD[SD\HUDWDFRVWHTXDOWR$EHIRUHWKHDSSOLFDWLRQRIWKHIHGHUDODQGSURYLQFLDO
VDOHVWD[HV
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
74 (1) 6FKHGXOH,,WRWKH5HJXODWLRQVLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHU&ODVV53

&/$6654
3URSHUW\WKDWLVD]HURHPLVVLRQYHKLFOHWKDWLVQRWLQFOXGHGLQ&ODVV16 RU55.
&/$6655
3URSHUW\WKDWLVD]HURHPLVVLRQYHKLFOHWKDWZRXOGRWKHUZLVHEHLQFOXGHGLQ&ODVV16.
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\

Small Business Deduction — Farming and Fishing
75 (1) 7KHGHILQLWLRQspecified cooperative incomeLQVXEVHFWLRQ125 7 RIWKH$FWLVUHSHDOHG
(2) 7KHSRUWLRQRIVXESDUDJUDSK D L RIWKHGHILQLWLRQspecified corporate incomeLQVXEVHFWLRQ125 7 RI
WKH$FWEHIRUHFODXVH $ LVUHSODFHGE\WKHIROORZLQJ
(i) WKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVLQFRPH RWKHUWKDQVSHFLILHGIDUPLQJRUILVKLQJLQFRPHRIWKHFRUSRUD
WLRQIRUWKH\HDU IURPDQDFWLYHEXVLQHVVRIWKHFRUSRUDWLRQIRUWKH\HDUIURPWKHSURYLVLRQRIVHUYLFHVRUSURSHUW\
WRDSULYDWHFRUSRUDWLRQ GLUHFWO\RULQGLUHFWO\LQDQ\PDQQHUZKDWHYHU LI
(3) 6XEVHFWLRQ125 7 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJLQDOSKDEHWLFDORUGHU

specified farming or fishing income RI D SDUWLFXODU FRUSRUDWLRQ IRU D WD[DWLRQ \HDU PHDQV LQFRPH RI WKH SDUWLFXODU
FRUSRUDWLRQ RWKHUWKDQDQDPRXQWLQFOXGHGLQWKHSDUWLFXODUFRUSRUDWLRQ¶VLQFRPHXQGHUVXEVHFWLRQ135 7 LI
(a) WKHLQFRPHLVIURPWKHVDOHRIWKHIDUPLQJSURGXFWVRUILVKLQJFDWFKHVRIWKHSDUWLFXODUFRUSRUDWLRQ¶VIDUPLQJRU

ILVKLQJEXVLQHVVWRDQRWKHUFRUSRUDWLRQDQG
(b) WKHSDUWLFXODUFRUSRUDWLRQGHDOVDWDUP¶VOHQJWKZLWKWKHRWKHUFRUSRUDWLRQ revenu d’agriculture ou de pêche

déterminé
(4) 6XEVHFWLRQV 1 WR 3 DSSO\WRWD[DWLRQ\HDUVWKDWEHJLQDIWHU0DUFK21, 2016. $Q\DVVHVVPHQWRIDWD[
SD\HU¶VWD[LQWHUHVWDQGSHQDOWLHVSD\DEOHXQGHUWKH$FWIRUDQ\WD[DWLRQ\HDUWKDWHQGVEHIRUH%XGJHW
'D\ WKDW ZRXOG LQ WKH DEVHQFH RI WKLV VXEVHFWLRQ EH SUHFOXGHG EHFDXVH RI VXEVHFWLRQV152 4  WR 5  RI
WKH$FWLVWREHPDGHWRWKHH[WHQWQHFHVVDU\WRWDNHLQWRDFFRXQWVXEVHFWLRQV 1 WR 3 

Scientific Research and Experimental Development Program
76 (1) 3DUDJUDSK87 2 M6 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Continuing corporation
(j.6) IRU WKH SXUSRVHV RI SDUDJUDSKV 12 1 W  DQG [  VXEVHFWLRQV 12 2.2  DQG 13 7.1  7.4  DQG 24  SDUDJUDSKV

13 27 E  DQG 28 F  VXEVHFWLRQV 13 29  DQG 18 9.1  SDUDJUDSKV 20 1 H  H1  DQG KK  VHFWLRQV 20.1 DQG 32,
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SDUDJUDSK37 1 F VXEVHFWLRQ39 13 VXESDUDJUDSKV53 2 F YL DQG K LL SDUDJUDSK53 2 V VXEVHFWLRQV53 2.1 
66 11.4 66.7 11 DQG127 10.2 VHFWLRQ139.1, VXEVHFWLRQ152 4.3 WKHGHWHUPLQDWLRQRI'LQWKHGHILQLWLRQundepre‐
ciated capital cost LQ VXEVHFWLRQ 13 21  DQG WKH GHWHUPLQDWLRQRI/LQWKHGHILQLWLRQ cumulative Canadian explo‐
ration expenseLQVXEVHFWLRQ66.1 6 WKHQHZFRUSRUDWLRQLVGHHPHGWREHWKHVDPHFRUSRUDWLRQDVDQGDFRQWLQXD
WLRQRIHDFKSUHGHFHVVRUFRUSRUDWLRQ
(2) 3DUDJUDSK87 2 RR RIWKH$FWLVUHSHDOHG
(3) 6XEVHFWLRQV 1 DQG 2 DSSO\WRWD[DWLRQ\HDUVWKDWHQGRQRUDIWHU%XGJHW'D\
77 (1) 3DUDJUDSK88 1 H8 RIWKH$FWLVUHSHDOHG
(2) 6XEVHFWLRQ 1 DSSOLHVWRWD[DWLRQ\HDUVWKDWHQGRQRUDIWHU%XGJHW'D\
78 (1) 6XEVHFWLRQ127 10.2 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Expenditure limit
(10.2) )RUWKHSXUSRVHRIVXEVHFWLRQ 10.1 DSDUWLFXODUFRUSRUDWLRQ¶VH[SHQGLWXUHOLPLWIRUDSDUWLFXODUWD[DWLRQ\HDULV

WKHDPRXQWGHWHUPLQHGE\WKHIRUPXOD
$3 million × ($40 million – A)/$40 million

ZKHUH
A LV
(a) QLOLIWKHIROORZLQJDPRXQWLVOHVVWKDQRUHTXDOWR10 PLOOLRQ
(i) LIWKHSDUWLFXODUFRUSRUDWLRQLVQRWDVVRFLDWHGZLWKDQ\RWKHUFRUSRUDWLRQLQWKHSDUWLFXODUWD[DWLRQ\HDUWKH
DPRXQWWKDWLVLWVWD[DEOHFDSLWDOHPSOR\HGLQ&DQDGD ZLWKLQWKHPHDQLQJDVVLJQHGE\VHFWLRQ181.2 RU181.3
IRULWVLPPHGLDWHO\SUHFHGLQJWD[DWLRQ\HDUDQG
(ii) LI WKH SDUWLFXODU FRUSRUDWLRQ LV DVVRFLDWHG ZLWK RQH RU PRUH RWKHU FRUSRUDWLRQV LQ WKH SDUWLFXODU WD[DWLRQ

\HDU WKH DPRXQW WKDW LV WKH WRWDO RI DOO DPRXQWV HDFK RI ZKLFK LV WKH WD[DEOH FDSLWDO HPSOR\HG LQ &DQDGD
ZLWKLQWKHPHDQLQJDVVLJQHGE\VHFWLRQ 181.2 RU181.3 RIWKHSDUWLFXODUFRUSRUDWLRQIRULWVRURIRQHRIWKH
RWKHUFRUSRUDWLRQVIRULWVODVWWD[DWLRQ\HDUWKDWHQGHGLQWKHODVWFDOHQGDU\HDUWKDWHQGHGEHIRUHWKHHQGRI
WKHSDUWLFXODUWD[DWLRQ\HDUDQG
(b) LQDQ\RWKHUFDVHWKHOHVVHURI40 PLOOLRQDQGWKHDPRXQWE\ZKLFKWKHDPRXQWGHWHUPLQHGXQGHUVXESDUD
JUDSK D L RU LL DVWKHFDVHPD\EHH[FHHGV10 PLOOLRQ
(2) 6XEVHFWLRQ127 10.6 RIWKH$FWLVDPHQGHGE\DGGLQJ³DQG´DWWKHHQGRISDUDJUDSK D E\VWULNLQJ

RXW³DQG´DWWKHHQGRISDUDJUDSK E DQGE\UHSHDOLQJSDUDJUDSK F 
(3) 6XEVHFWLRQV 1 DQG 2 DSSO\WRWD[DWLRQ\HDUVWKDWHQGRQRUDIWHU%XGJHW'D\

Canadian-Belgian Co-productions — Canada Film or Video Production Tax
Credit
79 (1) 6XEVHFWLRQ1106 3 RIWKH5HJXODWLRQVLVDPHQGHGE\VWULNLQJRXW³DQG´DWWKHHQGRISDUDJUDSK

G E\DGGLQJ³DQG´DWWKHHQGRISDUDJUDSK H DQGE\DGGLQJWKHIROORZLQJDIWHUSDUDJUDSK H 
(f) WKH0HPRUDQGXPRI8QGHUVWDQGLQJEHWZHHQWKH*RYHUQPHQWRI&DQDGDDQGWKH5HVSHFWLYH*RYHUQPHQWVRIWKH
)OHPLVK)UHQFKDQG*HUPDQVSHDNLQJ&RPPXQLWLHVRIWKH.LQJGRPRI%HOJLXPFRQFHUQLQJ$XGLRYLVXDO&RSURGXF
WLRQ
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ0DUFK12, 2018.
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Character Conversion Transactions
80 (1) 6XESDUDJUDSK E L RIWKHGHILQLWLRQderivative forward agreementLQVXEVHFWLRQ248 1 RIWKH$FW
LVUHSODFHGE\WKHIROORZLQJ
(i) UHYHQXHLQFRPHRUFDVKIORZLQUHVSHFWRIWKHSURSHUW\RYHUWKHWHUPRIWKHDJUHHPHQWFKDQJHVLQWKHIDLUPDU
NHWYDOXHRIWKHSURSHUW\RYHUWKHWHUPRIWKHDJUHHPHQWRUDQ\VLPLODUFULWHULDLQUHVSHFWRIWKHSURSHUW\XQOHVV
(A) WKHSURSHUW\LV
(I) DCanadian security LQWKLVVXESDUDJUDSKDVGHILQHGLQVXEVHFWLRQ39 6 RU
(II) DQLQWHUHVWLQDSDUWQHUVKLSWKHIDLUPDUNHWYDOXHRIZKLFKLVGHULYHGLQZKROHRULQSDUWIURPD&DQDGLDQ
VHFXULW\
(B) WKHSXUFKDVHDJUHHPHQWLVDQDJUHHPHQWWRDFTXLUHSURSHUW\IURP
(I) DWD[LQGLIIHUHQWLQYHVWRURU
(II) Dfinancial institution DVGHILQHGLQVXEVHFWLRQ142.2 1 DQG
(C) LWFDQUHDVRQDEO\EHFRQVLGHUHGWKDWRQHRIWKHPDLQSXUSRVHVRIWKHVHULHVRIWUDQVDFWLRQVRUHYHQWVRUDQ\
WUDQVDFWLRQRUHYHQWLQWKHVHULHVRIZKLFKWKHSXUFKDVHDJUHHPHQWLVSDUWLVIRUDOORUDQ\SRUWLRQRIWKHFDSLWDO
JDLQRQDGLVSRVLWLRQRID&DQDGLDQVHFXULW\UHIHUUHGWRLQFODXVH $ ²DVSDUWRIWKHVDPHVHULHVRIWUDQVDFWLRQV
RUHYHQWV²WREHDWWULEXWDEOHWRDPRXQWVSDLGRUSD\DEOHRQWKH&DQDGLDQVHFXULW\E\WKHLVVXHURIWKH&DQDGLDQ
VHFXULW\GXULQJWKHWHUPRIWKHSXUFKDVHDJUHHPHQWDV
(I) LQWHUHVW
(II) GLYLGHQGVRU
(III) LQFRPHRIDWUXVWRWKHUWKDQLQFRPHSDLGRXWRIWKHWD[DEOHFDSLWDOJDLQVRIWKHWUXVW
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\+RZHYHULWGRHVQRWDSSO\EHIRUH
2020 LQUHVSHFWRI
(a) DQDJUHHPHQWWKDWLVHQWHUHGLQWRDIWHUWKHILQDOVHWWOHPHQWRIDQRWKHUGHULYDWLYHIRUZDUGDJUHH

PHQW LQWKLVSDUDJUDSKUHIHUUHGWRDVWKH³SULRUDJUHHPHQW´ LI
(i) KDYLQJ UHJDUG WR WKH VRXUFH RI WKH IXQGV XVHG WR SXUFKDVH WKH SURSHUW\ WR EH VROG XQGHU WKH
DJUHHPHQW LW LV UHDVRQDEOH WR FRQFOXGH WKDW WKH DJUHHPHQW LV D FRQWLQXDWLRQ RI WKH SULRU DJUHH
PHQW
(ii) WKHWHUPVRIWKHDJUHHPHQWDQGWKHSULRUDJUHHPHQWDUHVXEVWDQWLDOO\VLPLODU
(iii) WKHILQDOVHWWOHPHQWGDWHXQGHUWKHDJUHHPHQWLVEHIRUH2020,
(iv) VXEVHFWLRQ 1 GRHVQRWDSSO\WRWKHSULRUDJUHHPHQWDQG
(v) WKH QRWLRQDO DPRXQW RI WKH DJUHHPHQW LV DW DOO WLPHV OHVV WKDQ RU HTXDO WR WKH DPRXQW GHWHU
PLQHGE\WKHIRUPXOD
(A + B + C + D + E) – (F + G)

ZKHUH
A LVWKHQRWLRQDODPRXQWRIWKHDJUHHPHQWZKHQLWLVHQWHUHGLQWR
B LVWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDQLQFUHDVHLQWKHQRWLRQDODPRXQWRIWKHDJUHHPHQW

DWRUEHIRUHWKDWWLPHWKDWLVDWWULEXWDEOHWRWKHXQGHUO\LQJLQWHUHVW
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C LVWKHDPRXQWRIWKHWD[SD\HU¶VFDVKRQKDQGLPPHGLDWHO\EHIRUH%XGJHW'D\WKDWZDVFRPPLW

WHGEHIRUH%XGJHW'D\WREHLQYHVWHGXQGHUWKHDJUHHPHQW
D LV WKH WRWDO RI DOO DPRXQWV HDFK RI ZKLFK LV DQ LQFUHDVH DW RU EHIRUH WKDW WLPH LQ WKH QRWLRQDO

DPRXQW RI WKH DJUHHPHQW WKDW LV DWWULEXWDEOH WR WKH ILQDO VHWWOHPHQW RI DQRWKHU GHULYDWLYH IRU
ZDUGDJUHHPHQWLIVXEVHFWLRQ 1 GRHVQRWDSSO\WRWKHRWKHUDJUHHPHQW
E

LVWKHOHVVHURI
(A) HLWKHU
(I) LIWKHSULRUDJUHHPHQWZDVHQWHUHGLQWREHIRUH%XGJHW'D\WKHDPRXQWLIDQ\E\ZKLFK
WKH DPRXQW GHWHUPLQHG XQGHU VXESDUDJUDSK L  RI WKH GHVFULSWLRQ RI ) LQ SDUDJUDSK E
IRU WKH SULRU DJUHHPHQW LPPHGLDWHO\ EHIRUH LW ZDV ILQDOO\ VHWWOHG H[FHHGV WKH WRWDO GHWHU
PLQHG XQGHU VXESDUDJUDSK LL  RI WKH GHVFULSWLRQ RI ) LQ SDUDJUDSK E  IRU WKH SULRU
DJUHHPHQWLPPHGLDWHO\EHIRUHLWZDVILQDOO\VHWWOHGRU
(II) LQ DQ\ RWKHU FDVH WKH DPRXQW LI DQ\ E\ ZKLFK WKH DPRXQW GHWHUPLQHG XQGHU WKLV
FODXVHIRUWKHSULRUDJUHHPHQWLPPHGLDWHO\EHIRUHLWZDVILQDOO\VHWWOHGH[FHHGVWKHWRWDO
GHWHUPLQHGXQGHUFODXVH % IRUWKHSULRUDJUHHPHQWLPPHGLDWHO\EHIRUHLWZDVILQDOO\VHW
WOHGDQG
(B) WKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDQLQFUHDVHLQWKHQRWLRQDODPRXQWRIWKHDJUHH
PHQWEHIRUH2020 WKDWLVQRWRWKHUZLVHGHVFULEHGLQWKLVIRUPXOD

F

LVWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDGHFUHDVHLQWKHQRWLRQDODPRXQWRIWKHDJUHHPHQW
DWRUEHIRUHWKDWWLPHWKDWLVDWWULEXWDEOHWRWKHXQGHUO\LQJLQWHUHVWDQG

G LVWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVWKHDPRXQWRIDSDUWLDOVHWWOHPHQWRIWKHDJUHHPHQW

DWRUEHIRUHWKDWWLPHWRWKHH[WHQWWKDWLWLVQRWUHLQYHVWHGLQWKHDJUHHPHQWRU
(b) DQDJUHHPHQWWKDWLVHQWHUHGLQWREHIRUH%XGJHW'D\XQOHVVDWDQ\WLPHRQRUDIWHU%XGJHW'D\
WKHQRWLRQDODPRXQWRIWKHDJUHHPHQWH[FHHGVWKHDPRXQWGHWHUPLQHGE\WKHIRUPXOD

(A + B + C + D + E + F) – (G + H)

ZKHUH
A LVWKHQRWLRQDODPRXQWRIWKHDJUHHPHQWLPPHGLDWHO\EHIRUH%XGJHW'D\
B LVWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDQLQFUHDVHLQWKHQRWLRQDODPRXQWRIWKHDJUHHPHQW

RQRUDIWHU%XGJHW'D\DQGDWRUEHIRUHWKDWWLPHWKDWLVDWWULEXWDEOHWRWKHXQGHUO\LQJLQWHUHVW
C LVWKHDPRXQWRIWKHWD[SD\HU¶VFDVKRQKDQGLPPHGLDWHO\EHIRUH%XGJHW'D\WKDWZDVFRPPLW

WHGEHIRUH%XGJHW'D\WREHLQYHVWHGXQGHUWKHDJUHHPHQW
D LVWKHDPRXQWLIDQ\RIDQLQFUHDVHRQRUDIWHU%XGJHW'D\DQGDWRUEHIRUHWKDWWLPHLQWKH

QRWLRQDODPRXQWRIWKHDJUHHPHQWDVDFRQVHTXHQFHRIWKHH[HUFLVHRIDQRYHUDOORWPHQWRSWLRQ
JUDQWHGEHIRUH%XGJHW'D\
E

LVWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDQLQFUHDVHRQRUDIWHU%XGJHW'D\DQGDWRUEHIRUH
WKDWWLPHLQWKHQRWLRQDODPRXQWRIWKHDJUHHPHQWWKDWLVDWWULEXWDEOHWRWKHILQDOVHWWOHPHQWRI
DQRWKHUGHULYDWLYHIRUZDUGDJUHHPHQWLIVXEVHFWLRQ 1 GRHVQRWDSSO\WRWKHRWKHUDJUHHPHQW

F

LVWKHOHVVHURI
(i) 5RIWKHQRWLRQDODPRXQWRIWKHDJUHHPHQWLPPHGLDWHO\EHIRUH%XGJHW'D\DQG
(ii) WKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDQLQFUHDVHLQWKHQRWLRQDODPRXQWRIWKHDJUHH
PHQWRQRUDIWHU%XGJHW'D\DQGEHIRUH2020 WKDWLVQRWRWKHUZLVHGHVFULEHGLQWKLVIRUPXOD

G LVWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDGHFUHDVHLQWKHQRWLRQDODPRXQWRIWKHDJUHHPHQW

RQRUDIWHU%XGJHW'D\DQGDWRUEHIRUHWKDWWLPHWKDWLVDWWULEXWDEOHWRWKHXQGHUO\LQJLQWHUHVW
DQG
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H LVWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVWKHDPRXQWRIDSDUWLDOVHWWOHPHQWRIWKHDJUHHPHQW

RQRUDIWHU%XGJHW'D\DQGDWRUEHIRUHWKDWWLPHWRWKHH[WHQWWKDWLWLVQRWUHLQYHVWHGLQWKH
DJUHHPHQW
(3) )RU WKH SXUSRVHV RI VXEVHFWLRQ 2  WKH QRWLRQDO DPRXQW RI D GHULYDWLYH IRUZDUG DJUHHPHQW DW DQ\
WLPHLVWKHIDLUPDUNHWYDOXHDWWKDWWLPHRIWKHSURSHUW\WKDWZRXOGEHDFTXLUHGXQGHUWKHDJUHHPHQWLI
WKHDJUHHPHQWZHUHILQDOO\VHWWOHGDWWKDWWLPH

Transfer Pricing Measures
Order of Application of the Transfer Pricing Rules
81 (1) 6HFWLRQ247 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 1 

Order of applying provisions
(1.1) )RUWKHSXUSRVHRIDSSO\LQJWKHSURYLVLRQVRIWKLV$FWWKHDGMXVWPHQWVXQGHU3DUW;9,1 VKDOOEHPDGHEHIRUHDQ\
RWKHUSURYLVLRQRIWKH$FWLVDSSOLHG
(2) 6XEVHFWLRQ247 8 RIWKH$FWLVUHSHDOHG
(3) 6XEVHFWLRQV 1 DQG 2 DSSO\WRWD[DWLRQ\HDUVWKDWEHJLQRQRUDIWHU%XGJHW'D\

Applicable Reassessment Period
82 (1) &ODXVH152 4 E LLL $ RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(A) DVDFRQVHTXHQFHRIDtransaction DVGHILQHGLQVXEVHFWLRQ247 1 LQYROYLQJWKHWD[SD\HUDQGDQRQUHVL
GHQWSHUVRQZLWKZKRPWKHWD[SD\HUZDVQRWGHDOLQJDWDUP¶VOHQJWKRU
(2) 6XEVHFWLRQ 1 DSSOLHVWRWD[DWLRQ\HDUVRIDWD[SD\HULQUHVSHFWRIZKLFKWKHnormal reassessment pe‐
riod DVGHILQHGLQVXEVHFWLRQ152 3.1 RIWKH$FW IRUWKHWD[SD\HUHQGVRQRUDIWHU%XGJHW'D\

Foreign Affiliate Dumping
83 (1) 6XEVHFWLRQ17.1 2 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Acquisition of control
(2) ,IDWDQ\WLPHDSDUHQWRUJURXSRISDUHQWVUHIHUUHGWRLQVHFWLRQ212.3 DFTXLUHVFRQWURORID&5,&DQGWKH&5,&ZDV
QRWFRQWUROOHGE\DQRQUHVLGHQWSHUVRQRUDJURXSRIQRQUHVLGHQWSHUVRQVQRWGHDOLQJZLWKHDFKRWKHUDWDUP¶VOHQJWK
LPPHGLDWHO\EHIRUHWKDWWLPHQRDPRXQWLVWREHLQFOXGHGXQGHUVXEVHFWLRQ 1 LQFRPSXWLQJWKHLQFRPHRIWKH&5,&LQ
UHVSHFWRIDpertinent loan or indebtedness DVGHILQHGLQVXEVHFWLRQ212.3 11 IRUWKHSHULRGWKDWEHJLQVDWWKDWWLPH
DQGHQGVRQWKHGD\WKDWLV180 GD\VDIWHUWKDWWLPH
(2) 6XEVHFWLRQ 1 DSSOLHVLQUHVSHFWRIWUDQVDFWLRQVRUHYHQWVWKDWRFFXURQRUDIWHU%XGJHW'D\
84 (1) 7KH SRUWLRQ RI SDUDJUDSK 128.1 1 F3  RI WKH $FW EHIRUH VXESDUDJUDSK L  LV UHSODFHG E\ WKH IRO
ORZLQJ
(c.3) LIWKHWD[SD\HULVDFRUSRUDWLRQWKDWZDVLPPHGLDWHO\EHIRUHWKHSDUWLFXODUWLPHFRQWUROOHGE\RQHQRQUHVLGHQW
SHUVRQ RU LI QR VLQJOH QRQUHVLGHQW SHUVRQ FRQWUROOHG WKH &5,& D JURXS RI QRQUHVLGHQW SHUVRQV QRW GHDOLQJ ZLWK
HDFKRWKHUDWDUP¶VOHQJWK LQWKLVVHFWLRQWKDWRQHQRQUHVLGHQWSHUVRQRUHDFKPHPEHURIWKHJURXSRIQRQUHVLGHQW
SHUVRQVDVWKHFDVHPD\EHLVUHIHUUHGWRDVD³SDUHQW´DQGWKHJURXSRIQRQUHVLGHQWSHUVRQVLIDQ\LVUHIHUUHGWRDV
WKH³JURXSRISDUHQWV´ DQGWKHWD[SD\HURZQHGLPPHGLDWHO\EHIRUHWKHSDUWLFXODUWLPHRQHRUPRUHVKDUHVRIRQHRU
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PRUHQRQUHVLGHQWFRUSRUDWLRQV HDFKRIZKLFKLVLQWKLVSDUDJUDSKUHIHUUHGWRDVD³VXEMHFWDIILOLDWH´ WKDWLPPHGL
DWHO\ DIWHU WKH SDUWLFXODU WLPH ZHUH ² RU WKDW EHFDPH DV SDUW RI D WUDQVDFWLRQ RU HYHQW RU VHULHV RI WUDQVDFWLRQV RU
HYHQWVWKDWLQFOXGHVWKHWD[SD\HUKDYLQJEHFRPHUHVLGHQWLQ&DQDGD²IRUHLJQDIILOLDWHVRIWKHWD[SD\HUWKHQ
(2) 6XESDUDJUDSK128.1 1 F3 LL RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(ii) IRU WKH SXUSRVHV RI 3DUW ;,,, WKH WD[SD\HU LV GHHPHG LPPHGLDWHO\ DIWHU WKH SDUWLFXODU WLPH WR KDYH SDLG WR
HDFKSDUHQWDQGHDFKSDUHQWLVGHHPHGLPPHGLDWHO\DIWHUWKHSDUWLFXODUWLPHWRKDYHUHFHLYHGIURPWKHWD[SD\HU
DGLYLGHQGLQDQDPRXQWGHWHUPLQHGE\WKHIRUPXOD
(A – B) × C/D

ZKHUH
A LVWKHDPRXQWGHWHUPLQHGXQGHUFODXVH % RIWKHGHVFULSWLRQRI$LQVXESDUDJUDSK L 
B LVWKHDPRXQWGHWHUPLQHGXQGHUFODXVH $ RIWKHGHVFULSWLRQRI$LQVXESDUDJUDSK L 
C LVWKHIDLUPDUNHWYDOXHLPPHGLDWHO\DIWHUWKHSDUWLFXODUWLPHRIWKHVKDUHVRIWKHFDSLWDOVWRFNRIWKHWD[SD\HU

WKDWDUHKHOGGLUHFWO\RULQGLUHFWO\E\WKHSDUHQWDQG
D LVWRWDORIDOODPRXQWVHDFKRIZKLFKLVWKHIDLUPDUNHWYDOXHLPPHGLDWHO\DIWHUWKHSDUWLFXODUWLPHRIWKHVKDUHV

RIWKHFDSLWDOVWRFNRIWKHWD[SD\HUWKDWDUHKHOGGLUHFWO\RULQGLUHFWO\E\DSDUHQW
(3) 6XEVHFWLRQV 1 DQG 2 DSSO\LQUHVSHFWRIWUDQVDFWLRQVRUHYHQWVWKDWRFFXURQRUDIWHU%XGJHW'D\
85 (1) 7KHSRUWLRQRISDUDJUDSK212.3 1 E RIWKH$FWEHIRUHFODXVH L $ LVUHSODFHGE\WKHIROORZLQJ
(b) WKH&5,&RUDQRWKHU&DQDGLDQFRUSRUDWLRQLVLPPHGLDWHO\DIWHUWKHLQYHVWPHQWWLPHRUEHFRPHVDIWHUWKHLQYHVW

PHQW WLPH DQG DV SDUW RI D WUDQVDFWLRQ RU HYHQW RU VHULHV RI WUDQVDFWLRQV RU HYHQWV WKDW LQFOXGHV WKH PDNLQJ RI WKH
LQYHVWPHQWFRQWUROOHGE\RQHQRQUHVLGHQWSHUVRQRULIQRVLQJOHQRQUHVLGHQWSHUVRQFRQWUROVWKH&5,&E\DJURXS
RIQRQUHVLGHQWSHUVRQVQRWGHDOLQJZLWKHDFKRWKHUDWDUP¶VOHQJWK LQWKLVVHFWLRQWKDWRQHQRQUHVLGHQWSHUVRQRU
HDFKPHPEHURIWKHJURXSRIQRQUHVLGHQWSHUVRQVDVWKHFDVHPD\EHLVUHIHUUHGWRDVD³SDUHQW´DQGWKHJURXSRI
QRQUHVLGHQWSHUVRQVLIDQ\LVUHIHUUHGWRDVWKH³JURXSRISDUHQWV´ DQGDQ\RIWKHIROORZLQJFRQGLWLRQVLVVDWLVILHG
(i) LI DW WKH LQYHVWPHQW WLPH D SDUHQW RZQHG DOO VKDUHV RI WKH FDSLWDO VWRFN RI WKH &5,& DQG WKH RWKHU &DQDGLDQ

FRUSRUDWLRQLIDSSOLFDEOHWKDWDUHRZQHG²GHWHUPLQHGZLWKRXWUHIHUHQFHWRSDUDJUDSK 25 E LQWKHFDVHRISDUW
QHUVKLSVUHIHUUHGWRLQWKLVVXESDUDJUDSKDQGDVLIDOOULJKWVUHIHUUHGWRLQSDUDJUDSK251 5 E RIWKHSDUHQWHDFK
SHUVRQWKDWGRHVQRWGHDODWDUP¶VOHQJWKZLWKWKHSDUHQWDQGDOORIWKRVHSDUWQHUVKLSVZHUHLPPHGLDWHDQGDEVR
OXWHDQGWKHSDUHQWDQGHDFKRIWKHRWKHUSHUVRQVDQGSDUWQHUVKLSVKDGH[HUFLVHGWKRVHULJKWVDWWKHLQYHVWPHQW
WLPH²E\WKHSDUHQWSHUVRQVWKDWDUHQRWGHDOLQJDWDUP¶VOHQJWKZLWKWKHSDUHQWDQGSDUWQHUVKLSVRIZKLFKWKH
SDUHQWRUDQRQUHVLGHQWSHUVRQWKDWLVQRWGHDOLQJDWDUP¶VOHQJWKZLWKWKHSDUHQWLVDPHPEHU RWKHUWKDQDOLPLW
HGSDUWQHUZLWKLQWKHPHDQLQJDVVLJQHGE\VXEVHFWLRQ96 2.4 WKHSDUHQWZRXOGRZQVKDUHVRIWKHFDSLWDOVWRFNRI
WKH&5,&RUWKHRWKHU&DQDGLDQFRUSRUDWLRQWKDW

(2) 3DUDJUDSK212.3 2 D RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(a) IRUWKHSXUSRVHVRIWKLV3DUWDQGVXEMHFWWRVXEVHFWLRQV 3 DQG 7 WKH&5,&LVGHHPHGWRKDYHSDLGWRHDFKSDU
HQWDQGHDFKSDUHQWLVGHHPHGWRKDYHUHFHLYHGIURPWKH&5,&DWWKHGLYLGHQGWLPHDGLYLGHQGLQDQDPRXQWGHWHU
PLQHGE\WKHIRUPXOD
A × B/C

ZKHUH
A LVWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVWKHSRUWLRQRIWKHIDLUPDUNHWYDOXHDWWKHLQYHVWPHQWWLPHRIDQ\SURS

HUW\ QRWLQFOXGLQJVKDUHVRIWKHFDSLWDOVWRFNRIWKH&5,& WUDQVIHUUHGDQ\REOLJDWLRQDVVXPHGRULQFXUUHGRUDQ\
EHQHILWRWKHUZLVHFRQIHUUHGE\WKH&5,&RURIDQ\SURSHUW\WUDQVIHUUHGWRWKH&5,&ZKLFKWUDQVIHUUHVXOWVLQWKH
UHGXFWLRQRIDQDPRXQWRZLQJWRWKH&5,&WKDWFDQUHDVRQDEO\EHFRQVLGHUHGWRUHODWHWRWKHLQYHVWPHQW
B LV
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(i) LIWKHUHLVRQHSDUHQWRQHDQG
(ii) LIWKHUHLVDJURXSRISDUHQWVWKHIDLUPDUNHWYDOXHDWWKHGLYLGHQGWLPHRIWKHVKDUHVRIWKHFDSLWDOVWRFNRI
WKH&5,&WKDWDUHKHOGGLUHFWO\RULQGLUHFWO\E\WKHSDUHQWDQG
C LV
(i) LIWKHUHLVRQHSDUHQWRQHDQG
(ii) LIWKHUHLVDJURXSRISDUHQWVWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVWKHIDLUPDUNHWYDOXHDWWKHGLYLGHQG
WLPHRIWKHVKDUHVRIWKHFDSLWDOVWRFNRIWKH&5,&WKDWDUHKHOGGLUHFWO\RULQGLUHFWO\E\DSDUHQWDQG
(3) 6XEVHFWLRQ212.3 3 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Dividend substitution election
(3) ,ID&5,& RUD&5,&DQGDFRUSRUDWLRQWKDWLVDTXDOLI\LQJVXEVWLWXWHFRUSRUDWLRQLQUHVSHFWRIWKH&5,&DWWKHGLYL
GHQGWLPH DQGDSDUHQW RUDSDUHQWDQGDQRWKHUQRQUHVLGHQWSHUVRQWKDWDWWKHGLYLGHQGWLPHLVUHODWHGWRWKHSDUHQW
MRLQWO\HOHFWLQZULWLQJXQGHUWKLVVXEVHFWLRQLQUHVSHFWRIDQLQYHVWPHQWDQGWKHHOHFWLRQLVILOHGZLWKWKH0LQLVWHURQRU
EHIRUHWKHILOLQJGXHGDWHRIWKH&5,&IRULWVWD[DWLRQ\HDUWKDWLQFOXGHVWKHGLYLGHQGWLPHWKHQWKHGLYLGHQGWKDWZRXOG
LQWKHDEVHQFHRIWKLVVXEVHFWLRQEHGHHPHGXQGHUSDUDJUDSK 2 D WRKDYHEHHQSDLGE\WKH&5,&WRWKHSDUHQWDQG
UHFHLYHGE\WKHSDUHQWIURPWKH&5,&LVGHHPHGWRKDYHLQVWHDGEHHQ
(a) SDLGE\WKH&5,&RUWKHTXDOLI\LQJVXEVWLWXWHFRUSRUDWLRQDVDJUHHGRQLQWKHHOHFWLRQDQG
(b) SDLGWRDQGUHFHLYHGE\WKHSDUHQWRUWKHRWKHUQRQUHVLGHQWSHUVRQDVDJUHHGRQLQWKHHOHFWLRQ
(4) 6XEVHFWLRQ212.3 4 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Definitions
(4) 7KHIROORZLQJGHILQLWLRQVDSSO\LQWKLVVHFWLRQ

cross-border classLQUHVSHFWRIDQLQYHVWPHQWPHDQVDFODVVRIVKDUHVRIWKHFDSLWDOVWRFNRID&5,&RUTXDOLI\LQJVXE
VWLWXWHFRUSRUDWLRQLILPPHGLDWHO\DIWHUWKHGLYLGHQGWLPHLQUHVSHFWRIWKHLQYHVWPHQW
(a) DSDUHQWRUDQRQUHVLGHQWSHUVRQWKDWGRHVQRWGHDODWDUP¶VOHQJWKZLWKDSDUHQWRZQVDWOHDVWRQHVKDUHRIWKH
FODVVDQG
(b) QRPRUHWKDQ30RIWKHLVVXHGDQGRXWVWDQGLQJVKDUHVRIWKHFODVVDUHRZQHGE\RQHRUPRUHSHUVRQVUHVLGHQWLQ

&DQDGDWKDWGRQRWGHDODWDUP¶VOHQJWKZLWKDSDUHQW catégorie transfrontalière
dividend timeLQUHVSHFWRIDQLQYHVWPHQWPHDQV
(a) LIWKH&5,&LVFRQWUROOHGE\DSDUHQWRUJURXSRISDUHQWVDWWKHLQYHVWPHQWWLPHWKHLQYHVWPHQWWLPHDQG
(b) LQDQ\RWKHUFDVHWKHHDUOLHURI
(i) WKHILUVWWLPHDIWHUWKHLQYHVWPHQWWLPHDWZKLFKWKH&5,&LVFRQWUROOHGE\DSDUHQWRUJURXSRISDUHQWVDVWKH
FDVHPD\EHDQG
(ii) WKHGD\WKDWLVRQH\HDUDIWHUWKHGD\WKDWLQFOXGHVWKHLQYHVWPHQWWLPH moment du dividende

qualifying substitute corporationDWDQ\WLPHLQUHVSHFWRID&5,&PHDQVDFRUSRUDWLRQUHVLGHQWLQ&DQDGD
(a) WKDWLVDWWKDWWLPHFRQWUROOHGE\
(i) DSDUHQW
(ii) DJURXSRISDUHQWVRU
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(iii) DQRQUHVLGHQWSHUVRQWKDWGRHVQRWGHDODWDUP¶VOHQJWKZLWKDSDUHQW
(b) WKDWKDVDWWKDWWLPHDQHTXLW\SHUFHQWDJH DVGHILQHGLQVXEVHFWLRQ95 4 LQWKH&5,&DQG
(c) VKDUHV RI WKH FDSLWDO VWRFN RI ZKLFK DUH DW WKDW WLPH RZQHG E\ D SDUHQW RU DQRWKHU QRQUHVLGHQW SHUVRQ ZLWK
ZKLFKWKHSDUHQWGRHVQRWDWWKDWWLPHGHDODWDUP¶VOHQJWK société de substitution admissible
(5) 6XEVHFWLRQ212.3 5.1 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Sequential investments — paragraph (10)(f)
(5.1) ,QWKHFDVHRIDQLQYHVWPHQW LQWKLVVXEVHFWLRQUHIHUUHGWRDVWKH³VHFRQGLQYHVWPHQW´ LQDVXEMHFWFRUSRUDWLRQE\

D&5,&GHVFULEHGLQSDUDJUDSK 10 I WKHDPRXQWGHWHUPLQHGIRU$LQSDUDJUDSK 2 D LQUHVSHFWRIWKHVHFRQGLQYHVW
PHQWLVWREHUHGXFHGE\WKHDPRXQWGHWHUPLQHGIRU$LQSDUDJUDSK 2 D LQUHVSHFWRIDSULRULQYHVWPHQW LQWKLVVXE
VHFWLRQUHIHUUHGWRDVWKH³ILUVWLQYHVWPHQW´ LQWKHVXEMHFWFRUSRUDWLRQE\DQRWKHUFRUSRUDWLRQUHVLGHQWLQ&DQDGDLI
(a) WKHILUVWLQYHVWPHQWLVDQLQYHVWPHQWWKDWLVGHVFULEHGLQSDUDJUDSK 10 D RU E DQGWRZKLFKSDUDJUDSK 2 D
DSSOLHV
(b) LPPHGLDWHO\DIWHUWKHLQYHVWPHQWWLPHLQUHVSHFWRIWKHILUVWLQYHVWPHQWWKHRWKHUFRUSRUDWLRQLVQRWFRQWUROOHG
E\
(i) LIWKHUHLVRQHSDUHQWLQUHVSHFWRIWKH&5,&WKHSDUHQWDQG
(ii) LIWKHUHLVDJURXSRISDUHQWVLQUHVSHFWRIWKH&5,&WKHJURXSRISDUHQWVDQG
(c) WKHRWKHUFRUSRUDWLRQEHFRPHVDIWHUWKHWLPHWKDWLVLPPHGLDWHO\DIWHUWKHLQYHVWPHQWWLPHLQUHVSHFWRIWKHILUVW

LQYHVWPHQW DQG DV SDUW RI D WUDQVDFWLRQ RU HYHQW RU VHULHV RI WUDQVDFWLRQVRUHYHQWVWKDWLQFOXGHVWKHPDNLQJRIWKH
ILUVWLQYHVWPHQWFRQWUROOHGE\WKHSDUHQWRUJURXSRISDUHQWVDVWKHFDVHPD\EHEHFDXVHRIWKHVHFRQGLQYHVWPHQW
(6) 7KHSRUWLRQRISDUDJUDSK212.3 6 D RIWKH$FWEHIRUHVXESDUDJUDSK L LVUHSODFHGE\WKHIROORZLQJ
(a) DSDUWLFXODUFRUSRUDWLRQUHVLGHQWLQ&DQDGDWKDWGRHVQRWGHDODWDUP¶VOHQJWKZLWKDSDUHQW
(7) 7KHSRUWLRQRIFODXVH212.3 6 D LL % RIWKHDFWEHIRUHVXEFODXVH , LVUHSODFHGE\WKHIROORZLQJ
(B) WKHLQFUHDVHLQSDLGXSFDSLWDOLQUHVSHFWRIWKHSDUWLFXODUFODVVFDQUHDVRQDEO\EHFRQVLGHUHGWREHFRQQHFW

HGWRIXQGLQJSURYLGHGWRWKHSDUWLFXODUFRUSRUDWLRQRUDQRWKHUFRUSRUDWLRQUHVLGHQWLQ&DQDGD RWKHUWKDQWKH
FRUSRUDWLRQ WKDW LVVXHG WKH SDUWLFXODU FODVV  E\ D SDUHQW RU D QRQUHVLGHQW SHUVRQ WKDW GRHV QRW GHDO DW DUP¶V
OHQJWKZLWKDSDUHQWXQOHVV
(8) 7KHSRUWLRQRIVXESDUDJUDSK212.3 7 D L RIWKH$FWEHIRUHFODXVH $ LVUHSODFHGE\WKHIROORZLQJ
(i) WKHDPRXQWGHWHUPLQHGZLWKRXWUHIHUHQFHWRWKLVVXEVHFWLRQIRU$LQSDUDJUDSK 2 D LVUHGXFHGE\WKHOHVVHU

RI
(9) 7KHSRUWLRQRISDUDJUDSK212.3 7 E RIWKH$FWEHIRUHVXESDUDJUDSK L LVUHSODFHGE\WKHIROORZLQJ
(b) ZKHUHWKHDPRXQWGHWHUPLQHGZLWKRXWUHIHUHQFHWRWKLVSDUDJUDSKIRU$LQSDUDJUDSK 2 D LVHTXDOWRRUJUHDWHU

WKDQWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDQDPRXQWRISDLGXSFDSLWDOLPPHGLDWHO\DIWHUWKHGLYLGHQGWLPHGH
WHUPLQHGZLWKRXWUHIHUHQFHWRWKLVSDUDJUDSKRIDFURVVERUGHUFODVVLQUHVSHFWRIWKHLQYHVWPHQWWKHQ
(10) 3DUDJUDSKV212.3 7 F DQG G RIWKH$FWDUHUHSODFHGE\WKHIROORZLQJ
(c) ZKHUHSDUDJUDSK E GRHVQRWDSSO\DQGWKHUHLVDWOHDVWRQHFURVVERUGHUFODVVLQUHVSHFWRIWKHLQYHVWPHQW
(i) WKHDPRXQWGHWHUPLQHGZLWKRXWUHIHUHQFHWRWKLVSDUDJUDSKIRU$LQSDUDJUDSK 2 D LVUHGXFHGWRQLO
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(ii) LQFRPSXWLQJDWDQ\WLPHDIWHUWKHGLYLGHQGWLPHWKHSDLGXSFDSLWDOLQUHVSHFWRIDSDUWLFXODUFURVVERUGHU
FODVVLQUHVSHFWRIWKHLQYHVWPHQWWKHUHLVWREHGHGXFWHGWKHDPRXQWLIDQ\WKDWZKHQDGGHGWRWKHWRWDORIDOO
DPRXQWV WKDW DUH GHGXFWHG XQGHU WKLV SDUDJUDSK LQ FRPSXWLQJ WKH SDLGXS FDSLWDO RI RWKHU FURVVERUGHU FODVVHV
UHVXOWVLQWKHJUHDWHVWWRWDOUHGXFWLRQEHFDXVHRIWKLVSDUDJUDSKLPPHGLDWHO\DIWHUWKHGLYLGHQGWLPHRIWKHSDLG
XSFDSLWDOLQUHVSHFWRIVKDUHVRIFURVVERUGHUFODVVHVWKDWDUHRZQHGE\DSDUHQWRUDQRWKHUQRQUHVLGHQWSHUVRQ
ZLWKZKLFKDSDUHQWGRHVQRWDWWKHGLYLGHQGWLPHGHDODWDUP¶VOHQJWK
(iii) LIWKHSURSRUWLRQRIWKHVKDUHVRIDSDUWLFXODUFODVVRZQHGLQDJJUHJDWHE\SDUHQWVDQGQRQUHVLGHQWSHUVRQV

WKDWGRQRWGHDODWDUP¶VOHQJWKZLWKSDUHQWVLVHTXDOWRWKHSURSRUWLRQVRRZQHGRIRQHRUPRUHRWKHUFURVVERUGHU
FODVVHV LQWKLVVXESDUDJUDSKDOOWKRVHFODVVHVWRJHWKHUZLWKWKHSDUWLFXODUFODVVUHIHUUHGWRDVWKH³UHOHYDQWFODVV
HV´ WKHQWKHSURSRUWLRQWKDWWKHUHGXFWLRQXQGHUVXESDUDJUDSK LL WRWKHSDLGXSFDSLWDOLQUHVSHFWRIWKHSDUWLFX
ODU FODVV LV RI WKH SDLGXS FDSLWDO GHWHUPLQHG LPPHGLDWHO\ DIWHU WKH GLYLGHQG WLPH DQG ZLWKRXW UHIHUHQFH WR WKLV
SDUDJUDSKLQUHVSHFWRIWKDWFODVVLVWREHHTXDOWRWKHSURSRUWLRQWKDWWKHWRWDOUHGXFWLRQXQGHUVXESDUDJUDSK LL
WRWKHSDLGXSFDSLWDOLQUHVSHFWRIDOOWKHUHOHYDQWFODVVHVLVRIWKHWRWDOSDLGXSFDSLWDOGHWHUPLQHGLPPHGLDWHO\
DIWHUWKHGLYLGHQGWLPHDQGZLWKRXWUHIHUHQFHWRWKLVSDUDJUDSKRIDOOWKHUHOHYDQWFODVVHVDQG
(iv) WKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVDQDPRXQWWREHGHGXFWHGXQGHUVXESDUDJUDSK LL LQFRPSXWLQJWKH
SDLGXSFDSLWDORIDFURVVERUGHUFODVVLVWREHHTXDOWRWKHDPRXQWE\ZKLFKWKHDPRXQWGHWHUPLQHGIRU$LQSDUD
JUDSK 2 D LVUHGXFHGXQGHUVXESDUDJUDSK L DQG
(d) LIWKHDPRXQWGHWHUPLQHGIRU$LQSDUDJUDSK 2 D LVUHGXFHGEHFDXVHRIDQ\RIVXESDUDJUDSKV D L  E L DQG

F L
(i) WKH&5,&VKDOOILOHZLWKWKH0LQLVWHULQSUHVFULEHGPDQQHUDIRUPFRQWDLQLQJSUHVFULEHGLQIRUPDWLRQDQGWKH
DPRXQWVRIWKHSDLGXSFDSLWDOGHWHUPLQHGLPPHGLDWHO\DIWHUWKHGLYLGHQGWLPHDQGZLWKRXWUHIHUHQFHWRWKLVVXE
VHFWLRQRIHDFKFODVVRIVKDUHVWKDWLVGHVFULEHGLQSDUDJUDSK D RUWKDWLVDFURVVERUGHUFODVVLQUHVSHFWRIWKH
LQYHVWPHQWWKHSDLGXSFDSLWDORIWKHVKDUHVRIHDFKRIWKRVHFODVVHVWKDWDUHRZQHGE\DSDUHQWRUDQRWKHUQRQ
UHVLGHQWSHUVRQWKDWGRHVQRWDWWKHGLYLGHQGWLPHGHDODWDUP¶VOHQJWKZLWKDSDUHQWDQGWKHUHGXFWLRQXQGHUDQ\
RIVXESDUDJUDSKV D LL  E LL DQG F LL LQUHVSHFWRIHDFKRIWKRVHFODVVHVDQG
(ii) LIWKHIRUPLVQRWILOHGRQRUEHIRUHWKH&5,&¶VILOLQJGXHGDWHIRULWVWD[DWLRQ\HDUWKDWLQFOXGHVWKHGLYLGHQG

WLPHWKH&5,&LVGHHPHGWRKDYHSDLGWRHDFKSDUHQWDQGHDFKSDUHQWLVGHHPHGWRKDYHUHFHLYHGIURPWKH&5,&
RQWKHILOLQJGXHGDWHDGLYLGHQGHTXDOWRWKHWRWDORIDOODPRXQWVHDFKRIZKLFKLVWKHDPRXQWRIDUHGXFWLRQEH
FDXVHRIDQ\RIVXESDUDJUDSKV D L  E L DQG F L LQWKHDPRXQWWKH&5,&LVGHHPHGXQGHUSDUDJUDSK 2 D WR
KDYHSDLGWRWKHSDUHQW
(11) 7KHSRUWLRQRISDUDJUDSK212.3 11 F RIWKH$FWEHIRUHVXESDUDJUDSK L LVUHSODFHGE\WKHIROORZ

LQJ
(c) WKH&5,&DQGHDFKSDUHQWMRLQWO\HOHFWLQZULWLQJXQGHUWKLVSDUDJUDSKLQUHVSHFWRIWKHDPRXQWRZLQJDQGILOHWKH
HOHFWLRQZLWKWKH0LQLVWHURQRUEHIRUHWKHILOLQJGXHGDWHRIWKH&5,&
(12) 3DUDJUDSKV212.3 15 D DQG E RIWKH$FWDUHUHSODFHGE\WKHIROORZLQJ
(a) D&5,&RUDWD[SD\HUWRZKLFKSDUDJUDSK128.1 1 F3 DSSOLHV LQWKLVVXEVHFWLRQUHIHUUHGWRDVWKH³VSHFLILFFRUSR
UDWLRQ´ WKDWZRXOGLQWKHDEVHQFHRIWKLVVXEVHFWLRQEHFRQWUROOHGDWDQ\WLPH
(i) E\ PRUH WKDQ RQH QRQUHVLGHQW SHUVRQ LV GHHPHG QRW WR EH FRQWUROOHG DW WKDW WLPH E\ DQ\ VXFK QRQUHVLGHQW

WKDWFRQWUROVDWWKDWWLPHDQRWKHUQRQUHVLGHQWSHUVRQWKDWFRQWUROVDWWKDWWLPHWKHVSHFLILFFRUSRUDWLRQXQOHVVWKH
DSSOLFDWLRQ RI WKLV SDUDJUDSK ZRXOG RWKHUZLVH UHVXOW LQ QR QRQUHVLGHQW SHUVRQ FRQWUROOLQJ WKH VSHFLILF FRUSRUD
WLRQDQG
(ii) E\DSDUWLFXODUQRQUHVLGHQWFRUSRUDWLRQLVGHHPHGQRWWREHFRQWUROOHGDWWKDWWLPHE\WKHSDUWLFXODUFRUSRUD
WLRQLIWKHSDUWLFXODUFRUSRUDWLRQLVFRQWUROOHGDWWKDWWLPHE\DQRWKHUFRUSRUDWLRQWKDWLVDWWKDWWLPH
(A) UHVLGHQWLQ&DQDGDDQG
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(B) QRWFRQWUROOHGE\DQ\QRQUHVLGHQWSHUVRQRUJURXSRIQRQUHVLGHQWSHUVRQVQRWGHDOLQJZLWKHDFKRWKHUDW

DUP¶VOHQJWKDQG
(b) DQRQUHVLGHQWSHUVRQLVGHHPHGQRWWREHDPHPEHURIDSDUWLFXODUJURXSRIQRQUHVLGHQWSHUVRQVQRWGHDOLQJ
ZLWKHDFKRWKHUDWDUP¶VOHQJWKWKDWFRQWUROVWKHVSHFLILFFRUSRUDWLRQLI
(i) WKHQRQUHVLGHQWSHUVRQZRXOGDEVHQWWKHDSSOLFDWLRQRIWKLVSDUDJUDSKEHDPHPEHURIWKHSDUWLFXODUJURXS
DQG
(ii) WKH QRQUHVLGHQW SHUVRQ LV D PHPEHU RI WKH SDUWLFXODU JURXS VROHO\ EHFDXVH LW FRQWUROV RU LV D PHPEHU RI D
JURXSWKDWFRQWUROVDQRWKHUPHPEHURIWKHSDUWLFXODUJURXS
(13) 7KHSRUWLRQRISDUDJUDSK212.3 16 D EHIRUHVXESDUDJUDSK L LVUHSODFHGE\WKHIROORZLQJ
(a) WKHEXVLQHVVDFWLYLWLHVFDUULHGRQE\WKHVXEMHFWFRUSRUDWLRQDQGDOORWKHUFRUSRUDWLRQV WKRVHRWKHUFRUSRUDWLRQV

LQWKLVVXEVHFWLRQDQGVXEVHFWLRQ 17 UHIHUUHGWRDVWKH³VXEMHFWVXEVLGLDU\FRUSRUDWLRQV´ LQZKLFKWKHVXEMHFWFRUSR
UDWLRQKDVDWWKHLQYHVWPHQWWLPHDQHTXLW\SHUFHQWDJH DVGHILQHGLQVXEVHFWLRQ95 4 DUHDWWKHLQYHVWPHQWWLPH
DQGDUHH[SHFWHGWRUHPDLQRQDFROOHFWLYHEDVLVPRUHFORVHO\FRQQHFWHGWRWKHEXVLQHVVDFWLYLWLHVFDUULHGRQLQ&DQD
GDE\WKH&5,&RUE\DQ\FRUSRUDWLRQUHVLGHQWLQ&DQDGDZLWKZKLFKWKH&5,&GRHVQRWDWWKHLQYHVWPHQWWLPHGHDO
DWDUP¶VOHQJWKWKDQWRWKHEXVLQHVVDFWLYLWLHVFDUULHGRQE\DQ\QRQUHVLGHQWSHUVRQZLWKZKLFKWKH&5,&DWWKHLQ
YHVWPHQWWLPHGRHVQRWGHDODWDUP¶VOHQJWKRWKHUWKDQ
(14) 3DUDJUDSK212.3 18 D RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(a) WKH LQYHVWPHQW LV GHVFULEHG LQ SDUDJUDSK 10 D  RU G  DQG LV DQ DFTXLVLWLRQ RI VKDUHV RI WKH FDSLWDO VWRFN RU D
GHEWREOLJDWLRQRIWKHVXEMHFWFRUSRUDWLRQ
(i) IURPDFRUSRUDWLRQUHVLGHQWLQ&DQDGD LQWKLVSDUDJUDSKUHIHUUHGWRDVWKH³GLVSRVLQJFRUSRUDWLRQ´ WRZKLFK
WKH &5,& LV LPPHGLDWHO\ EHIRUH WKH LQYHVWPHQW WLPH UHODWHG GHWHUPLQHG ZLWKRXW UHIHUHQFH WR SDUDJUDSK
251 5 E DQG
(A) HDFKVKDUHKROGHURIWKHGLVSRVLQJFRUSRUDWLRQLPPHGLDWHO\EHIRUHWKHLQYHVWPHQWWLPHLV
(I) LIWKHUHLVRQO\RQHSDUHQWLQUHVSHFWRIWKH&5,&
1 HLWKHU WKH &5,& RU D FRUSRUDWLRQ UHVLGHQW LQ &DQDGD WKDW LV LPPHGLDWHO\ EHIRUH WKH LQYHVWPHQW WLPH

UHODWHGWRWKHSDUHQWDQG
2 DWQRWLPHWKDWLVLQWKHSHULRGGXULQJZKLFKWKHVHULHVRIWUDQVDFWLRQVRUHYHQWVWKDWLQFOXGHVWKHPDN
LQJRIWKHLQYHVWPHQWRFFXUVDQGWKDWLVEHIRUHWKHLQYHVWPHQWWLPHGHDOLQJDWDUP¶VOHQJWK GHWHUPLQHG
ZLWKRXWUHIHUHQFHWRSDUDJUDSK251 5 E ZLWKWKHSDUHQWRUDQRQUHVLGHQWSHUVRQWKDWSDUWLFLSDWHVLQWKH
VHULHVDQGLVDWDQ\WLPHWKDWLVLQWKHSHULRGDQGWKDWLVEHIRUHWKHLQYHVWPHQWWLPHUHODWHGWRWKHSDUHQW
DQG
(II) LIWKHUHLVDJURXSRISDUHQWVLQUHVSHFWRIWKH&5,&
1 HLWKHU WKH &5,& RU D FRUSRUDWLRQ UHVLGHQW LQ &DQDGD WKDW LV LPPHGLDWHO\ EHIRUH WKH LQYHVWPHQW WLPH

FRQWUROOHGE\WKHJURXSRISDUHQWVDQG
2 DW DOO WLPHV WKDW DUH LQ WKH SHULRG GXULQJ ZKLFK WKH VHULHV RI WUDQVDFWLRQV RU HYHQWV WKDW LQFOXGHV WKH
PDNLQJRIWKHLQYHVWPHQWRFFXUVDQGWKDWDUHEHIRUHWKHLQYHVWPHQWWLPHFRQWUROOHGE\WKHJURXSRISDU
HQWVRU
(B) WKHGLVSRVLQJFRUSRUDWLRQLV
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(I) LIWKHUHLVRQO\RQHSDUHQWLQUHVSHFWRIWKH&5,&DWQRWLPHWKDWLVLQWKHSHULRGDQGWKDWLVEHIRUHWKH
LQYHVWPHQWWLPHGHDOLQJDWDUP¶VOHQJWK GHWHUPLQHGZLWKRXWUHIHUHQFHWRSDUDJUDSK251 5 E ZLWKWKHSDU
HQWRUDQRQUHVLGHQWSHUVRQWKDWSDUWLFLSDWHVLQWKHVHULHVDQGLVDWDQ\WLPHWKDWLVLQWKHSHULRGDQGWKDWLV
EHIRUHWKHLQYHVWPHQWWLPHUHODWHGWRWKHSDUHQWDQG
(II) LIWKHUHLVDJURXSRISDUHQWVLQUHVSHFWRIWKH&5,&DWDOOWLPHVWKDWDUHLQWKHSHULRGGXULQJZKLFKWKH
VHULHVRIWUDQVDFWLRQVRUHYHQWVWKDWLQFOXGHVWKHPDNLQJRIWKHLQYHVWPHQWRFFXUVDQGWKDWDUHEHIRUHWKHLQ
YHVWPHQWWLPHFRQWUROOHGE\WKHJURXSRISDUHQWVRU
(ii) RQDQDPDOJDPDWLRQGHVFULEHGLQVXEVHFWLRQ87 1 RIWZRRUPRUHFRUSRUDWLRQV HDFKRIZKLFKLVLQWKLVVXE
SDUDJUDSKUHIHUUHGWRDVD³SUHGHFHVVRUFRUSRUDWLRQ´ WRIRUPWKH&5,&LIDOORIWKHSUHGHFHVVRUFRUSRUDWLRQVDUH
LPPHGLDWHO\ EHIRUH WKH DPDOJDPDWLRQ UHODWHG WR HDFK RWKHU GHWHUPLQHG ZLWKRXW UHIHUHQFH WR SDUDJUDSK
251 5 E DQG
(A) HLWKHU
(I) LIWKHUHLVRQO\RQHSDUHQWLQUHVSHFWRIWKH&5,&QRQHRIWKHSUHGHFHVVRUFRUSRUDWLRQVDUHDWDQ\WLPH
WKDWLVLQWKHSHULRGGXULQJZKLFKWKHVHULHVRIWUDQVDFWLRQVRUHYHQWVWKDWLQFOXGHVWKHPDNLQJRIWKHLQYHVW
PHQWRFFXUVDQGWKDWLVEHIRUHWKHLQYHVWPHQWWLPHGHDOLQJDWDUP¶VOHQJWK GHWHUPLQHGZLWKRXWUHIHUHQFHWR
SDUDJUDSK 251 5 E  ZLWK WKH SDUHQW RU D QRQUHVLGHQW SHUVRQ WKDW SDUWLFLSDWHV LQ WKH VHULHV DQG LV DW DQ\
WLPHWKDWLVLQWKHSHULRGDQGWKDWLVEHIRUHWKHLQYHVWPHQWWLPHUHODWHGWRWKHSDUHQWRU
(II) LIWKHUHLVDJURXSRISDUHQWVLQUHVSHFWRIWKH&5,&DOORIWKHSUHGHFHVVRUFRUSRUDWLRQVDUHDWDOOWLPHV

WKDWDUHLQWKHSHULRGGXULQJZKLFKWKHVHULHVRIWUDQVDFWLRQVRUHYHQWVWKDWLQFOXGHVWKHPDNLQJRIWKHLQYHVW
PHQWRFFXUVDQGWKDWDUHEHIRUHWKHLQYHVWPHQWWLPHFRQWUROOHGE\WKHJURXSRISDUHQWVRU
(B) LIWKHFRQGLWLRQLQFODXVH $ LVQRWVDWLVILHGLQUHVSHFWRIDSUHGHFHVVRUFRUSRUDWLRQHDFKVKDUHKROGHURIWKDW
SUHGHFHVVRULPPHGLDWHO\EHIRUHWKHLQYHVWPHQWWLPHLV
(I) LIWKHUHLVRQO\RQHSDUHQWLQUHVSHFWRIWKH&5,&
1 HLWKHU WKH &5,& RU D FRUSRUDWLRQ UHVLGHQW LQ &DQDGD WKDW LV LPPHGLDWHO\ EHIRUH WKH LQYHVWPHQW WLPH
UHODWHGWRWKHSDUHQWDQG
2 DWQRWLPHWKDWLVLQWKHSHULRGDQGWKDWLVEHIRUHWKHLQYHVWPHQWWLPHGHDOLQJDWDUP¶VOHQJWK GHWHU

PLQHG ZLWKRXW UHIHUHQFH WR SDUDJUDSK 251 5 E  ZLWK WKH SDUHQW RU D QRQUHVLGHQW SHUVRQ WKDW SDUWLFL
SDWHVLQWKHVHULHVDQGLVDWDQ\WLPHWKDWLVLQWKHSHULRGDQGWKDWLVEHIRUHWKHLQYHVWPHQWWLPHUHODWHGWR
WKHSDUHQWDQG

(II) LIWKHUHLVDJURXSRISDUHQWVLQUHVSHFWRIWKH&5,&
1 HLWKHU WKH &5,& RU D FRUSRUDWLRQ UHVLGHQW LQ &DQDGD WKDW LV LPPHGLDWHO\ EHIRUH WKH LQYHVWPHQW WLPH

FRQWUROOHGE\WKHJURXSRISDUHQWVDQG
2 DW DOO WLPHV WKDW DUH LQ WKH SHULRG GXULQJ ZKLFK WKH VHULHV RI WUDQVDFWLRQV RU HYHQWV WKDW LQFOXGHV WKH
PDNLQJRIWKHLQYHVWPHQWRFFXUVDQGWKDWDUHEHIRUHWKHLQYHVWPHQWWLPHFRQWUROOHGE\WKHJURXSRISDU
HQWV
(15) 7KHSRUWLRQRISDUDJUDSK212.3 18 F RIWKH$FWEHIRUHVXESDUDJUDSK LLL LVUHSODFHGE\WKHIROORZ

LQJ
(c) WKHLQYHVWPHQWLVDQLQGLUHFWDFTXLVLWLRQUHIHUUHGWRLQSDUDJUDSK 10 I WKDWUHVXOWVIURPDGLUHFWDFTXLVLWLRQRI

VKDUHVRIWKHFDSLWDOVWRFNRIDQRWKHUFRUSRUDWLRQUHVLGHQWLQ&DQDGD
(i) IURPDFRUSRUDWLRQ LQWKLVSDUDJUDSKUHIHUUHGWRDVWKH³GLVSRVLQJFRUSRUDWLRQ´ WRZKLFKWKH&5,&LVLPPHGL
DWHO\EHIRUHWKHLQYHVWPHQWWLPHUHODWHG GHWHUPLQHGZLWKRXWUHIHUHQFHWRSDUDJUDSK251 5 E DQG
(A) HDFKVKDUHKROGHURIWKHGLVSRVLQJFRUSRUDWLRQLPPHGLDWHO\EHIRUHWKHLQYHVWPHQWWLPHLV
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(I) LIWKHUHLVRQO\RQHSDUHQWLQUHVSHFWRIWKH&5,&
1 HLWKHU WKH &5,& RU D FRUSRUDWLRQ UHVLGHQW LQ &DQDGD WKDW LPPHGLDWHO\ EHIRUH WKH LQYHVWPHQW WLPH LV

UHODWHGWRWKHSDUHQWDQG
2 DWQRWLPHWKDWLVLQWKHSHULRGGXULQJZKLFKWKHVHULHVRIWUDQVDFWLRQVRUHYHQWVWKDWLQFOXGHVWKHPDN
LQJRIWKHLQYHVWPHQWRFFXUVDQGWKDWLVEHIRUHWKHLQYHVWPHQWWLPHGHDOLQJDWDUP¶VOHQJWK GHWHUPLQHG
ZLWKRXWUHIHUHQFHWRSDUDJUDSK251 5 E ZLWKWKHSDUHQWRUDQRQUHVLGHQWSHUVRQWKDWSDUWLFLSDWHVLQWKH
VHULHVDQGLVDWDQ\WLPHWKDWLVLQWKHSHULRGDQGWKDWLVEHIRUHWKHLQYHVWPHQWWLPHUHODWHGWRWKHSDUHQW
DQG
(II) LIWKHUHLVDJURXSRISDUHQWVLQUHVSHFWRIWKH&5,&
1 HLWKHU WKH &5,& RU D FRUSRUDWLRQ UHVLGHQW LQ &DQDGD WKDW LV LPPHGLDWHO\ EHIRUH WKH LQYHVWPHQW WLPH

FRQWUROOHGE\WKHJURXSRISDUHQWVDQG
2 DW DOO WLPHV WKDW DUH LQ WKH SHULRG GXULQJ ZKLFK WKH VHULHV RI WUDQVDFWLRQV RU HYHQWV WKDW LQFOXGHV WKH
PDNLQJRIWKHLQYHVWPHQWRFFXUVDQGWKDWDUHEHIRUHWKHLQYHVWPHQWWLPHFRQWUROOHGE\WKHJURXSRISDU
HQWVRU
(B) WKHGLVSRVLQJFRUSRUDWLRQLV
(I) LIWKHUHLVRQO\RQHSDUHQWLQUHVSHFWRIWKH&5,&DWQRWLPHWKDWLVLQWKHSHULRGDQGWKDWLVEHIRUHWKH
LQYHVWPHQWWLPHGHDOLQJDWDUP¶VOHQJWK GHWHUPLQHGZLWKRXWUHIHUHQFHWRSDUDJUDSK251 5 E ZLWKWKHSDU
HQWRUDQRQUHVLGHQWSHUVRQWKDWSDUWLFLSDWHVLQWKHVHULHVDQGLVDWDQ\WLPHWKDWLVLQWKHSHULRGDQGWKDWLV
EHIRUHWKHLQYHVWPHQWWLPHUHODWHGWRWKHSDUHQWDQG
(II) LIWKHUHLVDJURXSRISDUHQWVLQUHVSHFWRIWKH&5,&DWDOOWLPHVWKDWDUHLQWKHSHULRGGXULQJZKLFKWKH
VHULHVRIWUDQVDFWLRQVRUHYHQWVWKDWLQFOXGHVWKHPDNLQJRIWKHLQYHVWPHQWRFFXUVDQGWKDWDUHEHIRUHWKHLQ
YHVWPHQWWLPHFRQWUROOHGE\WKHJURXSRISDUHQWVRU
(ii) RQDQDPDOJDPDWLRQGHVFULEHGLQVXEVHFWLRQ87 1 RIWZRRUPRUHFRUSRUDWLRQV HDFKRIZKLFKLVLQWKLVVXE
SDUDJUDSKUHIHUUHGWRDVD³SUHGHFHVVRUFRUSRUDWLRQ´ WRIRUPWKH&5,&RUDFRUSRUDWLRQRIZKLFKWKH&5,&LVD
VKDUHKROGHULIDOORIWKHSUHGHFHVVRUFRUSRUDWLRQVDUHLPPHGLDWHO\EHIRUHWKHDPDOJDPDWLRQUHODWHGWRHDFKRWKHU
GHWHUPLQHGZLWKRXWUHIHUHQFHWRSDUDJUDSK251 5 E DQG
(A) HLWKHU
(I) LIWKHUHLVRQO\RQHSDUHQWLQUHVSHFWRIWKH&5,&QRQHRIWKHSUHGHFHVVRUFRUSRUDWLRQVDUHDWDQ\WLPH

WKDWLVLQWKHSHULRGGXULQJZKLFKWKHVHULHVRIWUDQVDFWLRQVRUHYHQWVWKDWLQFOXGHVWKHPDNLQJRIWKHLQYHVW
PHQWRFFXUVDQGWKDWLVEHIRUHWKHLQYHVWPHQWWLPHGHDOLQJDWDUP¶VOHQJWK GHWHUPLQHGZLWKRXWUHIHUHQFHWR
SDUDJUDSK 251 5 E  ZLWK WKH SDUHQW RU D QRQUHVLGHQW SHUVRQ WKDW SDUWLFLSDWHV LQ WKH VHULHV DQG LV DW DQ\
WLPHWKDWLVLQWKHSHULRGDQGWKDWLVEHIRUHWKHLQYHVWPHQWWLPHUHODWHGWRWKHSDUHQWRU
(II) LIWKHUHLVDJURXSRISDUHQWVLQUHVSHFWRIWKH&5,&DOORIWKHSUHGHFHVVRUFRUSRUDWLRQVDUHDWDOOWLPHV
WKDWDUHLQWKHSHULRGGXULQJZKLFKWKHVHULHVRIWUDQVDFWLRQVRUHYHQWVWKDWLQFOXGHVWKHPDNLQJRIWKHLQYHVW
PHQWRFFXUVDQGWKDWDUHEHIRUHWKHLQYHVWPHQWWLPHFRQWUROOHGE\WKHJURXSRISDUHQWVRU
(B) LIWKHFRQGLWLRQLQFODXVH $ LVQRWVDWLVILHGLQUHVSHFWRIDSUHGHFHVVRUFRUSRUDWLRQHDFKVKDUHKROGHURIWKDW
SUHGHFHVVRULPPHGLDWHO\EHIRUHWKHLQYHVWPHQWWLPHLV
(I) LIWKHUHLVRQO\RQHSDUHQWLQUHVSHFWRIWKH&5,&
1 HLWKHU WKH &5,& RU D FRUSRUDWLRQ UHVLGHQW LQ &DQDGD WKDW LV LPPHGLDWHO\ EHIRUH WKH LQYHVWPHQW WLPH
UHODWHGWRWKHSDUHQWDQG
2 DWQRWLPHWKDWLVLQWKHSHULRGDQGWKDWLVEHIRUHWKHLQYHVWPHQWWLPHGHDOLQJDWDUP¶VOHQJWK GHWHU
PLQHG ZLWKRXW UHIHUHQFH WR SDUDJUDSK 251 5 E  ZLWK WKH SDUHQW RU D QRQUHVLGHQW SHUVRQ WKDW
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SDUWLFLSDWHVLQWKHVHULHVDQGLVDWDQ\WLPHWKDWLVLQWKHSHULRGDQGWKDWLVEHIRUHWKHLQYHVWPHQWWLPH
UHODWHGWRWKHSDUHQWDQG
(II) LIWKHUHLVDJURXSRISDUHQWVLQUHVSHFWRIWKH&5,&
1 HLWKHU WKH &5,& RU D FRUSRUDWLRQ UHVLGHQW LQ &DQDGD WKDW LV LPPHGLDWHO\ EHIRUH WKH LQYHVWPHQW WLPH
FRQWUROOHGE\WKHJURXSRISDUHQWVDQG
2 DW DOO WLPHV WKDW DUH LQ WKH SHULRG GXULQJ ZKLFK WKH VHULHV RI WUDQVDFWLRQV RU HYHQWV WKDW LQFOXGHV WKH
PDNLQJRIWKHLQYHVWPHQWRFFXUVDQGWKDWDUHEHIRUHWKHLQYHVWPHQWWLPHFRQWUROOHGE\WKHJURXSRISDU
HQWV
(16) 6XVHFWLRQ212.3 21 LVUHSODFHGE\WKHIROORZLQJ

Persons deemed not to be related
(21) ,ILWFDQUHDVRQDEO\EHFRQVLGHUHGWKDWRQHRIWKHPDLQSXUSRVHVRIRQHRUPRUHWUDQVDFWLRQVRUHYHQWVLVWRFDXVH

WZRRUPRUHSHUVRQVWREHUHODWHGWRHDFKRWKHURUDSHUVRQRUJURXSRISHUVRQVWRFRQWURODQRWKHUSHUVRQVRWKDWLQWKH
DEVHQFHRIWKLVVXEVHFWLRQVXEVHFWLRQ 2 ZRXOGQRWDSSO\EHFDXVHRIVXEVHFWLRQ 18 WRDQLQYHVWPHQWLQDVXEMHFWFRU
SRUDWLRQPDGHE\D&5,&WKRVHSHUVRQVDUHGHHPHGQRWWREHUHODWHGWRHDFKRWKHURUWKDWSHUVRQRUJURXSRISHUVRQVLV
GHHPHGQRWWRFRQWUROWKDWRWKHUSHUVRQDVWKHFDVHPD\EHIRUWKHSXUSRVHVRIVXEVHFWLRQ 18 
(17) 6HFWLRQ212.3 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 25 
(26) )RUWKHSXUSRVHVRIWKLVVHFWLRQVXEVHFWLRQ17.1 1  DVLWDSSOLHVLQUHVSHFWRIDpertinent loan or indebtednessDV

GHILQHG LQ VXEVHFWLRQ 11  SDUDJUDSK 128.1 1 F3  DQG VXEVHFWLRQ 219.1 2  ² DQG IRU WKH SXUSRVH RI SDUDJUDSK
251 1 D DVLWDSSOLHVIRUWKHSXUSRVHVRIWKRVHSURYLVLRQV²LQGHWHUPLQLQJDWDQ\WLPHZKHWKHUWZRSHUVRQVDUHUHODW
HGWRHDFKRWKHURUZKHWKHUDQ\SHUVRQLVFRQWUROOHGE\DQ\RWKHUSHUVRQRUJURXSRISHUVRQVLWVKDOOEHDVVXPHGWKDW
(a) HDFKWUXVWLVDFRUSRUDWLRQKDYLQJDFDSLWDOVWRFNRIDVLQJOHFODVVRIYRWLQJVKDUHVGLYLGHGLQWR100 LVVXHGVKDUHV
(b) HDFK EHQHILFLDU\ XQGHU D WUXVW RZQHG DW WKDW WLPH WKH QXPEHU RI LVVXHG VKDUHV RI WKDW FODVV GHWHUPLQHG E\ WKH
IRUPXOD
A/B × 100

ZKHUH
A LVWKHIDLUPDUNHWYDOXHDWWKDWWLPHRIWKHEHQHILFLDU\¶VLQWHUHVWLQWKHWUXVWDQG
B LVWKHWRWDOIDLUPDUNHWYDOXHDWWKDWWLPHRIDOOEHQHILFLDULHV¶LQWHUHVWVXQGHUWKHWUXVWDQG
(c) LIDEHQHILFLDU\¶VVKDUHRIWKHLQFRPHRUFDSLWDORIDWUXVWGHSHQGVRQWKHH[HUFLVHE\DQ\SHUVRQRIRUWKHIDLOXUH
E\DQ\SHUVRQWRH[HUFLVHDQ\GLVFUHWLRQDU\SRZHUWKHIDLUPDUNHWYDOXHDWDQ\WLPHRIWKHEHQHILFLDU\¶VLQWHUHVWXQ
GHUWKHWUXVWLVHTXDOWRWKHWRWDOIDLUPDUNHWYDOXHDWWKDWWLPHRIDOOEHQHILFLDULHV¶LQWHUHVWVXQGHUWKHWUXVW
(18) 6XEVHFWLRQV 1 WR 17 DSSO\LQUHVSHFWRIWUDQVDFWLRQVRUHYHQWVWKDWRFFXURQRUDIWHU%XGJHW'D\
86 (1) 3DUDJUDSK219.1 2 E RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(b) WKHRWKHUFRUSRUDWLRQLVFRQWUROOHGDWWKDWWLPHE\DQRQUHVLGHQWSHUVRQRUDJURXSRIQRQUHVLGHQWSHUVRQVQRW
GHDOLQJZLWKHDFKRWKHUDWDUP¶VOHQJWKDQG
(2) 6XEVHFWLRQ 1 DSSOLHVLQUHVSHFWRIWUDQVDFWLRQVRUHYHQWVWKDWRFFXURQRUDIWHU%XGJHW'D\

Cross-Border Share Lending Arrangements
87 (1) 6XEVHFWLRQ212 2.1 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Appendix H

441

Exempt dividends
(2.1) 6XEVHFWLRQ 2 GRHVQRWDSSO\WRDQDPRXQWSDLGRUFUHGLWHGE\DERUURZHUXQGHUDVHFXULWLHVOHQGLQJDUUDQJH
PHQWRUDVSHFLILHGVHFXULWLHVOHQGLQJDUUDQJHPHQWLI
(a) WKHDPRXQWLVGHHPHGE\VXESDUDJUDSK260 8 D LL WREHDGLYLGHQG
(b) WKHDUUDQJHPHQWLVDIXOO\FROODWHUDOL]HGDUUDQJHPHQWDQG
(c) WKH VHFXULW\ WKDW LV WUDQVIHUUHG RU OHQW WR WKH ERUURZHU XQGHU WKH VHFXULWLHV OHQGLQJ DUUDQJHPHQW LV D VKDUH RI D
FODVVRIWKHFDSLWDOVWRFNRIDQRQUHVLGHQWFRUSRUDWLRQ
(2) 3DUDJUDSK G RIWKHGHILQLWLRQfully exempt interestLQVXEVHFWLRQ212 3 RIWKH$FWLVUHSODFHGE\WKH
IROORZLQJ
(d) DQDPRXQWSDLGRUSD\DEOHRUFUHGLWHGXQGHUDVHFXULWLHVOHQGLQJDUUDQJHPHQWRUDVSHFLILHGVHFXULWLHVOHQGLQJ
DUUDQJHPHQWWKDWLVGHHPHGE\VXESDUDJUDSK260 8 D L WREHDSD\PHQWPDGHE\DERUURZHUWRDOHQGHURILQWHUHVW
LIWKHDUUDQJHPHQWLVDIXOO\FROODWHUDOL]HGDUUDQJHPHQWDQG
(i) WKHIROORZLQJFRQGLWLRQVDUHPHW
(A) WKHDUUDQJHPHQWZDVHQWHUHGLQWRE\WKHERUURZHULQWKHFRXUVHRIFDUU\LQJRQDEXVLQHVVRXWVLGH&DQDGD
DQG
(B) WKHVHFXULW\WKDWLVWUDQVIHUUHGRUOHQWWRWKHERUURZHUXQGHUWKHDUUDQJHPHQWLVGHVFULEHGLQSDUDJUDSK E
RIWKHGHILQLWLRQTXDOLILHGVHFXULW\LQVXEVHFWLRQ260 1 DQGLVVXHGE\DQRQUHVLGHQWLVVXHU
(ii) WKHVHFXULW\WKDWLVWUDQVIHUUHGRUOHQWWRWKHERUURZHUXQGHUWKHDUUDQJHPHQWLVGHVFULEHGLQSDUDJUDSK F RI
WKHGHILQLWLRQqualified securityLQVXEVHFWLRQ260 1 RU
(iii) WKHVHFXULW\WKDWLVWUDQVIHUUHGRUOHQWWRWKHERUURZHUXQGHUWKHDUUDQJHPHQWLVGHVFULEHGLQSDUDJUDSK D RU

E
(3) 6XEVHFWLRQV 1 DQG 2 DSSO\LQUHVSHFWRIDPRXQWVSDLGRUSD\DEOHRUFUHGLWHGRQRUDIWHU%XGJHW

'D\
88 (1) 6XEVHFWLRQ248 1 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJLQDOSKDEHWLFDORUGHU

fully collateralized arrangementPHDQVDVHFXULWLHVOHQGLQJDUUDQJHPHQWRUDVSHFLILHGVHFXULWLHVOHQGLQJDUUDQJHPHQW
LIWKURXJKRXWWKHWHUPRIWKHDUUDQJHPHQWWKHERUURZHU
(a) KDVSURYLGHGWKHOHQGHUXQGHUWKHDUUDQJHPHQWZLWKPRQH\LQDQDPRXQWRIRUVHFXULWLHVGHVFULEHGLQSDUDJUDSK

F RIWKHGHILQLWLRQqualified securityLQVXEVHFWLRQ260 1 WKDWKDYHDIDLUPDUNHWYDOXHRIQRWOHVVWKDQ95RIWKH
IDLUPDUNHWYDOXHRIWKHVHFXULW\WKDWLVWUDQVIHUUHGRUOHQWXQGHUWKHDUUDQJHPHQWDQG

(b) LVHQWLWOHGWRHQMR\GLUHFWO\RULQGLUHFWO\WKHEHQHILWVRIDOORUVXEVWDQWLDOO\DOOLQFRPHGHULYHGIURPDQGRSSRUWX

QLW\IRUJDLQLQUHVSHFWRIWKHPRQH\RUVHFXULWLHVSURYLGHG mécanisme entièrement garanti
specified securities lending arrangement KDV WKH PHDQLQJ DVVLJQHG E\ VXEVHFWLRQ 260 1  mécanisme de prêt de
valeurs mobilières déterminé
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
89 (1) 6HFWLRQ260 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 1.1 

References — borrower and lender
(1.2) )RUWKHSXUSRVHVRIVXEVHFWLRQV 8  8.1  8.2  8.3  8.4 DQG 9.1 DQG212 2.1 DQG 3 LQUHVSHFWRIDVSHFLILHG
VHFXULWLHVOHQGLQJDUUDQJHPHQW
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(a) DUHIHUHQFHWRDERUURZHULQFOXGHVDWUDQVIHUHHDQG
(b) DUHIHUHQFHWRDOHQGHULQFOXGHVDWUDQVIHURU
(2) 6XEVHFWLRQ260 8 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Non-resident withholding tax
(8) )RUWKHSXUSRVHRI3DUW;,,,DQ\DPRXQWSDLGRUFUHGLWHGXQGHUDVHFXULWLHVOHQGLQJDUUDQJHPHQWRUDVSHFLILHGVH
FXULWLHVOHQGLQJDUUDQJHPHQWE\RURQEHKDOIRIWKHERUURZHUWRWKHOHQGHU
(a) DVDQ6/$FRPSHQVDWLRQSD\PHQWLQUHVSHFWRIDVHFXULW\WKDWLVQRWDTXDOLILHGWUXVWXQLWLVGHHPHG
(i) WRWKHH[WHQWRIWKHDPRXQWRIWKHLQWHUHVWSDLGLQUHVSHFWRIWKHVHFXULW\WREHDSD\PHQWPDGHE\WKHERUURZHU
WRWKHOHQGHURILQWHUHVWDQG
(ii) WRWKHH[WHQWRIWKHDPRXQWRIWKHGLYLGHQGSDLGLQUHVSHFWRIWKHVHFXULW\WREHDSD\PHQWPDGHE\WKHERU
URZHUWRWKHOHQGHURIDGLYLGHQGSD\DEOHRQWKHVHFXULW\
(b) DVDQ6/$FRPSHQVDWLRQSD\PHQWLQUHVSHFWRIDVHFXULW\WKDWLVDTXDOLILHGWUXVWXQLWLVGHHPHGWRWKHH[WHQWRI

WKHDPRXQWRIWKHXQGHUO\LQJSD\PHQWWRZKLFKWKH6/$FRPSHQVDWLRQSD\PHQWUHODWHVWREHDQDPRXQWSDLGE\WKH
WUXVWDQGKDYLQJWKHVDPHFKDUDFWHUDQGFRPSRVLWLRQDVWKHXQGHUO\LQJSD\PHQWDQG
(c) DV RQ DFFRXQW RI LQ OLHX RI SD\PHQW RI RU LQ VDWLVIDFWLRQ RI D IHH IRU WKH XVH RI WKH VHFXULW\ LV GHHPHG WR EH D
SD\PHQWRILQWHUHVWPDGHE\WKHERUURZHUWRWKHOHQGHU
(3) 7KHSRUWLRQRIVXEVHFWLRQ260 8.1 RIWKH$FWEHIRUHSDUDJUDSK D LVUHSODFHGE\WKHIROORZLQJ

Deemed fee for borrowed security
(8.1) )RUWKHSXUSRVHRISDUDJUDSK 8 F LIXQGHUDVHFXULWLHVOHQGLQJDUUDQJHPHQWRUDVSHFLILHGVHFXULWLHVOHQGLQJDU

UDQJHPHQW WKH ERUURZHU KDV DW DQ\ WLPH SURYLGHG WKH OHQGHU ZLWK PRQH\ HLWKHU DV FROODWHUDO RU FRQVLGHUDWLRQ IRU WKH
VHFXULW\DQGWKHERUURZHUGRHVQRWXQGHUWKHDUUDQJHPHQWSD\RUFUHGLWDUHDVRQDEOHDPRXQWWRWKHOHQGHUDVRQDF
FRXQWRILQOLHXRISD\PHQWRIRULQVDWLVIDFWLRQRIDIHHIRUWKHXVHRIWKHVHFXULW\WKHERUURZHULVGHHPHGWRKDYHDW
WKH WLPH WKDW DQ LGHQWLFDO RU VXEVWDQWLDOO\ LGHQWLFDO VHFXULW\ LV RU FDQ UHDVRQDEO\ EH H[SHFWHG WR EH WUDQVIHUUHG RU UH
WXUQHGWRWKHOHQGHUSDLGWRWKHOHQGHUXQGHUWKHDUUDQJHPHQWDQDPRXQWDVDIHHIRUWKHXVHRIWKHVHFXULW\HTXDOWRWKH
DPRXQWLIDQ\E\ZKLFK
(4) 6XEVHFWLRQ260 8.2 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Effect for tax treaties — interest
(8.2) ,QDSSO\LQJVXESDUDJUDSK 8 D L LIDVHFXULWLHVOHQGLQJDUUDQJHPHQWRUVSHFLILHGVHFXULWLHVOHQGLQJDUUDQJHPHQW

LVDIXOO\FROODWHUDOL]HGDUUDQJHPHQWDQ\6/$FRPSHQVDWLRQSD\PHQWGHHPHGWREHDSD\PHQWPDGHE\WKHERUURZHUWR
WKHOHQGHURILQWHUHVWLVGHHPHGIRUWKHSXUSRVHVRIDQ\WD[WUHDW\WREHSD\DEOHRQWKHVHFXULW\
(5) 6HFWLRQ260 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVXEVHFWLRQ 8.2 

Effect for tax treaties — dividend
(8.3) ,QDSSO\LQJVXESDUDJUDSK 8 D LL LIWKHVHFXULW\LVDVKDUHRIDFODVVRIWKHFDSLWDOVWRFNRIDFRUSRUDWLRQUHVLGHQW

LQ&DQDGD LQWKLVVXEVHFWLRQUHIHUUHGWRDVWKH³&DQDGLDQVKDUH´ IRUWKHSXUSRVHVRIGHWHUPLQLQJWKHUDWHRIWD[WKDW
&DQDGDPD\LPSRVHRQDGLYLGHQGEHFDXVHRIWKHGLYLGHQGDUWLFOHRIDWD[WUHDW\
(a) DQ\ 6/$ FRPSHQVDWLRQ SD\PHQW GHHPHG WR EH D SD\PHQW PDGH E\ WKH ERUURZHU WR WKH OHQGHU RI D GLYLGHQG LV
GHHPHGWREHSDLGE\WKHLVVXHURIWKH&DQDGLDQVKDUHDQGQRWE\WKHERUURZHU
(b) WKHOHQGHULVGHHPHGWREHWKHEHQHILFLDORZQHURIWKH&DQDGLDQVKDUHDQG
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(c) WKHVKDUHVRIWKHFDSLWDOVWRFNRIWKHLVVXHURZQHGE\WKHOHQGHUDUHGHHPHGWRJLYHLWOHVVWKDQ10RIWKHYRWHV

WKDWFRXOGEHFDVWDWDQDQQXDOPHHWLQJRIWKHVKDUHKROGHUVRIWKHLVVXHUDQGKDYHOHVVWKDQ10RIWKHIDLUPDUNHW
YDOXHRIDOORIWKHLVVXHGDQGRXWVWDQGLQJVKDUHVRIWKHFDSLWDOVWRFNRIWKHLVVXHULI
(i) WKHVHFXULWLHVOHQGLQJDUUDQJHPHQWRUWKHVSHFLILHGVHFXULWLHVOHQGLQJDUUDQJHPHQWLVQRWDIXOO\FROODWHUDOL]HG
DUUDQJHPHQWDQG
(ii) WKHERUURZHUDQGWKHOHQGHUDUHQRWGHDOLQJDWDUP¶VOHQJWK

Idem
(8.4) ,QDSSO\LQJVXESDUDJUDSK 8 D LL LIWKHVHFXULW\LVDVKDUHRIDFODVVRIWKHFDSLWDOVWRFNRIDQRQUHVLGHQWFRUSR
UDWLRQIRUWKHSXUSRVHVRIGHWHUPLQLQJWKHUDWHRIWD[WKDW&DQDGDPD\LPSRVHRQDGLYLGHQGEHFDXVHRIWKHGLYLGHQG
DUWLFOHRIDWD[WUHDW\WKHVKDUHVRIWKHFDSLWDOVWRFNRIWKHERUURZHURZQHGE\WKHOHQGHUDUHGHHPHGWRJLYHLWOHVVWKDQ
10RIWKHYRWHVWKDWFRXOGEHFDVWDWDQDQQXDOPHHWLQJRIWKHVKDUHKROGHUVRIWKHERUURZHUDQGWKHOHQGHULVGHHPHGWR
KROGOHVVWKDQ10RIWKHIDLUPDUNHWYDOXHRIDOORIWKHLVVXHGDQGRXWVWDQGLQJVKDUHVRIWKHFDSLWDOVWRFNRIWKHERUURZHU
LI
(a) WKHVHFXULWLHVOHQGLQJDUUDQJHPHQWRUWKHVSHFLILHGVHFXULWLHVOHQGLQJDUUDQJHPHQWLVQRWDIXOO\FROODWHUDOL]HGDU
UDQJHPHQWDQG
(b) WKHERUURZHUDQGWKHOHQGHUDUHQRWGHDOLQJDWDUP¶VOHQJWK
(6) 6XEVHFWLRQ260 9.1 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Non-arm’s length compensation payment
(9.1) )RUWKHSXUSRVHRI3DUW;,,,LIWKHOHQGHUXQGHUDVHFXULWLHVOHQGLQJDUUDQJHPHQWRUDVSHFLILHGVHFXULWLHVOHQGLQJ

DUUDQJHPHQWLVQRWGHDOLQJDWDUP¶VOHQJWKZLWKHLWKHUWKHERUURZHUXQGHUWKHDUUDQJHPHQWRUWKHLVVXHURIWKHVHFXULW\
WKDWLVWUDQVIHUUHGRUOHQWXQGHUWKHDUUDQJHPHQWRUERWKDQGVXEVHFWLRQ 8 GHHPVDQDPRXQWWREHDSD\PHQWRILQWHU
HVWE\DSHUVRQWRWKHOHQGHUWKHOHQGHULVGHHPHGLQUHVSHFWRIWKDWSD\PHQWQRWWREHGHDOLQJDWDUP¶VOHQJWKZLWKWKDW
SHUVRQ
(7) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
(8) 6XEVHFWLRQV 2 WR 6 DSSO\LQUHVSHFWRIDPRXQWVSDLGRUFUHGLWHGDV6/$FRPSHQVDWLRQSD\PHQWV
RQRUDIWHU%XGJHW'D\+RZHYHUVXEVHFWLRQV 2 WR 6 GRQRWDSSO\LQUHVSHFWRIDPRXQWVSDLGRUFUHG
LWHG DV 6/$ FRPSHQVDWLRQ SD\PHQWV RQ RU DIWHU %XGJHW 'D\ DQG EHIRUH 2FWREHU 2019, LI WKH\ DUH SXU
VXDQWWRDZULWWHQDUUDQJHPHQWHQWHUHGLQWREHIRUH%XGJHW'D\
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Notice of Ways and Means Motion to amend the Excise Tax Act
That it is expedient to amend the Excise Tax Act as follows:
GST/HST Health Measures
Human Ova and In Vitro Embryos
1 (1) 3DUW,RI6FKHGXOH9,WRWKH([FLVH7D[$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVHFWLRQ5
6 $VXSSO\RIDQovumDVGHILQHGLQVHFWLRQ3 RIWKH$VVLVWHG+XPDQ5HSURGXFWLRQ$FW
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQWKHGD\DIWHU%XGJHW'D\
2 (1) 6FKHGXOH9,,WRWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVHFWLRQ12
13 In vitro embryosDVGHILQHGLQVHFWLRQ3 RIWKH$VVLVWHG+XPDQ5HSURGXFWLRQ$FW
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQWKHGD\DIWHU%XGJHW'D\
3 (1) 3DUW,RI6FKHGXOH;WRWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVHFWLRQ26
27 In vitro embryosDVGHILQHGLQVHFWLRQ3 RIWKH$VVLVWHG+XPDQ5HSURGXFWLRQ$FW
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQWKHGD\DIWHU%XGJHW'D\

Foot Care Devices Supplied on the Order of a Podiatrist or Chiropodist
4 (1) 3DUDJUDSKV D DQG E RIWKHGHILQLWLRQspecified professionalLQVHFWLRQ1 RI3DUW,,RI6FKHGXOH9,
WRWKH$FWDUHUHSODFHGE\WKHIROORZLQJ
(a) LQUHVSHFWRIDVXSSO\LQFOXGHGLQDQ\RIVHFWLRQV23, 24.1 DQG35,
(i) DSHUVRQWKDWLVHQWLWOHGXQGHUWKHODZVRIDSURYLQFHWRSUDFWLVHWKHSURIHVVLRQRIPHGLFLQHSK\VLRWKHUDS\RF

FXSDWLRQDOWKHUDS\FKLURSRG\RUSRGLDWU\RU
(ii) DUHJLVWHUHGQXUVHDQG
(b) LQUHVSHFWRIDQ\RWKHUVXSSO\
(i) DSHUVRQWKDWLVHQWLWOHGXQGHUWKHODZVRIDSURYLQFHWRSUDFWLVHWKHSURIHVVLRQRIPHGLFLQHSK\VLRWKHUDS\RU
RFFXSDWLRQDOWKHUDS\RU
(ii) DUHJLVWHUHGQXUVH
(2) 6XEVHFWLRQ 1 DSSOLHVWRDQ\VXSSO\PDGHDIWHU%XGJHW'D\

Multidisciplinary Health Care Services
5 (1) 3DUW,,RI6FKHGXOH9WRWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJDIWHUVHFWLRQ7.3
7.4 $VXSSO\RIDVHUYLFHLIDOORUVXEVWDQWLDOO\DOORIWKHFRQVLGHUDWLRQIRUWKHVXSSO\LVUHDVRQDEO\DWWULEXWDEOHWRWZRRU

PRUHSDUWLFXODUVHUYLFHVHDFKRIZKLFKPHHWVWKHIROORZLQJFRQGLWLRQV
(a) WKHSDUWLFXODUVHUYLFHLVUHQGHUHGLQWKHFRXUVHRIPDNLQJWKHVXSSO\DQG
(b) DVXSSO\RIWKHSDUWLFXODUVHUYLFHZRXOGEHDVXSSO\LQFOXGHGLQDQ\RIVHFWLRQV5 WR7.3, LIWKHSDUWLFXODUVHUYLFH

ZHUHVXSSOLHGVHSDUDWHO\
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(2) 6XEVHFWLRQ 1 DSSOLHVWRDQ\VXSSO\PDGHDIWHU%XGJHW'D\

Business Investment in Zero-Emission Vehicles
6 (1) 7KHGHILQLWLRQpassenger vehicleLQVXEVHFWLRQ123 1 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

passenger vehicle PHDQVDpassenger vehicleRUDzero-emission passenger vehicleDVWKRVHWHUPVDUHGHILQHGLQ
VXEVHFWLRQ248 1 RIWKH,QFRPH7D[$FW voiture de tourisme
(2) 6XEVHFWLRQ 1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
7 (1) 7KHSRUWLRQRIWKHGHVFULSWLRQRI$LQSDUDJUDSK201 E RIWKH)UHQFKYHUVLRQRIWKH$FWEHIRUHVXE
SDUDJUDSK L LVUHSODFHGE\WKHIROORZLQJ
A UHSUpVHQWHODWD[HTXLVHUDLWSD\DEOHSDUOXLUHODWLYHPHQWjODYRLWXUHV¶LOO¶DYDLWDFTXLVHjO¶HQGURLWFLDSUqVDX

PRPHQWGRQQpSRXUXQHFRQWUHSDUWLHpJDOHDXPRQWDQWTXLVHUDLWVHORQFHOXLGHVDOLQpDV13 7 J jL GHOD
/RL GH O¶LPS{W VXU OH UHYHQX TXL HVW DSSOLFDEOH UHODWLYHPHQW j OD YRLWXUH UpSXWp rWUH SRXU O¶DSSOLFDWLRQ GH
O¶DUWLFOH13 GHFHWWHORLOHFRWHQFDSLWDOSRXUXQFRQWULEXDEOHG¶XQHYRLWXUHGHWRXULVPHjODTXHOOHO¶DOLQpDHQ
FDXVHV¶DSSOLTXHV¶LOQ¶pWDLWSDVWHQXFRPSWHGHO¶pOpPHQW%GHVIRUPXOHVILJXUDQWjO¶DOLQpD7307 1 E HWDX
SDUDJUDSKH7307 1.1 GX5qJOHPHQWGHO¶LPS{WVXUOHUHYHQX

(2) 7KHSRUWLRQRIWKHGHVFULSWLRQRI$LQSDUDJUDSK201 E RIWKH(QJOLVKYHUVLRQRIWKH$FWDIWHUVXE

SDUDJUDSK LL LVUHSODFHGE\WKHIROORZLQJ
IRU FRQVLGHUDWLRQ HTXDO WR WKH DPRXQW WKDW ZRXOG XQGHU ZKLFKHYHU RI SDUDJUDSKV 13 7 J  WR L  RI WKH ,Q
FRPH7D[$FWLVDSSOLFDEOHLQUHVSHFWRIWKHYHKLFOHEHGHHPHGWREHIRUWKHSXUSRVHVRIVHFWLRQ13 RIWKDW
$FWWKHFDSLWDOFRVWWRDWD[SD\HURIDSDVVHQJHUYHKLFOHLQUHVSHFWRIZKLFKWKDWSDUDJUDSKDSSOLHVLIWKHIRU
PXODH LQ SDUDJUDSK 7307 1 E  DQG VXEVHFWLRQ 7307 1.1  RI WKH ,QFRPH 7D[ 5HJXODWLRQV ZHUH UHDG ZLWKRXW
UHIHUHQFHWRWKHGHVFULSWLRQRI%
(3) 6XEVHFWLRQV 1 DQG 2 DSSO\WRDQ\SDVVHQJHUYHKLFOHWKDWLVDFTXLUHGLPSRUWHGRUEURXJKWLQWRD

SDUWLFLSDWLQJSURYLQFHRQRUDIWHU%XGJHW'D\
8 (1) 6XEVHFWLRQ202 1 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Improvement to passenger vehicle
202 (1) ,IWKHFRQVLGHUDWLRQSDLGRUSD\DEOHE\DUHJLVWUDQWIRUDQLPSURYHPHQWWRDSDVVHQJHUYHKLFOHRIWKHUHJLVWUDQW

LQFUHDVHVWKHFRVWWRWKHUHJLVWUDQWRIWKHYHKLFOHWRDQDPRXQWWKDWH[FHHGVWKHDPRXQWWKDWZRXOGXQGHUZKLFKHYHURI
SDUDJUDSKV13 7 J WR L RIWKH,QFRPH7D[$FWLVDSSOLFDEOHLQUHVSHFWRIWKHYHKLFOHEHGHHPHGWREHIRUWKHSXUSRVHV
RIVHFWLRQ13 RIWKDW$FWWKHFDSLWDOFRVWWRDWD[SD\HURIDSDVVHQJHUYHKLFOHLQUHVSHFWRIZKLFKWKDWSDUDJUDSKDSSOLHVLI
WKHIRUPXODHLQSDUDJUDSK7307 1 E DQGVXEVHFWLRQ7307 1.1 RIWKH,QFRPH7D[5HJXODWLRQVZHUHUHDGZLWKRXWUHIHU
HQFHWRWKHGHVFULSWLRQRI%WKHWD[FDOFXODWHGRQWKDWH[FHVVVKDOOQRWEHLQFOXGHGLQGHWHUPLQLQJDQLQSXWWD[FUHGLWRI
WKHUHJLVWUDQWIRUDQ\UHSRUWLQJSHULRGRIWKHUHJLVWUDQW
(2) 6XEVHFWLRQ 1  DSSOLHV WR DQ\ LPSURYHPHQW WR D SDVVHQJHU YHKLFOH WKDW LV DFTXLUHG LPSRUWHG RU
EURXJKWLQWRDSDUWLFLSDWLQJSURYLQFHRQRUDIWHU%XGJHW'D\
9 (1) 6XESDUDJUDSK E LL RIWKHGHILQLWLRQimported taxable supplyLQVHFWLRQ217 RIWKH$FWLVUHSODFHG
E\WKHIROORZLQJ
(ii) WKHUHFLSLHQWLVQRWDFTXLULQJWKHSURSHUW\IRUFRQVXPSWLRQXVHRUVXSSO\H[FOXVLYHO\LQWKHFRXUVHRILWVFRP
PHUFLDODFWLYLWLHVRUWKHSURSHUW\LVDSDVVHQJHUYHKLFOHWKDWWKHUHFLSLHQWLVDFTXLULQJIRUXVHLQ&DQDGDDVFDSLWDO
SURSHUW\LQLWVFRPPHUFLDODFWLYLWLHVDQGWKDWKDVDFDSLWDOFRVWWRWKHUHFLSLHQWH[FHHGLQJWKHDPRXQWGHHPHGXQ
GHUDQ\RISDUDJUDSKV13 7 J WR L RIWKH,QFRPH7D[$FWWREHWKHFDSLWDOFRVWRIWKHYHKLFOHWRWKHUHFLSLHQWIRU
WKHSXUSRVHVRIVHFWLRQ13 RIWKDW$FW
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(2) 6XESDUDJUDSK E01 LL RIWKHGHILQLWLRQimported taxable supplyLQVHFWLRQ217 RIWKH$FWLVUHSODFHG
E\WKHIROORZLQJ
(ii) WKHUHFLSLHQWLVQRWDFTXLULQJWKHSURSHUW\IRUFRQVXPSWLRQXVHRUVXSSO\H[FOXVLYHO\LQWKHFRXUVHRILWVFRP
PHUFLDODFWLYLWLHVRUWKHSURSHUW\LVDSDVVHQJHUYHKLFOHWKDWWKHUHFLSLHQWLVDFTXLULQJIRUXVHLQ&DQDGDDVFDSLWDO
SURSHUW\LQLWVFRPPHUFLDODFWLYLWLHVDQGWKDWKDVDFDSLWDOFRVWWRWKHUHFLSLHQWH[FHHGLQJWKHDPRXQWGHHPHGXQ
GHUDQ\RISDUDJUDSKV13 7 J WR L RIWKH,QFRPH7D[$FWWREHWKHFDSLWDOFRVWRIWKHYHKLFOHWRWKHUHFLSLHQWIRU
WKHSXUSRVHVRIVHFWLRQ13 RIWKDW$FW
(3) 6XESDUDJUDSK E1 LL RIWKHGHILQLWLRQimported taxable supplyLQVHFWLRQ217 RIWKH$FWLVUHSODFHGE\

WKHIROORZLQJ
(ii) WKHUHFLSLHQWLVQRWDFTXLULQJDVWKHUHFLSLHQWRIWKHWD[DEOHVXSSO\WKHSURSHUW\IRUFRQVXPSWLRQXVHRUVXS
SO\H[FOXVLYHO\LQWKHFRXUVHRILWVFRPPHUFLDODFWLYLWLHVRUWKHSURSHUW\LVDSDVVHQJHUYHKLFOHWKDWWKHUHFLSLHQWLV
DFTXLULQJIRUXVHLQ&DQDGDDVFDSLWDOSURSHUW\LQLWVFRPPHUFLDODFWLYLWLHVDQGWKDWKDVDFDSLWDOFRVWWRWKHUHFLSL
HQWH[FHHGLQJWKHDPRXQWGHHPHGXQGHUDQ\RISDUDJUDSKV13 7 J WR L RIWKH,QFRPH7D[$FWWREHWKHFDSLWDO
FRVWRIWKHYHKLFOHWRWKHUHFLSLHQWIRUWKHSXUSRVHVRIVHFWLRQ13 RIWKDW$FW
(4) 6XEVHFWLRQV 1 WR 3 DSSO\LQUHVSHFWRIVXSSOLHVPDGHRQRUDIWHU%XGJHW'D\
10 (1) 7KHSRUWLRQRIVXEVHFWLRQ235 1 RIWKH)UHQFKYHUVLRQRIWKH$FWEHIRUHWKHIRUPXODLVUHSODFHG
E\WKHIROORZLQJ

Taxe nette en cas de location de voiture de tourisme
235 (1) /RUVTXH OD WD[H UHODWLYH DX[ IRXUQLWXUHV G¶XQH YRLWXUH GH WRXULVPH HIIHFWXpHV DX[ WHUPHV G¶XQ EDLO GHYLHQW

SD\DEOHSDUXQLQVFULWRXHVWSD\pHSDUOXLVDQVrWUHGHYHQXHSD\DEOHDXFRXUVGHVRQDQQpHG¶LPSRVLWLRQHWTXHOHWRWDO
GH OD FRQWUHSDUWLH GHV IRXUQLWXUHV TXL VHUDLW GpGXFWLEOH GDQV OH FDOFXO GX UHYHQX GH O¶LQVFULW SRXU O¶DQQpH SRXU
O¶DSSOLFDWLRQ GH OD /RL GH O¶LPS{W VXU OH UHYHQX V¶LO pWDLW XQ FRQWULEXDEOH DX[ WHUPHV GH FHWWH ORL HW V¶LO Q¶pWDLW SDV WHQX
FRPSWHGHO¶DUWLFOH67.3 GHFHWWHORLH[FqGHOHPRQWDQWUHODWLIjFHWWHFRQWUHSDUWLHTXLVHUDLWGpGXFWLEOHGDQVOHFDOFXOGX
UHYHQX GH O¶LQVFULW SRXU O¶DQQpH SRXU O¶DSSOLFDWLRQ GH FHWWH ORL V¶LO pWDLW XQ FRQWULEXDEOH DX[ WHUPHV GH FHWWH ORL HW V¶LO
Q¶pWDLWSDVWHQXFRPSWHGHO¶pOpPHQW%GHVIRUPXOHVILJXUDQWjO¶DOLQpD7307 1 E DXSDUDJUDSKH7307 1.1 HWjO¶DOLQpD
7307 3 E GX5qJOHPHQWGHO¶LPS{WVXUOHUHYHQXOHPRQWDQWREWHQXSDUODIRUPXOHFLDSUqVHVWDMRXWpGDQVOHFDOFXOGHOD
WD[HQHWWHGHO¶LQVFULWSRXUODSpULRGHGHGpFODUDWLRQLQGLTXpH
(2) 3DUDJUDSK235 1 E RIWKH(QJOLVKYHUVLRQRIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(b) WKHDPRXQWLQUHVSHFWRIWKDWFRQVLGHUDWLRQWKDWZRXOGEHGHGXFWLEOHLQFRPSXWLQJWKHUHJLVWUDQW¶VLQFRPHIRUWKH
\HDUIRUWKHSXUSRVHVRIWKH,QFRPH7D[$FWLIWKHUHJLVWUDQWZHUHDWD[SD\HUXQGHUWKDW$FWDQGWKHIRUPXODHLQSDUD
JUDSK 7307 1 E  VXEVHFWLRQ 7307 1.1  DQG SDUDJUDSK 7307 3 E  RI WKH ,QFRPH 7D[ 5HJXODWLRQV ZHUH UHDG ZLWKRXW
UHIHUHQFHWRWKHGHVFULSWLRQRI%
(3) 6XEVHFWLRQV 1 DQG 2 DUHGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\
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Notice of Ways and Means Motion to amend the Excise Act, 2001
That it is expedient to amend the Excise Act, 2001 as follows:
Cannabis Taxation
1 (1) 7KHGHVFULSWLRQRI%LQWKHGHILQLWLRQdutiable amountLQVHFWLRQ2 RIWKH([FLVH$FWLVUHSODFHG
E\WKHIROORZLQJ
B LVWKHSHUFHQWDJHVHWRXWLQSDUDJUDSK2 D RI6FKHGXOH7, DQG
(2) 3DUDJUDSKV D DQG E RIWKHGHILQLWLRQlow-THC cannabis productLQVHFWLRQ2 RIWKH$FWDUHUHSODFHG

E\WKHIROORZLQJ
(a) FRQVLVWLQJHQWLUHO\RI
(i) IUHVKFDQQDELV
(ii) GULHGFDQQDELVRU
(iii) RLOWKDWFRQWDLQVDQ\WKLQJUHIHUUHGWRLQLWHP1 RU3 RI6FKHGXOH1 WRWKH&DQQDELV$FWDQGWKDWLVLQOLTXLGIRUP

DWDWHPSHUDWXUHRI22 2&DQG
(b) DQ\SDUWRIZKLFKGRHVQRWKDYHDPD[LPXP\LHOGRIPRUHWKDQ0.37+&ZZWDNLQJLQWRDFFRXQWWKHSRWHQWLDO

WR FRQYHUW 7+&$ LQWR 7+& DV GHWHUPLQHG LQ DFFRUGDQFH ZLWK WKH &DQQDELV $FW produit du cannabis à faible
teneur en THC
(3) 6HFWLRQ2 RIWKH$FWLVDPHQGHGE\DGGLQJWKHIROORZLQJLQDOSKDEHWLFDORUGHU

dried cannabis KDVWKHVDPHPHDQLQJDVLQVXEVHFWLRQ2 1 RIWKH&DQQDELV$FW cannabis séché
fresh cannabis KDVWKHVDPHPHDQLQJDVLQVXEVHFWLRQ1 1 RIWKH&DQQDELV5HJXODWLRQV cannabis frais
THCA PHDQVGHOWD9WHWUDK\GURFDQQDELQROLFDFLG ATHC
total THC RIDFDQQDELVSURGXFWPHDQVWKHWRWDOTXDQWLW\RI7+&LQPLOOLJUDPVWKDWWKHFDQQDELVSURGXFWFRXOG\LHOG
WDNLQJLQWRDFFRXQWWKHSRWHQWLDOWRFRQYHUW7+&$LQWR7+&DVGHWHUPLQHGLQDFFRUGDQFHZLWKWKH&DQQDELV$FW THC
total
(4) 6XEVHFWLRQV 1 WR 3 FRPHLQWRIRUFHRUDUHGHHPHGWRKDYHFRPHLQWRIRUFHRQ0D\1, 2019.
2 (1) 6HFWLRQ172 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ

Application of interest provisions
172 )RUJUHDWHUFHUWDLQW\LIDQDPHQGPHQWWRWKLV$FWRUDQDPHQGPHQWRUHQDFWPHQWWKDWUHODWHVWRWKLV$FWFRPHV

LQWRIRUFHRQRUDSSOLHVDVRIDSDUWLFXODUGD\WKDWLVEHIRUHWKHGD\RQZKLFKWKHDPHQGPHQWRUHQDFWPHQWLVDVVHQWHG
WRRUSURPXOJDWHGWKHSURYLVLRQVRIWKLV$FWDQGRIWKH&XVWRPV$FWDVWKHFDVHPD\EHWKDWUHODWHWRWKHFDOFXODWLRQ
DQGSD\PHQWRILQWHUHVWDSSO\LQUHVSHFWRIWKHDPHQGPHQWRUHQDFWPHQWDVWKRXJKLWKDGEHHQDVVHQWHGWRRUSURPXO
JDWHGRQWKHSDUWLFXODUGD\
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRULVGHHPHGWRKDYHFRPHLQWRIRUFHRQ0D\1, 2019.
3 (1) 3DUDJUDSK E RIWKHGHVFULSWLRQRI$LQVHFWLRQ233.1 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
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(b) WKH DPRXQW REWDLQHG E\ PXOWLSO\LQJ WKH IDLU PDUNHW YDOXH DW WKH WLPH WKH FRQWUDYHQWLRQ RFFXUUHG RI WKH

FDQQDELVSURGXFWVWRZKLFKWKHFRQWUDYHQWLRQUHODWHVE\WKHSHUFHQWDJHVHWRXWLQSDUDJUDSK4 D RI6FKHGXOH7,
DVWKDWSDUDJUDSKUHDGDWWKDWWLPH
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRULVGHHPHGWRKDYHFRPHLQWRIRUFHRQ0D\1, 2019.
4 (1) 3DUDJUDSK E RIWKHGHVFULSWLRQRI$LQVHFWLRQ234.1 RIWKH$FWLVUHSODFHGE\WKHIROORZLQJ
(b) WKH DPRXQW REWDLQHG E\ PXOWLSO\LQJ WKH IDLU PDUNHW YDOXH DW WKH WLPH WKH FRQWUDYHQWLRQ RFFXUUHG RI WKH
FDQQDELVSURGXFWVWRZKLFKWKHFRQWUDYHQWLRQUHODWHVE\WKHSHUFHQWDJHVHWRXWLQSDUDJUDSK4 D RI6FKHGXOH7,
DVWKDWSDUDJUDSKUHDGDWWKDWWLPH
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRULVGHHPHGWRKDYHFRPHLQWRIRUFHRQ0D\1, 2019.
5 (1) 6XESDUDJUDSKV238.1 2 E L DQG LL RIWKH$FWDUHUHSODFHGE\WKHIROORZLQJ
(i) WKHGROODUDPRXQWVHWRXWLQVXESDUDJUDSK1 D L RI6FKHGXOH7,
(ii) LIWKHVWDPSLVLQUHVSHFWRIDVSHFLILHGSURYLQFHWKUHHWLPHVWKHGROODUDPRXQWVHWRXWLQVXESDUDJUDSK1 D L

RI6FKHGXOH7, DQG
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRULVGHHPHGWRKDYHFRPHLQWRIRUFHRQ0D\1, 2019.
6 (1) 6HFWLRQV1 WR4 RI6FKHGXOH7 WRWKH$FWDUHUHSODFHGE\WKHIROORZLQJ
1 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDRULPSRUWHGWKHDPRXQWHTXDOWR
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGVWKHWRWDORI
(i) 0.25 SHUJUDPRIIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFW
(ii) 0.075 SHUJUDPRIQRQIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKH
FDQQDELVSURGXFW
(iii) 0.25 SHUYLDEOHVHHGLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELVSURGXFWDQG
(iv) 0.25 SHUYHJHWDWLYHFDQQDELVSODQWLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV

SURGXFWDQG
(b) LQDQ\RWKHUFDVH0.0025 SHUPLOOLJUDPRIWKHWRWDO7+&RIWKHFDQQDELVSURGXFW
2 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHGXWLDEOHDPRXQWIRUWKHFDQQDELV
SURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV2.5DQG
(b) LQDQ\RWKHUFDVH0
3 $Q\LPSRUWHGFDQQDELVSURGXFWWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHYDOXHRIWKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV2.5DQG
(b) LQDQ\RWKHUFDVH0
4 $Q\FDQQDELVSURGXFWWDNHQIRUXVHRUXQDFFRXQWHGIRUWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHIDLUPDUNHWYDOXHRI
WKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV2.5DQG
(b) LQDQ\RWKHUFDVH0
(2) 6XEVHFWLRQ 1 FRPHVLQWRIRUFHRULVGHHPHGWRKDYHFRPHLQWRIRUFHRQ0D\1, 2019 H[FHSWWKDWIRU
WKHSXUSRVHRIGHWHUPLQLQJWKHDPRXQWRIGXW\LPSRVHGRQRUDIWHUWKDWGD\XQGHUVXEVHFWLRQ158.19 2
RIWKH$FWRQDQ\FDQQDELVSURGXFWWKDWLVSDFNDJHGEHIRUHWKDWGD\VHFWLRQ2 RI6FKHGXOH7 WRWKH$FWLV
WREHUHDGDVLWGLGRQ$SULO30, 2019.
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Draft Amendments to Various Regulations
Business Investment in Zero-Emission Vehicles
Streamlined Accounting (GST/HST) Regulations
1 (1) 7KH SRUWLRQ RI VXEVHFWLRQ 21.3 4  RI WKH 6WUHDPOLQHG $FFRXQWLQJ *67+67  5HJXODWLRQV EHIRUH

SDUDJUDSK D LVUHSODFHGE\WKHIROORZLQJ
(4) )RUWKHSXUSRVHVRIWKLV3DUWLIDQ\RISDUDJUDSKV13 7 J WR L RIWKH,QFRPH7D[$FWGHHPVDQDPRXQWWREHWKH

FDSLWDOFRVWWRDUHJLVWUDQWRIDSDVVHQJHUYHKLFOHIRUWKHSXUSRVHVRIVHFWLRQ13 RIWKDW$FWWKHDPRXQWLIDQ\E\ZKLFK
(2) 7KHGHVFULSWLRQRI%LQSDUDJUDSK21.3 4 E RIWKH5HJXODWLRQVLVUHSODFHGE\WKHIROORZLQJ
B LVWKHDPRXQWGHHPHGE\DQ\RISDUDJUDSKV13 7 J WR L RIWKH,QFRPH7D[$FWWREHWKHFDSLWDOFRVWWRWKHUHJLV

WUDQWRIWKHYHKLFOHIRUWKHSXUSRVHVRIVHFWLRQ13 RIWKDW$FW
2 6HFWLRQ1 LVGHHPHGWRKDYHFRPHLQWRIRUFHRQ%XGJHW'D\

Cannabis Taxation
Draft Excise Duties on Cannabis Regulations
3 6XESDUDJUDSK2 E L RIWKHGUDIW([FLVH'XWLHVRQ&DQQDELV5HJXODWLRQVDVSXEOLVKHGE\WKH0LQLV
WHURI)LQDQFHRQ6HSWHPEHU17, 2018, LVUHSODFHGE\WKHIROORZLQJ
(i) WKDW FRQWDLQV D NQRZQ TXDQWLW\ RU FRQFHQWUDWLRQ RI D FKHPLFDO FRPSRQHQW RI FDQQDELV VXFK DV FDQQDELGLRO
FDQQDELGLROLFDFLG7+&$RU7+&
4 (1) 6XESDUDJUDSK3 1 D L RIWKHGUDIW5HJXODWLRQVLVUHSODFHGE\WKHIROORZLQJ
(i) WKHSHUFHQWDJHVHWRXWLQSDUDJUDSK2 D RI6FKHGXOH1, DQG
(2) 3DUDJUDSKV3 1 E DQG F RIWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
(b) LQWKHFDVHRI4XHEHFWKHSHUFHQWDJHVHWRXWLQSDUDJUDSK2 D RI6FKHGXOH2
(c) LQWKHFDVHRI1RYD6FRWLDWKHSHUFHQWDJHVHWRXWLQSDUDJUDSK2 D RI6FKHGXOH3
(3) 6XESDUDJUDSK3 1 G L RIWKHGUDIW5HJXODWLRQVLVUHSODFHGE\WKHIROORZLQJ
(i) WKHSHUFHQWDJHVHWRXWLQSDUDJUDSK2 D RI6FKHGXOH4, DQG
(4) 3DUDJUDSK3 1 H RIWKHGUDIW5HJXODWLRQVLVUHSODFHGE\WKHIROORZLQJ
(e) LQWKHFDVHRI%ULWLVK&ROXPELDWKHSHUFHQWDJHVHWRXWLQSDUDJUDSK2 D RI6FKHGXOH5
(5) 6XESDUDJUDSK3 1 I L RIWKHGUDIW5HJXODWLRQVLVUHSODFHGE\WKHIROORZLQJ
(i) WKHSHUFHQWDJHVHWRXWLQSDUDJUDSK2 D RI6FKHGXOH6, DQG
(6) 6XESDUDJUDSK3 1 J L RIWKHGUDIW5HJXODWLRQVLVUHSODFHGE\WKHIROORZLQJ
(i) WKHSHUFHQWDJHVHWRXWLQSDUDJUDSK2 D RI6FKHGXOH7, DQG
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(7) 6XESDUDJUDSK3 1 K L RIWKHGUDIW5HJXODWLRQVLVUHSODFHGE\WKHIROORZLQJ
(i) WKHSHUFHQWDJHVHWRXWLQSDUDJUDSK2 D RI6FKHGXOH8, DQG
(8) 6XESDUDJUDSK3 1 L L RIWKHGUDIW5HJXODWLRQVLVUHSODFHGE\WKHIROORZLQJ
(i) WKHSHUFHQWDJHVHWRXWLQSDUDJUDSK2 D RI6FKHGXOH9, DQG
(9) 3DUDJUDSKV3 1 M DQG N RIWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
(j) LQWKHFDVHRI<XNRQWKHSHUFHQWDJHVHWRXWLQSDUDJUDSK2 D RI6FKHGXOH10
(k) LQWKHFDVHRIWKH1RUWKZHVW7HUULWRULHVWKHSHUFHQWDJHVHWRXWLQSDUDJUDSK2 D RI6FKHGXOH11DQG
(10) 6XESDUDJUDSK3 1 O L RIWKHGUDIW5HJXODWLRQVLVUHSODFHGE\WKHIROORZLQJ
(i) WKHSHUFHQWDJHVHWRXWLQSDUDJUDSK2 D RI6FKHGXOH12, DQG
5 6HFWLRQV1 WR4 RI6FKHGXOH1 WRWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
1 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDRULPSRUWHGWKHDPRXQWHTXDOWR
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGVWKHWRWDORI
(i) 0.75 SHUJUDPRIIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFW
(ii) 0.225 SHUJUDPRIQRQIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKH
FDQQDELVSURGXFW
(iii) 0.75 SHUYLDEOHVHHGLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELVSURGXFWDQG
(iv) 0.75 SHUYHJHWDWLYHFDQQDELVSODQWLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFWDQG
(b) LQDQ\RWKHUFDVH0.0075 SHUPLOOLJUDPRIWKHWRWDO7+&RIWKHFDQQDELVSURGXFW
2 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHGXWLDEOHDPRXQWIRUWKHFDQQDELV

SURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
3 $Q\LPSRUWHGFDQQDELVSURGXFWWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHYDOXHRIWKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
4 $Q\FDQQDELVSURGXFWWDNHQIRUXVHRUXQDFFRXQWHGIRUWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHIDLUPDUNHWYDOXHRI
WKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
6 6HFWLRQV1 WR4 RI6FKHGXOH2 WRWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
1 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDRULPSRUWHGWKHDPRXQWHTXDOWR
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGVWKHWRWDORI
(i) 0.75 SHUJUDPRIIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV

SURGXFW
(ii) 0.225 SHUJUDPRIQRQIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKH

FDQQDELVSURGXFW
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(iii) 0.75 SHUYLDEOHVHHGLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELVSURGXFWDQG
(iv) 0.75 SHUYHJHWDWLYHFDQQDELVSODQWLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFWDQG
(b) LQDQ\RWKHUFDVH0.0075 SHUPLOOLJUDPRIWKHWRWDO7+&RIWKHFDQQDELVSURGXFW
2 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHGXWLDEOHDPRXQWIRUWKHFDQQDELV

SURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
3 $Q\LPSRUWHGFDQQDELVSURGXFWWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHYDOXHRIWKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
4 $Q\FDQQDELVSURGXFWWDNHQIRUXVHRUXQDFFRXQWHGIRUWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHIDLUPDUNHWYDOXHRI
WKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
7 6HFWLRQV1 WR4 RI6FKHGXOH3 WRWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
1 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDRULPSRUWHGWKHDPRXQWHTXDOWR
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGVWKHWRWDORI
(i) 0.75 SHUJUDPRIIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFW
(ii) 0.225 SHUJUDPRIQRQIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKH
FDQQDELVSURGXFW
(iii) 0.75 SHUYLDEOHVHHGLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELVSURGXFWDQG
(iv) 0.75 SHUYHJHWDWLYHFDQQDELVSODQWLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFWDQG
(b) LQDQ\RWKHUFDVH0.0075 SHUPLOOLJUDPRIWKHWRWDO7+&RIWKHFDQQDELVSURGXFW
2 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHGXWLDEOHDPRXQWIRUWKHFDQQDELV

SURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
3 $Q\LPSRUWHGFDQQDELVSURGXFWWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHYDOXHRIWKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
4 $Q\FDQQDELVSURGXFWWDNHQIRUXVHRUXQDFFRXQWHGIRUWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHIDLUPDUNHWYDOXHRI

WKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
8 6HFWLRQV1 WR4 RI6FKHGXOH4 WRWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
1 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDRULPSRUWHGWKHDPRXQWHTXDOWR
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGVWKHWRWDORI
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(i) 0.75 SHUJUDPRIIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFW
(ii) 0.225 SHUJUDPRIQRQIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKH
FDQQDELVSURGXFW
(iii) 0.75 SHUYLDEOHVHHGLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELVSURGXFWDQG
(iv) 0.75 SHUYHJHWDWLYHFDQQDELVSODQWLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFWDQG
(b) LQDQ\RWKHUFDVH0.0075 SHUPLOOLJUDPRIWKHWRWDO7+&RIWKHFDQQDELVSURGXFW
2 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHGXWLDEOHDPRXQWIRUWKHFDQQDELV

SURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
3 $Q\LPSRUWHGFDQQDELVSURGXFWWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHYDOXHRIWKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
4 $Q\FDQQDELVSURGXFWWDNHQIRUXVHRUXQDFFRXQWHGIRUWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHIDLUPDUNHWYDOXHRI
WKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
9 6HFWLRQV1 WR4 RI6FKHGXOH5 WRWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
1 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDRULPSRUWHGWKHDPRXQWHTXDOWR
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGVWKHWRWDORI
(i) 0.75 SHUJUDPRIIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV

SURGXFW
(ii) 0.225 SHUJUDPRIQRQIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKH

FDQQDELVSURGXFW
(iii) 0.75 SHUYLDEOHVHHGLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELVSURGXFWDQG
(iv) 0.75 SHUYHJHWDWLYHFDQQDELVSODQWLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV

SURGXFWDQG
(b) LQDQ\RWKHUFDVH0.0075 SHUPLOOLJUDPRIWKHWRWDO7+&RIWKHFDQQDELVSURGXFW
2 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHGXWLDEOHDPRXQWIRUWKHFDQQDELV
SURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
3 $Q\LPSRUWHGFDQQDELVSURGXFWWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHYDOXHRIWKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
4 $Q\FDQQDELVSURGXFWWDNHQIRUXVHRUXQDFFRXQWHGIRUWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHIDLUPDUNHWYDOXHRI

WKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
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10 6HFWLRQV1 WR4 RI6FKHGXOH6 WRWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
1 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDRULPSRUWHGWKHDPRXQWHTXDOWR
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGVWKHWRWDORI
(i) 0.75 SHUJUDPRIIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFW
(ii) 0.225 SHUJUDPRIQRQIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKH
FDQQDELVSURGXFW
(iii) 0.75 SHUYLDEOHVHHGLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELVSURGXFWDQG
(iv) 0.75 SHUYHJHWDWLYHFDQQDELVSODQWLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFWDQG
(b) LQDQ\RWKHUFDVH0.0075 SHUPLOOLJUDPRIWKHWRWDO7+&RIWKHFDQQDELVSURGXFW
2 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHGXWLDEOHDPRXQWIRUWKHFDQQDELV

SURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
3 $Q\LPSRUWHGFDQQDELVSURGXFWWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHYDOXHRIWKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
4 $Q\FDQQDELVSURGXFWWDNHQIRUXVHRUXQDFFRXQWHGIRUWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHIDLUPDUNHWYDOXHRI
WKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
11 6HFWLRQV1 WR4 RI6FKHGXOH7 WRWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
1 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDRULPSRUWHGWKHDPRXQWHTXDOWR
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGVWKHWRWDORI
(i) 0.75 SHUJUDPRIIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV

SURGXFW
(ii) 0.225 SHUJUDPRIQRQIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKH

FDQQDELVSURGXFW
(iii) 0.75 SHUYLDEOHVHHGLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELVSURGXFWDQG
(iv) 0.75 SHUYHJHWDWLYHFDQQDELVSODQWLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV

SURGXFWDQG
(b) LQDQ\RWKHUFDVH0.0075 SHUPLOOLJUDPRIWKHWRWDO7+&RIWKHFDQQDELVSURGXFW
2 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHGXWLDEOHDPRXQWIRUWKHFDQQDELV
SURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
3 $Q\LPSRUWHGFDQQDELVSURGXFWWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHYDOXHRIWKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
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4 $Q\FDQQDELVSURGXFWWDNHQIRUXVHRUXQDFFRXQWHGIRUWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHIDLUPDUNHWYDOXHRI
WKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
12 6HFWLRQV1 WR4 RI6FKHGXOH8 WRWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
1 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDRULPSRUWHGWKHDPRXQWHTXDOWR
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGVWKHWRWDORI
(i) 0.75 SHUJUDPRIIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV

SURGXFW
(ii) 0.225 SHUJUDPRIQRQIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKH

FDQQDELVSURGXFW
(iii) 0.75 SHUYLDEOHVHHGLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELVSURGXFWDQG
(iv) 0.75 SHUYHJHWDWLYHFDQQDELVSODQWLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV

SURGXFWDQG
(b) LQDQ\RWKHUFDVH0.0075 SHUPLOOLJUDPRIWKHWRWDO7+&RIWKHFDQQDELVSURGXFW
2 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHGXWLDEOHDPRXQWIRUWKHFDQQDELV
SURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
3 $Q\LPSRUWHGFDQQDELVSURGXFWWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHYDOXHRIWKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
4 $Q\FDQQDELVSURGXFWWDNHQIRUXVHRUXQDFFRXQWHGIRUWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHIDLUPDUNHWYDOXHRI

WKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
13 6HFWLRQV1 WR4 RI6FKHGXOH9 WRWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
1 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDRULPSRUWHGWKHDPRXQWHTXDOWR
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGVWKHWRWDORI
(i) 0.75 SHUJUDPRIIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFW
(ii) 0.225 SHUJUDPRIQRQIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKH
FDQQDELVSURGXFW
(iii) 0.75 SHUYLDEOHVHHGLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELVSURGXFWDQG
(iv) 0.75 SHUYHJHWDWLYHFDQQDELVSODQWLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFWDQG
(b) LQDQ\RWKHUFDVH0.0075 SHUPLOOLJUDPRIWKHWRWDO7+&RIWKHFDQQDELVSURGXFW
2 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHGXWLDEOHDPRXQWIRUWKHFDQQDELV
SURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
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3 $Q\LPSRUWHGFDQQDELVSURGXFWWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHYDOXHRIWKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
4 $Q\FDQQDELVSURGXFWWDNHQIRUXVHRUXQDFFRXQWHGIRUWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHIDLUPDUNHWYDOXHRI
WKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
14 6HFWLRQV1 WR4 RI6FKHGXOH10 WRWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
1 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDRULPSRUWHGWKHDPRXQWHTXDOWR
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGVWKHWRWDORI
(i) 0.75 SHUJUDPRIIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFW
(ii) 0.225 SHUJUDPRIQRQIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKH
FDQQDELVSURGXFW
(iii) 0.75 SHUYLDEOHVHHGLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELVSURGXFWDQG
(iv) 0.75 SHUYHJHWDWLYHFDQQDELVSODQWLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFWDQG
(b) LQDQ\RWKHUFDVH0.0075 SHUPLOOLJUDPRIWKHWRWDO7+&RIWKHFDQQDELVSURGXFW
2 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHGXWLDEOHDPRXQWIRUWKHFDQQDELV

SURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
3 $Q\LPSRUWHGFDQQDELVSURGXFWWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHYDOXHRIWKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
4 $Q\FDQQDELVSURGXFWWDNHQIRUXVHRUXQDFFRXQWHGIRUWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHIDLUPDUNHWYDOXHRI
WKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
15 6HFWLRQV1 WR4 RI6FKHGXOH11 WRWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
1 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDRULPSRUWHGWKHDPRXQWHTXDOWR
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGVWKHWRWDORI
(i) 0.75 SHUJUDPRIIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV

SURGXFW
(ii) 0.225 SHUJUDPRIQRQIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKH

FDQQDELVSURGXFW
(iii) 0.75 SHUYLDEOHVHHGLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELVSURGXFWDQG
(iv) 0.75 SHUYHJHWDWLYHFDQQDELVSODQWLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFWDQG
(b) LQDQ\RWKHUFDVH0.0075 SHUPLOOLJUDPRIWKHWRWDO7+&RIWKHFDQQDELVSURGXFW
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2 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHGXWLDEOHDPRXQWIRUWKHFDQQDELV
SURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
3 $Q\LPSRUWHGFDQQDELVSURGXFWWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHYDOXHRIWKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
4 $Q\FDQQDELVSURGXFWWDNHQIRUXVHRUXQDFFRXQWHGIRUWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHIDLUPDUNHWYDOXHRI
WKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
16 6HFWLRQV1 WR4 RI6FKHGXOH12 WRWKHGUDIW5HJXODWLRQVDUHUHSODFHGE\WKHIROORZLQJ
1 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDRULPSRUWHGWKHDPRXQWHTXDOWR
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGVWKHWRWDORI
(i) 0.75 SHUJUDPRIIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFW
(ii) 0.225 SHUJUDPRIQRQIORZHULQJPDWHULDOLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKH

FDQQDELVSURGXFW
(iii) 0.75 SHUYLDEOHVHHGLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELVSURGXFWDQG
(iv) 0.75 SHUYHJHWDWLYHFDQQDELVSODQWLQFOXGHGLQWKHFDQQDELVSURGXFWRUXVHGLQWKHSURGXFWLRQRIWKHFDQQDELV
SURGXFWDQG
(b) LQDQ\RWKHUFDVH0.0075 SHUPLOOLJUDPRIWKHWRWDO7+&RIWKHFDQQDELVSURGXFW
2 $Q\FDQQDELVSURGXFWSURGXFHGLQ&DQDGDWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHGXWLDEOHDPRXQWIRUWKHFDQQDELV

SURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
3 $Q\LPSRUWHGFDQQDELVSURGXFWWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHYDOXHRIWKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
4 $Q\FDQQDELVSURGXFWWDNHQIRUXVHRUXQDFFRXQWHGIRUWKHDPRXQWREWDLQHGE\PXOWLSO\LQJWKHIDLUPDUNHWYDOXHRI
WKHFDQQDELVSURGXFWE\
(a) LQWKHFDVHRIGULHGFDQQDELVIUHVKFDQQDELVFDQQDELVSODQWVDQGFDQQDELVSODQWVHHGV7.5DQG
(b) LQDQ\RWKHUFDVH0
17 6HFWLRQV3 WR16 FRPHLQWRIRUFHRUDUHGHHPHGWRKDYHFRPHLQWRIRUFHRQ0D\1, 2019 H[FHSWWKDWLQ
DSSO\LQJVXEVHFWLRQ5 2 RIWKHGUDIW5HJXODWLRQVIRUWKHSXUSRVHRIGHWHUPLQLQJWKHDPRXQWRIGXW\LP
SRVHGRQRUDIWHUWKDWGD\XQGHUVXEVHFWLRQ158.2 1 RIWKH([FLVH$FWRQDQ\FDQQDELVSURGXFWWKDW
LVSDFNDJHGEHIRUHWKDWGD\6FKHGXOHV1 WR12 RIWKHGUDIW5HJXODWLRQVDUHWREHUHDGDVWKH\GLGRQ$SULO
30, 2019.
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B. MONEY LAUNDERING
STRATEGIC CONSIDERATIONS


Law enforcement is not the primary point of contact for data and information pertaining to
money laundering. Law enforcement now relies more on partner agencies that submit,
receive and analyse financial transactions to identify money laundering and its indicators



The infiltration or corruption of professional service providers (e.g. lawyers, real estate
agents, professional accountants) are necessary for organized crime (OC) and/or
professional money launderers to facilitate significant volumes of money laundering



In 2015, money laundering (specifically trade-based money laundering) was noted to
pose a key challenge for intelligence and enforcement agencies within the global public
safety industry. This is consistent within BC, where indicators of trade-based money
laundering are present



The investigative and intelligence strategy of “follow the money” is associated with
weaknesses and risks, which include:
o availability and complexity of the data and information
o dependence on partner agencies for gap identification aimed at overall
prioritization



Gaps related to money laundering include:
o the identification of facilitators for bulk cash movements
o the channels used to move cash (or materials of value such as precious metals
and gemstones) across borders
o the spectrum of money laundering strategies being employed
o evidence of corruption that facilitates money laundering
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OVERVIEW
Money laundering supports and is required by criminality. The service of organized money
laundering is profitable and has perceived lessened risk for detection, enforcement and
disruption. Organized crime groups (OCGs) build capacity and/or contacts in money laundering
and can be involved in one, or all aspects of legitimizing funds and moving money. Money
laundering swiftly moves from a provincial and territorial arena to a national or transnational
context given the globalization of criminality and of formal and informal financial systems. This
threat assessment is intended to identify and highlight the risks associated to money laundering
in BC and the Yukon for 2015 and beyond, and includes the identification of intelligence gaps.

MONEY LAUNDERING – THREAT
What are the implications for BC and YT?





Money laundering is a key component of OC that cannot be removed from the criminal
supply chain, and it will continue to contribute to significant social and economic costs
associated to OC
The proceeds of illicit drug trafficking and financial crime undertaken by OC continue to
drive money laundering activity
The use of professional services is a key money laundering threat

Money laundering is the process used to disguise the source of money, or assets, derived from
criminal activity. In addition to legitimizing criminal proceeds for future criminal use, money
laundering poses a significant risk to the integrity of legitimate financial systems and institutions.
The worldwide estimate, based on data from 2009, has been noted as being between USD$1.5
trillion and USD$2.1 trillion annually. As a support function, money laundering reinforces OC.
The United Kingdom (UK) 2015 National Risk Assessment of Money Laundering and Terrorist
Financing report stated that in the UK the social and economic costs of serious and organized
crime are estimated to be USD$34 billion. While no figures are available for BC or the Yukon, it
is safe to assess that OC activity in BC and the Yukon results in significant economic and social
costs.
In March 2015 and 2016, the US Department of State categorized Canada as a “jurisdiction of
primary concern” related to money laundering. Canada measured well in a number of assessed
areas, yet was assigned the highest rating as a jurisdiction of primary concern.
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The US Department of State report included an analysis of:







the size of financial transactions involving proceeds of crime
the steps taken to address money laundering
the state’s vulnerability to money laundering
related laws and policies
the effectiveness of government actions
the government’s political will to take required actions

Illicit drug trafficking and financial crime profits are the primary drivers of money laundering
activities in Canada. According to the US Department of State, criminal proceeds laundered in
Canada are derived from domestic activity controlled by drug trafficking organizations and OC.
Methods associated to money laundering in Canada are stable and include a number of tactics
noted in BC-based investigations and intelligence probes. These include:





money service businesses (MSBs) and currency exchanges
casinos
wire transfers
use of professional services

The use of professional services, such as lawyers and accountants, has been identified as a key
money laundering threat by the US Department of State and by the Financial Transactions and
Reports Analysis Centre of Canada (FINTRAC), Canada’s financial intelligence unit. In 2015,
the UK National Risk Assessment of Money Laundering and Terrorist Financing report noted
that individuals working in the regulated sector may unwittingly facilitate money laundering,
through negligence or non-compliance. This is also assessed as taking place in BC and the
Yukon. The US Department of State report noted that trade-based money laundering indicators
are present in Canada. The assessment cannot be broken down for BC and the Yukon;
however, BC is consistent with the environment required to support trade-based money
laundering. It has ports, a large volume of international trade, resources and goods exports,
available professional services, and a stable, accessible financial system.
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MONEY LAUNDERING ASSOCIATED WITH PRECIOUS METALS
What are the implications for BC and YT?




Gold and other precious metals provide a strong opportunity for money laundering activity
or diversification – they have a global market, rely upon cash, are associated to lower risk
for returns, and carry a degree of anonymity
The exchange of precious metals can be completed without a paper trail between parties,
limiting the ability of intelligence and law enforcement agencies to investigate

The Financial Action Task Force (FATF) wrote a Money Laundering report in 2015 that
assessed the money laundering and terrorist financing risks and vulnerabilities associated with
gold. The report was a joint effort with the Asia / Pacific Group (APG), and was undertaken to
assess money laundering activity being displaced as a result of a hardening in the financial
sector and cash markets. This assessment is particularly relevant to BC and the Yukon from a
strategic perspective as recent investigational and regulatory efforts are perceived to have
applied pressure to the formal financial sector. In addition, BC and the Yukon are part of the
Asia-Pacific region.
Gold is a universally accepted global currency with a stable demand due to its intrinsic value,
associated religious, social, and cultural factors, and the ease with which it can be exchanged.
The gold market is global and while it is covered under the FATF standards (recommendation
23), its regulation is complex.
Why is gold of interest to OC? Gold is a bearer instrument and provides a degree on anonymity.
While simple, small money laundering operations involving gold are highly feasible – such as
“cash for gold” operations – slightly more complex operations are associated with little additional
risk. The purchase, movement and trade in gold can quickly and easily occur between multiple
countries, allowing for significant criminal proceeds to be inserted, layered and extracted over a
short time period. Paying tax can be avoided and gold can be sold quickly at a profit. The FATF
provided a case study that highlighted a five day turnaround of drug trafficking profits being
returned to OC as laundered funds. The money laundering strategy was so efficient that the
party providing the service waived all fees – OC laundered criminal proceeds at no cost.
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Additionally, gold and precious metals are easy to smuggle and trade, and typically provide a
stable return with little inherent risk in the short-term. From the perspective of trade-based
money laundering, the physical commodity may never have to move from one location to
another if the intent is to only support the movement of large amounts of money. Given the high
value of gold, it can be used on an invoice as the justification for transferring significant sums of
money between companies and across borders.
In July 2015, the Department of Finance, Government of Canada, (DOF) provided an
assessment that dealers in precious metals and stones (DPMS) are considered to be rated
at the high vulnerability (the second highest rating) within the economic and financial
sector. The vulnerability rating was made as a result of large transactions, large volumes,
cash transactions, high degree of anonymity, and high commodity value. DOF also noted
DPMS as a highly accessible sector. This is consistent with information noted in the
FATF assessment report, which highlighted a number of indicators pertaining to various
roles within precious metals and money laundering. It is assessed that these indicators
should be reviewed and applied by operational intelligence in law enforcement in order to
define
intelligence
requirements
and
provide
enforcement
and
disruption
opportunities.
Additional strategic analysis and assessment is required in the area of precious metals and
stones, given the relevance of the natural resource industry in northern BC and the Yukon. The
FATF has published a relevant assessment on this subject; however, it is believed that a
significant amount of environmental scanning and research is required before any assessments
can be made for BC and the Yukon.
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DOF – ASSESSMENT OF INHERENT RISKS OF MONEY LAUNDERING
What are the implications for BC and YT?







Transnational OC and professional money launderers are assessed to be the key actors
associated to the highest rating for threat, relative to money laundering and the negative
economic and social cost
The criminal activity associated to the highest threat level (money laundering) included
illicit drug trafficking, third-party money laundering, fraud, and corruption and bribery
The products and services associated to the most severe economic and financial sector
vulnerabilities are readily available to individuals in BC and the Yukon, either
independently or through related professional services
Professional services have a presence in at least three of the five sectors identified as
being the highest risk, further supporting the assessment that the infiltration and/or
corruption of professional services are a key threat factor in money laundering

As stated in the July 2015 DOF report on the assessment of inherent risks of money
laundering and terrorist financing:
“Money laundering and terrorist financing compromise the integrity of the financial
system and are a threat to global safety and security. Money laundering is the
process used by criminals to conceal or disguise the origin of criminal proceeds to
make them appear as if they originated from legitimate sources. Money laundering
frequently benefits the most successful and profitable domestic and international
criminals and OC groups.”
The DOF assessment was comprehensive and included information and intelligence
through December 31, 2014. Established within the assessment was the threat level for criminal
activity, vulnerabilities for economic sectors and financial products, and inherent money
laundering risks. DOF assessed that “transnational organized crime (TNOC) groups and
professional money launderers are the key threat actors” and that “many of these threats are
similar to those faced by several other developed and developing countries”.
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The criminal activities deemed to be most relevant to OC in BC and the Yukon are:





illicit drug trafficking
third-party money laundering
fraud (mass marketing fraud, capital market fraud, mortgage fraud, commercial fraud)
corruption and bribery

The most significant money laundering vulnerabilities associated to the economic and financial
sector are:





domestic banks
for-profit private corporations
money service businesses (MSBs) – small independent MSBs, national full-service MSBs
express trusts

Some of these vulnerabilities are commonly associated to money laundering activity and some
have surfaced in recent investigations and intelligence probes; others, such as for-profit private
industry, are noted as key components of money laundering strategies – not concretely known
but suspected to exist given current indicators.
As DOF noted (and which is consistent with the environment for BC and the Yukon), many of
the sectors and products are openly accessible to individuals in Canada and internationally.
Furthermore, this availability can be facilitated through the use of professional services, either
unwittingly through negligence or non-compliance, or with criminal intent. It is important to note
that professional services was assessed as a key threat area for Canada, and coupled with
readily available economic and financial sector vulnerabilities, pose a significant risk in BC and
the Yukon.
Additionally, the openly available products and services within the economic and financial sector
are “associated with a high volume, velocity and frequency of transactions”. This provides an
opportunity for those with criminal intent. When coupled with strategies that induce complexity
for increased anonymity and leverage jurisdictions with limited anti-money laundering
regulations, the magnitude of the vulnerability grows.
The final component of the DOF assessment included the layering of threats and
vulnerabilities for the identification of risk. This represented the threat actors (e.g. TNOC)
engaged in money laundering of criminal proceeds generated from key types of criminality. The
list below includes DOF’s highest money laundering risks that are relevant to BC and the
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Yukon. The DOF assessment noted that TNOC and OC were the most significant threat
actors.
The highest degree of risk for money laundering:






deposit-taking financial institutions – domestic banks, foreign bank subsidiaries
money service businesses (MSBs) – national full-service MSBs, small independent
MSBs, smaller retail MSBs, internet-based MSBs
casinos
non-financial businesses and professions – legal professionals, real estate agents and
developers, DPMS
corporations and trusts – for-profit corporations, express trusts

Again, the potential for the involvement of professional services is evident in three of the five risk
types identified above.
The DOF report also highlighted a significant number of indicators which pertain to varied
money laundering threat tactics. These indicators should be reviewed and applied by
operational intelligence in law enforcement in order to define intelligence requirements and
provide enforcement and disruption opportunities.

COMBATTING MONEY LAUNDERING – DATA AND PARTNERSHIPS
What are the implications for BC and YT?



The detection and identification of money laundering associated to OC will continue to be
heavily reliant on receiving data and information from the private sector
The creation of a money laundering think-tank in BC, involving expertise from the private
sector, intelligence and law enforcement agencies would serve to better inform the
detection and prioritization of OC involved in money laundering activity

From the perspective of data and information, Canada (including BC and Yukon) exists in an
environment similar to that in the UK. Simply stated, the private sector takes in and maintains a
significant portion of the data and information related to the detection and disruption of money
laundering. Consistent with the UK report findings and the UK Joint Money Laundering
Intelligence Taskforce (JMLIT) pilot project established in 2015, BC and the Yukon would benefit
from increased collaboration and information-sharing between the financial sector and
intelligence and law enforcement agencies. FINTRAC is engaged with numerous law
enforcement agencies in BC for the purpose of information and intelligence sharing, and money
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laundering detection. However, FINTRAC cannot solely bear the responsibility of managing
intake, analysis and assessment, as well as providing direct support to law enforcement
investigations. This is congruent with challenges in the financial crime criminal market, whereby
there is a significant volume of data and information held in the private sector. Access to subject
matter experts, techniques, and collaboration between the private sector, intelligence, and law
enforcement offers a potential solution towards the reduction of OC in the areas of money
laundering and financial crime.
Further supporting the need for private sector collaboration is the opposition of business
regulation and healthy, profitable businesses in the financial sector. For example, in August
2015, the UK government announced that money laundering controls would be relaxed in order
to save British companies approximately CAD$15 billion per year. The intent is to increase
efficiency without any sacrifice to public safety and security. This will innately require input from
all impacted parties noted above, including government. It is initiatives such as this that can be
delivered quickly and effectively should a collaborative environment flourish.
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B. MONEY LAUNDERING
STRATEGIC CONSIDERATIONS
•

Indicators suggest that money laundering, and the movement of illicit proceeds, occurs
widely in several industries using legitimate and illegitimate means and that criminals
involved in money laundering and money movement are not dissuaded by the
requirement to report transactions above the $10K CAD threshold. Instead OCGs act
overtly by using legitimate businesses to overshadow their illegal activity.

•

As noted by FINTRAC in 2016, financial systems and individuals in Canada are
used by foreign OC to legitimize proceeds of crime and support international money
laundering. This is of particular interest for BC, given the known presence and
activity of Transnational OC (TNOC) in international drug trafficking, precursor chemical
movement and smuggling, and money laundering.

•

The use, or corruption of, professional service providers (e.g. lawyers, real estate agents,
professional accountants etc.) continues to be used by OC groups (some of which can be
considered professional money launderers) to facilitate significant money laundering. It is
assessed that this will continue to pose a significant threat to BC.

•

There are indicators that trade-based money laundering is occurring in BC. These were
first noted in 2015 and remain present. Trade-based money laundering poses significant
challenges for intelligence and enforcement agencies within the global public safety
industry; as noted by FINTRAC, inter-agency analysis is required.

•

Indicators suggest that a significant volume of illicit proceeds from OC in BC and the
Yukon is laundered through informal financial systems, and investment in real estate and
legitimate businesses. The true extent to which informal financial systems are used, at
least for the initial money movement, is believed to be high but represents an intelligence
gap.

OVERVIEW
Money laundering supports, and is required by, criminality and providing the service of
organized money laundering is lucrative and with a perceived lesser risk of detection,
enforcement, and disruption. OCGs build capacity and contacts who engage in money
laundering and can be involved in one, or all, aspects of legitimizing funds and moving money.
Money laundering swiftly moves from a provincial and territorial arena to a national or
transnational context given the globalization of criminality and that formal and informal financial
systems are utilized.
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MONEY LAUNDERING – THREAT
What are the implications for law enforcement in BC and YT?


The proceeds of both illicit drug trafficking and financial crime undertaken by OC continue
to drive money laundering activity in BC. This is consistent with trends from other
countries (e.g. UK); drug trafficking is a stable criminal market in BC and the Yukon. It is
assessed that money laundering activity will increase in BC and Yukon over the next 12
to 24 months due to increasing smuggling and trafficking activity by OC, and because BC
has become a transshipment point for illicit drugs.



Canada remains a ‘jurisdiction of primary concern’ related to money laundering, as
categorized by the US Department of State since 2015. The use of professional services
remains as a key money laundering threat, whether through negligence or noncompliance.



In 2016 FINTRAC assessed that financial systems and individuals in Canada are used by
foreign OC to legitimize the proceeds of crime. The nexus between transnational
organized crime (TNOC) and money laundering actors in Canada was also noted as
posing a significant threat. This is of particular interest for BC, given the known presence
of TNOC in the province, with known involvement in international drug trafficking and
money laundering.

MONEY LAUNDERING – PRECIOUS METALS AND STONES
What are the implications for law enforcement BC and YT?
•

Dealers in precious metals and stones (DPMS) are a highly vulnerable sector for money
laundering – this sector is highly accessible and associated to large cash transactions
and has a high degree of anonymity. As noted by FINTRAC some of these dealers
are also associated to, or operate, informal value transfer systems, further increasing
their ability to engage in money laundering. There is limited information and
intelligence regarding DPMS in BC and Yukon and there are no current assessments
regarding criminal use of this sector. Given the potential for money laundering and the
global reach of the sector, additional strategic analysis and assessment is required. LE
should consider engaging a joint effort with FINTRAC on this issue.

•

Given the significance of the natural resource industry in northern BC and the Yukon and
the opportunity for OC groups and/or criminal actors to leverage legitimate businesses for
large scale money laundering, additional strategic analysis and assessment is required.
Indicators of suspected money laundering activity should be developed and used to
report operational intelligence to support enforcement.

CISBC/YT 2017 PROVINCIAL THREAT ASSESSMENT
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INHERENT RISKS OF MONEY LAUNDERING
What are the implications for law enforcement in BC and YT?
•

The products and services associated to the greatest vulnerabilities of BC’s economic
and financial sectors will remain readily available to OC in BC and the Yukon, as first
noted by Department of Finance, Government of Canada, in 2015.

•

Professional services remain as a potential high risk to facilitate money laundering,
whether they operate as deposit-taking legitimate financial institutions, money service
businesses, related businesses and professions (e.g. legal professionals, real estate
agents and developers, DPMS), and corporations and trusts.

•

In 2016, FINTRAC assessed that beneficial foreign ownership rules, combined with using
corporate and legal vehicles, pose an increased threat for money laundering in Canada
and that these processes are currently being utilized by OC in Canada. This is assessed
as occurring in BC and the Yukon, but the full extent is unknown.
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B. CRIMINAL MARKET NARRATIVE ‐ MONEY LAUNDERING
OVERVIEW
Money laundering (ML) is an essential process used by OC to disguise the source of funds and
evidence that crimes have been committed (making it less vulnerable to seizure by LE)11 and to
finance further criminal operations. Ultimately the goal is to place illicit funds into the legitimate
financial system. To facilitate their money laundering, BC-based OC groups use a range of
techniques – from sophisticated schemes involving Trade-Based Money Laundering (TBML), to
using specialized criminal money launderers who may or may not operate money service
businesses (MSBs), to hiring legitimate professionals (such as notaries, lawyers, accountants,
etc.) who may or may not be complicit in the illegal activities.

STRATEGIC CONSIDERATIONS


In general, there are intelligence gaps in BC and Yukon related to the full scope of
criminal involvement in ML activities and the OC groups which are involved. Factors
contributing to the gaps and challenging LE agencies in investigating ML include:
o difficulties in sharing of information and intelligence between LE, anti-money
laundering (AML) agencies, private sector agencies, and regulatory bodies
o differing AML legislation and/or AML policies in various countries12, and
o prosecuting cases where predicate offences may be difficult to establish13



There is limited information indicating that Yukon-based OC groups use sophisticated ML
techniques such as TBML or use professional money launderers



In BC, money laundering is usually not the primary focus of an investigation but is part of
other investigations looking at predicate offences14



Professional money launderers who own MSBs operating in BC are being used by BCbased OC groups to launder funds.

11 V1
12 V1

FATF/APG (2016), Anti‐money laundering and counter‐terrorist financing measures ‐ Canada, Fourth Round Mutual
Evaluation Report, FATF, Paris, www.fatf‐gafi.org/publications/mutualevaluations/documents/mer‐canada‐2016.html

13

14 V1
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PROFESSIONAL MONEY LAUNDERERS


Professional money launderers specialize in laundering proceeds of crime and offer their
services to criminals for a fee15; many money launderers operate MSBs (e.g. coin and
bullion exchanges, overseas fund remitters, etc.), and these pose a high threat to BC and
Yukon because:
o they are capable of supporting complex long-term ML operations and manipulating
the money transfer system
o their operations and the BC-based OC groups who use their services are
transnational

16



OC groups in BC use professional money launderers and illegal MSBs, however, the
amount of this activity that is occurring is estimated to be underreported. MSBs that are
controlled or manipulated by OC groups offering financial services and money laundering
for OC have historically surfaced in police investigations, but some of these are no longer
included in the PTA due to a lack of recent information and intelligence



From what is known currently and historically, there is a network of OC groups who
operate MSBs, who support each other’s ML activities, and are associated to other OC
groups in BC17



Professional money launderers are often not directly involved in the predicate offences.
This distance from the offence insulates money launderers, and these criminal actors are
likely to receive lesser charges, such as conspiracy or fraud, with limited reprimand18.
This can pose a challenge for LE trying to pursue charges against professional money
launderers19.

Department of Finance Canada, Assessment of Inherent Risks of Money Laundering and Terrorist Financing in Canada –
2015, p.22 Unclassified, https://www.fin.gc.ca/pub/mltf‐rpcfat/index‐eng.asp)
15

Financial Action Task Force (FATF), Money Laundering through Money Remittance and Currency Exchange Providers, June
2010,
16

http://www.fatfgafi.org/media/fatf/ML%20through%20Remittance%20and%20Currency%20Exchange%20Providers.pdf;
Department of Finance Canada, Assessment of Inherent Risks of Money Laundering and Terrorist Financing in Canada – 2015,
p.22 Unclassified, https://www.fin.gc.ca/pub/mltf‐rpcfat/index‐eng.asp; V1
17 V3:

Ongoing Investigation

FATF/APG (2016), Anti‐money laundering and counter‐terrorist financing measures ‐ Canada, Fourth Round Mutual
Evaluation Report, FATF, Paris, www.fatf‐gafi.org/publications/mutualevaluations/documents/mer‐canada‐2016.html

18

Department of Finance Canada, Assessment of Inherent Risks of Money Laundering and Terrorist Financing in Canada –
2015, Unclassified, https://www.fin.gc.ca/pub/mltf‐rpcfat/index‐eng.asp
19

CISBC/YT 2018 PROVINCIAL THREAT ASSESSMENT

Third Party Rule: Do Not Disseminate. For Canadian Eyes Only. Refer to page [i] for full caveat and Third Party Rule Disclaimer.
Appendix L

[8]

CRIMINAL INTELLIGENCE SERVICE
BRITISH COLUMBIA & YUKON TERRITORY

PROTECTED “B”

What are the implications for LE?


Professional money launderers may surface in other investigations (e.g. drug cases) as
secondary targets



Due to the lack of information and intelligence, these groups are underreported and
operate largely unchecked.

PROFESSIONAL SERVICE PROVIDERS


Professional service providers (e.g. lawyers, real estate agents, mortgage brokers,
accountants, etc.) are used by OC groups in BC to provide services (e.g. purchasing real
estate, establishing trusts and domestic and offshore companies, and passing funds
through their client accounts) that OC uses in their money laundering activities20. The
professional service providers thus serve as facilitators to OC.



There are several high threat level OC groups in BC that have used professional service
providers21, and it appears there are some professionals who may be complicit in the
money laundering22. It is difficult to prove the individual is knowingly facilitating money
laundering23, and it is unknown to what degree professional service providers may be
coerced or extorted to become involved



It is assessed that ML activities require professionals who serve as facilitators, and that
those who are complicit in these schemes pose a high level of threat; they are able to
structure the illegal activities to obscure the source of the illegal funds24 in order to avoid
detection from LE and other investigative bodies (e.g. professional associations).

Financial Action Task Force( FATF), Money Laundering and Terrorist Financing Vulnerabilities of Legal Professionals, June
2013, http://www.fatf‐gafi.org/publications/methodsandtrends/documents/mltf‐vulnerabilities‐legal‐professionals.html;
Department of Finance Canada, Assessment of Inherent Risks of Money Laundering and Terrorist Financing in Canada – 2015,
Unclassified, https://www.fin.gc.ca/pub/mltf‐rpcfat/index‐eng.asp);
20

21 V1
Adam Ross, “ On our doorsteps: Money laundering in Canadian real estate, ” The Canadian Bar Association:
British Columbia Branch, 2018, https://www.cbabc.org/Sections‐and‐Community/Business‐Law/Business‐Law‐
Quarterly/Business‐Law‐Quarterly‐Archives/Q2‐Current‐Issues‐in‐Anti‐Corruption‐and‐Money‐Lau/On‐our‐doorsteps‐Money‐
laundering‐in‐Canadian‐real

Kathy TOMLINSON , “ B.C. vows crackdown after Globe investigation reveals money‐laundering scheme, The Globe and
Mail (BC Edition), ” 2018‐02‐16, https://www.theglobeandmail.com/news/investigations/real‐estate‐money‐laundering‐and‐
drugs/article38004840/
22

Financial Action Task Force( FATF), Money Laundering and Terrorist Financing Vulnerabilities of Legal Professionals, June
2013, http://www.fatf‐gafi.org/publications/methodsandtrends/documents/mltf‐vulnerabilities‐legal‐professionals.html
23

Department of Finance Canada, Assessment of Inherent Risks of Money Laundering and Terrorist Financing in Canada –
2015, p.22 Unclassified, https://www.fin.gc.ca/pub/mltf‐rpcfat/index‐eng.asp); Department of Finance Canada, Reviewing
Canada’s Anti‐Money Laundering and Anti‐Terrorist Financing Regime, February 07, 2018, Unclassified,
https://www.fin.gc.ca/activty/consult/amlatfr‐rpcfat‐eng.asp
24

CISBC/YT 2018 PROVINCIAL THREAT ASSESSMENT

Third Party Rule: Do Not Disseminate. For Canadian Eyes Only. Refer to page [i] for full caveat and Third Party Rule Disclaimer.
Appendix L

[9]

PROTECTED “B”

CRIMINAL INTELLIGENCE SERVICE
BRITISH COLUMBIA & YUKON TERRITORY

What are the implications for LE?


While there is a general understanding that professional service providers are being used
to assist OC groups in money laundering, there is a need for LE and other agencies to
work with the professional associations (e.g. real estate councils, law societies,
accounting associations, etc.) to ensure their members are not knowingly involved in the
money laundering activities of OC25.

TRADE‐BASED MONEY LAUNDERING
Canada has a high level of global trade, an open economy, and a stable financial system, which
makes it susceptible to money laundering of all kinds, including trade-based money laundering
26

(TBML) . Proceeds of crime laundered in Canada can originate from domestic or international
27

criminal enterprises .


There are OC groups in BC that have the capability, knowledge, and transnational
relationships to orchestrate TBML. These OC groups have the knowledge, skills, and
relationships to manipulate trade chains

28

and conduct complex foreign exchange

transactions to commingle the proceeds of crime

29

30



While there are currently two BC-based OC groups known to be involved in TBML , it is
believed this is an underrepresentation, and the true scope of TBML in BC is not well
understood. TBML is an intelligence gap in BC and Yukon



TBML is assessed as posing a high threat because the groups involved operate
transnationally and work with OC in other countries, and the amount of legitimate trade
provides ample opportunities for conducting this type of money laundering. Information
and intelligence gaps suggest that much activity in this area is undetected by LE.

Department of Finance Canada, Reviewing Canada’s Anti‐Money Laundering and Anti‐Terrorist Financing Regime, February
07, 2018, Unclassified, https://www.fin.gc.ca/activty/consult/amlatfr‐rpcfat‐eng.asp

25

26
Department of Finance Canada, Assessment of Inherent Risks of Money Laundering and Terrorist Financing in Canada –
2015, p.35, Unclassified, https://www.fin.gc.ca/pub/mltf‐rpcfat/index‐eng.asp); V1
.
27 V1

Department of Finance Canada, Assessment of Inherent Risks of Money Laundering and Terrorist Financing in Canada –
2015, p.20, Unclassified, https://www.fin.gc.ca/pub/mltf‐rpcfat/index‐eng.asp)
28

Department of Finance Canada, Assessment of Inherent Risks of Money Laundering and Terrorist Financing in Canada –
2015, p.35, Unclassified, https://www.fin.gc.ca/pub/mltf‐rpcfat/index‐eng.asp); V1
.
29

30 V1

CISBC/YT 2018 PROVINCIAL THREAT ASSESSMENT

Third Party Rule: Do Not Disseminate. For Canadian Eyes Only. Refer to page [i] for full caveat and Third Party Rule Disclaimer.
Appendix L

[10]

CRIMINAL INTELLIGENCE SERVICE
BRITISH COLUMBIA & YUKON TERRITORY

PROTECTED “B”

What are the implications for LE?


While there is a general understanding that TBML occurs, its scope, methods, and
techniques used in TBML are not well understood by LE31. which means that OC groups
in BC that are conducting TBML will continue to transfer value across borders, evade
detection, and launder proceeds of crime in various countries.

31 V1
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Criminal Intelligence Service BC/Yukon
Mailstop #704 – 14200 Green Timbers Way Surrey, BC V3T 6P3
Phone: 778-290-5180 Fax: 778-290-6091

CISBC-YT Money Laundering Collection Initiative (2018)

Date: 2018-05-03
Revision: 2.0
V1

Context

In July 2017, CISBC/YT Analytics Manager, Ryland WELLWOOD, assigned V1
to the Money Laundering Portfolio. The intent was to develop the Money
Laundering Portfolio including developing a contact list of experts and creating strategic
assessment reports on the involvement of organized crime in money laundering in BC and YT.

Money Laundering: Topics and Priorities
In March, 2018, PTA lead, V1
, tasked V1
to provide a list of topics that
related to the money laundering criminal market portfolio (relating to threat and OC
involvement),including prioritizing topics in terms of the threat.

Methodology
The assessment of topics was based on various criterions in order to be assessed as HIGH,
MEDIUM, LOW, and UNKNOWN. As such, a cursory review of the OC Groups in BC were
reviewed and a list of money laundering topics were identified. An environmental scan was
reviewed of open source new media reports and other open source intelligence reports. Other
topics have been identified through conversations with others with knowledge of money laundering
issues (experts), current FSOC and CFSEU projects and topics identified during the money
laundering national working group (MLWG). See Table 1. Assessment of topics, and Table 2. List
of topics proposed.

Page 1 of 12

It is proposed to CISBC/YT management that topics be considered for the next 9-12 months.
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Table 1
High

Assessment of Topics:
OC groups in BC/Yukon has control over or directs ML operations for their own purposes, and/or for others ML operations, AND 5 or more of the
following criteria:
- International reach (high scope in operations)
- the known use of others (smurfs/nominees/strawmen) & the potential of corrupted staff
- Known infiltration of private sector in Canada and/or other jurisdictions
- Known infiltration of the public sector in Canada and/or other jurisdictions
- Known component of physical violence and/or elements of public safety
- Significant challenges for LE agencies (ie. LE in BC alone cannot address)
- The known use of trained professionals to assist with ML operations
- High public reporting on topic & public perception on LE tackling ML

Low

Unknown

OC groups in BC/Yukon has influence over the vehicle to facilitate ML operations AND 3 or more of the following criteria:
- International reach (high scope in operations)
- Suspected use of others (smurfs/nominees/strawmen) & the potential of corrupted staff
- Suspected Infiltration of private sector
- Suspected infiltration of the public sector
- Potential component of physical violence and/or elements of public safety
- Challenges for LE agencies (ie. LE in BC alone cannot address)
- The suspected use of trained professionals to assist with ML operations
- Some public reporting on topic & public perception on LE tackling ML
OC groups in BC/Yukon has links to, influence or control over the vehicle and suspected to facilitate ML operations AND 2 or more of the
following criteria:
- Suspected International reach (high scope in operations)
- Suspected attempt infiltration of private sector in Canada and/or other jurisdictions
- Suspected attempt infiltration of the public sector in Canada and/or other jurisdictions
- No component of physical violence and/or elements of public safety
- Limited direct involvement with LE agencies
- Public reporting: Possible public speculation without concrete info (BC)
OC groups in BC/Yukon has unknown influence or control over the vehicle and suspected to facilitate ML operations AND 2 or more of the following
criterions:
- Suspected International reach (high scope in operations)
- unknown infiltration of private sector in Canada and/or other jurisdictions
- unknown infiltration of the public sector in Canada and/or other jurisdictions
- No component of physical violence and/or elements of public safety
- Limited direct involvement with LE agencies
- Public reporting: Possible public speculation without concrete info (BC)
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Proposed Topics
There are three topics relating to money laundering that are proposed for follow up and intelligence
assessments. These topics were selected as a result of various attributes, such as public interest
and visibility; high threat & use by OC Groups; the potential of high scope (international
connectivity); increased challenges to LE/AML regime and the use of MSB, PSP and casinos as a
medium to facilitate ML operations.
Topics include:

2) LE challenges of investigating & prosecuting Money Laundering in BC and Yukon
High threat due to:
- Current challenges (burden of evidence, lack of expertise, lack of resources)
- Future challenges
- Issues with other countries ML legislation and foreign policies
 -offshore companies and accounts
 -foreign criminals can also use Canadian corporations and trusts to conduct money laundering
 -foreign AML measures and effects of investigation into ML
Subtopics:
- Charges and proceeding with offence-related property vs proceeds of crime
- Seizure: civil forfeiture vs. criminal forfeiture
- Partnership with agencies and sharing of information (challenges)
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1) MSB/Alternative Money Remittance systems (prior topic researched)
High threat due to:
-There are BC providers that have OC Groups as clients (professional money launderers
with MSB) in other provinces
-OC groups in BC/Yukon has control over or directs ML operations for their own purposes
and/or for others
-Professional ML: Those known to operate MSB are often sought by TNOC Groups to
facilitate ML operations
-International reach and international scope
Subtopics:
-Registered MSB vs non registered MSB and how the MSB system is based on expectance
to comply. There is no enforcement to comply or register your MSB.
-Alternative money remittance systems (eg: hawala, hundi, chitti, and undiyal) used by OC
groups and understanding the token system of Hawala.

Protected « B »
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3) Professional money launderers- Facilitators of Money Laundering Operations in
BC/Yukon
-often referred to as third party ML professionals
High threat due to:
-specialization in laundering POC for a fee
-In some cases, professional money launderings can be professional service providers
(lawyers, real estate agents, bankers, lawyers) and MSB operators
-use occupation, business infrastructure and knowledge to facilitate money laundering for
criminal clients
Subtopics:
-International money controllers are high threat as they control the international operations of
ML through various countries. It is unknown, but suspected, that there are OC Groups in BC
that are suspected to be international money controllers
-LE challenges regarding knowledge, intent and connectivity to the predicate offence
-International connectivity including connections to TNOC
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Strategic Priority Considerations-Why? Details

TBML
High
MSB/ Alternative Money High
Remittance systems
(Research was started
for as a prior topic)

Already done
High threat due to:
-There are BC providers that have OC Groups as clients (professional
money launderers with MSB) in other provinces
-OC groups in BC/Yukon has control over or directs ML operations for
their own purposes and/or for others
-Professional ML: Have known to operate MSB are often sought by
TNOC Groups to facilitate ML operations
-International reach and international scope
Subtopics:
-Registered MSB vs non registered MSB and how the MSB system is
based on expectance to comply. There is no enforcement to comply or
register your MSB.
- Alternative money remittance systems (aka: hawala, hundi, chitti, and
undiyal) used by OC groups and understanding the token system of Hawala.

LE challenges of
investigating &
prosecuting Money
Laundering

High

Professional Money
launderers-Facilitators
(general overview)

High

- Current challenges (burden of evidence, expertise, resources)
- Future challenges
- Issues with other countries ML legislation and foreign policies
 offshore companies and accounts
 foreign criminals can also use Canadian corporations and trusts to
conduct money laundering
 foreign AML measures and effects of investigation ML
- Charges and proceeding with offence-related property vs proceeds of crime
- Seizure: civil forfeiture vs. criminal forfeiture
- Partnership with agencies and sharing of information (challenges)
-often referred to as third party ML professionals
-specialize in laundering POC for a fee
-in some cases, professional money launderings can be professional service

Rank
1

2

3
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Table 2. Topics
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providers (eg, lawyers, real estate agents, bankers) and MSB operators
-use occupation, business infrastructure and knowledge to facilitate money
laundering for criminal clients
-international money controllers in BC?
-LE challenges about knowledge, intent and connections to the predicate
offence
-international connectivity including connects to TNOC
High/Unknown

- individuals can be trained professionals, such as lawyers, notaries,
accountants, financial industry advisors, real estate agents, goods traders
or business owners; or facilitators operating MSB
-various OC Groups use PSP as a medium to facilitate ML operations,
unwittingly, while other are criminally inclined (proof of intent, knowledge is
difficult)
- there is potential that OC Groups have corrupted PSPs
- could just be a subtopic of Professional money launderers
- at the current time involved individuals is an information gap

High

-what BC-based OC groups are involved?
-defining international money controllers
-high threat as they control the international operations of ML through
various countries;V3: Ongoing Investigation

Page 6 of 12

Professional services
providers
(General overview further broken down
into other topics
including: MSB,
Lawyers, Real Estate
[Mortgage Brokers,
Real Estate Agents]
Accountants)
International money
controllers
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High

Businesses
(General overview further broken down
to other topics
including: shell and
front companies)

High

Casinos and Gaming

High

Extortion

High

- mortgage lenders can be publicly-traded, privately-held or owned by private
equity companies; wholly or partly owned by a Canadian federally regulated
financial institution or by a foreign financial institution
- include companies such as mortgage finance companies, real estate
investment trusts, mortgage investment corporations, mutual fund trusts,
syndicated mortgages or individuals acting as private lenders
- purchasing property using a mortgage and making the mortgage payments
using proceeds of crime
- bypass reporting on PCMLTFA
- private lenders and OC Groups V3: Ongoing Investigation
- are there certain businesses susceptible to be used in ML operations?
- cash only businesses
- granite companies
- import/export companies
- overview of the mingling of legitimate funds with illicit funds to obscure
the source
- issues of information on beneficial ownership
- shell and front companies
- Current projects in BC investigating this aspectV3: Ongoing Investigation
- public visibility
- various OC groups (listed in PTA) have been linked to using casino as a
medium to complete some aspect of laundering POC
- other gaming mechanisms including online gaming and horse racing
- use of refining smaller bills to larger bills
- illegal gaming house (non-regulated casinos)
- extortion and loan sharking
- the use of casino chips to transfer POC?
- legislation changes and enforcement challenges
- extortion is often conducted in conjunction with or in furtherance of other
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mortgage lenders
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crimes, such as drug trafficking, illegal gambling and
human trafficking
-Virtual kidnapping
-OC groups systematically use extortion as a tool to obtain money- V1
Laundering proceeds of
fentanyl trafficking

High

Real Estate

High

Human Trafficking
(ranked lower due to
limited information/no
known OC Groups
involved in BC)

Medium

Movement of Cash

Medium

- victims
-FINTRAC involvement (Operational Alert) to support Project Guardian
-helping business detect and report suspicious dealing that may be linked to
illicit fentanyl
- methods to launder the POC through real estate transactions: purchasing or
selling properties; accessing financial institutions through gatekeepers;
assisting the purchase or sale of property; and using mortgage and loan
schemes (DOF, 2018)
- real estate brokers, sales representatives and developers (under PCMLTFA)
vs. non regulated mortgage insurers, land registries and title insurance
companies
- public visibility
-V1
-Project Protect (targets human trafficking for the purposes of sexual
exploitation by focusing on the money laundering aspect of the crime)

-overview of movement of cash including cash obtained from illicit activity &
integration in legitimate channels
-physical cash movement vs wire transfers (what is the norm? Is physical
cash dying out)
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-online prostitution advertisement ( issues such as Backpage.com) & is there
a Canadian nexus
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Mass Marketing Fraud
(MMF)

Medium

Securities Dealers/
Stock Manipulation

Medium

-believed to be mainly used in the layering stage
-securities traded over the counter are exchanged directly between entities
rather than through an organized stock exchange
-Use of off-book transactions, registered representatives, offshore accounts
and nominees
-OC nexus confirmed V1

ATM White Machines

Medium

Cybercrime and the use
of virtual currency

Medium

High-Value Goods

Medium

-the use of privately automated teller machines
-criminal actor or criminal directed nominee using to machine for placement
stage of POC
-V3: Ongoing
Investigation
-methods?
-the use of the internet (predicate offences such as online prostitution,
extortions and sales of drugs, weapons etc. on the Darknet)
-the use of virtual currency as POC
-the use of cryptocurrency machines for ML
- the use of high value goods such as automobiles, boats, yachts, art,
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-foreign currency regulations
-virtual currency
- is very prevalent in Canada and Lower Mainland is considered a base of
operation for MMF schemes; common types of scams in Canada
include service scams, prize scams and extortion scams
- use a range of ML methods and sectors, including smurfing, structuring, the
use of nominees and money mules, shell companies, MSBs, the informal
banking system and front companies
- large # of victims
- international reach
- OCG in BC have been connected to MMF V1
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antiques property, jewelry used instead on monetary instrument
- laundering POC through such goods
-the use of high value goods such as vehicles at the integration, possibly
placement, phase of ML
- lack of monitoring and reporting to FINTRAC, public visibility
- legislation changes?

Dealers in precious
metals and stones

Medium

- securities dealers
- the use of precious metals and stones as a form of trade
- the value of diamonds/gold and issues with importing; what is the true value
of importing diamonds in bulk

Tax Evasion

low

FINTRAC and
relationship with
financial institutions
ML and foreign policies

low

-underpaying or evading the payment of taxes owing or
to unlawfully claim refunds or credits
-eg: Paradise papers
-unconfirmed links to OC Groups
- reporting entities vs non reporting entities
- enforcement limitations

Prepaid Cards

low

Life Insurance

unknown

low

-challenges of different jurisdictions
-offshore companies and accounts
-foreign criminals can also use Canadian corporations and trusts to conduct
money laundering
-foreign AML measures and effects of investigating ML
- the use of prepaid cards to refine and transport value
- anonymous and portable
- closed loop cards vs open loop cards
- life insurance companies offer a variety of vulnerable
products and services, including wealth management and estate planning
- dirty funds in the forms of checks, money orders or wire transfer to
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Dealers
(General overview further broken down to
automobiles, dealers
in precious metal and
stones)
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unknown

Non-profit organizations

unknown

Crowd Funding

unknown

Wildlife Crime

unknown

-Low level sophistication
-appears to be focused on immediately placing or integrating
the proceeds for personal use
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Corruption in Canada

purchase a life insurance policy and cash it out prematurely
-life insurance companies rely on third parties and
independent brokers to sell their product
-reporting entity under PCMLTFA
-unknown re occurrences in BC
- bribery of officials to facilitate ML by undermining AML measures
- investigating offices or private sector compliance staff
- international organizations, political influence
- unknown activity by OC Groups in BC currently
- unknowingly sending money abroad for ML or terrorist financing
- are there links to OC?
- not subject to PCMLTFA
-Low level sophistication
-Creating fraudulent situations, victims send funds, creates need for ML
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EXECUTIVE SUMMARY
Organized Crime (OC) groups in BC and Yukon are believed to use Trade Based Money
Laundering (TBML) to facilitate their criminal operations. These OC groups will continue to
transfer value across borders, evade detection, and launder the proceeds of crime in various
countries, each have different financial legislation and policies regarding trade, which challenge
LE investigations.
KEY FINDINGS


TBML poses a high threat to BC and Yukon. There are OC groups in BC and Yukon that
are involved in, or exhibit indicators of TBML (e.g. capability, knowledge, and
transnational relationships to orchestrate TBML)



The abuse of the international trade system is central to TBML1and involves techniques
including: shipment manipulation, invoice fraud, and other complex methods



There are indications that TBML is occurring within BC and YT, but, it might not be
recognized, because TBML has not been the focus of police investigations and generally
it is not well understood



LE are faced with several challenges when investigating TBML including: that there is no
formal system to investigate these complex schemes or to collect and share information
and intelligence from various agencies and there are legislative differences between
Canada and other countries

1

Financial Action Task Force (FATF): Best Practices Paper‐ Best Practices on Trade Based Money Laundering, 20 June 2008,
Unclassified,http://www.fatf‐
afi.org/publications/fatfrecommendations/documents/bestpracticesontradebasedmoneylaundering.html;
John A. Cassara, Trade‐Based Money Laundering: The Next Frontier in International Money Laundering Enforcement. John
Wiley & Sons, Inc. 2016.
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BACKGROUND
In 2015, Canada’s Department of Finance assessed TBML as posing a very high threat and
reported that OC groups that are involved in this activity are sophisticated and capable with the
“knowledge, expertise and international relationships to manipulate multiple trade chains.”2 The
global economy provides enormous trade volumes, uses complex foreign exchange
transactions, and provides the opportunity to commingle proceeds of crime and illicit funds with
the cash flows of legitimate businesses.3 Canada has a high level of global trade, an open
economy and stable financial system, making it susceptible to all kinds of money laundering4
including TBML.
What is TBML?
Money laundering (ML) is an essential process used by OC to finance their criminal operations.
Criminals use sophisticated techniques to disguise the proceeds of crime (derived from
predicate criminal offences) and attempt to integrate these funds into the legitimate economy.5
One of the main methods OC groups use to launder money is trade based money laundering
(TBML). TBML is “the process of disguising the proceeds of crime and moving value through the
use of trade transactions in an attempt to legitimize their illicit origins”6. Often, TBML is not
distinguished from other forms of ML in reports from various countries,7 so, the true global
scope and the effects of TBML are unknown8.

2

Department of Finance Canada, Assessment of Inherent Risks of Money Laundering and Terrorist Financing in Canada –
2015, p.20, Unclassified, https://www.fin.gc.ca/pub/mltf‐rpcfat/index‐eng.asp)

3

Financial Action Task Force (FATF):Trade Based Money Laundering, 23 June 2006, Unclassified, http://www.fatf‐
gafi.org/publications/methodsandtrends/documents/trade‐basedmoneylaundering.html

4

Department of Finance Canada, Assessment of Inherent Risks of Money Laundering and Terrorist Financing in Canada –
2015, p.35, Unclassified, https://www.fin.gc.ca/pub/mltf‐rpcfat/index‐eng.asp); RCMP Anti‐Money Laundering Strategy, Nov
10, 2015, protected A, p. 3.

5

Department of Finance Canada, Assessment of Inherent Risks of Money Laundering and Terrorist Financing in Canada –
2015, Unclassified, https://www.fin.gc.ca/pub/mltf‐rpcfat/index‐eng.asp)‐ See Appendix 1 for ML Definitions

6

Financial Action Task Force (FATF):Trade Based Money Laundering, 23 June 2006, p.9, Unclassified, http://www.fatf‐
gafi.org/publications/methodsandtrends/documents/trade‐basedmoneylaundering.html
7

Asia/Pacific Group (APG), APG Typologies Report on Trade‐Based Money Laundering, 20 July 2012, http://www.fatf‐
gafi.org/publications/methodsandtrends/documents/trade‐basedmoneylaunderingtypologies.html; John A. Cassara, Trade‐
Based Money Laundering: The Next Frontier in International Money Laundering Enforcement. John Wiley & Sons, Inc. 2016

8

Rena S. Miller, Liana W. Rosen, and Liana W. Rosen, Trade‐Based Money Laundering: Overview and Policy Issues,
Congressional Research Service, June 22, 2016, https://fas.org/sgp/crs/misc/R44541.pdf; V3: Ongoing Investigation
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TBML involves both the misrepresentation of traded goods and services and the misuse of the
international trade system9. The goods and services can range from low value items (e.g. used
goods, household items, electronics, vehicles, etc.) to high value items (e.g. precious gems,
diamonds, metals, etc.).
How does TBML work?
Criminals can buy and sell goods and services (both genuinely and fraudulently) using various
techniques to transfer value, goods, and services and to evade financial intelligence reporting
requirements10. The trade of goods and services can be used in any stage in money laundering
(at the placement, layering or integration phases11,) although, TBML occurs primarily at the
layering stage12. Primary TBML techniques include shipping manipulation and invoice fraud13.
Shipping manipulation techniques include over-shipping, under-shipping, and phantom shipping.
Invoice fraud techniques include over-invoicing, under-invoicing, multiple invoicing, and falsely
describing the goods and services. Using several entities (e.g. persons, geographical locations,
and businesses) creates additional layers, making it difficult to detect TBML14. TBML is complex
process which can involve multiple parties, and trade transactions can occur across multiple
borders and in several countries, adding to the complexity.
TBML generally includes trade transactions through which the prices, quality, and quantity of
goods and services are manipulated15. TBML is difficult to detect as neither the goods nor the
shipping documents or invoices by themselves appear suspicious. It is when they are examined
together that an otherwise innocuous shipment may appear suspicious. With the volume of

9

John A. Cassara, Trade‐Based Money Laundering: The Next Frontier in International Money Laundering Enforcement. John
Wiley & Sons, Inc. 2016; Financial Action Task Force (FATF): Best Practices Paper‐ Best Practices on Trade Based Money
Laundering,
20
June
2008,
Unclassified,
http://www.fatf‐
gafi.org/publications/fatfrecommendations/documents/bestpracticesontradebasedmoneylaundering.html
10

John A. Cassara, Trade‐Based Money Laundering: The Next Frontier in International Money Laundering Enforcement. John
Wiley & Sons, Inc. 2016, p.28.

11

John A. Cassara, Trade‐Based Money Laundering: The Next Frontier in International Money Laundering Enforcement. John
Wiley & Sons, Inc. 2016, p.14.

12

V3: Ongoing Investigation

13

John A. Cassara, Trade‐Based Money Laundering: The Next Frontier in International Money Laundering Enforcement. John
Wiley & Sons, Inc. 2016, p.15.

14

Asia/Pacific Group (APG), APG Typologies Report on Trade‐Based Money Laundering, 20 July 2012, http://www.fatf‐
gafi.org/publications/methodsandtrends/documents/trade‐basedmoneylaunderingtypologies.html

15

John A. Cassara, Trade‐Based Money Laundering: The Next Frontier in International Money Laundering Enforcement. John
Wiley & Sons, Inc. 2016.
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goods shipped it is impractical to check most shipments. Additionally, further techniques are
often used by OC to introduce ambiguities and evade detection16. Once the goods and services
are sold or exchanged, the profits can be used to finance other criminal operations (e.g.
purchasing illicit drugs and weapons that are further sold).
Figure 1.0 (below) provides an overview of the TBML process and shows how the stages of
TBML fit into the ML process. It also shows how OC groups can use their proceeds of crimes
and goods of value to purchase other goods and services.

16

Asia/Pacific Group (APG), APG Typologies Report on Trade‐Based Money Laundering, 20 July 2012, http://www.fatf‐
gafi.org/publications/methodsandtrends/documents/trade‐basedmoneylaunderingtypologies.html
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FIGURE.
– GENERAL FRAMEWORK OF HOW TBML FITS INTO THE ML PROCESS
goods 1.0
and services.
PREDICATE OFFENCES
CYCLE

PROCEEDS OF CRIME

‐Drug trafficking, fraud, corruption,
theft, tax evasion, financial crimes &
h
i i l ff

‐Monetary funds

3 PHASES OF MONEY LAUNDERING:

LEGITIMATE SYSTEMS
Funds/Goods of Value
can flow across multiple
borders as part of the
criminal supply chain

PLACEMENT
Placing proceeds of
crime
into
the
legitimate systems

‐
Businesses,
Financial
institutions & non‐bank entities:
MSB, Alternative Remittance

PRIMARY TBML TECHNIQUES
‐Shipment Manipulation

OC
Individuals,
Associates,
Groups

LAYERING
Converting
&
disguising
funds
and/or goods of value

IN GENERAL, TBML
PRIMARY
TECHNIQUES
OCCUR AT THE
LAYERING PHASE

(Over‐shipping, under‐shipping,
& phantom shipping)
‐ Invoice Fraud
(O

i

i i

d

i

i i

May Include:
FURTHER DISGUISING
‐Involved persons, businesses
and/or geographical locations
d
d d
i

REINVESTMENT
‐Fund used to
invest
into
further criminal

INTEGRATION
Funds
and/or
goods
appear
legitimate
&
returned to the economy

APPEAR LEGITIMATE
‐Monetary funds
‐Goods of Value resold for

Indicators Of TBML
Sources include reports from various agencies by: Asia/Pacific Group (APG), EUROPOL Financial Intelligence Group, Department of Finance Canada, FATF, & FINTRAC. Literature used includes: Anti‐Money Laundering in a Nutshell:
Awareness and Compliance for Financial Personnel and Business Managers (Kevin Sullivan) & Trade‐Based Money Laundering: The Next Frontier in International Money Laundering Enforcement (John A. Cassara).
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INDICATORS OF TBML
Indicators of TBML activities include:
 Discrepancies between the description of goods (type, quality and quantity) on the
invoices, bill of lading, and the actual goods


Inconsistencies between the size of the shipment or the type of commodity and the scale
of the exporter or importer’s regular business activities



Shipments that do not make economic sense (e.g. using an industrial shipping container
to transport a small amount of relatively low-value goods)



Shipping the goods to or from free trade zones (FTZs) or jurisdictions that are “high risk”
for ML activities



Trans-shipping through various jurisdictions for no apparent economic reason



Using front or shell companies and/or third parties which have no apparent connection to
the transaction17

17

Financial Action Task Force (FATF):Trade Based Money Laundering, 23 June 2006, Unclassified, http://www.fatf‐
gafi.org/publications/methodsandtrends/documents/trade‐basedmoneylaundering.html ; Financial Action Task Force (FATF):
Best Practices Paper‐ Best Practices on Trade Based Money Laundering, 20 June 2008, Unclassified, , http://www.fatf‐
gafi.org/publications/fatfrecommendations/documents/bestpracticesontradebasedmoneylaundering.html; John A. Cassara,
Trade‐Based Money Laundering: The Next Frontier in International Money Laundering Enforcement. John Wiley & Sons, Inc;
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TBML in BC and the Yukon
TBML has not been actively pursued by Canadian investigative authorities in Canada,18 and
there are limited Canadian cases specifically focused on TBML19.
There are only two OC groups in BC that have been noted to exhibit indicators of TBML
V3: Ongoing
Investigation

20

.

V3: Ongoing
Investigation

18V1

V3: Ongoing Investigation

.
19

V1
V3: Ongoing Investigation

20 V3:

Ongoing Investigation

21 V3:

Ongoing
Investigati
Ongoing
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Information and Intelligence Gaps
It is suspected that there are other OC groups in BC who are involved in TBML schemes, but
the true scope of TBML in BC and Yukon is not well understood. In general, it is difficult to
identify TBML and to distinguish it from legitimate trade. Law enforcement agencies in BC do
not have a system of tracking and flagging TBML (e.g. in PRIME and other police databases)23 ,
V1

Challenges to Criminal Investigations Involving TBML
One factor is that Canada has no integrated system to detect, deter, investigate, or disrupt
TBML24. Although there are several anti-money laundering (AML) agencies and investigative
bodies that could assist LE (e.g. CBSA, CRA, FINTRAC, banks, and agencies such as Export
Development Canada and Global Affairs Canada which collect trade data)25, each collects
different data and has access to different information (e.g. financial transaction data, customs
data, trade-related bank transfer information etc.) and relevant information is housed by more
than one agency26. For example, FINTRAC does not receive all relevant financial data such as
electronic messages related to letters of credit, Electronic Funds Transfer Reports (EFTRs)
under $10,000, domestic EFTRs, transactions to and from foreign subsidiaries of Canadian
financial institutions which are not ordered or received in Canada, and trade-related transactions
handled by non-reporting entities (e.g. lawyers)27.

23 V1
24

V1
V1

25

Financial Action Task Force (FATF): Trade Based Money Laundering, 23 June 2006, Unclassified, http://www.fatf‐
gafi.org/publications/methodsandtrends/documents/trade‐basedmoneylaundering.html; V1
; V1

26

APG Typologies Report on Trade‐Based Money Laundering, 20 July 2012,
gafi.org/publications/methodsandtrends/documents/trade‐basedmoneylaunderingtypologies.html; V1

http://www.fatf‐

V3: Ongoing Investigation
27

V3: Ongoing Investigation
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Customs agencies often have limited resources available to detect illegitimate trade
transactions, providing the opportunities for OC groups to transfer value across borders, evade
detection and launder proceeds of crime with a low risk of detection28.
Differing legislation and trade policies allow OC to take advantage of lesser regulation and
oversight that occurs in some countries29. It is also difficult to monitor suspicious trade
transactions due to the large volume of trade that can be co-mingled with legitimate trade.30
Legitimate or illicit businesses may also misuse the international trade system31 for tax
avoidance, tax fraud, customs fraud, and capital flight32 and it may be difficult to distinguish
these (also illegal) activities from “true” TBML33
TBML and Proceeds of Crime investigations are often lengthy, complex, and require specialized
investigational teams, all of which strain police budgets and resources. LE investigations have
been focused on the predicate offences, rather than on TBML, due to the difficulty in proving the
source of illicit funds used in TBML schemes. One result is that TBML is not identified as an
activity that OC groups may be involved in. That little post-investigative research takes place
means that intelligence is not developed regarding the BC-based OC groups involved in TBML.
There is knowledge that TBML occurs, but the scope, and methods and techniques used by OC
are not well understood by LE34.

28

Financial Action Task Force (FATF): Trade Based Money Laundering, 23 June 2006, Unclassified, http://www.fatf‐
gafi.org/publications/methodsandtrends/documents/trade‐basedmoneylaundering.html

29

V1

30

John A. Cassara, Trade‐Based Money Laundering: The Next Frontier in International Money Laundering Enforcement. John
Wiley & Sons, Inc. 2016.

31

Financial Action Task Force (FATF): Best Practices Paper‐ Best Practices on Trade Based Money Laundering, 20 June 2008,
Unclassified,
http://www.fatf‐
gafi.org/publications/fatfrecommendations/documents/bestpracticesontradebasedmoneylaundering.html
32

John A. Cassara, Trade‐Based Money Laundering: The Next Frontier in International Money Laundering Enforcement. John
Wiley & Sons, Inc. 2016.

33

Financial Action Task Force (FATF): Trade Based Money Laundering, 23 June 2006, Unclassified, http://www.fatf‐
gafi.org/publications/methodsandtrends/documents/trade‐basedmoneylaundering.html ; John A. Cassara, Trade‐Based
Money Laundering: The Next Frontier in International Money Laundering Enforcement. John Wiley & Sons, Inc. 2016.
34
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APPENDIX:

DEFINITIONS
Money
laundering
(ML):

Is a continuous process used by criminals to conceal or disguise proceeds of crime. There are
three phases of ML.

Placement:

Is the first phase of the money laundering process whereby criminals try to place illicit funds,
proceeds of crime and/or goods of values use various avenues including businesses, casinos
in order for funds to be eventually placed into the legitimate financial system
Is the second phase of the money laundering process whereby criminals try to convert and
disguise illicit funds, proceeds of crime and/or goods of values through numerous
transactions and possibly several entities such as persons or businesses
Is the third phase of the money laundering process whereby the layering illicit funds,
proceeds of crime and/or goods of values are returned to the economy with the appearing
to be gained legitimately

Layering:

Integration:

Definitions
Trade‐based
money
laundering
(TBML):

Is the process of disguising the proceeds of crime and moving value through the use of trade
transactions in an attempt to legitimise their illicit origins.” There are several TBML
techniques including methods involving shipment manipulation, invoice fraud and other
complex methods

Shipment Manipulation Techniques
Over‐
Is a TBML technique where the exporter ships more quantity of goods and/or services and
shipping:
misrepresent the true value of the goods; gives value to the importer.
Phantom
Is a TBML technique where an exporter may not ship any goods and/or services and conspire
Shipping:
with the importer to ensure that documentation is processed
Under‐
Is a TBML technique where an exporter can ship less quantity of goods and/or services;
shipping
therefore, the exporter receives value to the importer.
(short
shipping):
Invoice Fraud Techniques
False
descriptions

Is a TBML technique involves the misrepresenting the price of goods and/or services in order
to transfer value between the parties involved. This involves creating a discrepancy between
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of goods:

what appears or the quality of what is to be shipped and what is reported on custom
documentation
Multiple
This a TBML technique that involves issuing more than one invoice for the same international
invoicing:
transaction in order to justify multiple payments for the same shipment. This creates a
complexity to the invoicing that could provide further explanation should the shipment be
questioned including a number of legitimate explanations such as amendments to the
shipment or payment of late fees.
Over
The invoice(s) are manipulated so that the goods and services will be greater that the value
invoicing:
received once the goods are sold on the open market. The exporter would be receiving value
from the importer. The goods or services are overpriced above the “fair market price.”
Under
The invoice(s) are manipulated so that the goods and services will be lower that the value
invoicing:
received once the goods are sold on the open market. Thereby the exporter gives value to the
importer. The goods or services are underpriced below “fair market price.”
Further Disguising: Criminals often use other methods to add an additional layer of complexity
Alternative
money
remittance
systems:

Are informal ways of transferring funds, which operate outside of the conventional financial
sector, where value or funds are arranged for transfer, moving from one geographical location
to another. Alternative money remittance systems are also known as informal value transfer
services and may vary in term according to specific ties to ethnic communities and may also
be referred to as black market peso exchange, hawala, hundi, chitti, and undiyal.
Free
Trade Are areas within countries that offer free trade zones with minimum level of regulation and
Zones (FTZs): outside normal customs areas and procedures. Many zone authorities request little or no
ownership, which allows for another layer of transactions and “lack of transparency” for
companies located in FTZs.
Front
Are companies that have real business whose legitimate operations are used as a cover for
companies:
ML and other criminal activity and may present a much more significant TBML threat than
shell companies.” The use of nominees may be included to conceal the true ownership.
Nominees:
The use of family, friends or associates, whom facilitate the concealment of the source of
funds or concealment of ownership by conducting transactions on behalf, therefore, the
funds appear legitimate.
Professional
Individuals specialize in laundering proceeds of crime and generally offer their services to
money
criminals for a fee.”
launderers:
Shell
Are companies that has no real operations and activities would lead to “an empty shell.” Shell
companies:
companies can be used to hide those ML activities as well as the individuals involved in the
ML schemes and “obscure the money trail.”
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The above definitions were compiled from the following sources:


Asia/Pacific Group (APG), APG Typologies Report on Trade-Based Money Laundering,
20 July 2012, http://www.fatf-gafi.org/publications/methodsandtrends/documents/tradebasedmoneylaunderingtypologies.html;



Department of Finance Canada, Assessment of Inherent Risks of Money Laundering and
Terrorist Financing in Canada – 2015, Unclassified, https://www.fin.gc.ca/pub/mltfrpcfat/index-eng.asp;



EUROPOL Financial Intelligence Group. Why is Cash Still King? 2015,
https://www.europol.europa.eu/publications-documents/why-cash-still-king-strategicreport-use-of-cash-criminal-groups-facilitator-for-money-laundering;



Financial Action Task Force (FATF): The Role of Hawala and Other Similar Service
Providers in Money Laundering and Terrorist Financing, October 2013, http://www.fatfgafi.org/publications/methodsandtrends/documents/role-hawalas-in-ml-tf.html;



Financial Action Task Force (FATF): Trade Based Money Laundering, 23 June 2006,
Unclassified, http://www.fatf-gafi.org/publications/methodsandtrends/documents/tradebasedmoneylaundering.html ;



Financial Action Task Force (FATF): Best Practices Paper- Best Practices on Trade
Based Money Laundering, 20 June 2008, Unclassified,http://www.fatfafi.org/publications/fatfrecommendations/documents/bestpracticesontradebasedmoneyla
undering.html;



FINTRAC, Guideline 1: Backgrounder, Jun 2017, http://www.fintraccanafe.gc.ca/guidance-directives/overview-apercu/Guide1/1-eng.asp;



FINTRAC-Money Laundering and Terrorist Financing (ML/TF) Typologies and Trends for
Canadian Money Services Businesses (MSBs), July 2010, Unclassified;



Kevin Sullivan, Anti-Money Laundering in a Nutshell: Awareness and Compliance for
Financial Personnel and Business Managers. Apress. 2015;



John A. Cassara, Trade-Based Money Laundering: The Next Frontier in International
Money Laundering Enforcement. John Wiley & Sons, Inc. 2016.
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This document has been vetted, and as a result some footnotes have been
generalized, and/or may have been omitted.

Please contact CISBC/YT at the address below if detailed sourcing is required:
V1
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Criminal Intelligence Service BC/Yukon

Unclassified

General Framework of how TBML fits into the ML Process
PREDICATE OFFENCES
-Drug trafficking, fraud, corruption,
theft, tax evasion, financial crimes &
other criminal offences

3 PHASES OF MONEY LAUNDERING:

Funds/Goods of Value
can flow across multiple
borders as part of the
criminal supply chain

OC
Individuals,
Associates,
Groups

PLACEMENT
Placing proceeds of
crime into the
legitimate systems

LAYERING
Converting &
disguising funds
and/or goods of value

IN GENERAL, TBML
PRIMARY
TECHNIQUES
OCCUR AT THE
LAYERING PHASE

PROCEEDS OF CRIME
-Monetary funds
-Goods of Value

LEGITIMATE SYSTEMS
- Businesses, Financial
institutions & non-bank entities:
MSB, Alternative Remittance
Systems, etc.

PRIMARY TBML TECHNIQUES
-Shipment Manipulation
(Over-shipping, under-shipping,
& phantom shipping)
- Invoice Fraud
(Over-invoicing, under-invoicing,
multiple invoicing & falsely
describing goods and services)
May Include:
FURTHER DISGUISING
-Involved persons, businesses
and/or geographical locations
are used to evade detection

REINVESTMENT
-Fund used to
invest into
further criminal
activities

INTEGRATION
Funds and/or goods
appear legitimate &
returned to the economy

APPEAR LEGITIMATE
-Monetary funds
-Goods of Value resold for
higher or lower price

Sources include reports from various agencies by: Asia/Pacific Group (APG), EUROPOL Financial Intelligence Group, Department of Finance Canada, FATF, & FINTRAC. Literature used
includes: Anti-Money Laundering in a Nutshell: Awareness and Compliance for Financial Personnel and Business Managers (Kevin Sullivan) & Trade-Based Money Laundering: The Next
Frontier in International Money Laundering Enforcement (John A. Cassara).
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Professional money laundering through trade and
money services businesses

Professional money launderers are sophisticated actors who engage in large-scale money laundering on behalf of
transnational organized crime groups such as drug cartels, motorcycle gangs and traditional organized crime
organizations. Professional money launderers sell their services to these groups and are involved in the majority of
sophisticated money laundering schemes; they are not members nor are they involved in the predicate offences that
generate illicit proceeds. As such, they present unique identification challenges.
While professional money launderers may be accountants, bankers or lawyers, current financial intelligence suggests
that they often are owners of, or associated with, trading companies or money-services businesses. Professional money
launderers use their occupation and knowledge, as well as the infrastructure associated with their line of work and their
networks, to facilitate money laundering, providing a veneer of legitimacy to criminals and criminal organizations.
This operational alert provides indicators for money laundering carried out through trade and money services
businesses. Entities required to report to FINTRAC should use these indicators on their own and in combination to
identify potential professional money laundering activities. Reporting entities should also use these indicators in
conjunction with a risk-based approach and other money laundering indicators. Financial institutions are especially well
positioned to recognize and report on suspicious financial transactions that may be connected to professional money
laundering. FINTRAC uses these indicators, along with other sources of information, to assess reporting entities’
compliance with their reporting obligations.

Trade-based money laundering
Professional money launderers use trade transactions to legitimize proceeds of crime and move them between
jurisdictions and between currencies. FINTRAC has observed two main schemes of this type.
•

Schemes involving falsified customs, shipping and trade finance documents, including the following:
- Phantom shipments: Transferring funds to buy goods that are never shipped, received or documented.
- Falsely described goods and services: Misrepresenting the quality, quantity, or type of goods or services traded.
- Multiple invoicing: Issuing a single invoice but receiving multiple payments.
- Over/under invoicing: Invoicing goods or services at a price above or below market value in order to move
money or value from the exporter to the importer or vice-versa.
• The Black Market Peso Exchange, which typically works as follows:
- Transnational organized crime groups, such as Colombian or Mexican drug cartels, place proceeds of crime into
the U.S. financial system through structured cash deposits (deposits that are organized to avoid record-keeping
or reporting requirements) of U.S. dollars.
Appendix P
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-

A Colombian or Mexican importer buys those dollars from complicit brokers, paying for them in pesos.
The importer uses the U.S. funds to purchase goods that are then shipped to Colombia or Mexico.
The brokers return the pesos they received from the importer to the cartel.

There are many variations on the Black Market Peso Exchange—which is essentially a form of unregistered foreign
currency exchange—involving locations other than Latin America, other criminal groups and other world currencies
(although the U.S. dollar is the most common). The two versions FINTRAC observes most often are the following:
•

•

Brokers send suspected illicit funds held in Latin America or the U.S. to Canadian trading companies, wholesalers,
dealers and brokers via electronic funds transfer and, to a limited extent, cash courier. These entities subsequently
send the funds to entities in multiple jurisdictions, including China, Hong Kong and the U.S., to pay for goods.
Brokers send suspected illicit funds held in Latin America to U.S.-based entities of varying types, as well as to Chinaor Hong Kong-based trading companies, through electronic funds transfer via a Canadian financial institution acting
as a correspondent bank.

Indicators of trade-based money laundering by professional money laundering networks
•

•
•

•
•
•
•
•

An entity is a Canadian small or medium-size import/export company, wholesaler, dealer or broker operating in a
sector dealing in high-volume, high-demand commodities with variable price ranges, including agri-food, textiles,
electronics, toys, lumber and paper, and automotive or heavy equipment.
The entity has business activities or a business model that is outside the norm for its sector, or conducts no business
activities in Canada. It may also be difficult to confirm the exact nature of the business.
The entity transacts with a large number of entities that have activities in the above-noted sectors or have names
that suggest activities in a wide range of unrelated sectors, and also does some or all of the following:
- receives a sudden inflow of large-value electronic funds transfers;
- orders electronic funds transfers to the benefit of China- or Hong Kong-based trading companies or individuals,
and receives electronic funds transfers from the U.S. and Latin American countries;
- orders electronic funds transfers to the benefit of entities or individuals in the U.S., Mexico or Latin American
countries, and receives such transfers from the U.S.;
- orders or receives electronic funds transfers to/from entities holding a bank account in Latvia or Cyprus, and are
registered to addresses in the U.K., Cyprus, the British Virgin Islands, Panama, the Seychelles, Belize, the
Marshall Islands or other offshore financial centers; and
- orders or receives payments for goods in round figures or in increments of approximately US$50,000.
A trading company based in the United Arab Emirates orders electronic funds transfers to the benefit of individuals
or entities in Canada.
An entity’s U.S. dollar business accounts held in Canada exhibit flow-through activity—that is, money is taken or
transferred out of the account as quickly as it flows in.
An entity imports currency (predominantly U.S. dollars) from Latin American countries.
An entity makes large business purchases by credit card, funded by overpayments.
An individual issues cheques, purchases drafts or orders electronic funds transfers through the account of a legal
professional for trade-related payments.
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Money services businesses
Money services businesses provide a wide range of unique and valuable financial services to Canadians and international
customers; however, the sector has unique challenges and risks with respect to money laundering. Most money services
businesses engage in legitimate activities but some allow professional money launderers to exploit their services with
their full cooperation. Others turn a blind eye to the fact that they are serving criminals. Professional money launderers
who own or are connected to money services businesses use these entities to place and transfer illicit funds.

Indicators of professional money laundering through money services businesses
•

•

•

A Canadian money services business does some or all of the following:
- receives a sudden inflow of large electronic funds transfers and cash deposits; this is followed by an increased
outflow of electronic funds transfers, cheques and bank drafts made out to multiple unrelated third parties for
loans or investments, or to the individual conducting the transaction;
- undertakes numerous currency exchanges involving Canadian and U.S. dollars and/or Euros;
- carries out business largely with or through Iran or other countries subject to sanctions, the United Arab
Emirates, Kuwait, Hong Kong, and China or countries with internal capital controls; and
- receives electronic funds transfers from foreign exchange and trading companies based in the above-noted
countries for real estate transactions, loans or investments.
A money services business owner, associate or employee does some or all of the following:
- maintains personal account activity similar to that of a money services business;
- attempts to avoid reporting obligations when exchanging currency on behalf of another money services
business;
- lists multiple occupations, addresses and/or telephone numbers with financial institutions or online;
- lists occupation as immigration consultant, student, homemaker or unemployed;
- lives outside of their reasonable means (i.e., buys real estate beyond what they could reasonably afford on
their claimed income);
- attempts to close an account(s) to avoid due diligence questioning;
- receives wires and transfers from multiple sources in accounts at numerous banks and credit unions; the
individual then depletes these amounts through drafts payable to self or for real estate purchases;
- places large structured cash deposits into the same account at multiple locations on the same day; and
- is a customer at many banks and credit unions, and negotiates many self-addressed bank drafts from various
financial institutions.
A Canadian import/export company has account activity similar to that of a money services business, including the
following:
- receives one or two large electronic funds transfers and then orders multiple outgoing cheques and drafts to
multiple third-party individuals and companies; and
- receives large incoming electronic funds transfers from Iran, the United Arab Emirates, Kuwait, Hong Kong and
China for living costs, expenses or spare parts.
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Reporting to FINTRAC
To facilitate FINTRAC’s disclosure process, please include the term #pml in Part G—Description of suspicious
activity on the Suspicious Transaction Report. (See also, STR guidance.)

Contact FINTRAC
•
•
•
•

Email: guidelines-lignesdirectrices@fintrac-canafe.gc.ca (include Operational Alert 18/19-SIDEL-025) in the subject
line)
Telephone: 1-866-346-8722 (toll free)
Facsimile: 613-943-7931
Mail: FINTRAC, 24th Floor, 234 Laurier Avenue West, Ottawa ON, K1P 1H7, Canada

© Her Majesty the Queen in Right of Canada, 2018.
Cat. No. FD4-16/2018E-PDF
ISBN 978-0-660-27307-5
FINTRAC Operational Alerts provide up-to-date indicators of suspicious financial transactions and high-risk factors related to new,
re-emerging or particularly topical methods of money laundering and terrorist activity financing.
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Update on the CBSA Centre
of Expertise on Trade Fraud
and Trade‐Based Money
Laundering
Briefing to the Functional Management
Operations Committee
January 2020
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What is Trade‐Based Money Laundering (TBML)?
•

Process of disguising illicit financial flows and attempting to legitimize their
origins through the trade in goods

•

Believed to be the largest money laundering method in the world, also the
least known and understood.

•

Not about “traditional "customs duty and tax evasion
– Launderers will pay duties and taxes if required
– Goal: generate customs paperwork to backstop illicit money transfers between banks

•

Front companies over/under‐value quantity, quality, price of
imports/exports, or mis‐describe goods

•

Shipping real goods not even necessary as long as the paperwork gets
generated‐> “phantom shipments”
2
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TBML Risks to Canada
1. National Security:
• provides criminals and terrorists with relatively risk‐free mechanism to repatriate
narcotics, corruption and terrorist financing proceeds, and to evade international
sanctions.
2. Reputation:
• Potential to further entrench the perception of Canada being “soft” on money
laundering – “snow washing”.
3. Economic Security:
• Weakens the integrity of Canadian financial institutions.
• Can undermine legitimate economic competition.
• Distorts the trade data used by the government to make macro‐economic policy
decisions.
4. Revenue:
• May deprive countries of duty and tax revenue in certain circumstances
3
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Background: Strengthening Canada’s AML/ATF Regime
2016 Financial Action Task Force (FATF) Evaluation of Canada’s Anti‐Money
Laundering and Anti‐Terrorist Financing (AML/ATF) Regime
•
•

Insufficient use of financial intelligence, data resources and information sharing to drive ML
enforcement, including trade‐based money laundering (TBML)
Cross Border Currency Reporting Program penalties not sufficiently dissuasive to the bulk
cash smuggling threat

R9

Budget 2019
•
•

GOC AML/ATF “Action, Coordination, Enforcement” (ACE) Team: top ML risks to Canada,
including TBML
CBSA Trade Fraud & TBML Centre of Expertise: identify and investigate the customs fraud
underlying TBML in Canada
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New AML/ATF Strategy & COE Mandate
•

Identifying TBML‐related intelligence & contributing to
the GOC National AML/ATF Risk Assessment (NRA)

•

Proactively identify customs fraud linked to TBML
through:
• Greater collaboration with CBSA Commercial &
Trade Branch, RCMP, CRA, FINTRAC
• Leverage advanced data analytics techniques re.
import and export data

•

Enforcement action against TBML through:
•
•
•

Increased volume of investigative leads by NHQ
Centre and regional resources;
Increased Customs fraud investigations – willful
non‐compliance (Customs Act); and,
Referrals to the RCMP to initiate money
laundering investigations (Criminal Code)
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COE Resource Outlay: 2020/21 to 2023/24
Budget 2019: approved to receive $28.6 million over four years, $10.5
million per year ongoing (All funding is in a Special Purpose Allotment)
Funding partially frozen:
• Full funding available for Year 1, Year 2. Partial funding for Year 3, Year 4
and ongoing:
– $16 million

•

Full Year 3, Year 4 and remainder of ongoing funding frozen as of 2022‐23
FY (frozen allotment)
– $12 million

Frozen funding to be released pending delivery of a baseline assessment
capturing the scope and scale of TBML in Canada
6
Appendix Q

UNCLASSIFIED//FOR OFFICIAL USE ONLY
UNCLASSIFIED//FOR OFFICIAL USE ONLY

Proposed Resource Allocation: Year 1/Year 2 (2020‐22)
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Other Ongoing Activities
COE to be housed in the in the Intelligence and Targeting Directorate
FB08 Manager hired
• reporting to NHQ Director of Intelligence Collection, Analysis and Production,
effective January 13th.
CBSA and RCMP exploring TBML‐related intelligence development and
investigative software offerings from Canadian vendors.
Collaborating with Public Safety and AML/ATF Regime partners on the
establishment of the ACE Team
• Identification of information sharing opportunities and challenges that may
impact on the ACE concept of operations.
Bulk Cash: (Finance Canada driven in consultation with Traveller Branch)
• Electronic cross‐border currency reporting system
• Expanding definition of monetary instruments (potentially pre‐paid cards)
• Increasing monetary penalties for currency infractions
8
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Discussion
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Trade Fraud &
Trade‐Based Money Laundering
Centre of Expertise
101 Overview
April 2020
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Authorities & Funding
Announced $28M over four years (starting on April 1st, 2020)
and $10.5M per year ongoing (total 48 FTEs) for the creation of
a “Trade Fraud and Trade Based Money Laundering Centre of
Expertise”
11 FTEs in 2020‐21
+ 10 FTEs in 2021‐22
21 FTEs to be funded on an ongoing basis
 Incremental funding starting in 2022‐23 is frozen
 Report to President of Treasury Board required by March 2022
to unlock funding for additional 27 FTEs

2
Appendix R

UNCLASSIFIED//FOR OFFICIAL USE ONLY
UNCLASSIFIED//FOR OFFICIAL USE ONLY

What are Trade Fraud and TBML?
Description
Origin

Duty & Tax Evasion

Value

Illicit Smuggling
Trade Fraud is the
intentional
misrepresentation on
commercial custom’s
declarations
Quality

Quantity

Money Laundering

Tactic

Sanctions Evasion

Goal

Carousel Fraud
Capital Flight

Classification
Trade Based Money Laundering (TBML): Disguising and moving criminal proceeds through the use
of trade transactions (engaging in trade fraud to launder money).
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How Trade Fraud Works
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How TBML Works

To move
money OUT

To move
money IN

Import
Goods

Using above value prices

Export
Goods

Using below value prices

Import
Goods

Using below valued prices

Export
Goods

Using above value prices
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Trade Fraud Methods
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Strengthening Canada’s AML/ATF Regime
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TBML Risks to Canada
• Illicit Financial Flows
• Narcotics
• Corruption
• Terrorism &
proliferation
• Sanctions

• Integrity of
Financial
Institutions
• “Snow Washing”

• Undermines
legitimate
competition
• Distorts trade data

National
Security

Economic
Security

Reputation

Revenue
• Duty evasion
• Tax evasion

8
Appendix R

UNCLASSIFIED//FOR OFFICIAL USE ONLY
UNCLASSIFIED//FOR OFFICIAL USE ONLY

Appeal of TF and TBML
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CBSA Roles and Responsibilities
TRADE FRAUD

TRADE‐BASED MONEY
LAUNDERING

Customs Act (CBSA)

Criminal Code (Law
Enforcement)

Intent: to defraud national
governments through customs
“misinvoicing” aka
“misdescription”

Intent: to disguise illicit
financial flows and move
value through the use of
trade transactions in an
attempt to legitimise their
illicit origins

Method: manipulation of
elements customs documents
(aka trade fraud) such as:
• Price paid
• Quantity
• National origin
• Tariff classification
• Physical description of the
goods

Method: trade fraud

CBSA = “TB”

CBSA

Trade
Fraud

Money
Laundering

TBML

RCMP
RCMP = “ML”
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Government of Canada AML/TF Community
Global Affairs
Canada

OSFI
Public
Services and
Procurement
Canada

Public
Prosecution
Service of Canada

Canada
Revenue
Agency

Regional
Municipal Police
Services

FINTRAC

RCMP

Industry
(ISED)

Department
of Justice
Department
of Finance

Public Safety
Canada

Provinces and
Territories

CSIS
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CBSA TF and TBML Community

Commercial & Trade
Branch

Intelligence &
Enforcement Branch

Strategic Policy Branch

Trade Compliance

Centre of Expertise

Data Analytics

Anti‐Dumping &
Countervailing

Counter Proliferation
Operations

Trade Policy

Intelligence Operations

Customs Enforcement,
Commercial & Trade
Policy
International Strategic
Partnerships

Commercial Operations

Strategic Intelligence

Importer & Exporter
Compliance

Criminal Investigations

Risking & Examinations

National Targeting Centre

Regional SOTCs, RMUs &
Commercial BSOs

Regional IOs, IAs,
Criminal Investigators and
Domestic Liaison Officers

CARM Branch

International Affairs
International Operations

International Network
(Liaison Officers)
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Trade Fraud and TBML Centre of Expertise
Operating Framework

Export and Import
Permits Act
Special Import
Measures Act
Immigration &
Refugee Protection
Act

VISION
To provide decision‐support to
strategic leaders and
functional guidance across the
CBSA, to enable the Agency to
become a global leader in
combatting the movement of
illicit financial flows through
international trade system

Recruitment and Training

Intelligence Analysis

The ability to
counter complex
trade fraud is
integrated as a core
business line across
the CBSA.

Capability & Tradecraft
Development

Partnerships & Engagement
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End State

Canadian Integrated
Response to Organized
Crime (CIROC) National
Threat Enforcement
Priorities

Excise Act

Business Operations

COE Lines of Effort

CBSA‐RCMP MOU

Customs Tariff

Mission & Vision

GOC AML/ATF Regime
Strategy

Enabling Authorities

COE Mission & Vision

Policy Direction

Customs Act

MISSION
To create an integrated
capability to enhance the
CBSA’s ability to identify,
investigate and deter trade
fraud, and to support GOC
partners in advancing the
objectives of Canada’s Anti‐
Money Laundering and Anti‐
Terrorist Financing Regime.
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Concept of Operations
Import

CPOS

Pre‐arrival

Export

Port of Entry

Int
Collection
& Analysis

FINTRAC

FINTRAC

Regions

Trade Compliance

Criminal
INV

RCMP

• Working Group
• Desk Model
• Tracking Log

RCMP
CRA

TRADE FRAUD & TBML
CENTRE OF EXPERTISE‐
NHQ

Int’l &
OGD
Partners

Int Analysis
(Production & Lead
Development)

RCMP
Policy, Partnerships &
Program Management

Criminal
Investigations
NHQ

CRA

Public Prosecution Service

NTC
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What?

Central Coordination

 Build a community of FB04‐FB08
intelligence and investigative staff
across the country who work on trade
fraud/TBML files

Why?
 Maintain situational awareness on intelligence leads/
projects/production and investigations across the country
 Need to leverage scarce resources towards priority
files (severity, potential)
 Ensure INT probes a region is working on does not
disrupt larger project
 Coordinate on projects across jurisdictions
 Identify trends
 Support investigations anticipate workload based on
intelligence files being developed

How?
 Monthly Management calls (corporate
focus)
 Monthly Desk calls (analytical focus)
 Deep dive project calls as required
 Tracking log (leads, projects, referrals,
investigations)
 Generic COE mailbox that all trade fraud
referrals will be sent to
 Triage at NHQ (nexus,
prioritization) and farm our to
regions

 Create community to build knowledge (e.g. training
opportunities ‐ HSI)
15
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Lines of Effort
LOE 1: Business Operations
• Working Group / Desk
Model / Track Log
• Results Table
• Financial set‐up
• Establish lanes (INT analyst
vs CI analyst)
• Webpage
LOE 2: Recruitment & training
• Staffing 75% complete
• TBML Intelligence training
• Financial forensic
accounting training ‐ FAMG
• HSI training/seminar

LOE 3: Intelligence Analysis
• Production Plan
• Intelligence lead
development (& spin‐off
plan to the regions for
projects)

LOE 4: Capability & Tradecraft
Development
• Panjeeva – info from trade
chain participants (bills of
lading)
• Leveraging CPOS target on
export capabilities
• Data analytics

LOE 5:
Partnerships
• HSI (Embed,
training,
biweekly call)
• CRA
• FAMG
• PS/RCMP –
Integrated
Proceeds of
Crime model
• CBSA:
‐CDO
‐Trade –
CARM
Risking
Model
16
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Data Analytics
Data Rich but Knowledge Poor
Trade Chain
•Foreign customs data
•Foreign company
information
•Bills of Lading
•Shipping Invoices

Intelligence
•Financial (FIU)
•Criminal
•SIGINT
•HUMINT

Non‐Governmental

Humans doing work that a machine could
(layering of data)

• Egmont Group
• Investigative
Journalists databases
Organized Crime and
Corruption Reporting

Customs
•Import/Export
declarations

Data Analytics provides sophisticated intelligence development and analysis capabilities that can:
o
o

o
o

Automatically pull, combine and validate data on individuals and companies from multiple CBSA, GOC and external
data sources to develop a fuller picture of potential intelligence targets;
Automate network generation and analysis in order to identify hidden actors and relationships between threat actors
from these various data sources (e.g. tying together customs data, open source shipping data, and financial
intelligence from FINTRAC that reveals new information about potential criminal activity)
Identify broad trends in threat actor behaviours (when provided with enough intelligence information over time).
Conduct aggregate analysis of trade data to proactively identify anomalous transactions indicative of criminal activity.
17
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Trade‐Based Money
Laundering 101
Joel Gibbons
Intelligence & Enforcement Branch
CBSA NHQ
Delivered to: CBSA Liaison Officers
June 5, 2019
Rigaud QC
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Agenda

1.
2.
3.
4.
5.
6.

International & Canadian context
TBML Tradecraft
Current Canadian TBML Environment
Examples of Observed Schemes
Red Flag Indicators
Liaison Officer TBML Support
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Money Laundering Methods
1. Financial Institutions
2. Bulk Cash
3. Trade

Paper trail, high AML controls
High risk of detection
Low risk, high reward

Working Definition of TBML
The process of disguising illicit financial flows and move value through the
use of trade transactions in an attempt to legitimise their illicit origins
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“The magnitude [of TBML] is
enormous. It could very well be
the largest money laundering
methodology in the world! And,
unfortunately, it is also the
least understood and
recognized.”
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International Context: High Risk
•

Exponential growth of global trade creates huge opportunity

•

Trade not seen as an ML vector
–
–

•

Most AML $ are spent on traditional ML
Low awareness leads to lack of controls

Low risk, high reward:
– Easy to comingle legitimate and illicit trade in same shipment

•

“Essentially unquantifiable… but enormous” problem (PWC report)




WTO & UNODC: 1‐7% of global GDP
Cassara: 6‐9% of US GDP ($220B USD outbound and $340B USD inbound)
Global Financial Integrity (NGO):
• NAFTA: USD $561B in illicit capital outflows from 1994‐2010 perpetrated via customs mis‐
invoicing
• Mexico: 75% of USD $852B in illicit capital outflows from 1970‐2010 perpetrated via customs
mis‐invoicing
• Developing World: $8 trillion USD in illicit capital outflows from 2004‐2013. 83% likely
perpetrated through customs mis‐invoicing

7
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International Context
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Current Canadian Context: High Risk
• Magnitude of the threat:
– hundreds of millions annually – at a minimum

• Low awareness, limited controls
• High level of harm for Canada and Canadians
– Threatens economic integrity, public safety, and Canada’s reputation
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Trade Fraud Underlies Most TBML
TRADE FRAUD

TRADE‐BASED MONEY LAUNDERING

Customs Act (CBSA)

Criminal Code (Law Enforcement)

Intent: to defraud national
governments through customs
“misinvoicing” aka “misdescription”

Intent: to disguise illicit financial flows
and move value through the use of
trade transactions in an attempt to
legitimise their illicit origins

Method: manipulation of elements
customs documents such as:
• Price paid
• Quantity
• National origin
• Tariff classification
• Physical description of the goods

Method: trade fraud
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1. Under/Over Invoicing of Goods
(source: FATF)

SUMMARY (source: Cassara)
To move money OUT
To move money IN

Import Goods

Using above value prices

Export Goods

Using below value prices

Import Goods

Using below valued prices

Export Goods

Using above value prices
11
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2. Over/Under Shipment of Goods

• The most extreme cases involve “phantom shipments” where no goods
are shipped, but shipping/customs documents are processed as normal.
12
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3. Falsely Described Goods

• A money launderer may misrepresent the quality or type of the trade goods; e.g.
substituting an inexpensive product for the more expensive item listed on the invoice and
customs documents.
13
Appendix S

UNCLASSIFIED//FOR OFFICIAL USE ONLY
UNCLASSIFIED//FOR OFFICIAL USE ONLY

Current Canadian TBML Environment
• Key jurisdictions
• Highly liquid, high‐demand goods
• Professional Money Launderers prevalent
• Black Market Peso Exchanges
• Informal Value Transfer Service links to International Money
Controller Networks
14
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Key Jurisdictions
•
•
•

UAE
China and Hong Kong
U.S.
– New York
– South Florida
– Southern California

•

Latin America
– Mexico
– Colombia
– Paraguay / TBA: Ciudad del Este

•

Russia related
– Baltics: RUSSIAN LAUNDROMAT, TROIKA
– Cyprus (professional services)
– BVI and other offshore jurisdictions (shell company formation)

•

Canada?

15
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Canada
• Canada attractive to launder both through and to/from
– TOC proceeds generated in CDA – cash pickups
– TOC Proceeds from US: Mexican/Colombian DTOs laundered through
CDA to Latin America, Oceania, Asia
– Sanctions evasion‐ Iran
– Capital flight – PRC

16
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Goods Exploited
• Highly liquid, high‐demand goods
– pricing/fair market value difficult to establish
– Difficult for authorities to examine

•
•
•
•
•
•
•

Agri‐food (meats, dairy, produce)
Vehicles and parts
Textiles/Garments
Lumber/Pulp and Paper
Industrial Equipment
Metal scrap
Electronics

17
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Professional Money Launderers
• Skilled facilitators of laundering
• Distanced from the proceeds generating offences
• Linked to professions conducive to laundering
– Lawyers
– Accountants
– Own/control import‐export companies

• Often ethnic based – stemming from hawala and fei chen
– Developed contact base in Middle East, Asia

• Fee for service
– Fees dependent on access to domestic cash pools
18
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Black Market Peso Exchanges
• Solves several problems for criminals:
– Gets profits back home in local currency
• Illicit foreign currency exchanges

– Helps International Money Controllers balance books
• Goods used to “buy money” from other IMCs around the world and
resolve outstanding payments owed between international cash pools

• Multiple variants on the technique

19
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Case Study 1
• CDN agri‐food broker receives $100s of millions in wires from
ML jurisdictions to pay for goods shipped to mostly unrelated
3rd party companies around the world.
• Some wires from Mexican MLO who have also sent wires to
seemingly unrelated Canadian business (different province,
different goods)
• Others from a KHANANI MLO front

24
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Case Study 2
Scheme 1:
• Tens of millions in US‐derived narco proceeds wired or transferred
to CDN electronics importers
• CDN companies import over‐valued electronics goods from AUS/NZ
and wire proceeds in payment for goods.
• Analysis of declared values of imports/exports based on CDN, AUS,
NZ trade data reveals price discrepancies and phantom shipments.
Scheme 2:
• Same CDN companies export (often straw‐purchased) smartphones
to UAE, Hong Kong
– Exploiting semi‐legitimate Daigou (“buy on behalf of”) networks

• Goods are over‐ or under‐valued to reconcile cash pools as needed
• Free Trade Zones used to conceal ultimate recipients of the goods
25
Appendix S

UNCLASSIFIED//FOR OFFICIAL USE ONLY
UNCLASSIFIED//FOR OFFICIAL USE ONLY

TBML Red Flags – Trade Indicators (source: FATF)
 Significant discrepancies:
 between description of the commodity on the bill of lading and the
invoice;
 between the description of the goods on the bill of lading (or invoice) and
the actual goods shipped;
 between the value of the commodity reported on the invoice and the
commodity’s fair market value;
 The size of the shipment appears inconsistent with the scale of the
exporter or importer’s regular business activities;
 The type of commodity being shipped is designated as “high risk” for
money laundering activities;
 The type of commodity being shipped appears inconsistent with the
exporter or importer’s regular business activities;
 The shipment does not make economic sense;
 Round or whole dollar values
 The commodity is transshipped through one or more jurisdictions for no
apparent economic reason;
26
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TBML Red Flags – Financial Indicators (source: FINCEN)
•

•
•

•
•
•

International wire transfers received as payment for goods into [CDN]
bank accounts or processed through [CDN] correspondent or intermediary
accounts, especially where the ordering party (importer of goods) of the
wire does not live in the country from which the wire originated.
Wires originating from BMPE jurisdictions such as Mexico, Guatemala,
Argentina, Brazil, Paraguay, Uruguay, Venezuela;
Payment destinations that include United States, Hong Kong, China, South
Korea, Taiwan, Spain, Panama, Curacao, as they relate to duty free trade
zones;
Wires where no apparent business relationship appears to exist between
the originator and the beneficiary;
Vague wire instructions;
Frequent transactions involving rounding or whole dollar amounts.
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Upcoming GOC/CBSA Initiatives
• Budget 2019 Announcements
– CBSA Centre of Expertise on Trade Fraud and Trade‐Based Money
Laundering
• April 2020 launch

– Government of Canada Anti‐Money Laundering “Action, Coordination,
Enforcement” (ACE) Team
• April 2020 launch

• CBSA Renewal
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Useful Information
Country

WCAs

Notes

Peru

FTA, MLAT

TBML jurisdiction

Malaysia

Exploratory FTA
ASEAN, CPTPP

TBML jurisdiction (1MDB ML scandal)

China

MLAT, CMAA

Major TBML/BMPE jurisdiction, FTZs
Chinese BMPE networks are an intelligence
gap

Netherlands

MLAT, CMAA

Data analytics focused, significant interest &
capacity for combating TBML

Panama

FTA

TBML jurisdiction, FTZs, Secrecy Jurisdiction

Morocco

FTA negotiations

India

MLAT

TBML jurisdiction

London

MLAT, CMAA

FVEY partner, HMRC NHQ, NCA/JMLIT and
MLWG

Jordan

FTA
29
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Contact Details
Joel.Gibbons@cbsa‐asfc.gc.ca
Senior Program Advisor
Intelligence & Enforcement
Branch
613‐948‐3337

30
Appendix S

30

PROTECTED A
CBSA Knowledge Pool on Trade‐Based Money Laundering 1
Background
Laws in place to enforce TBML and other illicit financial crimes
There is no criminal offence under Canadian law called “trade‐based money laundering”. Rather, most
TBML involves laundering the proceeds of crime using customs trade fraud techniques.
Responsibility for enforcing financial crimes, including fraud, proceeds of crime/money laundering
offences in Canada fall largely under the domain of the federal, provincial and municipal law
enforcement authorities who enforce the Criminal Code of Canada (Criminal Code). The Royal Canadian
Mounted Police (RCMP), Canada’s national police force, is responsible for enforcing federal financial
crimes in the Criminal Code or those with a national or transnational dimension. Proceeds of Crime
offences fall under Part XII.2 of the Code [S. 463.31(1) refers].
The RCMP also has criminal investigative authority for offences under Canada’s Proceeds of Crime
(Money Laundering) and Terrorist Financing Act (PCMLTFA) This legislation establishes specific record
keeping and reporting measures designed to detect and deter money laundering and the financing of
terrorist activities and to facilitate the investigation or prosecution of money laundering and terrorist
financing offences.
The Canada Revenue Agency has criminal investigation authorities to enforce tax evasion, a criminal
predicate for money laundering, under the Income Tax Act. Fraudulent goods declarations often have
bearing on the declared income of the front and shell import/export companies favoured in many TBML
schemes. Similarly, income tax offences in the form of import/export tax credit fraud may also be
vertically integrated into TBML schemes.
CBSA Mandate for Trade Fraud and TBML
The Canada Border Services Agency does not have the mandate to enforce financial or money
laundering‐oriented crimes. The Canada Border Services Agency has criminal investigation authorities to
enforce trade fraud under the Customs Act. Trade fraud is unique in that it is both a criminal predicate
for TBML, as well as the primary technique used to perpetrate the activity itself.
All importers and exporters seeking to convey goods to and from Canada have a legislative obligation
under the Customs Act to provide “true, accurate and complete” reporting of goods imported or
exported [further to subsections 7.1, 12 and 95(3)]. Most TBML schemes rely on the intentional
misdescription of various elements on customs documentation (including the price, quantity, tariff
classification, and physical description of the goods) in order to be successful.
CBSA officers at ports of entry, Intelligence Officers, CBSA foreign Liaison Officers, as well as CBSA Trade
Compliance officers inland may develop grounds to suspect money laundering activity in the course of
their mandated responsibilities related to the import or export of goods, and may refer these instances
to CBSA’s Trade Fraud and TBML Centre of Expertise. The Centre will continue to build on these grounds

1

This paper provides an overview of key insights CBSA has gained to date on TBML. Note that the TF/TBML Centre
of Expertise only became operational as of April 1st and minimal work on TBML was done before that time.
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which may yield referrals to CBSA Criminal Investigators for trade fraud offences, as well as the RCMP
for suspected TBML.
Overview of Insights Gained To‐Date
According to the Financial Action Task Force (FATF), the international body responsible for establishing
global anti‐money laundering and anti‐terrorist financing (AML/ATF) norms and best practices, there are
three main methods to disguise illicit proceeds and integrate them into the formal economy:
o
o
o

Via the financial system;
Through the physical movement of cash and monetary instruments; and finally,
Through the physical movement of goods through the trade system.

The risk of money laundering through financial institutions and bulk cash smuggling is well known, and
corresponding anti‐money laundering and anti‐terrorist financing controls are robust. However, abuse
of the international trade system has received relatively little attention by most national governments
and awareness of trade‐based threats is generally limited.
TBML is easily concealed in enormous volumes of global trade, leading some experts to proclaim it as
the largest money laundering method in the world, but also the least known and understood. By some
estimates, the trade fraud that underlies TBML accounts for over 80% of illicit financial flows from
developing nations, and may cost the global economy as much as 1 to 7 percent of annual Gross
Domestic Product (GDP) each year.
Scale of TBML in Canada: While the full scope and scale of TBML in Canada remains a gap, a sufficient
body of knowledge exists to indicate that Canada is being routinely exploited due to key vulnerabilities,
including limited awareness of laundering through the international trade in goods in both the public
and private sectors. Canada has not yet developed a methodology to assess the scope and scale of TBML
in Canada. However, it is assessed that TBML activity is occurring on a daily basis in Canada, particularly
in large metropolitan cities.
How does this threat manifest itself in Canada
Tactics and Schemes
Trade Fraud Remains a Key Driver: Most suspected instances of TBML in Canada occur through the use
of commercial trade fraud techniques, primarily involving the mis‐description of the price, quantity or
quality of goods on documents presented to Customs Services on the importation or exportation of
goods from a national jurisdiction. In Canada, most TBML identified to date involves goods exported
from Canada, primarily through marine containerized shipping, likely as a result of reduced controls for
exports in comparison to imported goods (which have the potential for revenue generation depending
on the tariff).
There are a range of TBML methods; however, a typical scheme will involve the use of proceeds of crime
by complicit import/export companies to purchase goods destined to or from Canada. Goods will be
fraudulently over‐ or under‐valued (weights and goods descriptions can also be manipulated) on
customs documents in order to inflate or deflate their value, depending on the direction of the intended
flow of proceeds. The import or export of goods creates the necessary pretext for criminal syndicates to
wire funds to “pay” for said goods at source or destination. The sale of said goods thus completes the
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money laundering cycle, even if no physical goods are ever shipped (i.e. phantom shipments, which have
been identified in one significant case). Circumvention of customs requirements is thus the basis for
most TBML schemes.
BMPE Variants: In terms of newer TBML methodologies, Canada has identified the abuse of money or
value transfer service providers or informal/illicit value transfer systems, as well as continued
adaptations of the Black Market Peso Exchange (BMPE), allowing for cash settlement across multiple
jurisdictions. BMPE‐like schemes account for a significant part of TBML schemes observed in the
Americas.
3rd Party Payments: The use of third‐party invoice settlement is often used in the context of BMPE‐like
schemes which are linked to professional money laundering networks. Third‐party invoice settlement
for goods exported to/from Canada from entities located in high‐risk money laundering jurisdictions,
generally via open account payments through wires through correspondent banking relationships,
remains one of the most commonly observed methods of facilitating TBML.
These transactions are rarely scrutinized by financial institutions and only come to the attention of the
CBSA by way of FINTRAC once grounds to suspect TBML have already been established. Moreover,
customs authorities are only able to physically examine a small percentage of corresponding goods
shipments to validate the wire transfers. Detecting this behaviour would require the mandatory
inclusion of some form of customs reference embedded within wire transfer remittance information.
Canada, like many countries, does not mandate the inclusion of any form of cross‐referencing identifier
to link wire transfers with corresponding import or export activity.
Open Account Settlements: In addition, financial institutions have no means to verify whether goods
that are either financed or settled through open account have indeed been physically
imported/exported as there are no requirements to present confirmation of the submission of customs
documents to the appropriate customs authority, the Canada Border Services Agency (CBSA). This
information gap increases the risk of goods mis‐description or, in the most severe cases, entirely
fictitious phantom shipments of goods.
Trade Finance: Trade financing mechanisms may also be exploited to perpetrate TBML. Currently,
FINTRAC does not have the legislative authority to collect transaction information linked to trade
financing (SWIFT 700 series messages). While Financial Institution anti‐money laundering departments
have submitted Suspicious Transaction Report (STR) information pertaining to trade finance in some
instances, it remains possible that money laundering threats to trade finance remain hidden through
lack of access to related information coupled with a low degree of awareness of TBML within capital
markets divisions of these institutions. In addition, lawyers who negotiate trade finance contracts are
also exempt from Canadian AML reporting requirements due to solicitor‐client privilege.
Misrepresentation of the counterparty in a trade transaction: Canada has observed the use of
fraudulent customs declarations on both ends of a TBML transaction, likely in order to conceal the true
identities of both the originator and the recipients of the goods from the customs administrations on
both sides of the transaction.
Typically, a Canadian exporter or freight forwarder will declare a specific foreign entity as the consignee
for the goods in question on their export declaration, while the complicit foreign counterparty to the
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transaction will provide a different consignee name on the foreign import declaration. In some
instances, the Canadian exporter appears to be conspiring with Canadian freight forwarding companies
to use the freight forwarder’s name and business number information in place of their own, again, likely
to conceal the extent of the suspected laundering activity. These behaviours are only detected through
access to open trade data, typically provided by for‐profit data service providers.
Surrogate Shoppers: Another TBML scheme relates to the abuse of Chinese daigou (“buying on behalf
of”) personal shopping/surrogate shopping networks. This is an unregulated, cash intensive, but
legitimate international commerce activity where Canada‐based shoppers receive a commission for
purchasing high‐end luxury goods for customers in China (and possibly the Middle East) often to take
advantage of lower Canadian prices. The trade in these goods creates opportunities for TBML when
proceeds of crime are used to fund the purchase of inventories of goods for export. Misdescription of
these goods creates further opportunity to inflate the value of wire transfers from China used to pay for
these goods. This scheme allows launderers and criminal networks to move value between countries
without resorting to the international financial system.
Locations
TBML can occur anywhere. However, while specific routings have not been analyzed in detail, imports
or exports (and corresponding wire transfers) originating or transiting via the following jurisdictions are
often an indicator for TBML:






United Arab Emirates
Hong Kong
China
Pakistan
United States:
 Greater New York area
 South Florida
 Southern California
 Latin America, in particular:
 Mexico
 Colombia
 Paraguay / TBA: Ciudad del Este
 Russia related
 Baltics (banking, now likely less prevalent)
 Cyprus (professional services
 BVI and other offshore jurisdictions (shell company formation)
TBML schemes sometimes include transhipment via global Free Trade Zones (FTZs), particularly in Black
Market Peso Exchange schemes. Goods effectively “disappear” into FTZs as they may be re‐manifested
and further mis‐described before being transhipped onwards, which makes it extremely difficult to
determine the ultimate destination (and consignees) of goods in these schemes.
Threat Actors
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Cartel drug trafficking accounts for much of the proceeds being laundered based on information
reviewed/assessed to date. Most of the funds related to these schemes enter Canada from the United
States, China, Hong Kong, and the United Arab Emirates (UAE) for goods shipments to a wide variety of
third countries, primarily using variations of the Black Market Peso Exchange.
While the CBSA has established linkages between suspected TBML and cartels, the majority of the
suspected cases of TBML are believed to be conducted by Professional Money Launderers (PMLs) likely
operating at arms‐length under contract to the cartels. As the US Treasury continues to expand its
Transnational Organized Crime and “Kingpin” sanctions lists, there is a risk that Cartels may come to
increasingly favour PMLs operating adjacent to the US financial system in Canada. PMLs are not involved
in the generation of the proceeds of crime. Instead, they charge commissions to launder criminal
proceeds. Many PMLs hold professional designations or own businesses conducive to laundering,
including lawyers, accountants and trade chain professionals (importer/exporters, freight forwarders).
There are also emerging indicators of a series of thriving informal value transfer networks operating
across Canada that are facilitating illicit financial flows to and from Canada and a variety of international
jurisdictions. It is unclear of the degree to which the money remitters operating these informal networks
are aware of the source of the funds they are transmitting through the international movement of
goods. Unlike narco‐proceeds cases, we have not observed the same degree of financial flow‐through
activity, suggesting that these funds may be destined to remain within Canadian financial institutions.
The mis‐description of customs and trade chain documents remains the primary assessed method for
facilitating this laundering activity.
Indicators, patterns, or anomalies do you use to highlight a potential TBML threat
The CBSA uses a variety of red flag indicators articulated in the following established TBML typologies to
build grounds to suspect TBML:
o
o
o
o
o
o

Trade Based Money Laundering. Financial Action Task Force. 23 June 2006.
Asia/Pacific Group on Money Laundering. APG Typology Report on Trade Based Money
Laundering. 2012‐07‐20
Advisory to Financial Institutions on Filing Suspicious Activity Reports regarding Trade‐Based
Money Laundering. FinCEN Advisory #FIN‐2010‐A001.
FinCEN Advisory #FIN‐2019‐A006, August 21, 2019.
FINTRAC – Professional money laundering through trade and money services businesses,
July 18, 2018. Ref # 18/19‐SIDEL‐025
FAFT Report: Professional Money Laundering. Financial Action Task Force. July 2018.

Conducting Analysis on TF/TBML Threats
The key to combating TBML lies in the ability to access and layering customs, shipping, tax, financial
transaction, intelligence, and entity data. TBML often reveals itself in the layering of these datasets as it
allows investigators and analysts to both “follow the goods” as well as “follow the money” and determine the
narrative of the laundering activity.
The following traditional methods of conducting financial crime probes/investigations have also proven
effective:
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o
o

o
o
o

Joint intelligence probes and investigations between the CBSA and the RCMP.
Analysis of Suspicious Transaction Reports (STRs) and underlying financial transaction information
originating from Financial Institutions and Designated Non‐Financial Business and Professions to
FINTRAC that are shared with the CBSA through a disclosure process. In Canada, financial
transaction information can be obtain through FINTRAC without a subpoena.
Suspicious Activity Reports and other financial intelligence obtained on request from foreign
financial intelligence units by FINTRAC, based on Egmont Group Memoranda of Understanding.
Requests/disclosures from foreign customs counterparts
Intelligence provided from border, customs, law enforcement agencies and other intelligence
services.

Common enablers of TBML
Lack of Awareness: Many TBML threats are perpetrated by networks of professional money launderers, who
do not commit money laundering predicate crimes. As a result, enforcement responses tend to favour
“traditional” threat actors (e.g. drug traffickers), rather than those cutting across the mandates of multiple
agencies, such as with TBML, leading to intelligence blind spots and gaps in coverage.
Limited Examination and Data Analytics Capacity: The CBSA can only physically examine a very small
percentage of the huge volumes of good imported and exported from Canada. There is limited ability to
leverage the Agency’s customs data holdings through advanced analytic techniques to identify anomalous
transactions indicative of TBML behaviour that may warrant examinations to validate the anomalies in
question.
Import Focus / Export Reporting Gaps: In the border domain, most CBSA controls focus on protecting
Canadian industry and assuring high rates of compliance for duties and taxes paid on imported goods.
However, TBML actors frequently exploit lax Canadian export reporting requirements (owing to significant
export control weakness, such as limited review of export declarations and very low examination rates)
under which no duties or taxes are levied. Investigations and intelligence probes regarding trade fraud
(including those with possible TBML dimensions) in the export domain remain low.
Canada and the US also have a unique gap with respect to export data. Both countries do not require their
exporters to file export declarations for goods destined to each other, which makes identifying TBML
extremely difficult when only import records exist in either country to try to substantiate trade fraud. This
also significantly complicates the ability to automate the detection of export anomalies through initiatives
such the US Trade Transparency Unit concept.

Limited Reporting by Trade Chains: Trade chain stakeholders do not currently have a mandated
reporting role in Canada’s Anti‐Money Laundering and Anti‐Terrorist Financing (AML/ATF) Regime in
detecting TBML in Canada and the CBSA does not have systematic access to shipment information (bills
of lading, shipping invoices, etc.). However, data provided from these stakeholders on request,
particularly shipping invoices and bills of lading, coupled with their inside knowledge of complex
transnational trade chains are crucial in substantiating the suspicion of TBML.
While some trade chain stakeholders have been forthcoming with information in support of anti‐TBML
efforts, others have insisted upon judicial authorization (production orders) to produce necessary data.
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These authorizations require higher legal grounds (equivalent to a search warrant) which complicates
and delays investigative activities.
Limited Information Availability: TBML exploits the trade and financial system, but the data required to
identify schemes (customs data, bills of lading, shipping invoices, STR/SAR and financial transaction
data) are often held by different authorities and private sector entities, and are not systematically
available to the competent authorities to cross‐check, or to proactively identify suspected TBML through
analytics.
Goods identified as part of TBML schemes
The below noted goods are most frequently observed in TBML schemes, however, any high‐demand,
difficult‐to‐examine good featuring wide pricing margins (or difficult to price) is highly susceptible to
TBML.










Construction materials and plant machinery
Agriculture products (e.g., fruits, vegetables, grains)
Auto parts and vehicles
Clothing (e.g., new, used and recycled textiles)
Cosmetics and toiletries
Gold or other precious stones and metals
Forestry
Scrap metals
Electronics (e.g. smart phones, iphones, tablets).

Precious metals and stones do not fall under the definition of currency or monetary instruments (with
associated reporting obligations therein) under the PCMLTFA in Canada. From a border perspective
these goods are treated no differently from any other good in the Canadian Customs Tariff. This gap
increases the likelihood of these high‐value commodities as ML vectors.
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POLICY STATEMENT
1.

It is the policy of the Canada Border Services Agency (CBSA) to administer and
enforce Part 2 of the Proceeds of Crime (Money Laundering) and Terrorist Financing
Act (PCMLTFA) and its regulations.

DEFINITIONS
2.

Refer to Part 11 - Glossary.

AUTHORITIES
The Proceeds of Crime (Money Laundering) and Terrorist Financing Act
(PCMLTFA)
3.

Part 2 – Provides the obligation to report to a Border Services Officer (BSO) the crossborder movement of currency or monetary instruments of a value equal to or greater
than a determined threshold, as well as the authority for the Canada Border Services
Agency (CBSA) to administer and enforce Part 2 of the Act.

Cross-Border Currency and Monetary Instruments Reporting Regulations
4.

Establishes the threshold amount for currency reporting at CAN $10,000 or its
equivalent after conversion, the general manner of reporting, retention, the prescribed
amount of the penalties, and administrative details.

PURPOSE AND SCOPE
5.

The purpose of this policy is to provide guidelines to CBSA officers in the event of
imports or exports of currency or monetary instruments totalling CAN $10,000 or
greater.

6.

This policy applies to all CBSA officers in all modes of transportation.

BACKGROUND
7.

Organized crime and money laundering are problems that affect all Canadians.
Money laundering is a serious criminal offence entailing the illegal movement of funds,
estimated to be billions of dollars, through Canada each year. The impact of
organized crime and money laundering goes beyond easily recognized consequences
such as violence and economic losses to include less visible social costs.

8.

Money laundering is the process by which "dirty money" generated by criminal
activities is converted into assets that cannot be easily traced back to their illegal
origins. A significant proportion is linked to profits from the illicit drug trade but
1
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proceeds from other crimes, including burglaries and cigarette smuggling, are also
involved. Money laundering activities, when carried out through financial institutions,
can have an adverse effect on their reputations.
9.

In the past several years, the federal government has taken a number of steps against
organized crime and terrorist financing activities. New provisions were added in the
Criminal Code and other federal statutes, such as the Customs Act, to target criminal
organizations and to seize the proceeds of their illegal activities.

10. The detection of money associated to the proceeds of crime at the border had been
particularly problematic, as CBSA officers did not have the authority to question
persons on importation or exportation of currency under the Customs Act. Illegal
money encountered during the normal customs process was only seized under the
high standards of the Criminal Code.
11. In view of these gaps, the federal government incorporated the mandatory reporting of
suspicious transactions and cross-border movements of currency and monetary
instruments into the new Proceeds of Crime (Money Laundering) and Terrorist
Financing Act. Part 2 of the PCMLTFA, from which the Cross-Border Currency and
Monetary Instruments Reporting Regulations stem, came into effect January 6, 2003.
Part 2 imposes on every person and entity the obligation to report the importation or
exportation of currency or monetary instruments of a value equal to or greater than
the prescribed threshold of CAN $10,000. The objective of the Act is to implement
specific measures to detect and deter money laundering and terrorist financing
activities. It also facilitates the investigation and prosecution of money laundering
offences and terrorist financing offences by requiring the reporting of suspicious
financial transactions and the cross-border movements of currency and monetary
instruments.
POLICY GUIDELINES
Note: Unless otherwise specified, all references to “currency” and “monetary instruments”
refer to those equal to or greater than CAN $10,000, or its equivalent in a foreign currency.
General
12. There is no limitation on the total amount of currency or monetary instruments that
may be brought into or taken out of Canada, nor is it illegal to do so.
13. Foreign currency will be considered to have the same value of Canadian currency
based on the Bank of Canada official conversion rate of the day. You can find the
official conversion rate of the day on the Customs Commercial System (CCS) or the
Bank of Canada website.
Note: If no official conversion rate is set out for that currency, use the conversion rate
2
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that the person or entity would use for that currency in the normal course of business
at the time of the importation or exportation.
14. The reporting of currency must be made in writing on the appropriate form (E677,
E667, and/or E668) and must be signed and submitted by the importer/exporter.
The Cross-Border Currency or Monetary Instruments Report – Individual (E677)
form is used to report situations where the importer or exporter physically carries
the currency or monetary instruments across the border.
The Cross-Border Currency or Monetary Instruments Report – General (E667) form is
used to report all other situations such as when mailing, shipping by courier, or
transporting on someone else's behalf. In the case of mail, the exporter who is
sending the currency or monetary instruments to Canada is required to affix a
Customs Declaration form CN23 on the outside of the mail item and include a
completed E667 currency report inside the item.
The Cross-Border Currency or Monetary Instruments Report Made by Person in
Charge of Conveyance (E668) form is used to consolidate all currency and monetary
instruments transported by the person in charge of a conveyance. In addition, the
importer or exporter also has to complete an E667.
15. CBSA officers may question persons regarding the possession of currency or
monetary instruments, in accordance with their authorities under the PCMLTFA.
16. Where a completed currency report is submitted and complies with the conditions of
this policy, it will be considered to meet the reporting requirements of the PCMLTFA.
Note: The requirements for import and export reporting require the same
forms and data.
17. Monetary instruments means the following instruments in bearer form (blank, cash, to
the bearer) or in such other form as title to them passes on delivery, namely,
(a) securities, including stocks, bonds, debentures and treasury bills; and
(b) negotiable instruments, including bank drafts, cheques, promissory notes,
travellers’ cheques and money orders, other than warehouse receipts or bills of
lading.
Note: For greater certainty, this definition does not apply to securities or
negotiable instruments that bear restrictive endorsements or a stamp for the
purposes of clearing or are made payable to a named person and have not been
endorsed.
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Importing – Individuals
18. Currency that is in the possession of a person must be reported at the point that the
person reports to CBSA.
Importations by Mail
19. If a Universal Postal Convention (UPC) declaration form indicates currency or
monetary instruments, however, the E667 currency report is either missing or
incomplete, the currency will be retained and a retention notice will be issued to the
exporter or if unattainable to the importer.
20. The exporter who is sending the currency or monetary instruments to Canada must
affix a UPC declaration form to the outside and include a completed E667 currency
report inside of the item.
21. Currency that is mailed from a location outside of Canada to another destination
outside of Canada but transits through Canada by post are not required to be reported
(e.g. St. Pierre et Miquelon).
Importations by Rail
22. The person in charge of a conveyance must report currency at the CBSA office that is
nearest the place of importation open for business.
23. If currency is in the possession of a person, it is that person’s responsibility to report it
to the CBSA at the CBSA office nearest to the place of importation that is open for
business.
24. Currency that is in the possession of a crewmember aboard a freight train must be
reported immediately at a place specified by an officer. The crewmember will be
processed as a traveller.
Commercial Importations by Air
25. Currency, which is transported by an air transportation company, may be reported at
the CBSA office of the airport of destination as shown on the air waybill (provided the
money is not offloaded before its destination).
26. The person in charge of a conveyance must present the completed currency report.
Reporting in the Air Travellers Mode
27. Primary questioning regarding currency is not required as the completion of a
Customs Declaration Card (E311) fulfills the primary reporting requirements.
4
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Importing by Marine Vessel
28. Currency or monetary instruments on board a cargo or cruise ship entering Canada
whose final destination is a place other than Canada, do not have to be reported
provided that the currency or monetary instruments will not leave the ship.
29. Currency and monetary instruments on board a cargo or cruise ship, carried on behalf
of the shipping line entering Canada whose final destination is Canada, must be
reported.
30. Declarations must be accompanied by the appropriate cross-border currency and
monetary instruments report forms.
31. Where permitted by the CBSA’s process, crewmembers and passengers may report
currency and monetary instruments using a Customs Declaration Card (E311).
32. A currency reporting form must also be submitted at the time of report.
33. The reporting requirements for passengers, merchants, and crewmembers are an
individual responsibility.
Note: Under these circumstances there is no liability on behalf of the cargo
or cruise ship.
Reporting at Point of Clearance
34. When a person onboard a commercial carrier arrives in Canada and whose
destination is another place in Canada where there is a CBSA office, a currency
report may be made at the point of entry.
35. A currency declaration must be made when a person disembarks at a point where
they are required to report to the CBSA.
In-transit Passengers
36. Persons aboard a commercial passenger conveyance transiting through Canada are
not required to report currency in their possession.
37. Other than to be transferred under the CBSA’s control to another commercial
conveyance for departure to a place outside of Canada, currency will not be removed
from an in-transit area.
38. A currency report must be made if a person disembarks at a point that they are
required to report to CBSA.
5
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Preclearance
39. At locations where a Preclearance Area has been designated under the Preclearance
Act, the CBSA will not exercise any authority to enforce the PCMLTFA once a
preclearance officer has cleared individuals for the purpose of entry into the United
States.
Telephone Reporting Centres - Importation
40. Telephone Reporting Centers (TRC) may be utilized for currency declarations (i.e.
CANPASS Aircraft and Private Boat).
41. Persons reporting to a CBSA officer by phone are permitted to make a currency
declaration.
Self-reporting Modes
42. As the PCMLTFA requires that currency be reported to an officer, the various
methods of self-reporting to the CBSA (CANPASS Highway, NEXUS, etc.) may not be
used to report currency.
Any Other Case of Importation
43. In any other case a person on whose behalf currency is imported will report the
currency at the place of importation.
Emergency Importations
44. In an emergency, the person in charge of a conveyance who must unload currency or
monetary instruments from the conveyance before being able to make or submit an
importation report in accordance with these regulations may submit the importation
report by telephone or other expedient means and, as soon as possible after that,
must make or submit a report.
Export Reporting - Individuals
45. Currency that is in the possession of a person must be reported at the CBSA office
located nearest to the place of exportation that is open for business.
Exportations by Mail
46. For currency exportations by mail, the exporter must make the report.
Note: One copy of the report must be placed inside the mailed item. Another
copy must be mailed or submitted to the nearest CBSA office prior to or at the
time of mailing.
6
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Commercial Exportations
47. The exporter of currency, which is exported by a courier or transported on someone’s
behalf, must make a currency report.
48. The person in charge of a conveyance will present the completed currency report at
the place of exportation.
Exporting – Marine vessels
49. Currency and monetary instruments on board a cruise or a cargo ship, as “cash to
master” or carried on behalf of the shipping line departing from Canada will have to be
reported using the appropriate cross-border currency and monetary instruments report
forms at the time of departure.
Note: This does not include ships that are departing from Canada that imported
currency or monetary instruments that were not required to report the currency or
monetary instruments upon import.
Telephone Reporting Centres - Exportation
50. No provisions exist to utilize the Telephone Reporting Centre to declare the
exportation of currency.
Other Exportations
51. In any other case, a person on whose behalf currency is being exported must make a
currency declaration.
52. Currency reports must be made at the CBSA office at the place of exportation.
Reporting Exceptions - Diplomats
53. In accordance with these policy guidelines, it is the policy of the CBSA to give
precedence to the provisions of the Foreign Missions and International Organizations
Act over the reporting requirements of the PCMLTFA.
Reporting Exceptions - Bank of Canada
54. The PCMLTFA exempts the Bank of Canada from all import/export of currency
reporting requirements.
Exemption Applicable to Imported Shares
55. A person or entity is not required to make a report under subsection 12(1) of the
7
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PCMLTFA with respect to stocks, bonds and debentures imported into Canada by
courier or as mail if the importer is a financial entity or a securities dealer as defined in
subsection 1(2) of the Proceeds of Crime (Money Laundering) and Terrorist Financing
Regulations or a transfer agent.
Duty to Answer and Comply
56. Upon report of currency, a person making the report is obliged to answer truthfully any
questions that an officer asks with respect to the information required to be in the
report.
57. Upon request by an officer, a person making a report is required to present the
currency, unload any conveyance or part of a conveyance or baggage, and open or
unpack any package or container that the officer wishes to examine.
Cancellation of Reports
58. A person who declares currency may up to the time of a full report advise that they no
longer wish to proceed with the importation or exportation.
59. A person who does not submit a currency report will be allowed to withdraw their
intent to import or export their currency and/or monetary instruments.
Note: This right does not apply to unreported currency or monetary
instruments.
Verification
60. When a person has made a currency report; an officer may examine the currency for
the purposes of verifying the report.
Search of Persons
61. When an officer suspects on reasonable grounds that the PCMLTFA has been
violated or that a person is attempting to circumvent the PCMLTFA, the officer may
search any person:
a) who has arrived in Canada, within a reasonable time after their arrival in Canada
b) about to leave Canada, at any time before their departure
c) who has had access to an area for use by persons about to leave Canada, and
who leaves that area but does not leave Canada, within a reasonable time after
they leave the area.
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Examination of Conveyances
62. An officer, in order to determine whether there is an amount of currency or monetary
instruments equal to or greater than CAN $10,000 on or about the conveyance and
that the currency has not been reported, may stop, board, and examine a
conveyance, examine anything in or on it, open or cause to be opened any package
or container in or on it, and direct the conveyance to be moved to a CBSA office or
other suitable place for an examination.
Note: Conveyances cannot be seized under the PCMLTFA.
Search of Baggage
63. An officer, in order to determine whether there is an amount of currency or monetary
instruments equal to or greater than CAN $10,000 in the baggage and that the
currency has not been reported, may examine the baggage and anything in it, open or
cause to be opened a package or container in it, and direct that the baggage be
moved to a CBSA office or other suitable place for an examination.
Search of Mail
64. Officers may examine and open any mail that weighs more than 30 grams that the
officer suspects on reasonable grounds contains currency or monetary instruments
equal to or greater than CAN $10,000. This is to be done in the presence of another
officer when and if feasible.
65. Officers may not examine or open any mail that weighs 30 grams or less unless the
person to whom it is addressed consents or the person who sent it consents or has
completed and attached a label in accordance with article 116 of the Detailed
Regulations of the Universal Postal Convention.
Report Discrepancies
66. Officers are encouraged to use discretionary powers to allow persons to amend
currency reports.
Note: It is recognized that not all contraventions of the PCMLTFA will be
intentional. Negligence, carelessness, and lack of knowledge on the part of a
person making a report are factors worthy of consideration when deciding
whether or not to proceed with a penalty action.
Discretionary Powers
67. It is the policy of the CBSA not to seize or levy a penalty for every error in currency
reporting.
9
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Note: It is recognized that during the verification of currency, occasionally errors will
be encountered.
68. There is no legal provision relating to errors made regarding amounts being reported
and it is not mandatory to apply a penalty.
69. It is the responsibility of the officer to determine if a penalty is reasonable under the
circumstances.
Note: It is recognized that not all errors are intentional. Negligence, carelessness,
and lack of knowledge on the part of a person making a report are factors worthy of
consideration when deciding whether or not to proceed with a penalty.
Benefit of Doubt
70. It is the policy of the CBSA to extend the benefit of the doubt to persons when it
appears evident that they were not aware of the CBSA’s requirements.
Note: For the purposes of administering the PCMLTFA, officers are
encouraged to use the same benefit of the doubt as is utilized when enforcing
the Customs Act.
Retention Pending Full Report
71. When a person indicates to an officer that they have currency or monetary
instruments, the officer may retain the currency or monetary instruments pending
completion of the report. The physical retention and safekeeping of the currency or
monetary instruments will be done in accordance with the CBSA policies and
procedures published in the Comptrollership Manual, Finance Volume.
Note: It is CBSA policy not to perform courtesy holds of currency and monetary
instruments.
72. A notice will be given or sent by registered mail without delay.
Note: The regulations require that a notice be sent within 60 days of retention.
Note: providing a copy of the K24 (Non–Monetary Receipt) will fulfill a CBSA officer’s
“notice” obligation of the PCMLTFA.
73. The currency will no longer be retained, if the importer or exporter satisfies the officer
that the reporting requirements have been met or that they have decided not to
proceed with the importation or exportation within the seven days following the
issuance of the notice.
74. When the requirements are not met within the prescribed period the currency or
monetary instruments will be considered abandoned to the Crown.
10
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75. The prescribed seven-day reporting period will be replaced with a 30-day period for
the purposes of a courier or mail shipment.
Seizures
76. If a person has not specifically been questioned concerning currency, penalties will
not normally be levied unless there is clear evidence of intent to contravene the
PCMLTFA.
77. Officers, who believe on reasonable grounds that subsection 12(1) of the PCMLTFA
(reporting requirements) has been violated, may seize as forfeit currency or monetary
instruments, as per subsection 18(1) of the PCMLFTA.
78. An officer must impose the prescribed penalty when a seizure occurs.
79. The following terms of release will be offered for currency or monetary instruments:
Level 1
a) $250, in the case of a person or entity who:
I.
has not concealed the currency or monetary instruments,
II. has made a full disclosure of the facts concerning the currency or
monetary instruments on their discovery, and
III. has no previous seizures under the PCMLTFA.
Level 2
b) $2,500, in the case of a person or entity who:
I. has concealed the currency or monetary instruments, other than by
means of using a false compartment in a conveyance, or
II. has made a false statement with respect to the currency or monetary
instruments, or
III. has a previous seizure under the PCMLTFA, other than in respect of any
type of concealment or for making false statements with respect to the
currency or monetary instruments.
Level 3
c) $5,000, in the case of a person or entity who:
I. has concealed the currency or monetary instruments by using a false
compartment in a conveyance, or
II. has a previous seizure under the PCMLTFA for any type of concealment
or for making a false statement with respect to the currency or monetary
instruments seized under the PCMLTFA:
80. No terms of release are offered for currency or monetary instruments suspected to be
related to proceeds of crime or terrorist finances:
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Level 4
No terms of release: Officers who suspect on reasonable grounds that non-reported
currency or monetary instruments are proceeds of crime or terrorist finances, may
seize currency with no terms of release.
81. A person who reports the importation or exportation of currency or monetary
instruments is required to report the full and accurate value of such currency or
monetary instruments. Consequently, where currency or monetary instruments other
than that reported are uncovered, both the value equal to the value reported and the
value greater than the value reported are subject to seizure.
82. When seizing monetary instruments issued by a financial institution, the seizing officer
will suspend the items by immediately notifying the appropriate financial institution by
telephone.
83. CBSA officers have the discretion to leave a minimal amount of money (humanitarian
reasons) to a person when they cannot pay the penalty imposed for non-reporting of
currency and they are left without resources.
Note: The amount of money to be left for a person may be what the officer considers
reasonable for the circumstances (e.g. money for food, gas or tolls and distance from
residence). The officer should ensure that notes are taken as to the amount of money
left in the custody of the traveller and the reasons.
Note: This money is not included in the actual amount seized.
84. When seizing currency and/or monetary instruments, it is imperative that detailed
notes be taken. Seizure documentation and narrative report must be completed as
soon as possible following any seizure action. Reports should provide a clear
articulation of the indicators gathered, supporting the decision to seize.
Note: Reports should be based on the officer’s recollection of events with the aid of
notes taken during or immediately after the seizure. The style of report writing is
optional, however all reports must be logical, objective and professional. Remarks
which might be interpreted as slanderous must not be included. Only the facts of the
occurrence should be included.
Establishing Proceeds of Crime Criteria Under the PCMLTFA
85. To seize with no terms of release, CBSA officers must have reasonable grounds to
suspect that currency or monetary instruments are proceeds of crime or terrorist
finances.
Note: Proceeds of crime means any property, benefit or advantage, within or outside
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Canada, obtained or derived directly or indirectly as a result of “the commission in
Canada of an enterprise crime offence or a designated substance offence, or an act
or omission anywhere that, if it had occurred in Canada, would have constituted an
enterprise crime offence or a designated substance offence.”
Note: The officer must have reasonable grounds to suspect. A reasonable suspicion is
not arbitrary, not random, and not based on irrelevant factors. Mere suspicion without
an articulable reason is not enough, but a suspicion based on the experience of an
officer together with the facts of a given case will be sufficient.
86. Persons who fail to properly report currency or monetary instruments will not be
arrested for violations of the PCMLTFA, regardless of whether or not the seized
currency or monetary instruments are suspected proceeds of crime.
Note: Failure to properly report currency or monetary instruments is a civil
offence.
87. When currency or monetary instruments are reported and there are reasonable
grounds to suspect that they are proceeds of crime or terrorist finances, they cannot
be seized under the PCMLTFA. In consultation with the Integrated Proceeds of Crime
unit (IPOC), they could be seized under the Criminal Code.
Written Notice
88. Giving a person a copy of a seizure receipt will fulfill a CBSA officer’s “written notice”
obligation of the PCMLTFA.
Note: The PCMLTFA legislates that an officer who seizes currency must give
the person “written notice” of the seizure and of the right to appeal. Providing a
copy of the K19C –Seizure Receipt – Cross-Border Currency and Monetary
Instruments satisfies this obligation.
Disposition
89. The moment currency is seized it becomes the property of the Crown.
Note: As the person from whom it was seized no longer owns the property, the
penalty may not be withdrawn from the currency that has been seized.
90. Seizing officers should attempt to determine when a person would be able to gain the
release of the seized currency or monetary instruments.
Note: A person may not have the means to pay for the release of the seized currency
or monetary instruments at the time of the seizure.
91. Should a person indicate that they wish to make the seizure payment within a
reasonable amount of time, the currency or monetary instruments should be held
under the CBSA’s control pending release.
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92. The hold-for-payment process is intended to allow persons/entities to gain release of
their seized currency or monetary instruments within a reasonable amount of time.
Depositing or forwarding it to Public Works and Government Services Canada /
Seized Property Management (PWGSC/SPM) may delay its return.
Note: Should the circumstances of the seizure provide any security concerns, the
currency or monetary instruments are to be deposited or transferred to PWGSC/SPM
immediately.
93. Upon payment of the penalty, currency will be returned to either the importer/exporter
or rightful owner.
94. You must ensure that the disposition of the currency is recorded on the Confirmation
of the Return of Seized Currency and/or Monetary Instruments (Appendix B), the K19
and/or the Integrated Customs Enforcement System (ICES). Currency and Monetary
instruments that are seized and not subsequently released are to be forwarded to
PWGSC/SPM in accordance with established procedures for handling public funds
received at the port of entry.
Forfeiture
95. All retained currency or monetary instruments will become forfeited, following the
completion of the notification period:
a) 30 days after the day on which the retention notice was given for
importations or exportations by courier or as mail;
b) In any other case, seven days after the day on which the retention notice is given or
sent.
96. All forfeited currency and monetary instruments must be deposited or forwarded to
PWGSC/SPM.
97. Circumstances of the forfeiture must be forwarded to the Programs Branch at
cbcr.dmte@cbsa-asfc.gc.ca.
Transfer of Monies
98. Currency that is or becomes forfeited or is seized and the financial penalties
associated with the PCMLTFA must be promptly deposited to the credit of the
Receiver General and transferred by the Interdepartmental Settlement process to
PWGSC or, if the currency is not acceptable for deposit by Canadian financial
institutions, forwarded directly to PWGSC/SPM.
99. The safekeeping and physical movement of the currency and monetary instruments
shall be done in accordance with CBSA financial policy and procedures published in
14
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the Comptrollership Manual, Finance Volume. The transportation of such monetary
items either for deposit to the credit of the Receiver General or directly to
PWGSC/SPM shall be in accordance with secure transportation procedures
prescribed by the CBSA Corporate Security and Internal Affairs Division or by
PWGSC/SPM.
100. Should the approved standards be considered inappropriate due to the circumstances
of the seizure, local management may authorize an alternate method for moving the
currency.
101. Officer safety will remain the highest concern, and must be taken into consideration
when transferring money.
Request for Review of a Seizure Process
102. Within 30 days after the date of the seizure, the Recourse Directorate or a border
services officer may:
a) cancel the seizure, or cancel or refund the penalty if it is satisfied that there
was no contravention; or
b) reduce the penalty or refund the excess amount of the penalty collected if there
was a contravention but the Recourse Directorate considers that there was an
error with respect to the penalty assessed or collected.
103. Within 90 days after the date of the seizure, the person from whom the currency was
seized, or the lawful owner, has the right to request a decision from the Minister in the
enforcement action.
Note: The PCMLTFA details the provisions for disputes of currency seizures.
104. The Recourse Directorate has been delegated to act on behalf of the Minister in the
seizure of currency.
105. The request for review must be sent to the Recourse Directorate.
106. When a dispute is received, Recourse Directorate will act on behalf of the
President.
Note: The PCMLTFA requires that the President, without delay, serve written notice
(Notice of Reasons for Action) of the circumstances of the seizure to the person who
requested a review.
107. The Recourse Directorate will forward to the appellant, by registered mail, a letter
outlining the reasons for the seizure.
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108. When money laundering or terrorist financing charges are laid in connection with a
seizure, the Recourse Directorate may delay rendering a decision to no later than 30
days after the conclusion of the court proceedings.
109. If the Recourse Directorate finds that there has been no contravention, they will notify
PWGSC/SPM to refund the penalty that was paid for return of the currency; or to
return the monetary instruments; or return an amount equal to the value of the money
seized.
110. A person, who has requested an appeal, may within 90 days after being notified of the
decision, appeal to the Federal Court.
111. When brought before the Federal Court of Canada, Trial Division, the matter will be
turned over to the Department of Justice.
112. The Recourse Directorate will continue to oversee and instruct legal counsel on the
proceedings and will have the final say in the disposition of any appeal.
Third Party Claims
113. A third party claiming interest in seized currency may, within 90 days after a seizure,
make an application in writing to the court for a third party claim.
114. The court receiving the request must hear the appeal within 30 days of receiving the
application.
115. It is the responsibility of the third party making the claim to serve notice of an
application and of a hearing to the President, or an officer designated by the President
(Recourse Directorate).
116. When civil litigation becomes necessary, third party cases will be turned over to the
Justice Department and the Recourse Directorate will oversee and instruct legal
counsel on the proceedings and will have the final say in the position taken by the
CBSA in contesting a third party application.
Note: The applicant must prove that their interest in the currency was acquired in
good faith prior to the contravention; that the applicant is innocent of any complicity
resulting in the contravention; and that they exercised reasonable care to ensure that
the currency would be reported.
117. On final forfeiture of currency and in accordance with the court order, the Recourse
Directorate on behalf of the President will instruct the Minister of Public Works and
Government Services to return to the applicant any seized currency or monetary
instruments or an amount calculated on the basis of their interest as declared in the
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court order.
118. Either the CBSA or the third party making the application may appeal an order made
by the court.
Disclosure by the CBSA
119. Information obtained under the PCMLTFA is not CBSA information and has to be
used and disclosed only as provided for under the PCMLTFA.
120. The exception to the disclosure of information is the forwarding of reports presented
by individuals and entities to the Financial Transactions and Reports Analysis Centre
of Canada (FINTRAC).
121. Officers may disclose information to FINTRAC if they have reasonable grounds to
suspect that the information would be of assistance to FINTRAC in the detection,
prevention, or deterrence of money laundering or terrorist financing.
122. Information obtained under the PCMLTFA may be used internally when it is relevant
to the administration and enforcement of that Act, the Customs Act or in determining
whether a person is a person described in sections 34 to 42 of the Immigration and
Refugee Protection Act or is relevant to an offence under any of sections 117 to 119,
126 and 127 of that Act.
123. Information gathered as a result of the administration or enforcement of the PCMLTFA
may be disclosed, to the appropriate police force, if an officer has reasonable grounds
to suspect that the information would be relevant to investigating or prosecuting a
money laundering or terrorist financing offence.
124. If an officer decides to disclose information gathered under the PCMLTFA, the Act
requires that the officer record in writing the reasons for the decision. It is the policy of
the CBSA that such disclosures of information be conducted by the CBSA Integrated
Proceeds of Crime (IPOC) members or by a person acting on their behalf (Intelligence
staff).
Disclosure by FINTRAC
125. The PCMLTFA permits the disclosure of information to the CBSA where
FINTRAC determines that information is relevant to an offence related to the
importation of goods, which are prohibited, controlled or regulated under the
Customs Act or is relevant in determining whether a person is a person described
in sections 34 to 42 of the Immigration and Refugee Protection Act or is relevant
to an offence under any of sections 117 to 119, 126 and 127 of that Act and
money laundering or the financing of terrorist activities
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Disclosure during Court proceedings
126. It is the policy of the Agency that the procedures detailed in the Customs
Enforcement Manual, Part 9, Chapter 4, will be followed when a BSO receives a
subpoena to testify regarding the PCMLTFA. A person served with a subpoena
is required to comply with the order as it pertains to legal proceedings that relate
to the administration or enforcement of the PCMLTFA.
Disclosure to the Department of Citizenship and Immigration
127. The PCMLTFA allows the CBSA to disclose information obtained during the
enforcement or administration of the PCMLTFA to Citizenship and Immigration
Canada (CIC) when it would be relevant in determining whether a person is a
person described in sections 34 to 42 of the Immigration and Refugee Protection
Act.
Note: FINTRAC may disclose information directly to CIC if they believe that the
information is relevant to promoting the objectives of the Immigration and Refugee
Protection Act (IRPA).
Counterfeit Currency/Monetary Instruments
128. Counterfeit currency and monetary instruments are not considered legal tender and
are therefore outside of the realm of the PCMLTFA.

ROLES AND RESPONSIBILITIES CBSA
Officers
129. CBSA officers are responsible for:
a) facilitating the reporting of currency and monetary instruments equal to or greater
than CAN $10,000 under the PCMLTFA;
b) seizing non-reported currency and monetary instruments equal to or greater than
CAN $10,000 under the PCMLTFA, when appropriate;
c) adhering to the personal search policy and procedures;
d) exercising diligence, due care and comply with the relevant financial control
policies, guidelines and procedures; and
e) updating the appropriate checklist.
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CBSA Managers and Superintendents
130. CBSA managers and superintendents are responsible for:
a) ensuring compliance with this policy and procedures;
b) providing the necessary assistance and support to CBSA officers;
c) ensuring breaches of this policy or procedures are dealt with accordingly;
d) evaluating the reasonable grounds to suspect that currency or monetary
instruments are proceeds of crime as presented by a CBSA officer;
e) ensuring that the policies and procedures related to personal searches are adhered
to by CBSA officer; and
f) ensuring that the appropriate checklist has been completed.
Regional Intelligence Officers
131. Regional Intelligence Officers within Integrated Proceeds of Crime Units
(IPOC), or person acting on their behalf, are responsible for facilitating the
exchange of timely information or intelligence concerning individuals and
organizations suspected of involvement in money laundering or terrorist
financing activities.
Programs
132. The Programs Branch is responsible for:
a) ensuring that all reports are forwarded to FINTRAC;
b) notifying FINTRAC and PWGSC/SPM of all currency seizures;
c) overseeing the administration of the regulations and the cross-border currency
reporting program;
d) consulting with regional or headquarters officials and providing advice and
guidance, as required; and
e) Approving the acquiring of tools used in the administration of the cross-border
currency reporting program.
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PROCEDURES
Reporting
133. When referring a person for examination, ask them if they are in possession of
currency or monetary instruments equal to or greater than a value of CAN $10,000,
after conversion.
134. When a person declares that they are in possession of currency or monetary
instruments equal to or greater than a value of CAN $10,000, ask additional primary
questions when required.
Note: Persons will be offered the opportunity to make a full and complete
declaration.
Common Elements to All Modes
Note: For all modes of importation and exportation, common elements exist and
they are as follows.
135. Review the documentation (E677, E667 and/or E668) to ensure that all fields are
completed to guarantee that all necessary information is provided
136. Ensure that reports are completed in a legible manner in one of the two official
languages to allow accuracy of data capture
137. Ensure that E668 reports always accompany E667 reports. They must be sorted and
attached together.
138. Eliminate the use of non-prescribed forms such as foreign declaration forms or
commercial processing forms and replace them with the prescribed reports (E677,
E667 and E668)
139. If all fields are completed, initial, date stamp, and retain the currency report (E677 or
E667 and/or E668) for processing. All reports should be stamped at the time of
importation or exportation to demonstrate that the legislative requirement to report to
an officer has been met and to ensure the location where the report was submitted is
clearly identified.
140. Do not provide the person/carrier a receipt.
Note: Acceptance of the reports fulfills the reporting requirements of the
individual/courier/transporter. No further documentation will be required.
141. Release the person/courier/transporter if you do not feel that a secondary examination
or verification is required.
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Reporting Procedures in the Highway Travellers Mode
142. Ask persons entering Canada specifically whether they have in their possession, or in
their vehicle, currency or monetary instruments that are equal to or greater than a
CAN $10,000.
143. If a person declares that they have currency or monetary instruments greater than
CAN $10,000, advise them that they are required to submit a currency report.
Note: Refer to the Appendices for a sample of the forms.
144. If a person is in possession of a completed currency report, accept the report at
primary.
145. If a person is not in possession of a completed currency report or if a secondary
examination/verification is required, refer them to secondary.
146. When making a secondary referral:
a) indicate the currency declaration on the E67; and
b) indicate the amount of currency and country of origin in the E67 comments field
(i.e. $12,000 USD).
Note: The E67 Secondary Referral card has been modified to include a
currency field

Reporting in the Highway Commercial Mode
147. The importer/exporter of currency is required to report currency brought in or out
of Canada by courier or transporter.
Note: At the primary inspection line a person in charge of a conveyance may present a
completed currency report form or make a verbal declaration indicating that they are in
possession of currency or monetary instruments.
148. Refer couriers and transporters making verbal declarations for
documentation.
Reporting in the Air Travellers Mode
149. When an E311 or primary questioning indicates a currency declaration, ask the
person if they have a completed currency report.
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150. If a person presents a completed currency report, accept the report at primary.
151. If a person is not in possession of a completed currency report, or if an
examination/verification is required, refer them to secondary.
152. Mark the E311 to indicate that a currency report is required, indicate the amount of
currency and country of origin.
Reporting in the Marine Mode
153. The Ship Master will indicate on the Ships Stores Declaration (E1) if they are in
possession or control of currency or monetary instruments totalling CAN $10,000 or
more.
154. If the Ship Master declares an amount of CAN $10,000 or more, the E1 must be
submitted with a completed currency report (E667 and E668).
155. Crewmembers with CAN $10,000 or more in currency or monetary instruments must
declare it on the Crew's Effects Declaration (Y14) or the Customs Declaration Card
(E311) and be accompanied by a completed currency report.
156. If a person declares that they have currency or monetary instruments greater than
CAN $10,000, advise them that they are required to submit a currency report.
Note: Refer to the Appendices for a sample of the forms.
157. If a person is in possession of a completed currency report, accept the report at
primary.
158. If a person is not in possession of a completed currency report or if a secondary
examination/verification is required, refer them to secondary.
Mail
159. When processing declared currency, open the package and retrieve the currency
report.
160. If the currency report is complete, consider the reporting requirements of the
PCMLTFA to be met.
161. If a UPC declaration form indicates currency or monetary instruments, however the
report is either missing or incomplete, retain the currency.
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162. Issue a retention notice to the exporter. If the exporter’s address is not known, notify
the importer
Note: Upon receipt of the retention notice, the exporter must report the currency at the
CBSA office indicated on the notice. Report to the CBSA office and completion of the
currency report forms, will fulfill the reporting requirements of the PCMLTFA.
Telephone Reporting Centres
163. When a currency report is made by telephone, where a Telephone Reporting
Centre is available to clear the CBSA, complete the currency report form on the
person’s behalf.
Note: No signature will be required on the form.
Verification
Note: Where a person has made a currency report; an officer does not require
reasonable grounds to examine the currency for the purposes of verifying the report.
164. When it is determined that the currency report is to be verified, when possible, count
the currency and monetary instrument in the presence of another officer and the client
out of the view of the public.
165. When it is determined that currency is to be retained or seized, count it in the
presence of another officer.
166. When possible, as the officer counting the currency, take notes indicating the currency
denominations and total values.
167. As the observing officer, initial the notes indicating that you witnessed the handling of
the currency.
168. As the observing officer, ensure that you take notes regarding the handling of the
currency as you may be considered as part of the chain of custody should legal
proceedings result from the detention/seizure.
169. Handle currency, which is to be detained or seized, as if it were undeclared or
prohibited goods.
Note: Refer to the Enforcement Manual, Part 9 Chapter 3 for the procedures for the
handling of physical evidence. When currency is transferred to another entity as
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evidence, follow up with the entity regularly.
170. The safekeeping, handling and control of currency or monetary instruments seized for
forensic purposes may be required and conducted by the Police in accordance with
Departmental policy and procedures identified in the FAM.
Personal Searches
Note: The personal search process is similar to the Customs Act.
171. When conducting a personal search for currency, instead of reading section 98 of
the Customs Act, read to the person section 15 of the PCMLTFA:
“I have reasonable grounds to suspect that you are carrying non-reported currency or
monetary instruments above the prescribed amount on or about your person and I am
detaining you for the purposes of a personal search as authorized by section 15 of the
Proceeds of Crime (Money Laundering) and Terrorist Financing Act.”
Retention
172. List the currency and monetary instruments on a K24 and give the importer or
exporter the written notice identifying that the currency has been retained.
173. When currency sent by courier or mail is being retained, notify the exporter.
174. If the exporter’s address is not known, notify the importer.
Commercial Retention Procedures
175. Detain currency and/or monetary instruments by completing a K24 when you examine
a parcel/shipment, which has been declared as currency or monetary instruments, but
the appropriate currency report forms are not present or are incomplete.
176. Communicate the retention to the exporter by sending them a copy of the K24.
177. If the address of the exporter is not known, send the receipt to the importer.
178. In either case, ensure a signature is required upon delivery.
179. Place a copy of the K24 with the currency.
180. Complete the physical retention of the currency and/or monetary instruments
according to district standards (i.e. safes, vaults).
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Postal Retention Procedures
181. When declared currency or monetary instruments are encountered, however the
package does not contain a completed currency report:
a) produce a currency/monetary instruments retention form from the Postal
Import Control System (PICS);
b) forward the PICS letter to the exporter; and
c) if the exporter’s address is not known, send the letter to the importer.
Release
182. Release currency and/or monetary instruments when you are in receipt of the
appropriate currency report or you are satisfied that a report has been made.
183. Cancel the K24 or PICS letter by referencing the name and date on the currency
report(s).
184. Should the importer or exporter advise the CBSA within the prescribed period that
they do not wish to proceed with the entry, release the currency or monetary
instruments by:
a) canceling the K24 or PICS letter by referencing the name and date on the
currency report(s);
b) noting on the K24 that the request for entry or exit has been withdrawn; and
c) forwarding any incomplete currency reports to the Database unit of the Programs
Branch.
PCMLTFA Seizures (ICES)
Note: The seizure documentation and process for PCMLTFA seizures are similar to
Customs Act seizures.
Note: All of the Enforcement Manual procedures regarding the handling of evidence
and the gathering of intelligence are applicable to seizures under the PCMLTFA.
Note: PCMLTFA seizures in the postal and courier stream may only be made
against the exporter. There are no reporting requirements on the importer
(recipient) of the currency or monetary instruments.
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BSOs will:
185. Enter seizure information into ICES by selecting the allegation “Non-Report of
Currency or Monetary Instruments” from the appropriate drop box:
Note: The commodity drop box has been updated to include:
a) Currency or Monetary Instruments (for levels 1-3); and
b) Suspected Proceeds of Crime (for No Terms of Release).
186. Ensure that all data fields on the K19 are fully completed at the time of seizure
187. Ensure the accuracy of the data being input
188. Ensure any data fields, including the narrative report, that may not be completed at
the time of seizure are completed no later than the fourth shift after the occurrence
189. Ensure that narrative reports contain the information contained in the guidelines
below:
a) When: The date and time the contravention occurred
b) Who: The names and addresses of the subjects involved. Surnames should be in
capital letters, and full names should be used, i.e., John Edward DOE
c) Where: In all instances, the form K19 will already identify the Port, however
greater detail may be required as to where the enforcement action actually
commenced (at primary, in the longroom, at secondary, at a sufferance
warehouse, etc.)
d) What:
·

·
·
·
·

Information as to whether or not the currency or monetary instruments
were reported must be included, as well as the value reported and the
actual value discovered subsequent to examination.
Officers must include a description of the currency or monetary
instruments that became the object of the enforcement action.
Where a declaration was made by the subject, a description of the
declared goods should also be included.
Officers should indicate where declared and undeclared goods were
located.
Monetary instruments must be described in greater details to ensure
reviewers can determine with certainty that they were negotiable

e) How: The essence of the report will normally consist of the method of operation
employed by the importer in committing the violation. The method of concealment,
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the use of false documentation, the method of transport, would all be pertinent
facts to include.
f) Why:
· In most cases, the motive for the unlawful importation will be the evasion of
revenue and although it may be obvious to mention this as the reason for
the contravention, mentioning the actual amount of revenue evaded may
assist an adjudicator to understand the justification for the seizure and the
terms of release that were offered
· In some cases, non-report of currency and monetary instruments may be
justified by the traveller’s lack of understanding of the reporting
requirements. Regardless, it is still important to include the reason for
choosing the particular level of contravention in the narrative report as it
may assist an adjudicator in understanding the rationalization for the
enforcement action
Note: When dealing with Level 4 seizures:
·
·
·

Officers must indicate whether the RCMP or local police attended
Officers must provide written details of the indicators observed justifying that they
suspect proceeds of crime
Should the funds be transferred to the responding police agency, officers must
document the steps followed and provide the transferring details including a copy of
the Exhibit Control Form (K129) via email to the Programs Branch at the following
address: cbcr.dmte@cbsa-asfc.gc.ca

Superintendents will:
190. Ensure that BSOs are afforded sufficient time/opportunity to complete seizure
documentation and narrative reports within the established timeframes;
191. Review all seizures within five working days after seizure reports are completed to
ensure that no errors have been made, that narrative reports accurately reflect the
occurrences, and that all documentation is included in the seizure package;
192. Ensure that review results are documented in the “Seizure review” facility in ICES
193. If directly involved in an enforcement action, the superintendent will complete a
narrative report; this is particularly important in the event of a significant seizure or
cases that could potentially result in prosecution.
PCMLTFA Seizures (Manual)
Note: A seizure form (K19C) has been developed to include information regarding
the PCMLTFA. The K19C will allow the officer to select the appropriate currency
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allegation and commodity. A form K19C-1 Currency Inventory Sheet has also been
developed. See Appendix A for examples of both forms.
194. If the K19C is not available, write the following allegation on the seizure
documentation (K19S):
“The said currency or monetary instruments are seized under subsection 18(1) of the
Proceeds of Crime (Money Laundering) and Terrorist Financing Act because they
were not reported contrary to the provisions of subsection 12(1) of that Act.”
195. Ensure that subsection 12(1) of the PCMLTFA is also written on the K19S:
“Proceeds of Crime (Money Laundering) and Terrorist Financing Act
12(1). Every person or entity referred to in subsection (3) must report to an
officer, in accordance with the regulations, the importation or exportation of
currency or monetary instruments of a value equal to or greater that the
prescribed amount.”
196. Write in the commodity as either:
a) Currency or Monetary Instruments (for levels 1-3); or
b) Suspected Proceeds of Crime (for No Terms of Release).
197. Complete the form K19C-1, Currency Inventory Sheet.
198. Fax the completed K19C and the K19C-1 to the Information Sharing Section at (613)
952-4145 for input into ICES.
Establishing Suspected Proceeds of Crime Criteria under the PCMLTFA
Note: Appendix D provides guidance to BSOs on indicators frequently observed during the
seizure of currency or monetary instruments that are suspected proceeds of crime or funds
for the financing of terrorist activities.
199. Bearing in mind the definitions of proceeds of crime and reasonable grounds, officers
must seize as forfeit suspected proceeds of crime or terrorist finances.
200. BSOs must have questioned the traveller in regards to the currency or monetary
instruments in order to proceed with the forfeit under the PCMLTFA.
201. As the seizing officer, take notes of all reasonable grounds.
202. A CPIC check should be conducted for all suspected proceeds of crime seizure.
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203. Intelligence support procedures established in each region must be followed to
determine whether the seized funds are required by the police for use in criminal
proceedings;
204. The seizing officer must follow report writing and transferring procedures specific to
Level 4 seizures outlined in paragraph 187.
205. When currency or monetary funds are transferred to the police, local management
must ensure that the funds are returned to the CBSA to be disposed of according to
the procedures set out in the PCMLTFA
Establishing Proceeds of Crime Criteria Under the Criminal Code
206. Border Services Officers (BSO’s) who come across currency or monetary instruments
under the reporting threshold or that have been reported under the PCMLTFA, but
establish reasonable grounds to believe that they have proceeds of crime or terrorist
finances, are to contact their IPOC unit or their Regional Intelligence office. The funds
cannot be seized under the PCMLTFA, but could be seized under sections 83.03,
354, or 462.31 of the Criminal Code
207. Seizures under the Criminal Code often involve a lengthy investigation. The physical
seizure of the currency normally follows only after such an investigation. The IPOC
unit or Regional Intelligence office will be able to advise the officer on a case-by-case
basis.
208. An arrest for laundering proceeds of crime will only occur under the guidance of the
IPOC unit or Regional Intelligence office. Should the circumstance warrant, an arrest
would be made under the authority of subsection 495(1) of the Criminal Code. Only a
designated officer at a designated port of entry may make the arrest.
Note: A designated officer may only detain an individual for a short period until
custody can be transferred to the police. For more information, please refer to Part 6,
Chapter 1(Arrest and Detention) of the Enforcement Manual
209. Currency or monetary instruments seized under the Criminal Code will not be placed
on customs seizure documentation (K19). The currency or monetary instruments will
be recorded on an E352 – Evidence Seizure Receipt. The BSO will write on the E352
that the currency or monetary instruments are being held as “suspected proceeds of
crime”.
210. The BSO will also complete a K129 Evidence Control Form. The BSO will cross out
the reference that the goods are seized under the Customs Act and write in
“suspected proceeds of crime”.
211. When the currency or monetary instruments are transferred to IPOC or the police, the
E352 will be cancelled with the K129 number. The E352 may be given to the person
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from whom the currency was seized as a receipt.
212. For detailed processes regarding arrest and seizure under the Criminal Code, refer to
the policy and procedures for Criminal Code offences in the Enforcement Manual,
Part 6, Chapter 7.
213. All actions involving “laundering proceeds of crime” will be reported to the Programs
Branch by sending an email to cbcr.dmte@cbsa-asfc.gc.ca
Suspending Monetary Instruments
214. In order to protect the value of the seized monetary instruments, suspend the items by
immediately notifying the appropriate financial institution by telephone.
215. For travellers’ cheques, provide the financial institution with the following information:
a) serial numbers;
b) quantity of checks by denomination;
c) date and place of purchase;
d) name of CBSA contact; and
e) inform them that the PCMLTFA has been violated.
Note: Major Companies Issuing Travelers Cheques, with 24-Hour service:
American Express 1-800-525-7641
Bank of America 1-415-241-3491
Citicorp 1-800-645-6556
MasterCard 1-800-223-9920
Thomas Cook Bankers 1-800-223-7373 or 212-921-3677
VISA International 1-800-227-6811
216. Do not release the name of the purchaser and/or the person from whom the monetary
instruments were seized to the financial institution.
217. Include the time and name of the person notified at the issuing bank or other financial
institution in your notes.
218. For all other monetary instruments, contact Programs Branch for guidance at:
cbcr.dmte@cbsa-asfc.gc.ca.
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Transferring Procedures
219. The Receipt and Deposit of Public Money Regulations requires that the terms of
release of currency seizure and the forfeited currency be deposited promptly to a
CBSA bank account to the credit of the Receiver General. They will respectively be
recorded to revenue code 8702 (level 1, 2, 3) and 8701 (forfeit, level 4) during the K10
process (Customs Revenue Report).
Note: A summary of deposits into General Revenue, for the Cross Border Currency
Reporting program, must be provided on a monthly basis to CBSA Finance.
220. If it is not already notated on K-10 form, write the seizure reference number and file
with the seizure reports.
221. CBSA Finance and PWGSC/SPM will proceed with an interdepartmental settlement
(IS) to transfer the funds.
222. For forfeited currency other than in Canadian or American dollars, make reasonable
efforts to convert the amount in Canadian funds.
223. If a commercial bank charges a fee for counting or converting the currency, pay the
fee from the seized amount. In reporting the seized currency, report the net amount,
and specify the amount of the fee paid to the commercial bank.
224. Send forfeited monetary instruments to PWGSC/SPM by courier.
225. If the instruments are blank in the “pay to” field, make them out to the Receiver
General for Canada.
226. If there are various monetary instruments with different information on each one,
contact the Programs Branch by sending an email to cbcr.dmte@cbsa-asfc.gc.ca for
details prior to transferring them to PWGSC/SPM.
227. Seized monetary instruments and non-exchangeable currency that could not be
deposited by the CBSA and transferred through the IS process for any reason, are to
be sent to PWGSC/SPM at:
Public Works and Government Services Canada
Seized Property Management Directorate
12C1, Place du Portage, Phase III
11 Laurier Street
Gatineau, Québec
K1A 0S5
228. Ensure the courier shipment requires a signature on both ends of delivery.
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229. Keep a copy of the courier bill of lading with the seizure records.
230. When a seizure is recorded in ICES, the transfer will be noted in the appropriate
disposition field. When the seizure and disposition occur simultaneously, and
recorded in ICES, the Currency Coordinator will be considered to have been notified.
231. When a seizure is recorded manually, or when currency/monetary instruments is
transferred to PWGSC/SPM or to another entity (Police), the officer will notify the
Programs Branch by sending an email to cbcr.dmte@cbsa-asfc.gc.ca referencing:
a) date of the seizure/retention;
b) date of transfer;
c) seizure/reference number;
d) amount transferred;
e) type of currency;
f) method of transfer (i.e. courier); and
g) name of the responsible officer.
232. Print and file a copy of the electronic message to the Programs Branch with the
physical seizure reports at cbcr.dmte@cbsa-asfc.gc.ca .
Amendments to Reports
233. When a report is to be modified:
a) amend the original currency report with the corrected data;
b) ensure the person making the report initials the changes;
c) note the circumstances of the discrepancy in the comments field of the
currency report; and
d) ensure you make personal notes regarding the details of the situation.
Note: Acceptance of the reports fulfills the reporting requirements of the
individual/courier/transporter. No further documentation will be required.
Note: CBSA officers have the discretionary power to allow persons or entities to
amend their currency reports. Where the situation warrants the officer may
commence with seizure action or the officer may choose to modify the currency
report.
234. If you do not feel a secondary examination or verification is required,
release the individual/courier/transporter.
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Currency Report Forms
235. Forms are to be treated as Protected B and must be forwarded in accordance with the
Transmittal by Mail of Sensitive Information Checklist.
236. Forward all reports received to the Programs Branch through inter-office mail in a
reusable envelope or by first class mail using a single gum-sealed envelope with no
security marking where interoffice mail is not available. Note: The data will be
captured and forwarded by the CBSA to FINTRAC.
Note: Reports for sums under the legislative requirement of $10,000 CAD or its
equivalent in foreign currency are not to be forwarded.
237. Batch reports weekly and forward them via inter-office mail to:
CBSA/FINTRAC Data Entry
Strategic Planning and Financial Management Unit
Program Performance and Reporting Division
17th Floor Sir Richard Scott Building
191 Laurier Avenue West
Ottawa, ON K1A 0L8
REFERENCES
The Proceeds of Crime (Money Laundering) and Terrorist Financing Act
Cross-Border Currency and Monetary Instruments Reporting Regulations
Customs Act
Immigration and Refugee Protection Act
Criminal Code of Canada
Comptrollership Manual, Finance Volume
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CROSS-BORDER CURRENCY AND MONETARY INSTRUMENTS
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Appendix A
SEIZURE RECEIPT CURRENCY AND MONETARY INSTRUMENTS (K19C)
AND
CURRENCY INVENTORY SHEET (K19C-1)
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Appendix B

Confirmation of the Return of Seized Currency and/or Monetary Instruments Upon
Payment of Penalty
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Actions required:
BSOs are encouraged to apply their knowledge, insight, judgement, and intuition in the
independent analysis of each specific case. However, the following frequently observed
indicators can be used as a reference tool.
The individual may:
R1

Once the currency is discovered:
R1

Other indicators include, but are not limited to:
R1

Please note that the multiplicity of indicators is often more relevant in suspected
proceeds of crime currency seizures.
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Backgrounder: Trade‐Based Money Laundering in Canada
September 2019
Definition: Proceeds of crime fuel transnational criminal activity. Most illicit financial flows believed to
cycle to and through Canada originate through the commission of so‐called “predicate” criminal
offences, particularly narcotics trafficking, but also a range of other offences including human smuggling
and trafficking, contraband smuggling and trafficking, etc. These flows need to be layered and
integrated into legitimate economies in jurisdictions where they can be accessed and used by criminal
actors.
According to the Financial Action Task Force (FATF), the international body responsible for establishing
global anti‐money laundering and anti‐terrorist financing (AML/ATF) norms and best practices, there are
three main methods to disguise illicit proceeds and integrate them into the formal economy:
· Via the financial system;
· Through the physical movement of cash and monetary instruments; and finally,
· Through the physical movement of goods through the trade system.
The risk of money laundering through financial institutions and bulk cash smuggling is well known, and
corresponding AML/ATF controls are robust. However, abuse of the international trade system has
received relatively little attention by most national governments and awareness of trade‐based threats
is generally limited. The process of disguising the proceeds of crime and moving value through the use
of trade transactions in an attempt to legitimise their illicit origins is thus known as “trade‐based money
laundering” (TBML).
Threat Environment: Most TBML occurs through the use of commercial trade fraud techniques,
primarily through the mis‐description of the price, quantity or quality of goods on documents presented
to Customs Services on the importation or exportation of goods from a national jurisdiction.
There are a range of TBML methods, however, a typical scheme will involve the use of proceeds of crime
by complicit import/export companies to purchase goods destined to or from Canada. Goods will be
fraudulently over‐ or under‐valued (weights and goods descriptions can also be manipulated) on
customs documents in order to inflate or deflate their value, depending on the direction of the intended
flow of proceeds. The import or export of goods creates the necessary pretext for criminal syndicates to
wire funds to “pay” for said goods at source or destination. The sale of said goods thus completes the
money laundering cycle. Circumvention of customs regulations is thus the basis for most TBML
schemes.
TBML is easily concealed in enormous volumes of global trade, leading some experts to proclaim it as
the largest money laundering method in the world, but also the least known and understoodi. By some
estimates, the trade fraud that underlies TBML accounts for over 80% of illicit financial flows from
developing nations, and may cost the global economy as much as 1 to 7 percent of annual Gross
Domestic Product (GDP) each year ii.
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TBML is attractive to these groups because goods purchased with proceeds of crime can be
easily transmitted across borders and sold in local currencies conducive to funding the criminal
enterprise – a TBML technique known as a Black Market Peso Exchange.
The identities of the international and domestic money controllers/remitters who broker
laundering deals between organized crime groups and PMLs across borders remains a key GOC
intelligence gap, although indicators of their involvement have been identified in several
ongoing CBSA files.
Risk Environment: The risk of TBML in Canada is very high. While the full scope and scale of TBML in
Canada remains a gap, a sufficient body of intelligence exists to indicate that Canada is being routinely
exploited for its relatively weak anti‐money laundering controls, including limited awareness of
laundering through the international trade in goods in both the public and private sectors.
Canada likely remains an attractive distribution link in the international flow of narcotics proceeds back
to producers, rather than as a key source or destination for the proceeds themselves through TBML
techniques. However, there are emerging indications that the funds tied to foreign capital flight and
possible international sanctions evasion may be destined to remain within Canadian financial
institutions. The mis‐description of customs and trade chain documents remains the primary assessed
method for faciliting this laundering activity.
Detriment to Canada:
1. National Security: TBML fuels global crime and terrorism, by providing a relatively risk‐free
mechanism to repatriate narcotics, corruption and terrorist financing proceeds, and to evade
international sanctions.
2. Reputation: The continued flow of illicit finances to and through Canada via trade could
negatively impact and Canada’s reputation and further entrench the perception of Canada being
“soft” on money laundering activity.
3. Economic Security: TBML has the potential to weaken the integrity of Canadian financial
institutions. In addition, the customs mis‐description techniques underlying TBML have the
ability to undermine legitimate economic competition and distort legitimate trade data used by
the government to affect macro‐economic policy decision.
4. Revenue: TBML has the potential to deprive countries of duty and tax revenues that may
otherwise be collected on goods that draw rates of duty or those with tariff rate quotas used to
sustain supply management programs.
Policy Context:
Money laundering is a growing global strategic risk. Canada received a “failing grade” by the FATF during
its last evaluation of Canada’s AML/ATF Regime in 2016 for a number of control gaps leading to a
perceived “soft stance” on money laundering, and was placed into an enhanced follow‐up process
requiring annual progress updates to the FATF regarding these concerns. Key FATF criticisms centered
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around lack of transparent beneficial ownership requirements for corporations, lack of participation by
the legal profession in AML/ATF Regime suspicious transaction reporting, and, notably, for the limited
use of financial intelligence and a low corresponding volume of dedicated proceeds of crime
prosecutions.
Moreover, many of these concerns were further entrenched the 2018 Parliamentary Review of the
Proceeds of Crime (Money Laundering) and Terrorist Financing Act, a statutory review occurring every 5
years. The Parliamentary Review specifically identified trade‐based money laundering as a top money
laundering risk, and identified possible mitigation methods, including the use of U.S.‐style Geographic
Targeting Orders to
The FATF’s posture towards Canada has been echoed by key international partners. For example, the
United States Department of State’s 2017 International Narcotics Control Strategy Report lists Canada as
a “major money laundering country”, alongside Argentina, Brazil, the Cayman Islands, China, Columbia,
Cyprus, the Dominican Republic, Iran, Mexico, and Macau.
These findings have coincided with a dramatic increase in media reporting on so‐called “snow‐washing”
in Canada, i.e., the ease with which gaps identified by the FATF have been exploited in order to facilitate
money laundering in the real‐estate and casino sectors, as well as through the trade in goods.
Policy Initiatives: Successfully combating TBML requires enhanced collaboration, information sharing
and new approaches with both domestic and international partners across the law enforcement, tax,
and financial intelligence domains. The Government of Canada’s response to the recommendations in
the Parliamentary Review of the Proceeds of Crime (Money Laundering) and Terrorist Financing (2018),
led to the creation of over 200 proposals from across the 11 members of the AML/ATF Regime, including
six from the CBSA. These proposals were eventually narrowed through interdepartmental consultations
to 21 initiatives that were subsequently put forward for funding consideration. Two of these initiatives,
which directly pertain to combatting TBML, were the subject of Budget 2019 funding announcements, as
follows.
GOC AML Action, Coordination and Enforcement (ACE) Team: Public Safety Canada will
implement an anti‐money laundering intelligence fusion team commencing in FY2020‐21. The
team will co‐locate dedicated experts from the CBSA, CRA, FINTRAC, Public Prosecution Service,
PPSC/Seized Property Management and Forensic Accounting groups, and the RCMP to
strengthen inter‐agency coordination and cooperation and identify and address significant
money laundering and financial crime threats. The focus of the ACE Team will likely centre
around TBML, as well as casino and real estate based money laundering.
CBSA Centre of Expertise: The CBSA is planning to significantly enhance the its capacity to
identify, interdict, and prosecute the complex trade fraud that underlies TBML in partnership
with the RCMP/ACE Team. Commencing in April 2020‐21, the CBSA will establish a multi‐
disciplinary team comprised of intelligence analysts, trade specialists, criminal investigators,
and additional support positions (auditors, data analysts, forensics specialists) will better
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position the Agency to identify and investigate anomalous trade transactions indicative of both
fraud and TBML, fill in knowledge gaps on PML entities and modus operandi, and prompt
enhanced enforcement action.
Legislative Authorities / Mandates: There is no offence under Canadian law called “trade‐based money
laundering”. Rather, TBML involves both proceeds of crime offences, a.k.a. “money laundering”, under
subsection 462.31(1) of the Criminal Code that are perpetrated through trade fraud schemes. In most
cases, the trade fraud aspect of TBML involves offences under subsection 160 (1) of the Customs Act
related to the requirements for “true, accurate and complete” reporting of imports and exports [further
to subsections 7.1 and 95(3)].
Under Criminal Code proceeds of crime provisions, the Royal Canadian Mounted Police must be able to
link money laundering to an underlying designated offence in order to secure successful charges.
Establishing this link may be feasible in some instances, for example, when drug trafficking networks
launder their own proceeds.
However, the increasing use of Professional Money Laundering networks who are not involved in
underlying offences significantly reduces the ability of the RCMP to pursue money laundering cases.
Offences under subsection 160(1) of the Customs Act are hybrid, thus meeting the definition of
“designated offence” under subsection 462.3(1) of the Criminal Code and allow for the RCMP to pursue
TBML when targets are PMLs, or when other underlying offences are otherwise not immediately
apparent.
Link to CRA: TBML schemes may also involve wilful contraventions of the Income Tax Act.
Fraudulent goods declarations often have bearing on the declared income of the front and shell
import/export companies favoured in many TBML schemes. Similarly, income tax offences in the
form of export tax credit fraud may also be vertically integrated into TBML schemes. As such, it
remains the intention of the Government of Canada to increasingly leverage Customs Act and
Income Tax Act offences for the purposes of combatting TBML, primarily through the pursuit of
Joint Force Operations and, over time, through the forthcoming policy initiatives outlined above.
Drafted: CIAS/J. Gibbons, 613‐948‐3337
Approved: CIAS/ J. Parent, 613‐954‐2085

Trade Based Money Laundering: The Next Frontier in International Money Laundering Enforcement. John A.
Cassara. Wiley. 2015
ii

ii
Derived from a range of estimates pertaining to either US or broader global estimates for all forms of money
laundering (i.e. UNODC, IMF), of which TBML is assessed to be a significant part (see, for example Goods Gone
Bad: Addressing Money-Laundering Risk in the Trade Finance System, PWC, January 2015)
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JOEL GIBBONS
Trade Fraud and Trade-Based Money Laundering Centre of Expertise
Canada Border Services Agency (CBSA)
10140-191 Laurier Avenue West, Ottawa ON K1A 0L8
Tel: 613-948-3337
E-mail: Joel.Gibbons@cbsa-asfc.gc.ca
RELEVANT PROFESSIONAL EXPERIENCE
•
•
•

•

•
•
•
•
•
•

Senior analyst with more than 20 years of experience producing intelligence,
investigative, risk, and policy-oriented products on a wide variety of security,
intelligence and law enforcement-related topics
From 2012-2016, led the CBSA’s working level participation in the Financial Action
Task Force mutual evaluation of Canada’s Anti-money Laundering and Anti-Terrorist
Financing Regime.
Participated in the development of the methodology for, and the subsequent
implementation of the inaugural 2015 National Inherent Risk Assessment of Money
Laundering and Terrorist Financing in Canada developed in support of the FATF
mutual evaluation process.
CBSA representative for the 2017-18 Parliamentary Review of the Proceeds of Crime
(Money Laundering) and Terrorist Financing Act. Led the development of six
border-related proposals to improve CBSA/Canada’s capacity mitigate border-related
money laundering/terrorist financing risks, including the proposal for the CBSA
Trade Fraud and Trade-Based Money Laundering (TBML) Centre of Expertise.
As a criminal investigations senior analyst, from 2016-2020, led the creation of a new
function within the CBSA’s Criminal Investigations Program responsible for
developing investigative leads focused on trade-based money laundering.
Presented on TBML to a variety of domestic and international audiences in the law
enforcement, security intelligence and financial sector fields.
Member of the Border Five (Australia, Canada, New Zealand, United Kingdom,
United States) Working Group on TBML.
Member of the Finance Canada-led National Inherent Risk Assessment
interdepartmental working group.
Member of the Criminal Intelligence Service of Canada-led Anti-Money Laundering
Working Group.
ACAMS member.

EMPLOYMENT HISTORY
Senior Program Advisor
January 2020-Present
Trade Fraud and TBML Centre of Expertise, Intelligence & Enforcement Branch, CBSA
• Responsible for leading the production of tactical, operational and strategic
intelligence products on complex trade fraud typologies to support the decisionmaking needs of front-line staff, criminal investigators in Canada and abroad, policy
makers and for senior CBSA and other Government of Canada leadership.
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Responsible for collaborating with internal, domestic and international stakeholders
to raise awareness on complex trade fraud and TBML, and to build the capacities of
the Centre of Expertise in order to advance Canada’s ability to mitigate complex trade
fraud and TBML threats and risks.

Senior Program Advisor
October 2016-January 2020
Criminal Investigations Division, Operations Branch, CBSA
• Responsible for leading the development of criminal investigations leads focused on
trade fraud offences under CBSA program legislation, with emphasis on suspected
instances of TBML.
Senior Program Advisor
June 2010 – October 2016
Global Border Management & Data Analytics Directorate, Programs Branch, CBSA
• Responsible for preparing strategic border risk products including the National
Border Risk Assessment, and developing corresponding risk mitigation plans for
senior CBSA decision-makers.
• Focus on transnational organized crime and drug trafficking in the Western
Hemisphere.
Senior Program Advisor
January 2008-June 2010
& Senior Program Officer
International Operations Directorate, Operations Branch, CBSA
• Responsible for providing operational, intelligence, program and administrative
support and guidance to CBSA’s network of overseas Liaison Officers.
• Prepared several detailed analytical reports on the CBSA’s overseas functions to
identify program integrity issues to guide support effective program management.
• President’s Award recipient for contributions to CBSA’s response to the 2010
earthquake in Haiti.
Security Investigator
January 2007 – January 2008
Security Bureau, Passport Canada
• Responsible for investigating domestic and international cases of Canadian passport
and identity fraud, often with organized crime or national security dimensions in
accordance with the Canadian Passport Order.
• Responsible for investigating cases of employee misconduct and malfeasance in
Canada and at Canadian missions abroad.
• Nominated- along with partners at the RCMP, OPP, IRCC, Service Canada- in the
category of “Investigative Partnership” at the 2007 International Association of
Financial Crime Investigators (IAFCI) Awards for investigative efforts on a complex
financial crime scheme involving identity fraud.
Acting Manager of Strategic Planning
September 2005 - January 2007
Security Bureau, Passport Canada
• Responsible for developing and delivering strategic initiatives to further the secure
and efficient delivery of Canadian passport services to Canadians abroad, and
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conducting passport program reviews at Canadian missions to improve efficiencies
and ensure program integrity.
Recognized by the Chief Executive Officer of Passport Canada for work performed
during the 2006 Lebanon evacuation crisis.

Assistant Manager, Data Quality Analysis
May 2003 - September 2005
Security Bureau, Passport Canada
• Responsible for supervising a team of 20 Data Quality Analysts responsible for
ensuring the integrity of passport issuance process and database by identifying
indicators of possible fraud.
• Regularly seconded to Global Affairs Canada’s Audit and Evaluation team to conduct
passport, citizenship, consular and security evaluations and investigations at Canadian
missions abroad.
Data Quality Analyst
September 1998 – May 2003
Security Bureau, Passport Canada
• Responsible for identifying, analyzing and reporting on data anomalies and
inconsistencies indicative of fraud at passport issuing offices in Canada and at
Canadian missions abroad.
Quality Auditor
September 1997-September 1998
Security Bureau, Passport Canada
• Responsible for auditing the passport program at Canadian missions abroad.
RELEVANT PROFESSIONAL DEVELOPMENT
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Financial Intelligence Specialist Designation (FIU Connect/Manchester CF) Ongoing
Trade-Based Money Laundering Certificate (ACAMS)
2019
CBSA Criminal Investigations Induction Training
2018
Dark Web Investigators Course (National Cyber Forensic Training Alliance) 2018
Terrorist Financing Investigators Course (RCMP)
2016
Visual Communication for Intelligence Analysis (Privy Council Office)
2016
Strategic Foresight Seminar
2014
(Conference Board of Canada/University of Houston)
Lecture Series on Strategic Analysis (NATO)
2014
Analytic Writing Course for Intelligence Analysts (Privy Council Office)
2010
Entry Level Course for Intelligence Analysis (Privy Council Office)
2009
CBSA Intelligence Program CORE Induction Training
2008
Background Investigations (Algonquin College)
2008
Impostor Detection (CBSA)
2007
Kinesic Interviewing and Interrogation Techniques
2007
(Security Management Institute)
Administrative and Civil Investigations (Yvon Gauthier, Inc.)
2007
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Sushile
Sharma

September 2, 2020

> Acting Staff Sergeant
and Unit Commander,
> RCMP
> Federal Serious and
Organized Crime –
Financial Integrity

Please find attached the CV for Acting Staff Sergeant Sushile Sharma, Royal
Canadian Mounted Police

Sincerely,
Sushile Sharma

Sgt. Sushile SHARMA

RCMP "E" Division Headquarters
Federal Serious and Organized
Crime
Financial Integrity Section,
Mailstop #809
14200 Green Timbers Way
Surrey, BC V3T 6P3

Office: 778-290-4182
Cell: 604-319-8041
Fax: 778-290-6092
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Sushile
Sharma
> Acting Staff Sergeant
and Unit Commander,
> RCMP
> Federal Serious and

EXPERIENCE
2004 - Present
Royal Canadian Mounted Police
Front Line / General Duty Policing (2004-2008)
General Duty / Patrol – Coquitlam, British Columbia
(2008-2015)
RCMP Street Crimes Unit - Drug Section, Marihuana Enforcement
Team and Criminal Intelligence Section. – Coquitlam, British
Columbia

Organized Crime –

(2008-2015)

Financial Integrity

Proceeds of Crime / Asset Forfeiture Investigator – Coquitlam, British
Columbia
(2016)
E Division Headquarters Major Crime section. – Surrey, British
Columbia
(2016 – Present)
E Division Headquarters Federal and Serious Organized Crime
section – Surrey, British Columbia

RCMP "E" Division Headquarters
Federal Serious and Organized
Crime

EDUCATION
1994-1991
Simon Fraser University, Burnaby, British Columbia
Bachelor of Arts Program, Criminology / History

Financial Integrity Section,

2018-2019
Dalhousie University, Halifax, Nova Scotia

Mailstop #809
14200 Green Timbers Way

Certificate – Police Leadership and Service Delivery
Program elective focus on Evidence Based Policing

Surrey, BC V3T 6P3

October 2019
Harvard University, Boston, Massachusetts

Office: 778-290-4182
Cell: 604-319-8041
Fax: 778-290-6092

Harvard Business School
Certificate – Global Business
Harvard Business School, graduates are accredited with grounding in
the economic, political, and social factors driving global change to
help participants assess opportunities, manage risk and create and
capture value for their organization.
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June 2020
University of New Haven – Connecticut, West Haven,
Connecticut
Certificate / Professional Designation – Financial Intelligence
Specialist
Credential ID 520-053
QUALIFICATIONS / SKILLS
Sergeant with the Royal Canadian Mounted Police (RCMP) EDivision within the Federal Serious and Organized Crime Section
(FSOC). An investigator / supervisor responsible for preventing,
detecting, and investigating transnational crime, particularly drug
trafficking and money laundering. Currently works in FSOC’s
Financial Integrity Unit and oversees a team of 15 investigators as
the Unit Commander. Has oversight and responsibility as a lead
investigator for high-priority domestic and international investigations
that utilize a variety of advanced investigative techniques, including
undercover operations, covert surveillance, confidential informants,
financial record analysis, and frequent engagement with the
international banking community. Is considered a subject matter
expert in the areas of drug trafficking, organized crime, covert
operations (surveillance) and money laundering.
Court Qualified Drug Expert (BC Supreme Court and BC
Provincial Court) and has maintained that designation /
qualification since 2014 through extensive direct testimony and
cross examination. Areas of qualified expertise: Marihuana,
Cocaine, Heroin, MDMA, Fentanyl as well as Possession for the
purpose of trafficking, consumption, packaging, distribution,
pricing practices, terminology/street language, trends with
respect to dial-a-dope operations, including the roles of
participants in a dial-a-dope operation, patterns of possession
and consumption of popular illicit drugs by users, and the
equipment used to consume, patterns of possession and sale of
illicit drugs by sellers, and the substances commonly used to
dilute them; approximate prices of illicit drugs, the tools and
jargon used in the illicit drug trade, and usual supply chains in the
distribution of illicit drugs.
Prior to the current posting at FSOC,
conducted organized crime, drug trafficking, and money
laundering investigations at the RCMP Detachment/Provincial level.
Since 2014, has been an instructor of the RCMP’s Organized Crime
Course designed to provide current training in areas such as case
law, long-term investigations, major case management, covert
investigative techniques, investigative methodologies, and high
risk/long term operational planning.
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BRYANNA GATELEY

Address: RCMP EHQ, 14200 Green Timbers Way, Surrey, BC • Email: Bryanna.Gateley@rcmp-grc.gc.ca

EMPLOYMENT
ROYAL CANADIAN MOUNTED POLICE (RCMP)
Intelligence Analyst Supervisor
Federal Serious & Organized Crime (FSOC), Border Integrity – Surrey, BC (EHQ)
November 2019 to Present
• Oversee the Border Integrity intelligence program within BC, which includes managing and directing a team
of Criminal Intelligence and Open Source Analysts who produce analytical deliverables for the various Border
Integrity portfolios (land, sea, air, cyber, and synthetic drug production); Manage human resources and
administrative functions for the Border Integrity intelligence program, which encompasses staffing, orientation,
resource allocation, training, goal-setting, coaching, conducting performance assessments, providing
developmental opportunities, and performing quality assurance reviews; Liaises with management and
operational clients on complex/sensitive analytical intelligence matters; Provides subject matter expertise in
the analytical field to clients through delivery of information and/or training (including co-presenting on tradebased money laundering (TBML) to the Cullen Commission on Money Laundering in BC).

Intelligence Analyst Supervisor
Real Time Intelligence Centre (RTIC-BC) – Surrey, BC (EHQ)
May 2018 to November 2018
• Supervised 11 Criminal Analysis Assistants (CAAs), which included coordinating and overseeing all of their
research projects, training, professional development, and administrative requirements; Established new
initiatives in line with the RTIC-BC’s mandate and stakeholder interests, including intelligence projects and
deliverables to support the Provincial Tactical Enforcement Priorities (PTEP).

Criminal Intelligence Analyst
Federal Serious & Organized Crime (FSOC), Group 5 – Surrey, BC (EHQ)
May 2017 to May 2018
• Provided tactical and operational support (including analysis of FINTRAC disclosures) to high-level
investigations targeting transnational drug trafficking organizations; Due to my previous academic research on
trade-based money laundering (TBML), I was recognized as a subject matter resource on the topic and was
tasked with providing analytical input to support to BC’s first TBML investigation; I was also invited to join the
RCMP’s money laundering working group and BC’s inter-agency TBML working group (comprised of Directorlevel representatives from RCMP, CBSA, CSIS, CRA, PPSC, and FINTRAC), where I delivered presentations
and provided insight on the issue; I was also asked to attend and present at FinCEN’s first international
conference on TBML.

Research and Intelligence Analyst
Federal Policing Criminal Operations (FPCO), Financial Crime – Ottawa, ON (NHQ)
June 2015 to May 2017
• Monitored priority financial crime investigations and drafted briefing notes for the RCMP Deputy and
Assistant Commissioners of Federal Policing to advise of significant developments; Identified targets and
trends related to terrorist financing in Canada and presented findings to senior management in briefings and
analytical products; Selected to be a member of the RCMP Subject Matter Resource Working Group, which
was tasked to develop Federal Policing employees into subject matter resources and Expert Witnesses.

District Criminal Intelligence Analyst
Criminal Intelligence Section – Kelowna, BC &
Border Integrity Unit – Prince Rupert, BC
June 2009 to Feb 2013
• Provided analytical support to federal organized crime investigations that targeted transnational
organized crime figures; Authored threat assessments of top organized crime groups operating in the
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interior of BC and drafted district overviews identifying emerging threats, trends, and targets for 3 BC
Provincial Threat Assessments; Mined through intelligence to identify targets for intelligence probes /
enforcement action and liaised with investigators to address intelligence gaps; Prepared a broad
range of tactical and strategic analytical products and presented findings to senior RCMP officers;
Liaised with members of the national and international intelligence community to exchange
information; Coordinated and chaired several regional intelligence meetings.

Information Management Specialist
Major Crime Section – Kelowna, BC
Feb 2009 to Jun 2009
• Managed and catalogued information of evidentiary value associated to major crime investigations;
Prepared disclosure packages for court.

FINANCIAL TRANSACTIONS AND REPORTS ANALYSIS CENTRE OF CANADA (FINTRAC)
Financial Intelligence Analyst
Financial Analysis and Disclosures Section, Western Canada Region – Ottawa, ON
Feb 2013 to Jun 2015
• Analyzed domestic and transnational financial transactions and provided detailed disclosures to
law enforcement and domestic and international government agencies in support of high-level
and extremely sensitive money laundering and drug investigations; Provided briefings to
FINTRAC’s Director and Deputy Director on emerging trends in financial crimes and overviews of
tactical files; Trained analysts to prepare disclosure packages and conduct associated database
searches; As a result of my extensive academic research related to TBML, I was asked to join
FINTRAC’s TBML working group and contributed to its first publication on the topic.

CITIZENSHIP AND IMMIGRATION CANADA (CIC)
Immigration Program Assistant
Immigration Section of Canadian Embassy – Washington, DC
May 2007 to Jul 2007
• Screened, assessed and processed visa applications for foreign nationals visiting, studying and
working in Canada; Trained staff who were new to the section.

GLOBAL AFFAIRS CANADA (Formerly DFATD)
Economic and Trade Policy Internship
Economic and Trade Policy Section of Canadian Embassy - Washington, DC
Jan 2007 to Apr 2007
• Collected first-hand intelligence at congressional hearings, think-tank events and World Bank / IMF
conferences related to US relations with emerging economies, trade, and international aid policy;
Produced summaries in briefing notes for the Canadian Ambassador and diplomatic community.

EDUCATION
CARLETON UNIVERSITY
Master of Arts (Double major in National Security / Intelligence Studies and
International Economic Policy)
Sep 2013 to Apr 2015
UNIVERSITY OF VICTORIA
Bachelor of Arts (Major in Political Science, Minor in Economics)
Sep 2002 to Dec 2007

PRESENTATIONS
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• Trade-Based Money Laundering Presentation to Cullen Commission on Money
Laundering in BC – An inter-agency presentation (RCMP, FINTRAC, and CBSA) delivered to
Cullen Commission council (Apr 2020).
• Trade-Based Money Laundering: A Canadian Perspective – An inter-agency presentation
(RCMP, FINTRAC, and CBSA) to an international audience at FinCEN’s first TBML conference (Apr
2018).
• Trade-Based Money Laundering: An RCMP Perspective – Presented to the RCMP
National Money Laundering Working Group (Oct 2017) and the BC Inter-agency TBML Working
Group (Sep 2017 and Feb 2018).
• Trade-Based Money Laundering 101 for Intelligence Analysts – Presented to analysts at
CFSEU-BC and E Division FSOC (Dec 2017 and Oct 2017).
• FINTRAC 101 – Presented the FINTRAC 101 training session at the Canadian Police College’s
(CPC) Tactical Intelligence Analysis Course (TIAC) (Jun 2015).

PUBLICATIONS
• Trade-Based Money Laundering & Terrorist Financing: A Canadian Perspective – A
peer-reviewed Master’s research paper that provided an overview of the Canadian government’s
efforts to tackle TBML/TF and explored a variety of policy options to better address the issue (Aug
2014).
• TBML Strategic Overview – Contributed to the first TBML situational awareness paper for
FINTRAC’s director that provided a strategic overview of the issue and identified vulnerabilities and
legislative gaps (Jan 2015).

SUMMARY OF QUALIFICATIONS
• Experience in a Variety of Intelligence-Related Functions: Worked at the divisional and
national headquarters level; Experience working in the areas of Financial Crime, Terrorist Financing,
and Organized Crime; Provided tactical, strategic and operational intelligence analysis to a variety of
RCMP sections; Experience working for RCMP partners (FINTRAC, GAC, CIC).
• Effective Communication and Interpersonal Skills: Delivered numerous presentations
and briefings to senior decision-makers within the law enforcement and intelligence community;
Liaised with investigators to gather information and address intelligence gaps for 3 BC Provincial
Threat Assessments; Organized and chaired regional intelligence meetings.
• Experience Producing Intelligence-Related Products: Produced a myriad of strategic,
tactical and operational reports for senior officers, including threat assessments, joint intelligence
assessments, briefing notes, and various analytical products.
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IDGHLIGHTS
•

Trade-based money laundering (TBML) is the process of concealing and moving illicit
money through the legitimate intem ational trade in goods; it is believed to be one of the
largest money lalmdering methods in the world, but one of the least identified and
understood.(U)

•

The most common f01m of TBML involves the criminal mis-description of customs
declarations, to, for example, mtificially raise or lower the value of goods being declared on
imp01t or exp01t to or from a country. The n·ade in goods is atti·active to launderers, as it
provides a pretext to wire money to accomplices abroad to pay for goods received. (D)

•

While the tiue scale of TBML in Canada remains unknown, the CBSA assesses that at a
minimum, hundreds of millions of dollars m·e likely being laundered through the n·ade in
goods to and through Canada each year. Successful TBML hanns Canada's national and
economic security, its intem ational reputation, and its revenue collection capabilities.(PA)

•

The CBSA has a mandate to detect, deter and dismpt the customs fraud that underlies
TBML, but refers suspected instances of TBML to the Royal Canadian Mmmted Police for
ftnth er investigation. (U)

PURPOSE
1.

The pmpose of this paper is to provide inti·oductOiy situational awareness on TBML in Canada.
The inf01m ation and judgements in this rep01t are drawn from over a dozen active CBSA leads, a
complex and ongoing RCMP money laundering investigation, several dozen Financial T
·
and Reports Analysis Centi·e of Canada (FINTRAC) disclosm es, intelligen ce from intemational
and domestic law enforcement partners, as well as TBML typology inf01m ation from Canadian
and U.S . fmancial intelligence units, the Financial Action Task Force, and several
non-govemmental organizations specializing in fmancial crime.(U)
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CONTEXT
2.

Proceeds of crime and other illicit fmancial flows fuel transnational criminal activity. These flows of
funds need to be m oved into legitimate economies in jurisdictions where they can be safely accessed
and used by criminals. (D)

3.

According to the Financial Action T ask Force (FATF), the intem ational body responsible for
estab lishing global anti-money laundering and anti-ten orist fmancing (AMUATF) no1ms and best
practices, there are three main methods to place, disguise and integrate illicit flows into f01mal
economies:
•
•
•

Through fmancial institutions;
Through the physical movement of cash and monetruy instmments (i.e. bulk cash smuggling);
and fmally,
Through intemational trade. (U)

4.

Money lalmdering through fmancial institutions and by bulk cash smuggling is well known, and
AMUATF controls to detect and prevent lalmdering through th ese chrumels have become
progressively more robust. Awareness of trade-based threats, on the other hand, rem ains limited.
Most national govennnents have done little to controllmmdering by these means, leaving
intemational trade exposed to abuse. The process of disguising illicit financial flows and m oving
value tluough the use of trade transactions in an attempt to legitimize their illicit origins is known as
TBML.(U)

5.

TBML is easily concealed in en01m ous volumes of global trade, leading a panel of expe1is to
proclaim it as the largest money lalmdering m ethod in the world, but also the least known and
understood 1. No f01mal estimates exist on the scale ofTBM L in Canada; however, a sufficient body
of intelligence exists to indicate that Canada is being routinely exploited for its relatively weak antimoney lalmdering controls, including the limited awareness of laundering tluough the intem ational
trade in goods in both the public and private sectors . CBSA assesses that TBML is believed to be
em erging as a prevalent technique for professional money lalmdering networks in Canada, and illicit
funds in the low hlmdreds of millions of dollars ru·e being laundered each year via trade. The hue
extent ofTBML is believed to be higher than these figures suggest. (PA)

6.

By one estimate, created using compru·isons of intem ational u·ade datasets and balance-of-payment
inf01mation, the fraud techniques that underlie most TBML schemes account for over 20% of all
u·ade from developing nations2, at a cost of as much as $8.7 u·illion USD between 2008 and 2017 3.
Of this, th e amount of TBML occmTing tluough trade fraud ru·ound the world is believed to be
substantial. (U)
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THREAT ENVIRONMENT
Types of TBML Schemes
7.

Most TBML occms through the use of commercial trade fraud teclmiques, primarily through the misdescription of documents presented to customs services on the imp01iation or exportation of goods
from a national jmisdiction; however, there are a variety of TBML schemes ranging from simple to
extremely complex, as follows. (D)

8. Basic: The most basic TBML schemes involve transfen ing goods to finance illicit activities or to
procm e supplies. In many of these schemes, a strong customs nexus does not exist. This could
include the exp01i and sale of vehicles to Africa in exchange for narcotics, or antiquities imp01is sold
to finance the activities of a criminal or tenorist organization. (U)
9. Moderate: Circumvention of customs regulations is the basis for most TBML schemes. Criminals
funnel proceeds of crime or other illicit fmancial flows into impOii!expOii companies and use these
funds to pmchase goods destined to or from Canada. Goods will be fraudulently over- or undervalued (weights and goods descriptions can also be manipulated) on customs documents in order to
inflate or deflate their value, quantity, or quality. The destination and the identity of the vendor
and/or consignee of the goods may also be altered on both customs and shipping documentation to
conceal the identities of those involved in the lalmdering from authorities.(U)
10. The primary purpose of imp01iing and/or exp01iing goods is to create the pretext for criminals to

send Elecu·onic Funds Transfers (EFTs aka "wire u·ansfers" or "wires") to "pay" for said goods at
somce or destination, which will depend on the direction of the intended flow of illicit funds, as
follows: (U)
To Move$ OUT

To Move$1N

Import Go ods

At above value prices

Export Goods

At below value prices

Import Go ods

At balo w value prices

Export Goods

At above value prices

11 . Complex: These schemes build on basic and moderate teclmiques. Third pruiy goods payments, webs

of freight fOiwru·ding companies, and intem ational Free Trade Zones (de-regulated areas ru·ound the
world that ru·e intended to enhance u·ade) are often inu·oduced to layer u·ade u·ansactions and create a
highly complex illicit intem ational u·ade chain. These teclmiques can be complemented with other
fon ns of money laundering (e.g. in the real estate and casino sectors) and related u·adecraft to fmiher
reduce detection, including the use of shell companies, offshore accounts, nominees, legal ti11sts, and
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crypto-cunencies. The most extreme example of customs-based TBML ar e "phantom shipments",
where customs declarations are presented for goods that ar e never shipped. (D)
12 . Not all TBML involves the abuse of customs processes. Some schemes rely on the trade in services
across borders (e.g. intemational consulting, research fees, fraudulent constmction costs), which,
while unsophisticated, is extremely difficult to detect, but could be relevant in th e context of
detennining criminal inadmissibility to Canada lmder the Immigration and Refugee Protection Act. In
addition, some "phantom shipment" schemes are pm ely fmancial: wire transfers are sent between
banks lmder the pretext of trade payments, but neither shipments nor customs documents are ever
declared in support of these u·ansactionsi.(U)

Key Features
13. Criminals engaged in TBML are generally not interested in committing duty and tax evasion , which
has been the u·aditional focus of the CBSA's border enforcement eff01is. Rather, lalmderers use
customs pape1work to justify the wiring of illicit finan cial flows across borders. The costs involved
in conve1iing cash to goods and the payment of duties an d taxes, if required, are viewed by
lalmderers as the cost of doing business. (D)
14. All TBML schemes requir e a complicit buyer an d seller. The risk for TBML increases in related pruiy
u·ansactions, when the two pruiies of a u·ade u·ansaction either have a linked c01porate sti11ctme, or
both ends of th e u·ade transaction ru·e conu·olled by the same entities. (D)
Extoorter • · · · ••·• • ••· •• •• • • -~~!~\.l~~~!"!X ·· ·· ·· · ·· ··· ·· ·· · ., Importer
Dual

Pr~sence

Transaction

ill

"'.

mmodi tv market price
is variable (difficult to
eval uate)

Custo ms Declaration

Ibis scenario presents an instance of •suspected" over-l'111uation. $100,000 in goods are being exported from Canada.
The goods art. invoked at their presumed true l'aloe, ho1n1·er, only $80,000 worth of goods al't declared on export to
the CBSA. The scheme aDows for an excess of$20,000 in value to be laundered into Canada. (graphic source: RCMP
Financial Crime, Toronto North)

i These cases would only involve the CBSA mandate insofar as confinning for law enforcement the existence of any
supporting impmt or export activity.

Canada
Appendix Z

This document is the properly of the Canada Border Services Agency (CBSA) and should not be reclassified or dissenlinated without prior consent of the
originator The inforou\lion must be stored. transnlitted, and safeguarded in accordance with its classification level, as outlined in the Government Security Policy and
the CBSA Security Policies If access is requested \Ulder the Access to It~Jonnaticm Act or the Privacy Act, no decision should be taken without prior consultation with the
originator, as the information may be subject to exemptions Requests for additional use should be forwarded to the Intelligence Operations and Analysis Division
ntailbox ITOC COTR®cbsa-asfc gc ca

1+1

Canada Border
Services Agency

Age nee des services
frontaliers du Canada

PROTECTED A

...

t~ ~
Goods Used
15. While almost any product or commodity can be used to ca.ny out TBML, ce1iain goods ar e ideal.
These include: high-demand, easy to sell goods; goods that are difficult for customs services to
examine; and/or goods with variable price ranges (or are difficult to price). Goods exhibiting these
characteristics feature repeatedly in TBML schemes in Canada and other countries. These include:
•
•
•
•
•
•
•
•

Sm ruiphones, tablets and electronics (see sidebar)
Vehicles and vehicle pruis
Agri-foods (e.g. fresh and frozen meats, dairy, seafood, produce)
Used clothing and textiles
Lumber and paper products
Scrap metal and plastic
Precious metals and stones
Perfumes an d cosmetics

(U)

Sna shot - TB.ML and Mobile Phones
Mobile phones feature frequently in Canadian and international TBML schemes, and are wellknown to both law enforcement and financial institutions. They are emblematic of the ease
with which TBML can be conducted, and the difficulty in identifying suspicious
shipments.(PA)
The devices are easy to acquire with proceeds of crime through networks of straw buyers
(illicit funds are typically used to reimburse buyer's personal credit cards). Logistically, the
devices are portable and can be shipped in bulk with ease. At the same time, the wide variety
of models, features and price points facilitates mis-description (used models can be sold as
new, memory sizes can be altered on declarations, etc). In extreme cases, entire shipments of
phones have been known to be recycled from one country to the next, documented as new
shipments each time. Demand, particularly for higher-end brand name devices, make phones
easy to liquidate in destination markets in order to recover now "clean" funds.(U)

Geographic Concentrations
16. CBSA assesses that TBML activity is occmTing on a daily basis in Canada, pruiicularly in the
fmancial and industry hubs ofToronto, Montreal and Vancouver. These locations ru·e where the
majority of impOii!expOii businesses are domiciled, and where most professional money laundering
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activity is concentrated in Canada. Additionally, dozens of Canadian trading companies across the
cmmt:Iy have the capability and the suspected intent to engage in the placement and layering stages of
TBML activities through the t:I·ade in goods.(PA)
17. TBML can occur anywhere, but, while specific routings have not been analyzed in detail, imp01is or
exp01is (and conesponding wire t:I·ansfers) originating or t:I·ansiting via the following jurisdictions are
often an indicator for TBML:
•
•
•
•
•

United Arab Emirates
Hong Kong
China
Pakistan
United States:
• Greater New York area
• South Florida
• Southem Califomia
• Latin America, in pruiicular:
• Mexico
• Colombia
• Paraguay I Tri-Border Area (Ciudad del Este)
(PA)

TBML Enablers
18. The Black Market Peso Exchange: Black Mru·ket Peso Exchanges (BMPEs) are a fundamental
TBML typology. BMPEs are an "inf01mal value t:I·ansfer system" created by Colombian traders in the
1970's seeking methods to evade domestic cunency cont:I·ols in order to access US dollru·s to pay for
imp01i ed goods. These meth ods were quickly adopted by dm g t:I·afficking caliels as a method of
swapping US dmg dollars for Colombian pesos, and the technique remains closely associated with
dm g n·afficking proceeds to date. While there are dozens of variants to the technique, BMPEs help
criminal networks solve a key logistical dilemma: how to repat:I·iate illicit fmances, usually eamed in
foreign cunency, with minimal risk of exposure, and conve1i it to local cmTency where it can be
freely used to sustain criminal operations.(D)
19. BMPEs are, effectively, an illegal foreign cunency exchange that avoids the large-scale cmTency
t:I·ansactions which ru·e rep01iable to Canada 's financial intelligence unit, the Financial Transactions
and Rep01is Analysis Cent:I·e of Canada (FINTRAC). A typical BMPE, using the example of
laundering US dm g proceeds back to Colombia, works as follows (see accompanying graphic).(U)
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20. N ot all BMPE schemes use fraudulent customs documentation. In some schemes, the prices, quality,
quantities and descriptions of goods can be reported accurately for customs purposes. The money
laundering in these instances occurs at the initial, or "placement" stage of the laundering cycle, by
using illicit financial flows to purchase goods that are subsequently exp01ied . Proving the complicity
of the merchants who accepted illicit ftmds as payment for exp01is in these circumstances can be
difficult for investigators and prosecutors.(D)
21. Free Trade Zones (FTZs): FTZs ar e de-regulated areas, typically located near p01is of entry, th at are
created by governments to stimulate investment, economic growth, manufacturing and international
u·ade through reduced regulatory conu·ols (e.g. duties and tax collection, examinations) and
enforcement. FTZs can also be used to create corporations and other legal entities necessa~y to access
the global fmancial systems. These features make FTZs atu·active for both licit and illicit economic
activity, and generally enhance criminal opportlmities to engage in money lanndering. There are over
3000 FTZs ar ound the world processing billions of dollars' wo1ih of global u·ade each year. Many are
located in major regional fmancial and u·ade cenu·es, while others operate in dmg u·afficking and
money laundering conidors (see "Geographic Concenu·ations" section above).(U)
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22. TBML schemes identified in Canada are frequently linked to FTZs through goods transshipments,
pruiicularly in suspected BMPE schemes. Goods effectively "disappear" into FTZs as th ey may be
re-manifested and fmi her mis-described before being u·ansshipped onwards, which makes it
exu·emely difficult to detennine the ultimate destination (and consignees) of goods.(PA)
23. Open-Account Settlements: In openAcollucfing l:uycr.ln:l~l!cr negotialo a
talse
exported
account u·ansactions, the role of finan cial
~
institutions ru·e to process the payments
for a u·ansaction negotiated between a
OIQOO<I&
buyer an d seller (typically via a sales
,-+-!!, _.
invoice) for a fee. Banks generally do no
request any documents to supp01i the
rnr111on
eor :m
TM."
'"'"'voo
7
-~
legitimacy of the u·ansaction, such as an
=~n
invoice, bill of lading, or customs
'
mmon
se!Je.rs
declaration. In addition, fmancial
institutions have no means to verify
whether goods that are either fmanced or
settled through open accmmt have indeed
been physically impOiied/expOii ed, as
there are no requirements to present
w'"'nc;y
for tlloe
confinnation of the submission of
customs documents to the appropriate
-··
customs authority, the CBSA.
Source : Ba nke rs Association for Finance and Trade
Conversely, the CBSA has limited ability to
reconcile finan cial u·ansactions with customs records. This infon nation gap increases the risk of goods
mis-description or, in the most severe cases, entirely fictitious phantom shipments of goods. (PA)
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24. Trade Finance: Inf01mation from a complex, ongoing TBML investigation suggests that u·ade
fmancing mechanisms may be exploited to pe1peu·ate TBML to a greater degree than the Govemment
of Canada (GOC) may be aware. FINTRAC does not have the legislative authority to collect
u·ansaction inf01mation linked to documentruy credit inf01m ation, which creates a gaps in the CBSA
and law enforcement's ability to identify suspicious fmancing link to u·ade u·ansactions. While
fmancial institution anti-money laundering depruiments have submitted Suspicious Transaction
Rep01is pe1iaining to trade fmance in some instances, it remains possible that money laundering
threats to u·ade finance remain hidden through lack of access to related inf01m ation coupled with a
low degree of awru·eness of TBML within th e u·ade finan ce divisions of these institutions. In addition,
lawyers who negotiate u·ade finan ce contracts are also exempt from Canadian AML rep01iing
requir ements due to solicitor-client privilege. (D)
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Threat Actors
25. Cartels: Cattel dm g tm fficking accounts for much of the illicit fmancial flows being lalmdered, based
on prutner intelligence and through investigative leads cmTently under review. Most of the funds
related to these schemes enter Canada from th e United States, China, Hong Kong, and the United
Arab Emirates for goods shipments to a wide vm·iety of third cmmu·ies, primru·ily using BMPE
vru·iations. Canada likely remains an attractive distribution link in the intem ational flow of crut el
nru·cotics proceeds back to producers, rather than as a key source or destination for the proceeds
themselves through TBML techniques. This judgement derives from evidence of significant fmancial
"flow through"ii in bank accounts linked to u·ade u·ansactions in cases examined thus fru·.(PA)
26. While th e CBSA has established linkages between suspected TBML and M exican caliels, the
majority of the suspected cases ofTBML that the CBSA are cunently examining are suspected to be
conducted by Professional Money Launderers (PMLs) likely operating at anus-length lmder conu·act
to the crut els. As the US Treasmy continues to expand its Transnational Organized Crime and
"Kingpin" sanctions lists, there is a risk that Cartels may come to increasingly favour professional
money launderers operating adjacent to the US fmancial system in Canada.(PA)
27. Professional Money Launderers: A significant runount of lanndering continues to be cruTied out by
low level cunency smuggling "mules" who are paid or coerced to physically move cash between
jurisdictions. Logistical difficulties plus the risk of theft or interdiction have led many sophisticated
criminal networks to adopt less risk-prone and more efficient methods of money laundering, including
the increasing use of PML networks in order to reduce their exposure to law enforcement. (PA)
28. PMLs ru·e not involved in the generation of the proceeds of crime. Instead, they charge commissions
to lalmder criminal proceeds, ranging from one to as much as 25 percent in Canada based on the level
of laundering difficulty4 . Many PMLs hold professional designations or own businesses conducive to
laundering, including lawyers, accountants and u·ade chain professionals. CBSA and Govemment of
Canada (GOC) intelligence holdings indicate that the use ofTBML techniques via import/exp01t shell
and front companies (where beneficial ownership can be difficult to detennine) in Canada is
prevalent, and apperu·s to be a key money laundering method employed by Mexican and Colombian
dm g u·afficking crutels.

29. The identities of the intem ational and domestic money conu·ollers/remitters who broker lanndering
deals between organized crime groups and PMLs across borders remains a key intelligence gap,
although indicators of th eir involvement have been identified in several CBSA files. (PA)

ii Deposits that are withdrawn or wired onwards from an account within

1-2 days of the initial deposit.
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30. Third-parties: The use of third-paliies, often located in third countries, who have no apparent
connection to a trade transaction to pay goods invoices is one of th e most commonly observed
methods of facilitating TBML. It is a tactic frequently used in PML-conu·olled BMPE schemes, an d
the third pmiy is often linked to an futemational Conu·oller Network. These global networks of PMLs
broker an d reconcile laundering deals, and receive and u·ansfer vast sums of illicit money on behalf of
vm·ious criminal an d ten orist ente1p rises for a fee, notable examples of conu·oller networks with a
global footprint and the capability an d intent to launder billions of dollars per year include the
KHANANI Money Lalmdering Organization an d D-COMPANY, both of which have been sanctioned
by the US Treasury and batTed from u·ansacting in the US financial system. (PA)
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31. Payments are typically made by wire transfers between fmancial institutions with cross-border
conespondent banking relationships. These u·ansactions are rm·ely scmtinized by fmancial
institutions and only come to the attention of the CBSA by way of FINTRAC once the suspicion of
TBML has ah-eady been established. Moreover, customs authorities m·e only able to physically
examine a small percentage of corresponding goods shipments to validate the wire u·ansfers.
Detecting this behaviour would requir e the mandat01y inclusion of some f01m of customs reference
embedded within wire u·ansfer remittance inf01m ation. Canada, like many counu·ies, does not
mandate the inclusion of any fon n of cross-referencing identifier to link wire u·ansfers with
conesponding imp01i or export activity.(PA)
32. Informal Value Transfer System (IVTS) Netw orks: These trust-based, infon nal networks exist in
pm·allel to the f01m al banking sector as serve as a way to transfer funds without money leaving
physical borders (sometimes known as mirror transfers). IVTS networks receive money from clients
seeking to u·ansfer ftmds to a different geographic location ; equivalent values m·e then paid out a the
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opposite end of the network to th e intended recipient. IVTS are often used by expatriates to remit
money back to family in th eir cmmu·ies of origin to avoid high u·ansaction fees and exchange rates, or
to u·ansfer funds to hard-to-reach locations. IVTS include "altem ative remittance systems" and
lmderground banking that precede westem banking by thousands of years (known variously as
hawala, hundi, andfei chien) . IVTS are secure, anonymous and mostly legal, making them highly
atti·active to PMLs. TBML is typically used by IVTS networks to balance their ledgers.(U)
33. Financial and other intelligence sources also provides emerging indicators ofiVTS networks
operating across Canada that are facilitating illicit fmancial flows to and from Canada and China,
Hong Kong and the UAE are, possibly linked to proceeds of crime, capital flight from China and
h·anian sanctions evasion 01enezuelan sanctions evasion is also possible, but has not yet been
identified in Canada). The degree to which the money remitters operating these infonnal networks are
aware of the source of the funds they are u·ansmitting through the intem ational movement of goods is
not known. Unlike narco-proceeds cases, CBSA has not observed the same degree of financial flowthrough activity, suggesting that these funds may be destined to remain within Canadian fmancial
institutions. The mis-description of customs and u·ade chain documents remains the primruy assessed
method for facilitating this lalmdering activity.(PA)
34. Freight Forwarders: Freight f01warders can be a powerful facilitator of global TBML. The freight
f01warding sector occupies a pivotal place in trade chains. They are neither the seller nor the buyer of
goods; rather, they expedite goods shipments by helping buyers and sellers navigate often complex
customs and shipping routes and processes. Unlike financial institutions, freight f01w arders have no
AML rep01iing obligations in situations where they suspect that ce1iain u·ade u·ansactions may be
TBML-related. Taken together, these factors create ideal conditions for maintaining willful blindness
to TBML: freight fo1wru·ders can use their knowledge of u·ade logistics and their lack of AML
rep01i ing obligations to conu·ol and direct TBML schemes, while disguising their role from law
enforcement by acting as a facilitator, rath er than the driver of suspect trade u·ansactions.(U)
35. For example, in one ongoing TBML investigation, the Canadian and overseas freight fowarders are
believed to be manipulating the exp01i er and consignee inf01mation on both Canadian exp01i and
overseas imp01i declarations, likely in order to conceal the hue identities of both the originator and
the recipients of the goods from customs services and law enforcement on both sides of the
u·ansaction. In the same case, the Canadian exp01ier appears to be conspiring with the Canadian
freight fo1wru·ding companies to use the freight f01warder's name and business number inf01mation in
place of their own. (PA)

RED FLAGS
36. The following indicators ofTBML activity are based on 'red flags' that have been identified by
FinCEN6 and the Asia/Pacific Group (APG) in their 2012 rep01iAPG Typology Report on Trade
Based Money Laundering7. The APG report notes that no one activity by itself is a clear indication of
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TBML. Indicators only identify possible signs of illicit activity and need to be evaluated in
conjunction with other 'red flags' and the nonnal transaction activity expected.(U)
A.

REDFLAGS~THREGARDTOCORPORATESTRUCTURES

Use of front or shell
companies

The u·ansaction involves the use of front or shell companies.
A shell company has no real operating activity and is used to
hide ML activity, and the identities of individuals involved so
as to obscm e the money trail. Shell companies enable illicit
actors to create a network of legal entities around the world,
and distance themselves from the illicit proceeds.
By conu·ast, a front company has real business whose legitimate
operations are used as a cover for ML and other criminal
activity.

Numerous sole
proprietorship businesses I
private limited companies

Numerous sole proprietorship businesses I private limited
companies set up by seemingly muelated people (proxies) are
found to be conu·olled by the same group of people. For the
setting up of such businesses, false addresses are registered.

Related party transactions

Trade u·ansaction reveals links between representatives of
companies exchanging goods (e.g.: same owners or
management) .
Related-pmiy u·ansactions (i.e. u·ansactions between entities
that m·e pmi of the same corporate or business group), rely on
mutual agreements between the pmiies. Over or underinvoicing of goods and services requires collusion between the
exp01ier and imp01ier.
Note: Although there is a higher risk of related pmiy
u·ansactions being used for fraud and for TBML, dealings
between related pmiies are not necessarily illegal.
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B. RED FLAGS RELATING TO FINANCIAL &
Letters of C reditiv

BAl~NG

PRODUCTSiii

Use of letters of credit to move money between those cmmu·ies
where such u·ade would not n01mally occm or is not consistent with
the customer 's usual business activity.
Repeatedly amended or frequently extended letters of credit without
reasonable justification, or that includes changes in regard to the
beneficiary or location of payment without any apparent reason.

Method of payment

The method of payment requested by the client appears inconsistent
with the risk characteristics of the u·ansaction. For example, receipt
of an advance payment for a shipment from a new seller in a highrisk jmisdiction.

Use of unrelated thirdparty entities

Transactions that involve payment from third-pa1iy entities that
have no apparent connection with the u·ansaction (unrelated to the
seller or pm chaser of goods).
Transactions that involve front or shell companies or wire
instmctions/payment from patties which were not identified in the
original letter of credit or other documentation.

~ansactions that involve payments for goods through cheques, bank drafts or money orders not drawn on the account of the entity
that pmchased the items.

Unusual deposits

Unusual deposits, e.g.: use of cash or negotiable instruments (such
as u·aveler's cheques, cashier's cheques and money orders) in round
denominations to fund bank accounts and to pay for goods and
serv1ces.
The negotiable instnnnents sequentially numbered or pm chased at
multiple locations, frequently lacking payee inf01mation. Cash
payments for high-value orders ru·e also indication of TBML
activity.

These indicators are helpful when reviewing FINTRAC dislosures.
payment method that facilitates intemational trade as a bank guarantees a buyer's payment to a seller.
Sometimes refened to as docwnentary credit.
iii

i v An important
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Sudden onset and
sudden cessation of
transactions

Sudden onset and equally sudden cessation of payments - typically
wire transfers - within a sh01t duration. This could be an indication
that the account is temporarily being used to launder illicit proceeds.

Use of multiple
accounts without
explanation

Inward remittan ces in multiple accounts and payments made from
multiple accmmts for u·ade u·ansaction of same business entity.

Merchanting Trade

The u·ade finance mechanism should be in place for both export leg,
as well as imp01t leg, of u·ansaction. If the u·ade finance mechanism,
for example Letters of Credit, have been provided for only the
imp01t leg of the u·ansaction and not for exp01t leg, this indicates
the possibility ofTBML.

Use of high risk
shipment or
transshipment points

The commodity is shipped to or fi:om a jurisdiction designated as
'high risk' for ML activities, or sensitive I non co-operative
jurisdictions.
The commodity is u·ansshipped through one or more such high-risk
or sensitive jurisdictions for no apparent economic reason.

Free Trade Zones I
Special Economic
Zones

Free Trade Zones (FTZs) are emerging as being especially vulnerable
to TBML. Shipments of high value merchandise (such as elecu·onics,
auto pruts and precious metals and gems) to duty-free u·ade zones,
seen in conjunction with the following red flags, could be an
indication of a u·ade-based money lalmdering activity:
1) Third-patty payments for goods or services made by an
inte1mediary (either an individual or an entity) apparently
unrelated to the seller or purchaser of goods.
2) Amended letters of credit without reasonable justification.
3) Significant discrepancies between the descriptions of the
goods on the u·anspOit document (e.g.: bill oflading), the
invoice, or other documents (e.g.: ce1tificate of origin,
packing list).
Payment destinations th at include Hong Kong, China, South Korea,
Taiwan, Spain, Panama, Curacao, as they relate to free-u·ade zones.
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Unusual or circuitous
routing

Circuitous route of shipment or circuitous route of fmancial or trade
transaction.
Order for the goods is placed by fums or individuals from foreign
cmmu·ies other than the jurisdiction of the stated end-user.

Transactions
inconsistent with
geographic trade
patterns

Transaction involves shipment of goods inconsistent with n01m al
geographic u·ade pattem s of the jurisdiction (e.g.: u·ade in goods
which are not non nally exp01ied or imp01ied by a jurisdiction, or
which does not make any economic sense). For example, semiconductor manufacturing equipment being shipped to a jurisdiction
with no elecu·onics industry.

D. RED FLAGS WITH REGARD TO GOODS
Misrepresentation of
description, quality or
quantity of goods

Significant discrepancies between the description, quality and
quantity of the goods on the documents, such as bills of lading,
invoices, and the actual goods shipped.
Misrepresentation may also be in relation to or type or grade of
goods. For example, a relatively inexpensive good is supplied, but
is invoiced as being more expensive, of different quality or even as
an entirely different item so that the documentation does not
accurately record what is actually supplied (mis-declaration).

Discrepancies between
reported value of
commodity and fair
market value

Significant discrepancies appear between the value of the
commodity rep01ied on the invoice and the commodity's fair
market value. This is done either in conjlmction with misdeclaration of the description I quality I grade of goods or without
it. This is also often associated with mis-declaration of the
jurisdiction of origin.

Irregularities with
consignment size or type

Consignment size or type of commodity being shipped appears
inconsistent with the scale or capacity of the imp01ier I exp01ier or
in relation to their regular business activities, or the shipment does
not make economic sense (i.e. there is no reasonable explanation
for the client's fmancial inveshnent into the shipment).
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Vulnerable commodity

All trade u·ansactions are vulnerable for TBML; however, some
commodities provide greater opporhmity for ML. Goods involved
in TBML will usually be those where it is difficult to identify hue
value, due to the nature of these goods. For example, anomalies in
value are less apparent and more difficult to substantiate in
commodities th at exhibit a wide range in their valuation. The
following goods have been identified as vulnerable for TBML:
•
•
•
•
•
•

elecu·onics
agriculnual products (meats/meat products, dairy)
ga1ments (e.g. used clothes) and textiles
vehicles/vehicle palis
precious metals and stones
pulp and paper

Note: This is not an exhaustive list.

IMPLICATIONS FOR THE CBSA AND CANADA
Enforcement Mandate
37. As Can ada's u·ade gatekeeper, the CBSA supp01is public safety and national security priorities by
ensuring that all goods imp01ied or exp01ied comply with border-related program legislation.
Traders seeking to convey goods to and from Canada have the obligation under the Customs Act to
provide "ti11e, accurate and complete" rep01iing of goods imp01ied or expOiiedv. Launderers who
willfully make false statements to th e CBSA by mis-describing customs documentation to evade their
rep01iing obligations may be subj ect to investigation by the CBSA's Criminal Investigations
Division; however, when customs offences appear to be facilitating money laundering, the CBSA is
obligated to refer these instances to the RCMP for investigative considerationvi, and Customs Act
offences may fonn the basis of subsequent lalmdering investigations by the RCMP.(U)
38. There is no criminal offence under Canadian law called "ti·ade-based money laundering".
Responsibility for enforcing fmancial crimes, including fraud and proceeds of crime/money
lalmdering offences in Can ada fall largely under the domain of the federal, provincial and mlmicipal
law enforcement authorities who enforce the Criminal Code of Canada (Criminal Code). vii The

v Further to CustomsActsubsections7.1, 12and95(3)
vi According to the CBSA Act, the Agency has a legislated responsibility to provide cooperation, support, information and advice to other federal departments

to assist them in carrying out their mandated responsibilities.
vii Criminal Code subsection 463 31(1 ). Proceeds of crime and money laundering offences fall under Part Xll.2 of the Code.
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Royal Canadian Mmmted Police (RCMP), Canada's national police force, is responsible for
enforcing federal fmancial crimes in the Criminal Code or those with a national or u·ansnational
dimension. The RCMP also has criminal investigative authority for offences under Canada's
Proceeds of Crime (Money Laundering) and Terrorist Financing Act (PCMLTF A) . This legislation
establishes specific record keeping and rep01iing measm es designed to detect and deter money
lalmdering and the fmancing of ten orist activities and to facilitate the investigation or prosecution of
money lalmdering and ten orist fmancing offences.(D)
Harms
39. There are fom broad categories of consequences for Canada and Canadians when TBML is
successful:
•

•

•

•

National Security: TBML provides criminals and ten orists with a relatively risk-fi:ee mechanism to
repau·iate narcotics, conuption and tenorist financing proceeds, to evade intemational sanctions, and
to finance proliferation activities.
Reputation: TBML has the potential to fmiher enu·ench the perception of Canada being "soft" on
money lalmdering. For example, the United States has identified Canada as a "major" money
lalmdering 'jmisdiction of primary concem " in each iteration of its Depruiment of State International
Narcotics Control Strategy Report since at least 2009.
Economic Security: Moreover, the u·ade dist01iions that TBML creates can lmdennine legitimate
competition and macro-economic decision-making. Finally, TBML drunage the reputation of the
financial institutions within a country , as well as that of the counu·y itself
Revenue: When dutiable goods are targeted, TBML deprives counu·ies of revenues that may
othetwise be collected.(U)

Trade Fraud and Trade Based Money Laundering Centre of Expertise
40. In recognition of the threat posed by TBML in Canada, and the critical role played by CBSA in
addressing the issue, the GoC authorized the creation of the Trade Fraud and Trade Based Money
Lalmdering Cenu·e of Expetiise within the Agency. The Cenu·e is operational as of April 2020 and is
mandated to enhance the Agency's capacity to identify, interdict, and investigate complex u·ade fraud,
and refer TBML files to the RCMP. Establishing a multi-disciplinruy team comprised of intelligence
analysts, u·ade specialists, and criminal investigators will better position the Agency to identify and
investigate anomalous u·ade u·ansactions indicative ofTBML, and fill in knowledge gaps on threat
actors and modus operandi.(D)
Prepared by : J.G. , Trade Fraud and Trade-Based Money Laundering Centre of Expertise
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Intelligence Collection, Analysis & Production Division

COVID-19 Implications for Trade Fraud
ICAP_2020-APR-004

Criminal networks are quickly adapting their activities to profit from public fear of contracting
COVID-19, as well as to exploit opportunities created through various government responses to
the pandemic. Heightened demand for medical, biotechnology and pharmaceutical products may
lead to increased attempts at cross-border profiteering. At the same time, many traditional
money laundering channels have been reduced by quarantine measures. In the short-term, these
shifts in criminal behaviour may lead to increased use of customs fraud techniques to profiteer
from COVID-19 related goods, as well as to launder illicit financial flows to and from Canada
through trade (i.e. trade-based money laundering).
However, any increases in the volume of these activities are likely to be offset by a looming
global supply chain contraction. Supply of many of the discretionary goods that are used to front
customs fraud schemes will soften as the cascading impacts of quarantine measures begin to take
hold on the global economy. Unexpected shifts in import or export behaviours that do not align
with emerging economic conditions may indicate attempts at illicit activity. Various agri-food,
electronics, used clothing and scrap-metal commodities are susceptible to customs fraud and are
likely to be used to conceal illicit activities.

INTELLIGENCE BRIEF

Highlights

Background
1. There is broad consensus from recent government and open source reporting that many
criminal networks have quickly diversified in order to profit from the COVID-19 crisis. The
range of pandemic restrictions and quarantine measures in place globally have slowed some
criminal activity. However, crimes of opportunity that either play on public fear of
contracting the virus, or those that exploit personal, private sector and government responses
to the crisis, primarily involving the healthcare, biotechnology and pharmaceutical sectors,
are believed to be on the rise.
2. In addition to the shifting locus of illegal activity, the pandemic has also created the need for
criminal groups to adapt their money laundering tactics. Many of the businesses typically
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used by organized crime to launder, including the casino, money services, food and beverage,
fitness, general services and retail sectors have either closed or seen their viability decrease
substantially as quarantine measures increase. Cross-border money laundering through bulk
cash smuggling is also susceptible to border closures and travel limitations (although
individual amounts, when identified, could be higher than usual).
3. The importation and exportation of goods through international trade is already highly
conducive to both profiteering and money laundering. Criminals routinely take advantage of
customs processes by intentionally mis-describing the value, quantity, quality, weights and
descriptions of goods to evade duty and regulatory requirements, to conceal the descriptions
of goods in order to smuggle, or to launder illicit value and resources to and from Canada.
4. In trade-based money laundering (TBML) schemes, abusing trade processes creates the
pretext for criminals to wire money across borders in payment for goods, whether they are
shipped or not. In March 2020, Global Financial Integrity, a US-based non-governmental
organization estimated that as much as USD $8.7 trillion in illicit wealth had been transferred
from developing countries to the developed world between 2008 and 2017 through abuse of
the customs process.
5. Physical examinations of goods by customs services to verify the accuracy of customs
declarations can detect many of these activities, however, less than 2 percent of shipping
containers are physically examined on average globally for annual exports of close to USD
$18 trillion (World Trade Organization, WTO, 2017 estimates).
6. Many of the examinations that do take place are conducted for public safety and national
security purposes, or to verify duty requirements for imported goods. Non-dutiable goods
not typically used as fronts for contraband or drug smuggling, as well as exported goods, are
far less likely to be examined, and are more likely to be exploited for TBML.
7. Moreover, shippers, freight forwarders, customs brokers and other trade chain participants
have no legislated requirement to report suspicious trade transactions to Canada’s financial
intelligence unit, Financial Transactions and Reports Analysis Centre (FINTRAC), or to the
CBSA, which further limits detection and enforcement opportunities.

Analysis
8. An increase in the use of trade fraud techniques to profiteer from both counterfeit and
legitimate medical, biotechnology and pharmaceutical goods involved in COVID-19
responses, and to launder illicit financial flows, is expected in coming weeks and months.
2
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The border will be an attractive conduit to exploit, as it remains open to the vital commercial
trade activity that is sustaining much economic activity.
9. Profiteering: High-demand COVID-19 related goods can be quickly sold, their true prices
vary across jurisdictions or may be difficult to verify, and certain criminals may believe that
the CBSA has limited ability to examine them. All of which are key characteristics of goods
conducive to the price arbitrage that fuels profiteering activities.
10. Medical supplies, such as respirators or hand sanitizer, can be mis-described by criminals
using different values, prices, weights or different product descriptions entirely to evade
increasing scrutiny and export controls in some jurisdictions. According to the WTO, trade
in critical medical products now in severe short supply totaled just under USD $600 billion in
2019, or about 1.7 percent of total global merchandise trade. Tariffs on many of these goods
remain high; on average, the global applied tariff on medical products is 4.8% enhancing the
incentive to mis-describe goods to evade duties (most Canadian tariffs are concentrated
around personal protective products in Chapter 34).
11. However, these products will almost certainly be subject to heightened scrutiny due to
concerns around the potential for corruption, fraud, smuggling, and price-gauging associated
with them. Criminal actors, even pandemic profiteers, will be more prone to continue misdescribing more mundane goods (equally susceptible to TBML), such as agri-foods, used
clothing, and electronics.
12. TBML: COVID-19 further weakens anti-money laundering (AML) controls over global
trade and creates further incentives to exploit customs processes for money laundering.
Regardless of the type of good used or the source of the illicit funds, the allure of TBML is
heightened by the fact that workplace limitations to “flatten the curve” of the virus spread
have reduced financial institution capacities for AML due diligence, oversight and suspicious
transaction reporting. At the same time, many government organizations have focused their
efforts on more immediate public safety concerns and front-line harm reduction efforts.
13. These COVID-19 limitations will be compounded by pre-existing challenges facing both
customs services and financial institutions in detecting TBML, including the use of shell and
front companies to either hide true ownership or conceal illicit activity within a legitimate
business. Staff in both domains also lack training and awareness of TBML, and neither can
access the full range of financial transaction, customs, sales and shipping data necessary to
uncover laundering activity.
14. Moreover, the volumes of financial transactions that facilitate international trade are
immense, but only 20 percent are financed (requiring extensive proof to satisfy bank lending
3
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requirements), while banks merely facilitate the transfer of funds on the remainder, with no
supporting information available to uncover and flag illicit activity required.

Implications for the Canada Border Services Agency (CBSA) and Canada
15. In the medium-term, TBML and other customs fraud schemes are likely to revert to “net
even”, as the negative impacts of COVID-19 measures increasingly hampers the global
economy and drives down trade chains supporting many of the discretionary goods used for
TBML.
16. The WTO notes significant declines in container shipping and port throughput, highlighting
that the crisis has caused “dramatic” supply shocks which are beginning to cause major trade
disruptions. The organization forecasts that global trade volume could decline by as much as
32 percent this year. Trade flows, particularly those linked to countries more affected by the
virus and the measures put in place to contain it, should be expected to decrease over the
coming months.
17. Increased involvement in international trade during this period is not, in itself, an indicator of
higher profiteering or money laundering risk. However, any unexpected import or export
activity that does not align with current economic prospects, particularly in relation to the
discretionary goods that will be used in both smuggling and money laundering schemes
(including electronics, used clothing, forestry products and, particularly, agri-foods), may be
related to attempts to transmit illicit financial flows.

Prepared by: Trade Fraud and Trade-Based Money Laundering Centre of Expertise
CBSA.Trade_Fraud-Fraude_commerciale.ASFC@cbsa-asfc.gc.ca
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TRADE-BASED MONEY LAUNDERING:
A Law Enforcement Perspective
C/M Bryanna Gateley
Criminal Intelligence Analyst
RCMP FSOC Group 5
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Outline:
•

TBML in the ML Process

•

What is TBML? (definition and schemes)

•

Challenges of TBML (strategic, organizational)

•

The way forward? (policy options)

•

The future of TBML? (tactical considerations)
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3 Stages of
Money Laundering:
Placement

Layering

 TBML

Integration
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Definition:
“The movement of illicit funds through commercial
transactions and organizations that are and/or appear to be
legitimate.“
•

Main method used by OC / terrorist financiers to transfer value or
finance activities. (FATF)

•

Received limited attention within Canadian AML regime (GoC)

•

Not capital flight or trade fraud.

•

Requires a complicit seller / buyer or dual-presence

•

Often involves easily liquidated / distributed goods

•

Includes goods and services (ex. consulting)
Appendix BB
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Schemes:
BASIC

MODERATE

COMPLEX

Transferring goods to finance illicit product / activities
• Ex. Vehicles to Africa for drugs
• Ex. Stolen vehicles to Africa  Diamonds  $ to cartel for drugs
• Ex. Baby food to China?
• Ex. Sale of antiquities / oil to finance terrorism

Appendix BB
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Schemes:
BASIC

MODERATE

COMPLEX

Various forms of customs fraud:
• Misrepresentation of price or quantity (ex. timber, wine, fruit)
• Misrepresentation of quality (ex. gold hardware, granite)
• Multiple invoicing / phantom shipments (ex. voided car purchases)
• Misidentifying final recipient / destination of good (ex. dual-use goods)

Appendix BB
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Schemes:
BASIC

MODERATE

COMPLEX

Customs Fraud + …
• Layering

• Third-party payment methods /
Freight-forwarders

• Shell companies
• Offshore accounts

• Transit through FTZs or noncooperative jurisdictions

• Nominees

• Use of crypto-currencies

• Legal Trusts

• Co-mingling with real estate /
casinos
Appendix BB
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Strategic Challenges:
•

•

Multiple stake-holders (domestic & international)
required to tackle TBML presents coordination /
logistical challenges.
•

INT’L: Multiple countries/agencies, differing
governance/legal regimes

•

DOMESTIC: Information consumers / providers

Trade volume (ie. a needle in a needle stack)
Appendix BB
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Strategic Challenges (con’t):
•

Measures to combat TBML cannot hinder legitimate
trade (limits available options).
•

Ex. “Traders” not included in current AML/CTF reporting
regime.

•

FINTRAC does not collect all relevant data (ie. Letters of
Credit, EFTs under $10K, domestic EFTs, trade
transactions handled by lawyers).
Appendix BB
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Organizational Challenges:
•

Opaque / paper-based trade systems and long
supply chains prevent effective monitoring (ie.
buried data).

•

Ill equipped to detect suspicious transactions (ie.
hard-to-value goods).

•

Information sharing at domestic & international level
is ad-hoc, case-by-case, target-specific, manual.
Difficult to extrapolate trends, indicators, scope.
Appendix BB
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Organizational Challenges (con’t):
•

Raising awareness of TBML and flagging it in files
• Requires training and expertise in trade finance.

•

Addressing IT shortcomings
• Multiple databases with restricted access.
• New software needed to analyze TBML at aggregate level.

•

Developing FININT to address intel gaps
• Training CI handler’s to solicit FININT
Appendix BB
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The Way Forward?
Due to complex nature of TBML a variety of
measures will need to be pursued concurrently:
•
•
•

•
•
•

Training in TBML and Trade Finance
Inter-agency working group
Partnerships with other countries/agencies (MOUs
and bi-lateral agreements)
Leverage LOs / ADOs abroad
Modernize IT
Engaging information collectors to address
intelligence gaps
Appendix BB
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Future of TBML? (Tactical considerations)
•

Flexibility in determining the predicate offence (ex. customs /
tax fraud offences)

•

Professionalization of TBML (presence of amalgamated and
seemingly uncorrelated transactions)

•

Fewer x-border cash transactions (ex. drugs for precursors)

•

Prepare to be confused (ex. Ghost VINs)

•

Co-mingling with casinos and real estate

•

Investigational paradigm shift
Appendix BB
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QUESTIONS?
C/M Bryanna Gateley
Ph:
Bryanna.Gateley@rcmp-grc.gc.ca
V1
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Trade-Based Money Laundering:
Canadian Perspective
April 25th, 2018
FinCEN, Virginia USA
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TBML in Canada - Overview
1.
2.
3.
4.
5.
6.
7.

Canadian Context
Organizational Mandates
Threat Environment
Challenges
Opportunities
Case Study
Q&A
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Canadian Context
• Magnitude of the threat remains unknown, but likely high
• Indication that higher-level federal targets have ability/intent to engage in TBML.

• High degree of risk exposure:
•
•
•
•
•

Trade not widely viewed as an ML vector – affects controls
Horizontal problem with no one clear owner
Limited knowledge, awareness and dedicated resources
Buried data (paper-based trade systems and long supply chains prevent effective monitoring)
Limited exchange of customs information, limited automation (ad-hoc, case-by-case, target-specific, manual)
makes it difficult to extrapolate trends, develop indicators, and identify scope.
• Circular policy trap: resources are required to prove resources are needed
• IT challenges (multiple databases with restricted access; New software needed to analyze TBML at aggregate
level)

• FATF reinforces “traditional” AML-ATF norms
• Measures to combat TBML cannot hinder legitimate trade (limits options available)
•
•

Ex. “Traders” not included in current AML reporting regime.
FINTRAC does not collect all relevant data (ie. Letters of Credit, international EFTs under $10,000, domestic EFTs of any
amount, trade transactions handled by lawyers.

• High level of harm for Canada and Canadians
• Economy, government revenues, public safety, reputation
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Mandate - RCMP
• The mission of E Division FSOC is to disrupt, dismantle and
support prosecution of serious and organized crime groups and
their members in conjunction with our domestic and
international partners. E Division FSOC is an amalgamation
of former Federal programs: Drug Enforcement Branch (DEB),
Integrated Proceeds of Crime (IPOC), Commercial Crime
Section (CCS), Integrated Border Enforcement Team (IBET)
and Integrated Market Enforcement Team (IMET). By forging
into one section, E Division FSOC now has the ability to go
wherever the evidence leads them for more effective law
enforcement action. As such, the FSOC investigative groups
work on various Provincial and National priorities.
Protected B
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Mandate - CBSA
• CBSA is responsible for providing integrated border services
that support national security and public safety priorities and
facilitate the free flow of persons and goods, including animals
and plants, that meet all requirements under the program
legislation.
• CBSA conducts Customs Act (CA) criminal investigations
involving commercial trade fraud, a key TBML predicate.
• CBSA must refer CA offences involving criminal organizations
or national security to the RCMP
Protected B
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Mandate - FINTRAC
• Canada’s Financial Intelligence Unit (FIU)
• Mandated to detect, prevent & deter money laundering and
terrorist activity financing.
• Main operational areas:
• Compliance Sector – AML/CTF Regulator. Examines Reporting
Entities;
• Intelligence Sector – Produce financial intelligence for LE
partners;

• Strategic Intelligence function.
Protected B
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Mandate - CRA
• The overall mandate of the Criminal Investigations Division
is to enhance compliance with the various acts
administered by Canada Revenue Agency through effective
enforcement actions and, thereby, contribute to the public
trust, fairness and integrity of the self-assessment system.
• The Canada Revenue Agency's Criminal Investigations
Program investigates significant cases of tax evasion and,
where appropriate, refers cases to the Public Prosecution
Service of Canada for criminal prosecution.
Protected B
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Canadian TBML Trends
RCMP perspective
• Some indication that TBML commodities include vehicles, fruit,
diamonds;
• Vulnerable sectors (timber, granite, antiquities);
• Multi-commodity TBML (vehicles  diamonds);
• Co-mingling with real estate and casino transactions.
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Canadian TBML Trends
FINTRAC perspective
• Common denominator: real business activities;
• Canadian variations of the BMPE scheme;
•
•
•
•

USD Proceeds from Latin America/Mexico
USD Proceeds from the U.S.
USD going to CN/HK
Domestic Canadian proceeds
• Potentially going to the U.S. BMPE networks
• Potentially going to CN/HK as part of Mex/Col BMPE networks

• Strong nexus to trading companies / wholesalers;
• Type of industries identified:
•
•
•
Protected B •
•
•

Agri-food;
Industrial equipment;
Textile;
Lumber
Pulp and paper;
Electronics;

Appendix CC

FINTRAC Observed Schemes
Scheme 1: Textile wholesaler
• Importation of bulk cash and EFTs from Latin America
• Mostly USD but also various other currencies including Euros

• EFTs from Mexico – to US companies linked to TBML activity
• EFTs to China/HK
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FINTRAC Observed Schemes
Scheme 2: Agri-food broker/wholesaler
• Beneficiary of EFTs from businesses around the world, but
predominately Latin America.
• Sent EFTs to agri-food businesses predominately located in USA,
Canada, Australia and Argentina.
• Beneficiary of EFT from UAE trading company designated by OFAC as
linked to the Khanani Money Laundering Organization
• Same Mexican businesses sending money to both the agri-food
business AND the textile wholesaler (previous slide).
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FINTRAC Observed Schemes
Scheme 3: Construction/Architectural supply business
• $20 million in from account held at a Chicago based commercial bank
• $20 million out to Chinese/HK entities
• HK entity also receiving EFTs from multiple senders - links to BMPE
schemes
• Other Canadian senders:
• factoring companies
• agri-food broker (receiving $$$ from Dubai)
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FINTRAC Observed Schemes
Scheme 4: Trading company – consumer electronics
•
•
•
•

Up to $500k/month for electronics on Credit Card
Funded by overpayments via EFTs to US account held by CC company
Incoming EFTs from USA, Argentina and Australia
Outgoing EFTs to USA, Australia and Hong Kong
• Includes $18 million over 3 years to account held at Chicago based Commercial
bank
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FINTRAC Observed Schemes
Scheme 5: Trading companies – Lumber, Pulp, and paper
• EFTs from Mexico to Canadian trading companies;
• Lumber, Pulp, and paper is shipped to China
• $FLOWS??
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FINTRAC next steps
• Upcoming FINTRAC Operational
alert on Professional Money
Laundering
o TBML features prominently:
 Public document primarily aimed at
providing guidance to reporting entities;
 Based on recent TBML observations;
 Provides basic background and
indicators.
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Challenges
•
•
•
•
•
•
•
•
•

Monetary instrument definition
Horizontal coordination (within and outside government)
Information sharing – domestic
Information sharing – international (Trade Transparency)
Crown prosecutor engagement
Responding to FATF findings vs. domestic imperatives
Valuations of antiquities and hard-to-value goods
Determining the predicate offence
Indication that criminal networks are setting up offshore bank accounts in non-cooperative
jurisdictions.
• Professionalization of TBML (ie. facilitators specializing in TBML for criminal networks)
• Presence of amalgamated and seemingly uncorrelated transactions.

• Co-mingling with real estate / casinos
• Schemes that include the use of shell companies, offshore accounts, nominees, legal trusts, cryptocurrencies, transit through FTZs or non-cooperative jurisdictions, third-party payment methods
Protected B
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Opportunities
•
•
•
•
•
•

PCMLTFA Parliamentary Review – highlights from recent “white paper”?
Data analytics / IT modernization (I may insert a separate slide here)
Private sector engagement
Inter-agency TBML working group (Ottawa and BC examples)
Partnerships with other countries/agencies
Investigational paradigm shift (ie. focus on domestic exporters of illicit
product and corresponding incoming TBML transactions)
• Leveraging non-traditional information providers (i.e. EDC, GAC, IC,
casinos)
• Leveraging liaison officers posted abroad
• Engaging information collectors to address intelligence gaps (ie. Handler’s
of Confidential Informants).
Protected B
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FSOC Financial Integrity
Trade Based Money
Laundering
Overview of Investigative Strategy
RCMP FSOC-Financial Integrity
April 2018
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SITUATION
•

TBML has come to the attention of LEA in Canada. FATF 2006, 2008, 2014
[E-PHOTOTAXIS ].

•

Generally from a Canadian LEA perspective there is no formal, coordinated system
in place to effectively detect, investigate and disrupt TBML in Canada.

•

Specifically from E Division FSOC-FI’s SMT the perspective is that investigating
TBML is in congruence with the mandate of the Unit.

•

The mission of E Division FSOC is to disrupt, dismantle and support prosecution of
serious and organized crime groups and their members in conjunction with our
domestic and international partners. E Division FSOC is an amalgamation of
former Federal programs: Drug Enforcement Branch (DEB), Integrated Proceeds of
Crime (IPOC), Commercial Crime Section (CCS), Integrated Border Enforcement
Team (IBET) and Integrated Market Enforcement Team (IMET). By forging into one
section, E Division FSOC now has the ability to go wherever the evidence leads
them for more effective law enforcement action. As such, the FSOC
investigative groups work on various Provincial and National priorities.
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MISSION
•

In general terms LEA’s are utilizing intelligence based policing in order to
comprehend connections between Organized Crime Groups, Geo-political
forces, ideologies and legitimate industry used as “hosts” or conduits.

•

In specific terms E Division FSOC-RCMP are seeking to utilize intelligence
based policing with partnerships e.g. PPSC,CBSA,CRA and American LEA’s.

RCMP - Protected B
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TARGETS


Targets = identified through intelligence.



1. Importation of Afghan heroin into Canada using couriers.



2. Involvement in financial crimes such as mass marketing fraud such as
lottery schemes and bait letters.



3. Involvement in money laundering through their use of money mules who
accept and transfer money through suspicious cash transactions and currency
exchanges at money service businesses.



4. Involvement in trade based money laundering where household items,
electronics and vehicles are shipped to African countries such as Tanzania.
The sale of these items is believed to allow for the purchase of heroin in
Africa. The heroin is then brought to Canada by the group though
couriers/mules.

RCMP - Protected B
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OVERVIEW, SCOPE, OBJECTIVE, RESULTS


Overview = Suspects involvement with heroin trafficking (intelligence).
Suspects association to shipments of goods to Tanzania. Suspects association
to established heroin importation routes and precedent (EPHOTOTAXIS).
Suspects association to mass marketing fraud in United States as a “side
business.”



Scope = Canada, United States, Africa, Europe.



Objective = Primary focus is enforcement leading to prosecutions in Canada,
Secondary focus is disruption.



Results = Canadian prosecution, American prosecution (independent),
disruption and establishment of intelligence database for future action.
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EXECUTION
•

E Division FSOC RCMP have outlined an investigational plan focusing on
identifying individuals engaging in trans-national organized crime.

•

3 suspects, 2 countries, 3 continents.

•

Complexity of activity (Canada) (Africa-Europe) (CDSA Trafficking + TBML).

•

The plan utilises partnerships for a comprehensive LEA and Government
Agency effect on identified suspects.

•

The plan unfolds…

RCMP - Protected B
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Conceptual overview of the File
FSOC File

FSOC's Heroin
Trafficking / TBML
Investigation

No Canadian charges /
Assist HSI with
extradition

RCMP - Protected B

Canadian prosecution
based on intelligence /
evidence gathered from
parallel investigation
with HSI

United States / HSI
Mass Marketing Fraud
Investigation

United States HSI
Investigation resulting in
Extradition and US
Charges

Appendix CC

Conceptual overview of file…

Phased Operational Plan
leading to assessment of
evidence at Phase 3 and
recommendation of
charges in consultation
with Crown

Phased Operational Plan
leading to assessment of
evidence at Phase 3 and
adoption of Disruption strategy
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Execution…
•

The plan is a coordinated and phased roll out; key concepts (accountability)
(partnerships) (empiricism)

•

5 phases
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EXECUTION…


PHASE 1: Liaise with HSI / CBSA / CRA / PPSC Involvement



[ 1 - 2 months from start ]




PHASE 2: Intelligence gathering, corroboration of information and
surveillance to support investigation



[ 2 - 6 months from start ]




PHASE 3: Assessment of evidence / Assessment of File



[ at 6 month mark from start ]
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Execution…
PHASE 4: Focused Investigation / Intelligence Gathering / Investigative
Techniques leading to Enforcement / Disruption
[ 6 - 10 months from start ]

SCENARIO 1 – ENFORCEMENT

SCENARIO 2 – DISRUPTION

PHASE 5: Conclusion of Active Phases of Project / Disclosure
[ 10 - 12 months from start ]
RCMP - Protected B
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Accountability
•

Evidence leads the investigation

•

Phase 3 of this Ops Plan and overall continuous assessment vital to quality of
investigation.

•

Simple deductive approach which will sustain enforcement or intelligence
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Communication
•

Command / Control and lines of communication established through
adherence to best practices [ OISP ] and established reporting lines.

•

Partnerships with LEA’s and Government Agencies vital for overall success.
E.g. PPSC / CBSA / CRA / HSI (working groups and enforcement deployments).
This is in line with established horizontal initiatives, federally funded.

•

The desired effect to reduce criminality is a total, comprehensive approach
where horizontal initiatives replace / supplement traditional vertical or linear
enforcement models.
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Cross Sector Collaboration (UK model)


Some countries are more advanced in involving all trade counterparties in the
fight against TBML: the UK’s Joint Money Laundering Intelligence Taskforce
(JMLIT), for example, includes the government, the British Bankers Association
(BBA), the National Crime Agency (NCA) and more than 20 UK and international
banks, with the aim of improving intelligence sharing in the fight against money
laundering.



Between May and July 2016, the JMLIT contributed to the following operational
outcomes: 37 arrests of individuals suspected of money laundering, the instigation
of 186 bank-led investigations into customers suspected of money laundering, the
identification of 137 suspicious accounts, the heightened monitoring by banks of
165 accounts, the closure of 114 bank accounts suspected of being used for the
purposes of laundering criminal funds, and the restraint of £145,000 of
suspected criminal funds. The taskforce is also developing two alerts on money
laundering methodologies that are currently being used by criminals to launder
their criminal proceeds through UK banks. The NCA is now working with
counterparts around the world to help the development of similar initiatives.
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202-682-7600

Q&A
[DO WE HAVE ANY QUESTIONS WE WOULD LIKE TO POSE
TO CONFERENCE PARTICIPANTS?]
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Analysis
8. Staff encountering shipments meeting this criteria should consider the following:
(U)
9. Exportation and re-importation of the same high-value commodity is a red flag indicator for
TBML. (U)
10. Personal electronics, such as smart phones, smart watches, and laptops are often the targeted
type of goods.(U)
11. Small, high value electronics are generally not manufactured in Canada. Their importation
under tariff items 9813.00.00 or 9814.00.00 should be a red flag. This is especially true for
large and/or high value commercial shipments.(U)
12. It is not a sound business practice for Canadian businesses to sell these kinds of goods to
non-domestic entities. The cost of having the goods imported (shipping charges, duties and
taxes, etc.), combined with the cost of subsequent sale and export (further shipping charges
and potential duties and taxes assessed at the destination) is too high. (U)
13. Since the goods that are not typically made in Canada, the practice of exporting them for sale
and then re-importing them again makes little sense. Most buyers will purchase directly
from the country of origin. (U)
14. The practice could also point to a “Phantom Shipment,” a known TBML modus operandi
where the movement of goods occurs on paper only, providing alibi for any financial
transactions completing in the background. In the eyes of TBML actors, the duties and taxes
assessed are simply a cost of doing business (the actual profit from such TBML transactions
is exponentially higher). (U)
15. Since TBML schemes employ a complicit buyer and seller, the risk for TBML increases in
related party transactions, when the two parties of a trade transaction either have a linked
corporate structure, or both ends of the trade transaction are controlled by the same entities.
(U)
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Implications for the Canada Border Services Agency (CBSA) and Canada
16. Individuals and commercial entities moving goods to and from Canada have an obligation
under the Customs Act to provide true, accurate and complete information pertaining to those
goods. (U)
17. The Customs Act empowers officers to examine any goods entering or leaving Canada,
including asking clarifying questions with respect of those goods. (U)
18. When customs tariff 9813.00.00/9814.00.00 is claimed, goods that were exported from
Canada and are returning to Canada must be described in sufficient detail on commercial
documents to enable verification that the goods exported are the same goods now returning to
Canada. As stated in D8-2-27, “[w]hen an importer accounts for goods under tariff item
Nos. 9813.00.00 or 9814.00.00, the importer may be required to provide evidence of the
purpose for the export relating to the goods (e.g.: shipping documents, evidence of the
temporary exportation).”(U)
19. BSOs and SOTCs should compare the information related to the original export transaction
(e.g.: description of goods, value, quantity, reasons for export, any available financial
transaction data - i.e., was it a sale, how was the amount owed settled, who was the
sender/receiver of funds, invoice details) to the information presented during the reimportation clearance request. (U)
20. For goods and/or invoices bearing serial numbers (SN), BSOs and SOTCs are encouraged to
review those for any irregularities (e.g., fraudulent or fantasy SNs). Repetative SNs can also
occur. (U)
21. Similarly, SOTCs conducting post-release verifications on transactions involving tariffs
9813.00.00/9814.00.00 should reviewing the transactions in order to detect non-compliance
with customs legislation, but should also to be aware of the mentioned TBML red flags. (U)
22. BSOs and SOTCs should ask clarifying questions to paint a full picture about the particular
import-export-re-import cycle (or a part of, as applicable). It is important to establish what
has happened to the funds related to the transaction/sale. For example, has the (now) importer
returned funds to the original buyer via a refund? If so, using what method (Electronic Funds
Transfer, cheque, credit, etc.)? (U)
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If Encountered
23. When TBML red flags are noticed, BSOs and SOTCs are highly encouraged to gather as much
information as possible and submit it to Regional Intelligence via the Occurrence Reporting
System (ORS) or contact the CoE at CBSA.Trade_Fraud-Fraude_commerciale.ASFC@cbsaasfc.gc.ca. (U)
Prepared by: E.S., Pacific Region, Intelligence Operations
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