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CONMISSION OF INQUIRY INTO MONEY LAUNDERING IN BRITISH COLUNMBIA

The Honourahle Mr. Austin F, Cullen, Commissioner

AFFIDAVIT NO. 1 of BEATRICE STURTEVANT

|, BEATRICE STURTEVANT, of 27 Queen Street East, Toranto, Ontaric, AFFIRM AND

SOLEMNLY DECLARE THAT:.

1, |am the mianaglng director of the Canadian ‘Jewellers Assoclation (*CJA") and, as’
such, | have personal knowledge of the facts and matters deposed fo In this
affidavit, save and except where based on information and belief, and where so
stated, | believe them to be true.

Affiant Experience and Responsibilities

2. Iam the managing director of the CJA, a national trade assoclation for the
Canadian jewellery industry, comprised of retailers, suppllers, appraisers, designers
and providers of goods and services.

3. 1was appointed managing director of the CJA In January 2019, with a mandate to
support the Canadian fewsllery industry through advocacy and membership
benefits.

4, As managing director, | am the face and voice of the CJA and responsible for Its

leadership and ranagement. | work closely with CJA staff, Board of Directors,
Committees and industry partners in Canada and the United States of America,



Canadian Jeweilers Association

5. The CJA s a national frade assdclation that represents all aspects of the Canadian
Jewellery industry. The membership of the CJA is comprised of jewellery retailers,
suppliers, ‘appraisers, designers and providers of goods and services.

6. The CJA was founded as the Canadian National Jawellers Assoclation in 1918, [t
changed its name to the Canadian Jewellars Assoclation in 1922.

7. The Mission Statement of the CJA is as follows;

The CJA has been the voice of the Canadian Jewellery industry since 1918.
The CJA provides leadership and education to promote the adoption of best
praciices and Information sharing among all its members. CJA represents the.
interests of its members and the Canadlan jewellery Industry to promote fair
and equitable consideration by all levels of government. It assists its members
to afford services, Information and technologles that support the integrity,
security and profitability of their businesses, creating consumer {rust and
respect for the Canadian jewellery industry.

8. As of the end of 2020, the CJA had 444 members across Canada, Includlng 57
members in Brifish Columbia, :

CJA Code of Ethics -

9. The CJA published its first Cade of Ethlcs for members in 1821,

10. The current CJA Code of Ethlcs is as folfows:

Mempbers of the Canadlan Jewsllers Assoclation {(CJA) are commitied to
the highest industry ethics and social responsibllity, and therefore agree to:

« Maintain the highest level of personal integrity, honesty and business
ethies

« Provide quality products and services
« Foilow busiriess practices that do not mislead or deceive clients
« Provide knowledgeable and competent experiise

« Accuraiely describe the true quality, nature and authenticity of
products offered for sale
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. Establish and fulfill a reasonable guarantee and/or service policy
rfle‘ga;ding products and services and clearly communicate this to
clients

» Hold in strict confldence all informatlon regarding customers
+ Refrain from all forms of copyright and trademark infringement

» Support International best business practices with respect to the
enviranment

= Abide by and support the by-laws and objectives of the Canadian
Jeweliers Association, Including this Code of Ethics and the CJA
Brand and Logo Usage Guidelines

Alt CJA members are required to put the following wording on all involoes
containing rough or polished diamonds and jewellery containing diamonds:

“The natural dlamonds herein involced have been purchased from legitimate
sources not involved in funding conflict in compliance with United Nations
Resolutions, The seller hereby suaraniees that these diamonds are conflict
free, based on personal knowledge and/or written guarantees provided by
the supplier of these diamonds.”

CJA Government Relations

11. The CJA seeks to advance the Interests of its membersin part by serving as the
voice of the industry te ali levels of government.

12. The CJA’s engagement with gavernment has included making represéentations io
government regarding the anti-money laundering obligations applicable to our
industry.

13, On March 21, 2018, Brian Land, the CJA General Manager and Phyllls Richard,
chair of the CJA’s government relations committee gave evidence hefore the House
of Commons Standing Committee on Finance as part of a statufory review of the
Proceeds of Crime (Money Laundaring) and Terrorist Financing Act.

14, Attached to this Affidavit and marked as Exhibit ‘A’ is a true copy of a transcript of
the Committee’s proceedings on March 21, 2018 including the evidence of Mr. Land
and Ms. Richard, '



15.

Attached to this Affidavit and marked as Exhibit 'B' is a.true copy of a written
submission to the Committee made by Mr. Land and Ms. Richard dated April 51,
2018.

CJA’s Efforts to Assist Members in Complying with Antl-Money Laundering

Ob[igations_

18.

17.

A potrtion of the membership of the CJA qualify as “dealer[s] in preciotis metals and

stones” as deflned in the Proceeds of Crime (Money Laundering) and Terrorist
Financing Regulations, SOR/2002-184, Pursuant fo s. 39.1 of those Regulations,
dealers in precious metals and stones are subject to Part 1 of the Proceeds of
Crime (Money Laundsting) and Teérrorist Financing Act, 5.C. 2000, c.17,

The CJA assists its members in complying with antl-money laundering obligations
under the Proceeds of Crime {(Money Laundering) and Terrorist Financing Act by
providing training and information fo members and by providing members with
access to resotrces to assist them in fulfilling thelr obligation to Implement a
compliance program.

AML Training and Information for Members

18,

19.

20,

Trainlng .and professional development materials are available to CJA members In

varlous forms, ineluding online and In-person sessfons.

Attached to this Affidavit and marked as Exhibit 'C’ is a true copy of a presentation
titied "AML Updated for DPMPSs [Dealers in Precious Metals and Precious
Stones]? 2019 for Canadian Jewellers Association (CJAY', delivered to CJA
members by Amber Scott of Outiter Solutions Inc. (“Qutiier”). This presentation Is
an example of the fype of tralning provided by the CJA to its members,

The CJA has also partnered with Outiier to produce online fraining materials,
examples of which include training videos, publicly available at the following URL:
hitns:/iwww.youtube.com/playlist?list=PLYEfs3kEnoKEeMAghwl.eUQ3YnPo 88-A.

! While the acronym “DPMPS" was used as part of this presentation, It Is not customarlly used in the
industry where the more common acronym is "DPMS" which stands for *dealers in Preclous Metals and
Slones.”
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21. The CJA also provides members with Information and updates related to thelr AML
obligations through the CA's monthly newsletter and works with trade publications
such as Canadian Jeweller Magazine and Jewelry Business Magazine to publish
information about AML obligations in our industry.

22. Attached to this Affidavit and marked as Exhihit 'D’ Is & true copy of a compilation
of excerpts from the CJA’s 2019 monthly newsletter related to AML obligations,

23. Atftached to this Affidavit and marked as Exhibit ‘€’ is a true copy of an article
published in Canadian Jeweller Magazine dated Decernber 14, 2016 fitled “Your
Money's Worth: FINTRAC Compliance.”

24, Attached to this Affidavit and marked as Exhibit 'F' is a true copy of an article
published in Jewellery Business Magazine in August 2017 titled “Are you ready for
a FINTRAC examination?”

Compliance Program Resources

25. I addition to its efforts to provide training and information to members, the CJA
also provides members with access to resources to assist them in fulfilling their
obligation to implement the five components of a compliance program, which are:.

a. Appointment of a complience officer;
b. Development of pollcles and procedures;
Compiletion of a risk assessmerit;

e

d. Arnual training of employees; and
e, Completion of bi-annual compliance reviews.

26, in erder to assist mambers in fulfiling these obligations, the CJA has entered info a
partnership with Outller to provide resources and services to assist members in

fulfiling their obligations.

27, As part of its parinership with the CJA, Qutlier has developed an online tool,
available free of charge to CJA members, that assists jewellers in developing a
customized AML conipliance program and risk assessment. Qutlier has also
developed materlals for use in annual staff training, required as part of a
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compliance program and offers AML effectiveness reviews to CJA members at a
discounted rate.

28. Altached to this Affldavit and marked as Exhlblt ‘G’ is a true copy of a webpage
titled “Anti-Money Laundering and AntlTetrorist Financing Compliance” fourid on
the CJA website which provides information about CJA member AML obligations
and information about the parinérshlp between the CJA and Outlier,

29. Attached to this Affidavit and marked as Exhiblt ‘H' is a true copy of a webpage
titled "Outlier AML Compliance Kjt FAQs”" found on the CJA website which provides
information about the services offered to CJA members through the CJA's
partnership with Qutilér.

The deponent was not physically present before the commissioner for faking affidavits
at the fime that this affidavit was cammissioned because it is medically unsafe to meet
in person due fo the ongoing COVID-19 pandemic. The deponent was linked with the
commissioner for taking affidavits using video technolagy. The process described in the
Supreme Court of British Columbia's March 27, 2020 Notice to the Profession, the
Public and the Media entitled *Affidavits for Use in Court Proceedings (COVID-19 Nofice
Na, 2) was followed.

AFFIRMED BEFORE ME at
Vancouver, British Columbla and
Toronte, Ontario, this 229
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Standing Committee on Finance

Wednesday, Macch 21, 2018

*{1530)
[English}

The Chalr (Hon. Wayne Easter (Malpeque, Lib)): Let's calf
e meeting to arder.

As overyone woll knows by now, we're doing a stotulory review of
the Proceeds of Crime (Money Lanndering) and Terorist Financing
At

Wo hivo o number of witnesses, Thank you all for eoming, Please
keep your opening remotks bricfand then well go lo questions, back
and forth,

We'll start with the Canadian Jowellers Assoclation, and then we'll
zo to Jewellers Vigifanee Canado Incomporated,

Mr, Land,

Mr Brion Land (General Manager, Canadlan Jowollors
Assaciatfon): Thonk you, Mr Chair, for inviting the Canadian
Jewellers Association 1o this meeting regarding vour review of the
Prooeeds of Crime (Woney Loundering) and Tervorist Financing Aot

My name s Brian Land, and Im the gencral manager of the
Canadian Jowellers Assoclation.

For 190 years, the CJA has been (he voice of the Canadian
juwellory and watch indusiry, providing leadershlp. in ethios,

education, nad communiontion; boilding trust, awarcoess, wnd:

desivability for Canadion jewellery products. *The CIA promotes
consumer confidence and assists ils members in following best
business practiccs. We have over 1,000 locations In Canada, and our
meirbers congist of refailers, manufacturers, wholcsalars, and goods-
and-services praviders,

In 2017, the CJA. eequired Jewellers Vigiance Conada, Widh the
acquisition came the JVC érime preventlon program. This 18-year-
old program has delivered to industry and law enforcement valuable
informution on crime against jewellers, Including arganized erime in
the foris of gangs, This progrom lso troins law enforcement i the
specific atiribntes related fo jowellery crime..

Joining me at lhe fable is my colleague Phyllis Richasd,
representing Jewellers Vigilance Canada,

1 would like to take a few minutes to give you a brief overview of
the fewellery Industry in Cenada, For the purposes of fhe act, we are
known as deaters in preofces metels and stones, or DPMS, although
not all of ths industry is covered under tho act. A 1997 Emst &
Yoppg study commissioned by the CJA stoles that 90% of 4,400

jowellry Nome In Canada employ less than 20 people, rnd 65% have
fewer then five employess,

The significance of these stallstics defines the fiabric of the
Canudinn jowellery and wateh industry, 20 years ago. Qur industry
was, and is even more so today, an industry of moestly small
husinesaes, Many of (hese small businesses exist in smalicr
communilies across Canada. Qfien ‘they ard second- and ihird-
generation jewellers in thal same community. They tend to know the
vnst majorily of thelr customers,

The jewcllery manufacturing indistry In Canada thrived In the
Intter parl of the 261h century, but, like so many other {ndustties, the
manufacturing sector declined with the advent of offshore ned
foreign manuficturers who were oble to produce jewellery preducts
much more chtaply. The wdrld was opening up with the sge of the
ternet and the online revolution. -

Well over 20 .sipnificant Jewellery manufbciurers cloged Hieir
doors or went bankmupt betwéen (e latter part of the 20tk centuty
and today. Imporers, wholeselers, and disidbulors have become
more prominent than manufaclurers as suppllers to roteflers in
Canada. Those Canadien manufacturers still produsing have sought
other meskets o sell injo such as (he U1.8., Britain, and Europe,

The reldil sidé of the Canadlan jowellety industry has also
changed dromatfcnliy, Unlike other retoil aperations, such es clathing
and hordware, which are dominated by ehpin stores, our industry
canglsly of small, independenl retnilors, Three of the largest.chaing

Jtem {he 19608 {o the 1990s— Peoples Jewellers, Mappins

Jowellers, and Bitks—are now owned by foreign companles. In
sddilion, many of the Canadian-owned jewellery chain slores have
closed their doors, Refailers like Ben Mass Jewelers, Walters
Jewelers, and Osirander’s Jewelers are no longer in business, Blg-
box stargs such as Costeo enid Walmart also carry fine jewollery and
new ohain stores such as Michael Hill from New Zealaud have
afrfved from foreign shores,

Sintistics about the Canndian joweltery industry are nel available,
other than those supplied in the Emst & Young tepart. However, |
has been documehted in the U.S, that spproximately 60% of
Jjewellery sales are dong through mulli-ling merchants such as Cosico
and Walmizt, In Cannda these types of retailers genetaily are not part
of (he CTA. This would bie also true of department stores like the
Bay,
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From att international perspective, it |8 noteworihy that precious
melats, stones, and finished jewellery are not 4 common miedinm of
exchnnge {n Conada, While some ilems such as gold baes ar ingols
may ho used 03 a stare of value, this is gencrally nol the case for
finished joweltery, It i3 estimated that in the resale of & piece of
finished jewellery in the Cenndian market, the loss of value would be
between 75 fad 55 per cont of the retall price on average. This {3 to
suy that an llem purchused for-$100 Cunndian would have o resnle
voluo of between $5 Caondlan end $25 Canadiani, Thet belng sald,
produsts that Jose less value when fesold ore the most vulnerable—
‘thie same ftems thal are targets of thicves in a robbery—brand name
waiches ond high-end larger diumonds,

The CIA Is commilied to alialning & higher level of AMLIATE
comipliance within our mémbership., We sirongly belfeve thal o better
viderstanding of the fabrie of our indusicy by the Departtment of
Tinanee and FINTRAC will lead to mors realistic compHance
requiremenis and in lurn 8 much higher mio of complinnce,

1 lock forward lo any questions afer my collesgue gives an
overvlew of the DPMS sector end AML/ATF compliance, Thenk
you,

Tise Chatr: Thank you, Mz Land,

‘We tum to Ms, Richard with the Jewellers Vipilance Canada Inc,

Ms, Phyllis -Richard {Former Exccutive Divector, Jowellers
Yigilance Canada Inc.): Thank you, Mr. Chalr, for this apportunity
lg comment on your review of the Proceeds of Crime (Money
Laundering) and Terrorist Finnnsing Act.

My name is Phyllis Richard, Pm the [opmer executive director af
Jowellers Vigilance Cannde, and now secve as chair of Ihe Canaglian
Jewellers Association, govemment rélations commitice,

With my cotleague’s overview of the Canadiod Jewellery industry
in ménd, T would tike ib speak pbout the denlers In precious metals
nad slones scctor and their requirements under the acl,

Unlike other reporting entifics, there {8 no licensing requiroment
specifio (o the part of the DPMS sector covered under the act, and
very few specifie regulnlions in geners! that peialn 1o jeweliers. This
{5 in sharp contrastio many other reposting entilles, such as financisl
ingtitutions, which have a vesy slructured end regulated environment,
The paris of the DPMS sestor coplured under the act ace
cnlreprencunsl in spldl snd business practices, ouiside of the
multi-line ratailers such as Cosico, Walmart, and The Bay.

As n general rule, the DPMS sentor at the independent refall and
wholssale levels kacks technological suphisticetion, with a limited
¢ommunication channel, This is in conrast to the mining secton,
which embraces new lechnolopies and hes a signilicant level of
sophistication.

In reviewing the vulnesabilities lo money Jaandering within the
caplured segment of the DPMS scefor, various products present
varous risks, These risks need 1o beunderstoed §n arder fo develop
measures 6 mitigale them, As an exomple, cul, polished, andfor
finjshed gomstones may Jo some cases be used a5 4 store of value,
The avitable liquidity in is highly dependent on the type of stone,
with diamonds genernlly Jiaving more available and slable markeis

than colonred slones. By “stable”, we aro referdng to the vatoation
of an {lem when assessed by differénl parties. ’

In the case of coloured stones, the pssesded value of an item can
ary significantly, Within the more Hquid dlamond trads, there arc a
numnber of controls in plece ta ensure the pedigree and authentielty
of stones, particulatly those of high value, These inglude processes
lo cosurs that diamonds have points of orgin outside of known
conflict zones. While such processes are neither universal nor
perfect, titey nre belleved to have significantty impacted cormiption
in the diemond trade.

In additioh, there §s & trend loward more transparency about
dlamonds and gemslones. In the casa of diamonds, we are sceing
somp imajor mining compenios looking towards blockehsin ns &
melhod to bring imnsparency o the product history;

Finished jewellery purchased ot refeil rates rejirescals Kitie motey
lnunderlng ar terrorist Anancing risk In the Canndisn contexy, n
pirtieniar when thesc flerns are bought and sold at retnil rates, o the
best of our knowiedge, therg are very few inoney laundering
typologies tha! involve the actual purchase andfor sulo of faished
jewellery'in e relail setting..

Untike finished jewellery, precious meluls in the form of bars,
ingols and/or coins meybe used as & stose of value, However, such

‘items have limiléd lquldity, pacicularly in largs quantities, at the

Jewellery tetail [evdl, Tho sale of high-volue jtems would often
tequire fnlernction with either & reguialed eplity or an anction house.

Many jewellers purchase and/or accept tredes of broken, scrap, or

resnle jewellery. These flems are most oflen melted down ta extract.

the precious melals and elther used 1o create new jtems or sold for
the vulue of the melals. The risk posed In such cases I that these
{tems themsclyves mey be the proceeds of erime os stolen property.
Insofar as we fre Bware, most Jewellers collect identification and
KYC information in tho caze of such lransactions, and do not acespt
guch transacilons if the properly in queston [ believed to be siolen,
Where property Is believed to o sloleh, local law enfortement may
also be conlacted. Ag such, retail jewellers aro not Jikely to be the
path of lesst reslstunce for criminnls who wish fo dispose of stalen
property. The exception here would be bad aclors, who unloriunately
exfsh

My collengue menttoned the IVC crime preventlon program, The
meny security steps taken by mombers to this program have inhargnt
AML mitigating properties, These would nclude video comeras,
stafTirnining, end in the cuse of whalesalers and manufnctucers, irade
references ag a requirement,

* (1540)

Within the DPMS seclor there [s 4 segment of industry thal is not
covercd bul would secm 1o be vuinerable to moncy laundering, and
that is auction houses,

We hope this gives the commiltec somo insighl into the
complexily of the DPMS secter, and I thonk you,

M




March 21, 2018

10

FINA-138 3

The Chair: Thank you very much, Ms. Richdrd,

_Turning then to the Federation of Law Societics af Canada, Ms.
MacPherson, president, and Ms. Wilson, executive director of policy
and public affairs, tho floor is yours,

Ms. Shella MacPherson (President, Foderation of Law
Socletles of Cannda)i Thank you very much, Mr. Chalr,

Twould like to thank the commitiee for the opportunity to provide
comments in conjunction with your review of the Proceeds of Crime
(Money Laupdering) and Terrerist Firanoing Act.

By way of background, the fedesation is & coordihating lindy of
the {4 goveming bodies of the légal profession of Canedn, which
togelher regulate more {han 120,000 {awyers, 3,800 notarics in
Queben, and nearly 9,000 licensed paralegals in Ontario, il In the
public interest.

I want lo slart by assering you thal the federation and its metmber
law societics supporl Canadi's efforts to fight monsy Jaundering'and
“terrorist finanolng, We rceognize the importance of the objestives of
the aet, and we support 1hose objectives,

As the Suprome Courl made elear in its 2015 decision, in meeting
those objectlves it fs imperalive that important censtitutional
principles be respeeted. Youwill have heard a number of witnesses
dosoribing the sltuation resulfing om the 2015 declsion as a inajor
gap in Conada’s anff-money lanndering and onti-tecrorist financing
reghne, With respect, these commen(s ‘ignare the fact that the
federation and the law socicties of Canada have demonstrated their
commilmeni fo protecting the public by feking meaningful
consiltutional action in (g area. Qur written submisslon owtlines
the efforts of lhe federation and ihe law societics 16 cusure there fs
¢ffeciive regutation of the legal profession Tt this ares, sh in the
dnterests of time, 1 wiil only glve a few detalls os lo what steps the.
federation has taken {n this regard,

The no-cash rule develeped by the federstion in 2004, and
implemented nnd cuforeed in cvery law sociely in Canada, prohibits
fegal counse] from receiving cash in amounls over $7,500 in the
aggregate from o single elient or for o single olient matfer, it requires
legal counsel to keep n record of cash transaclions as part of their
peeounting reetrd-keeping, I bars noting thot the threshold in the
federation's rule, $7,500, s siricter than that'in the regulations for
reporiing. lsrge cash transactions, that belng $10,000,

While we have feken a different nppronch fo thai of the
goverunent, the rule addresses the risks pssocinled with the handling
a#nd placement of Iarge smonnts of cash, It has been r¢cognized by
govemnient representatives, Tncluding the minister of finance In
office at the fime the mlo was implemented, as on effective
allernative to fhe large cash reportiog requirements thet upply 1o
other reporting entities under the federal onti-money lounderlng
regime.

When the government intraduced client verificalion regulationg,
rether than simply pussuing a remedy in the courts, the fedesplion
and the {aw sociclies moved proactively (n drafling and adopling a
steond model Tule, this onc ealablishing exiensive client ideniifica-
tion and verificction oblipotions. This tule, eafbreed in alf
jurigdictions since 2008, closcly Wmcks fthoso in the [inoncial

regufations. Together, the two miles—4he no-cash and-the client ID
niles-—achiove the folléwing objectives.

Firstly, they Impose on fawycrs and Quebice notaries a rigorobs
standdard with respeet 4o cash dransactions, and they limit the ability
of legal counset 1o mecept cash from clients. On this point T would
nole that these residotions aro unigue. Legal counsel elsewhere,
including in tho Unilect Stales, are petmitted Lo eecept cash in sny
amount. These two sules also Impose cxtensive dus difigence
requirements on legal counsel, .

Sccondly, these mles wso address the nctivity of lmwyers aml
Quebee noteries a5 fnadeial intermediarfes, but they do so throngh
Tew soclety regululions rather thon through fedoral logislation,

Thirdly, these niles respect the constitutional princlples orticulated
by the Supreme Court of Canada in lis 2015 deoision.

It's important to vnderstand thaf these two roles plso exist within 2
larger legal end regulatory context. Canadian lawyers and legal
counse! ate hound by tho criminal law and, like everyone else n the
country, can be subject {o prosecution for enpaging In mongy
laundering and terrorism financing activiiles,

® {1545)

In addition, legu! counsel are subject o comprehonsive rules of
professiotal econduct imposed and enforced by tho luw gocieties that
prohibit therm from cngeging in or fucilifaling vrlawfil conduct in
ony way. Alf members of the legul profession are alio subject to
comprehensive financial ond accounting regulations. by virtue of
thelr membership in their varions law soclelles,

We nole that In its 2016 shutual evaluction teport on Canadn, the
Financizt Action Task Force was critical of law gooiely regulations fo
combat mohey laundering und the financing of terrorist retivities,
suggesling thal [here was no Incenifve for the profession to apply
thege, mpastres ot to participate In the detection of poicntial money
laundering nad temorist financing aclivitics.

In the view of'the federitan, this suggestion ignores the serious
regulatory Inftiatives of Canada's law soclelics in ihis ares gnd the
angoing monitordng thut law socielies engage I, including bolh
periadic and rsk-based abdils, Measures to ensure that logat tounsel
comply with Taw soclety regulations include ainual reporting
obligalions, practice reviews, ond financial nudits, Law sociclios
also have extenglve investigatory and disciplinary powers, ineluding
Uie sbilily {o impose pénaltics up fo and fncluding disbarmnen! when
members fuil 1o abide by the law society rules and regulations. In the
submisslon of the federatlon, any ectual or perceived gap in the
legis!ntive schome os a result of the exclusion of tho legaf profession
from the provision of the nct has been filled by the actions thal the
law sacleties have teker,
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Wo do recognize, however, that [t is important to ensura that the
regulntions in this area are as robust ond as effcotive ag possible, To
that end, the federation is currently copaged in & comprehensive
review of Jts mode! mles and the nssoclntéd compliante and
enforeement measures used by tho law societies. We have just
caompleted o consultalion en proposed amendments, Commenis were
due by March 15, We are currently reviewing those comments, This
consullation process will clatify some of the provisions and it will
lso add additional obligations on Caradian legel counsel,

Meost notzble. amongst the proposed additionnl abligations is a
proposcd vequirsinent for legal counsél to oblein and verdfy the
identity of bencficiodes of ‘trusls and the beneficiul owners of
otpanizations. In addition, requirements for ongolng monitoring of
{he professional rolationghip and nclivitics of clients have also heen
proposed, The specinl working group that fs currently conducting the
revicw has also proposed o néw model rule that would te the use of
trust necounts to the provlsion of legal services, thus ensurlng fhat
lawyers' trus! accounts cnanol be used for purely financlal
leansactions. A comparable rule Is skeddy in piace ia Ontario,
Quebee, and a nunber of Conadian jurisdictions, which together
wpulsle approximelely 75% ol the lawyers in Canuda, Final rule
amendments aro expecied (o be approved by the federafion's
governing bonrd in June of this year and lo bé implemented by
law socielies across the eountry Tater this yeae

We also recognize (hal effective enforcement of the rules i
eritiaal, and for that renson, we are also reviewing law seciely
complivnes and enforcement. activitios; and wo are preparing
guldance on besl praclices (o mssist law scoietics, Additioneily,
equally important in qur view is that members of the profession
should understand their legal and ethical obligations. To this end, we
arc currendly preparing comprehensive puldanco and educalional
maletidls that will focus on compliance with the various rules but
also on wnderstanding the money laundeing and temorism financing
risks (hal lawyers and Quebec nolaries may encounter in ilieir
professional ectivities, We anlicipate that, in eddition lo gemeral
guidance, these educationn! materials Wil provide specific ghidunce
aimed nf Jifferont prmetice groups, particularly thase practiee groups.
{dentified at NWigher risk, for example, real cainte nnd other
iransactional nclivities,

#(i550)

Bafore concluding my remarks, I would ks to comment briefly
on the issue of beneficial ownership information, and specifically,
tho current tack of verlliable Informetlon, As I've already mentioned,
the praposed amendmenls 1o the federatlon's model nles would add
a requirement for legal counsel to obtain and verdfy information on
the bencficial owners of organizaiions and the boneficiaties of triists,

We are awsre of criliclsms of Cenadn in this regond, and we
recagnize Lthe value of cnpturing this infermation, We have to stress,
however, that complinpee with such e mufe, which would mirar the
raguirements in fedem! rogulation, will be very difficult, 2nd in some
ensos, likely impossible in fhe absenco of publicly nccessible
regisiries of beneficial owners,

I's my wnderstanding that FINTRAC's guidance indicates that
cbiaining information on beneficlal owners only. from the client does

not consthule verification of that information. Thal makes complete
sense, but at the moment it s the only option available lo lawyers,

10 the view of the Federatlon of Law Secleties of Canada, o rule
thet cannol be compliad with is neither o rensonable nof effeclive
rule. For that réason we urge ihe government to move forward
quickly with legisiptive emendments that would not only requice
organizalions and {rusta te record beneficial ownership information
and o provide it to Lhe govemmen!, but alse (o establish a publicly
aeceszible registry of that Informalion for lawyets Across the counlry
1o use:

We recognize tha! federal legislation 'will only reach a small
percentage of compdrations, dnd we hope thnt the government will
push the provinces and towitories to follow suit and to do so withont
delay.,

We should slso add that considuration should be given to
extending rules on Ihe recording and sharing of benefsinl ownership
to the ewnership of renl propary.

Mr. Chairmun, T'want to conclude my remarks by saying thet in
their testimony befire this commilieg, a number of witnesses have
indicoted an intersst ln engaging with the legal profession op this
issue. On behalf of the federation and on hehalf of our members, §
can say without reservation that we would weleome the oppditunity
to engage in that debate,

‘Thank you very much, My, Chaiyman.
*{1555)

The Chalrt Thank you very much, Mz, MacPherson.

1 bolieve you said (hat your consultations were over on March 15,
so IF you have unything further you could forward to the commiliee,
that would be helpful, We hops to complate a report by June, but we
wan't be lobling it until Septomber or Qelober, Anything more that
yout could forward to us would be helpful.

Ms. Johnson is here as an indlvidual.

Weleome, Ms, Jehnson. The floor I& yours,

s, Mora Jobnson (Barcisler-Solititor, As an Individunly

Greal. Thank you very much, Im.¢ Jawyer working in the ficld of
-anfi-cotruption and anti-monsy lsundering,

[Nranstation]

It Is o greal plensuro (o be invited today, Thank you.
[English}

I'm the auther of cerlain reporls on beneficial ownership
transparency, and I will make sure that thiesc get inlo the recérd of

the commiliee.

Glven the shorlage of time, I'm going to fuickly moke a nimber
of brief points,
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First, I welcome the onnonnseisent by th fedéral and provingial
finoneo minfsters in December on maklng corporations more
trnsparent. | would recommend that Canadn follow the cxample
sat by Buropesn Union furisdictions in creating public beneficlal
ownership réglstries. Twill [cave with the clerk e copy of this report,
which highlights best practices and lessons leamed from Buropean
Union cffods. They have a cauple of years under their beld, and it
would be usefu! 1o Jook at that. :

T would also Tighlight one polnt fom this repor, which is thai
beveficinl ownership rogisties must be fit for due diligence
purposcs, TD3 und other Information provided by corporalions, upon
incorporation, Tor example, must be verificd by ihe registrar, amd
risk-hased due diligetice mnust- be performed. The repisitar should
have an anti-money laundering and countedemorism mandate, which
currently i& nof the cose wilh the business replatriag,

If ciiminals onn simply provide fraudulent informalion to the
segistry, then repent the same fraudulent information fo & bank or.a
lnw office ond say, well just cacck the federal regisiry, then thad
registry will be useless, Bankg-and others will not be able to rely an
it for duc ditlgeneco purposes.

A verified visk-mnnaged registry will cost more, but there will be
aggregate savings zeross thy cconomy and even within government,
because right now vou have all kinds of peaple doing the same duc
diligence nn the seme componios. You could simplify thet, Federal-
provintia] co-operation would be required fo creats a ene-stop pordal
to coaveniently search aff registries.

Second, T would recommend the creation of new Iegal duties for
nominees, agents, lrustees, essenilally people representing thid
partics, including nominge shureholders and direclors, Those
represeriting othors should be required to always disclose thejr
status, ns.well ns iho identily of the third partics they represent, to
federal and -previnclal officials, Including benefiolal ownership
registrars 15 well as finpricln) institttions, designated non-financial
businesses, and professions. Currenlly in the sfatute, financinl
inslitulions and others have an oblipation (o ask cliends if they are
tepresenting thied panfes, bul there is no statutory obligation to
snswar (his trothindly.

Third, aii desipnoted non-financlal businesses and professions
should he required fo inguhe ohout benoficial ownership of
cor{mralions, enfities, and amangements as part of thelr dus dillgenee
abligations, bul énly whon processing lafge cash’ transoclions.
Qbviusly this would be a hugo burden on businesses; but not if
fhere's a public benelictol ownership registry that's convenicnt. and
conleins ai} the informelion, That would make it & very simple tesk,

Next, Lwant to briefly address the rolo of Jawyers in the monay.
loitndering seheme. As we henrd, there are mfcs [n place by, and
enforced by, the law soclety, not FINTRAC, These rales as such are
very useful. Tn my view, “no cash over $7,300" is. an cxcellent apd
really imporfant rule, Personatly, T would take some of fhiese niles
fiirther, but there's o progess thal's ongoing right how,

There are a {ot of questions raised obout the efficacy of this
reghime, and I feo! that more empirical dala Is required to filly nnswer
thiem, For exarnple, what is tho extenl of the problem? Do we know?
Do we understand? Maney lavndering Is very difficult to defect,

There's no dend body. How do we know flie extent of (he problem?
What are possible advaniages und disadvantages {6 restoring the
cash due diligence record-keeping obligations of lawyers in the
statute, as apposed {o leaving them In the nides? Becaise of solivitor-
client conﬂdentla[iiy, delection of thess crimes most ogour in other
parts f the fnanclal system,

As a simple example, imagine & sitintion where-n lawyer wore 1o
deposit hugge volumes of cash inte his or her trust secount In
presumed vielation of the yule. Would a bank be more iikely to flag
ihis to FINTRAC as a suspicious trunsaction if it wero a legal breach
rather than a mle of the {aw society? What aboul judges issuing
watranls? What is the'impact of there being a [egat seheme versus
tho current scheme?

These are the fypes of questions that' 1 think we need to answer
before we decide whather or not the slatute Is tho right place for dus
diligence chiigations,

» {1600)

In terms of who should supervise the enforcoment of these Tules,
it's preity clear from the Supreme Courl deeislon that it's
unconstitutlonal For FINTRAC fo eccess fawyer' files in the
ebsence of g warrant and (he Ldvallee procedures. This will alweys
hamper FINTRAC's nbility to bé a supervisor af Jawyers,

Even if Ihis commtillee were (o coholude that due diligence
abilgationy for [awyers should be restored to tho ael, could the lnw
society yemuin rsupervisor ond entpreer of those obligations? This is
cuftenily she oase in certaln ofher jurisdictions, such as the English
bar, and it might be n possibic solution to sote of the difficult Issues,

Furthemmore, 1 wanted lo ndd thal if the government plans to
simplify the presecution of maney. laundering pifences, ineluding
facilitating money lnundering by reducing fhe mens rea to o reckless
ar wiifully blind or negligent standard, then a defence should be
provided to lawyers and others of # reasenable due dillgence.

Last, I wanled to mentien samething about Export Development
Cannds, which as T undersland if, Is enmenily exempt from the
proceeds of ¢rime act because it does not accepl deposils,
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Howeveor, recent edia reporls of s support for cormpt
transaglions have shown that It |s ot w high risk for hendling the
proceeds of crime. For example, if it mnkes loans of tens or hundreds
of milligns of dollars to edmpanies that oblainad business through
bribery; EDC is at risk of belng repuid with proceeds of corruption,
some of which gocs inlo the government coffers thraugh corporats
dividends, While the Prockeds of Criine (Money Laundedng) and
Terrorist Finenclng Act is not ideally sufted for these types of risks,
a5 it focuses n ot on deposits, und there are currenily no statutory
due diligence obligations in place for EDC, this might be something
worth laoking inlo, as the commiues teviews tisks of proceeds of
crime entering fhe finencinl system.

Thank you very much for this opporusity. I'd be pleased to
aoswer any questions,

The Chalr: Thank you, Ms. Johason,

Well tam fo seven-minule rounds, Duting the rounds, 1 would,
assume thet cverybody hiss scen the Finance discussion paper, To a
ceriain extent, I think we're using that as background or a guldeling,
whether we sygree or disagres with what's In {L Al the end of the day,
Tl guess we'll see, I you do have any comments you feel sirongly
aboul with 1egard 14 that discussion paper, don't be afiid to roise
{hém at any point durlng the question period, beendse I think that's
what we need to target as-well,

We'll tum to Mr. Fergus for saven minutes,
{1605)
[Translation)

Mr; Greg Fergus (Hull—Ayimer, Eib) Thank you very much,
Mr. Chalr,

My thanks 1o all the wiinesses loday.

I will give you a few moments to ndjust your earphones.
Mr. Dusseault and T will be nsking our guestions in Frenel.

Ms.: Wilson, Ms. MacPherson eni Ms, Johnson, my questions are
mestly for you,

There is no daubt that the last two parlismentary roviews of {his
matier have {dentified & shoricoming with tawyers and the Canadian
justice system. You mentioned that you heve capped paymenls in
cash 1o n lofal of 57,500 per client. That refleots well on your
profession, 1t is very impoitant, for the reasons You mentloned:

My first questlon goes to Ms, Johnson,

Your fifth recommendation is to impose due diligence obligations
for clients. Con you lel us more sbout that? How can we strenpthen
those cbligatiens? How fyr e we go, given the Supremeo Court
decision?

Ms. Morn Johnson: Thank you very much for lhe question.

$o you are asking me aboul the deteils on the pmepdments |
would moke to the ourront regulations.

[English]
1} answer that question in English,

As somcbody who worke in the nren of pnti-comuption, I'm
seusitive 1o some. of (he fssucs that come up In that context. Where

lavyyers are conduoling financial transnctions on behalf of elivnts,
and they're using negotieble instruments at 1isk of moncy lounderng,
I would impose grester know-your-customer and due ditigence
obligations as appropriate to vesify If clienls are politically exposed
persons, including family of close nssociaes, and if theyse on
sanctions lists or ave othenvise high sisk, 1 would slso require
lewyers to make inguicies about the source of funds in these fypes of
Cses,

'l glve you u couple of exemples, If you e o lawyer and you
have semeone in your office who hos ncgotiable lastuments und
wauld like lo purchase a house, it would be really good to know if,
for example, they are on a senctions s, because people on sanctions
{ists need lawyers for cerlain purposes. If they're suppesed to e
suhject fo an asscl freeze and they give you the stacks and bonds and
bearet shores, it would be réally useful fo have Lhat information.
Similarly, it would be good o know if they were rgpresenting the
Mugabe family or someone st Kigh tisk of recelving the proceeds of
cormuption,

Theso types of gbligetions are currently on the financisl system,
but beceuse of the no-cash rule, { would really be when you have g
serfous risk of money lnunderng because, obviously, sveryene needs
a Inwyer from time fo tlme for whatover reason, Here I'm toiking
abioul high-risk {ransnetions and high-risk situslions.

w (6L
Mr. Greg Fergus: Ms, Wilson, Ms. MacPherson, from the

‘federalion’s perspective, what is the chent stending and how would

you reget 1o (hat proposal to hdve a highér lovel of obligation on
those potentially risky (ransactions?

Ms. Frederien Wilson (Executive Directar and Deputy Chief
Exceutive Officer, Polley and Public Affairs, Federation of Law
Sucletics of Canade): 1 may interest you and Ms, Johnson ko know
that the draft rules, which of couric aro sol finalized yet, are
amendments to the client identification verificatten rule and include
requirements to Inguire into sowrees of funds, They include
requirements that are nol simply for one. peint in lime, but are
engoing 1t the course of the relationship, Froi fhe feedback I have
suen so far, 1 mve every reason lo belicve that those provisions will
survlve the consultation perdod and be pul forward as amendients to
the rules.

I think Ms. Johnson and the Federafion of Law Sosicties are on
the same page on that, based on the feedback we received,

The issus of politieally expoacd persons for us s a shighily mere
eomplex one, but T co-chelr the wotking group that's doing Lhis-work
and we hiave it oa our list to purste ond to look inte further, The
launch of our consillatlon predoted the release of the Depodment of
Finance's white paper. We want to refurn to @ number of things in the
while papes, so you may s2o that there will be more than one cyels or
misre thei one round of amendmienls, We would prefer ol 16 wait to
move forward with whal we thiok ars imperient amendments that
will strengthien 1he rute until we have everything in it, or have looked
at 2l the ather things we may also wish ta add.

Mr. Greg Fergus: T have a subscquent question, At what point are
your members obliged to repord i you suspect that Lhe proteeds of s
client are illegally oblained?
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Ms. Frederien Wilson: I think, in foimess, it's not so much
framed-as obligations in the constating fegisiation, but inore as the
powers that law sociolies have to share informetion. Of course, 1hey
are bound by privacy lows and so Forth, and becouse they entérinto
the spherc of privilege, when they investigate n lawyer, which is say
that privifege Is no! waived or lost when the law society conducts an
investigntion, they have some obligaticns. They have an ebsolute
leyal obligdtion’to profeet solicitonclient privilege.

However, fhey al] also have the power to share informaijon with
law enforcoment agencics, end they do so. Individual law societiss
have differont. policies as to’ when that {s. T wonld note with some
infercst, however, that in our inquiries to the law socictivs, we've
discovered hat reports of suspician of erintinal activity oflen may be
for something like mortgage fraud, So '8 not restricted fo money
lannderng sctivities and does not meceisarily meet wilk pry
enthusiasm on the part of law enforcement to investigate, Indeed,
somelimes what the regulators gro told 1s, "Well, you scicd, you've
suspended or disbatred (he imember; we have compensation funds
ond insurance flnds thel compengate the victims of these (hings”, so
it iz not unusunl for there to be no further law eaforcement action
even where there is a repant.

‘The other thing (hat T think aseds to be said is that law sceietics
are looking at compliance with thele rules. Of conrse when thay, for
example, audit a law {lrm, they logk at the accountlng records and
they are looking for breaches of the no-cush rules, They are [ooking
for things 1hat don't look right lo them, but they are also looking in &
broader context, so it's not always sbout crimes, Ii's ofien nbout
failure io obey the regulations of the law socicles.

The Chalr: Sory, Greg, yeu're-wall gver the lime. You may geta
second round,

We'll go to Mr. Albas,

Mr. Dan Albas (Central Okanagan—Similknmeen—Nicala,-

CPC): T cerfalnly will contlnue on some of this, so hopefully Tl
calch rome of the same idoas,

In regard lo it; I do uaderstand that the process Is such thal many.
might say in iaw enforcement that they have {o gel a judiciel ordes,
that in [wel soniz of the provesses you may hove sre more immediate
and can be more fsr-reaching because of multiple different
camplaints ecross diffecent fllos, and that you may nsk for demand
‘documents on 0 whole host of fonts, So, I cedalnly appreciate that
there is o aystem in place ond that for the most pert it works,

Ms. Johnson said not o lob of data & gharcd. Now, Is that
somelhing that the committce {s going to be making recommenda-
Hons on?
®{iG15)

Ms. Frederion Wilson; Yes, in fhel, wé've began our work on
brest practices, and we have identified the [ack of consistont data 09 a
wezkness and something we would like lo sec changed. 7 mentioned
that law soctelies are enforcing their rules and they keep preity good
dnin on the bregehes of this obligetion for frust eccounting or
breaches of this provislon of-the rules of professlonal conchict.
Howover, they have-not begn necessorily soparating out frora that
breaches of the rules (hat, allicugh they also have other purfioses,
arc alipned with or intended to adidmss the same objectives as the
federsl anli-ntoney faundering and terrorlsm fnanclng reglne, A

couple of lnw societics have begun to do thal, and it will be our
recamuiendution thal we move lo stundardized and consisient data
collection In this arca.

Mr. Dan Aluzst That's impertant beauso for many people the
dnta would sny that the system is performing or not. They can ask
pbout (rends and wheliot, Bol if you don't have that kind of
fortheoming and there's anecdotdl evidenee, prople may lose fith in
that system-and then we would have o rejig the system, I gusss, to
make sure, hecause, we can't have any light belwees these kinds of
cases, T do understand there is a soficitor—client privitega that needs
1o be malntained,

Now, just swltching pear§ slightly, hove cither of you, or maybe
even Ms, Johnson, heard of cases where couds—I'm thinking at the
provincial {evel, so they are civit clalms—and certein fawyers may
unwiltingly be involved in money laundoring? Some colnlres have
capitnl raquiremenis, so that if they are going to hring money into
anplber country llke Cunada they have cenain stipulations for
bringing In that capital. One stratepy T have heard of anccdotally in
particulor conversnilon—because members of Pardiament spenk to olf
sorts of different people, and 1 thlak fhai's a goad thing—is tat a
subsidiory of a purticular eompany dolng business in Canads will
make a ptivato amengement with another corporation or entity. That
wiil creale o contract and then break the coniract, Ther one-of the
parites will sue for damages, Obviously the subsidiary would tien
fake it to court, and then the court may find thal thet subsidisry brake
contract end demand payment, which then goes to the host counizy,
which, of coutse, requires a court order lo hove those monies. Then
those monies are brought jnfe Canada and then distdbuted for other
purposes lhar whal they were intended for. Have you heasd of this
kind of siralegy, and If so, is it being nddressed by your commities?

Ms, Frederien Wilson: We tolked about and worrded about that
kind of siategy in the committce thal I co-phair, The pecple Fm
working with are people working directly in investigollons,
enforcerhent, and shnilar activilies at e law soclety, They're not
the politicinns; they are the people who are doing that work, T have
not heard of any specific examples, but [ will say that, -while this
only deals with cash, our no-cash rule picked up somé exceptions
that come oul of the federal reguletivns—aithough, of course, that's
ahont suspicious transactlons and lupge-cash veporting, T ean't recall
whether this s right out of the roguietions or whether 1t slmply
seemed like a pood idea Lngk in 2004, but the no-cash rle includes
an exception fer moncey that Is patd as & result of u court ordor, which
could include exnatly whal you're talking abopt.

We've sald thet we don't think its an exacption that we should
meintain, We think it should come out of the rule. Agois, that's only
dealing with cash, but we looked at it and sald il's a clunky way to
laurder money, but if You're 5 major corperation with o major
contract wilh very high stakes, for example, it could nonetheless be
en cffeclive way fo deal with large quantitics of moncy, and we've
laken tliat out.

Beyond that, T can't say that T have enything mere specific fo alfer,
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Mr. Dan Albas; A court order Is {ssued awarding dampges, -and
then money Is transfemred from a foreign jurisdiction into Canadn, Ts
FINTRAC awarte of that and of the ratlonalé for that? If someone
was {o hove multiple phyments 'over a. period of lime, pethips that
may show yp,

T'mnot privy (o whellicr or not this.is somothing thas done in one
big shet at a lime or if il's done over a Series of different contracls
being brokered with difforent entities,

To me the question {5, are we creating a. strugfural ability where
we're allowing cur courts...? To bo fair, when.T oIk to people, maay
peeple feel that they're not abie 1o see (heir oase os.quickly as they'd
flike, Pd fike 1o know If {his is a amall problem; or oven If it {a o
problem, and whether or not there should be some oversight of some
of thoso court orders to meke sute thay FINTRAC or the law socletics
are able-to nccount for them end {o flag them if there's an [ssue.

* {1620)

Ms. Frederica Witson: Tl say one ihing and ther defer. o Ms,
Johnson, beeause [ think she may have more Insight to offer than 1
do on this. ,

Your question really demonstrates to s the impordent point 10
kesp in mind, that in many cases and many (ransactions, {heré are o
number of players, sore of whom have reposting obligations end.
somo of whot may nof. The courls don'l and, of course, lawyers
don't, but banke do, s olways importunt, 1 think—and wo've talked
aboul this a Ial in our work-—1to think about that web.

On a tangentially relatéd polnt, wo are concemed about the Fic!
that it |s possiblo for somebody to deposit money Into somebody
¢lse’s necount, I€ you are o Jawyer with a {rust account, 11 Is possible
for someone fo go lo the bank und deposit cash inlo your trust
ancount or in another form, and you can'l stop it, We've tatked 10

.banks. There's some possibility of flagging the- acconnt—ihey're
supposed to phorie—but i's. very porous. We are unable in meny
dases 1o get that fnformatien from the banks as to who made the

deposit,

T montion-that only bedause it's a tangled web with many playess,
uach of whom may presenl a risk end may have 2 role (o play in the
monitoring activities;

I imagine Ms, Johngon heg more,
The Chalr: Ms, Johtson, go ahead.
Ms. Morn Johnson: Thanks very much,

1 think you, ruise a fuscinaling questlon, and T don't know (he
answer, bus, It ralses n much farger Issue, whicli I think 1 touched
upon when T ralked sbeut EDC, The stattle that you're reviewing and
all ¢his work that you'se dolng s really focused on deposits and flow
through, which Is where the major risk of moncy laundering is.
When & trust. account js uged for flew through, Tike a real cstate
transaction, Lhal's whore there weré really huge risks—in the ofd
days they togk cash—and il's the same with financief jnstitutions.

Howevet, thal's not the extent oL all the risks. They are just the
anes the siafute focuses on, Tknow thiat the law socicty riles include
things like client.(ees and bail. There are other exceptions as well—
egain, wiiere il's nol a fiow through. It's the same Wil some of the

wles for financial Instnittons, which is why EDC is not covered al
atl,

This might be = larger theme that the commities might consider
looking at money laundering risks or risks of receiving the procoeds
af erime In coses whero you're not looking st & flow through, if fhat
makes scnse,

The Chalr; Thank you, ull

M. Dusseouit, you have seven minules,
[Transtation)

Mr. Pierre-Lue Dusseault (Sherbrooke, NDP): Thank you,
Mr, Ghair.

First of all, T would ke (o thauk all the wittesses for being here
and for the sage advice they are giving us.

Ms. Johnson, you islked shoutn
[Engiish]
verified and risk-managed roglsiry,
[Transiation)

Of course, that is (nfended (o make sure that the information is
cxacl, realistio and, let us hopé, roguburly updaled,

Can you give the commitlea sn exemple that shows thet such a
public registry is trustworthy, meaning that the suthorilies éon verify
whether fie information that people plve is ncgurute? Are there
places where the suthoritiés have strong enough powers to make sure
that the reguiations are complicd with?

Ms. Mora Johnson: Thank you vecy much, That is a very good
question,

Wign E.regsearohed thet questicn in preparing my repot], 1 s no
vxemples, but everywhere [n Evrope, people have beon wondering
whether the reglstry ‘can reatly be t_rus&ed.

[Eunglish]

‘To go one slep further, cummently the federnl government togisiy
for carporations is completely passive, People send tho informetion,
you create 8 new corporation, and the informption simply gets
wansferred Into the reglstiy. There e no verifications right now, not
even 13 checks, nof oven to shew a drivers lleenco 1o confirn that
the person even exlsts, OF course, ft was never grealed for antl-
mopey-lgundering purposes, However, this could be changed with a
registrr who is able to do those kinds of verifications,

Obviously the more verifications they do beyond ID checks, the

‘more expensive, cumbersome, end compliceled the, pracess ls. A

risk-brased process might also work, which means that the person is
someone with complisnce skills, someone who underilands how
corporations are formed, and so on, and whe s able to flng
suspiclous things, meybe send reporls to FINTRAC, maybe contact
the corperation Jor more information and ask for more documents.
This 5 what we have in mind, someone whio 18 able {6 really uphold
the rigour of the registey.

ij
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#1625} [Englist]
[Translation] Ms. Shetle MacPherson: Thank you, Mz Dussegult, Thal's nit

Mr, Plerve-Luc Dusseavlts T would like to telk aboul.one aspect
that you pethaps did not get into, but I feel could present a danger, If
I am mistaken, you can correct nie,

Oflen, compuny sttuélures are very complex. The slruclure may
cxtend inie a number of counldes, A number of companjes do
busineds wilh foreign firms, in facl. They may shore pand of the
slrcture of those companies, bul they may be localed in countries
whers there is mo obligation to keep a registry of heuelicial
ownership. Coufd that be a danger7 Is it somcthing that the
committes should Jook into?

{Enghish)

Ms. Mora Yolmson: One of the recomméndations [ made in this
repart is that in any complex corporate slructine where 8 company is
8 100% shareholder of a subsidiory and 100% sharcholder of
another, or even more complex, the whoie chain be included and all
related companles he part of the disclasure,

The other thing is 1hat when we're talking gbout beneficiol swner,
we're really falking nhout the ullimate beneficinl owner. That culs
through all tho chains fo the ultimate ownars, However, you're
cgHainly right (ki in some cases, even for one simple corporation,
it's not always clear and obvious whe the beneficial owners are;
There's a conlrol delinition, which would typically {nclude directors;
and then there's n benefit or ownership, which {s who owng the
shares, for example, Sometimes in a Gmily-owned business therg
might be o patriarch who saciually has tho powers, pursuani to a
unanitsous sharcholder agresment, 1t dismiss all the dircoters, ta
hire and fite everyons, That person would clenriy be o beneficial
owner in the gonlrol erm, even iF they'te not lsted ay o shargholiier,
Tor example, or a direclorn

I's a repliy complicated Issue, which again requires a sophistl-
gated, knowicdpeablo registrar, Some arc basle, bul -otheis would
require the registrar to fo back and gsk more questions, follow up,
seek more doouments, end go decper,

[Transtation]

Mr, Plerre-Luc Dusseaults We have mentfoned diligenco in
verifiontion. I think that it wes Ms, Johnson wha mentioned mesis
rea, bul my question perhaps goes more {o tho Federalion of Law
Societies of Conada, As I am not a lawyer, T wil niot get into legal
ferminolo gy too much, bui I would Jike to ask dboul the dilference
between the hwo paredigms. The current appreach Is based on Jirens
rea, meaning ot there. has to be proof of criminal inlenl. With
ditigenee fn verification, sl ihal is needed i to make sure thut the
Iawyer or notary hes not tumed a bifnd cye to & situation that, to any
even marginally Intéiligent person, could appear suspecl,

Can you explain the differenco between the iwo approaches?
Whiat 15 the current sifuelion? Should we move lo ¢ syslem based
more on diligence in verification instead?

My, Morn Jehnson: Are you asking me?

M, Plerre-Tte Dussouult: Actusily, perbaps Ms, MacBhersen
can answer first,

excellent guestion.

In the reguintory wottd, 8 [ewyer can commit an infraction of the
nles intentionally, end that would be something that would be hot
only professlonal misconduct but likely also edminel mlsconduct, IF
seinchody were knowlngly erigaged in moncy laundering, for
example, they should bz caught by law society enfarcement, but they
wouid alse be caught by the lamger criminal aystems that we have,

Lawyers can also be (orgeted for breaching rules beeause they're
acling negligently or without oversight, They don't necessarily have
fo intentionelly mean lo poricipate in money laundering (f thelr
praztices and strugtures arc sloppy of careldss. IF il's an oversight,
that con be n breach, end lawyers can bo disciplined for breacking
the Jaw soclety code. A good example is client identification,
Sometimes lawyers get husy, They may not propedy identify their
clients, They don't Intend fo brezk that rule, but those types of
Tailures should be cavght through a law socibty auditing process, and
the lawyer can be disciplined for that aven though they didn't intend
lo braach it, The negligent performanee or the fack. of atiention to
delail doesn't need to be intentiohal,

That fy the strength of having a number of different layors, The
law soclely can ael not only on inlentional wrongdoing but also on
nepligent wrongdblng, atid even on wrongdoing that occurs simaly
because you belisve you're doing tho right {hing but you don't
comply witk the rules for whatever reason, ‘That could still be 2
brench, It may he n defence, in terms of how you déal wilh a
complaint or prosceution, that you've fifed to do your vety best, but
it can. cerlninly be-u breagh.

I don't know, Ms, Witson, if you want to add anything.
(1630}

Mg, Bredevles Wilsun: 1 do very briefly, I'm respectful of
cverybody's time, I staried my coreef s & criminal lawyaor, It's been a
long time since T was practising so I don't want o misspeak, but
there is very well-developed law on meis req, ond sirict and absolute
liability offentes, They are fied, {n-part, 1o the consequences thal
may prevall. If therels a risk of fmprisonment pnd so forll, Yiere are
higher standards required when we're talking about ihe criminz law,
and of covrse quasi-criminal, which can be regulatery offences.

My only comement on. this would be thut while, of course, it may
be interesting lo explore & lower standard of proof; which it what
we're talking nbout, you need to proceed cautiously in that area go rs
not to tun 1p opatnst what is, ax T snid, vory well-cstablishéd lnw on
whal is pennissibte. This has to-do with the chatter It iins to do wilh
your charter rights and your ability to meke full answer In defence in
the facé of serfous polential sanctions.

The Chalrs Okay, Thank yeu all.

I'm turning to Ms, O'Connell for seven minutes.

Ms, Jenoifer O'Connell (Pickering—Uxbridge, Lib.): Thank
yau ail for being here.

=5



10 ) FINA-138

17

March 21, 2018

I'm guing to siaet with Ms, Rickard and Mr. Land, Ill get you in
this o fitlle bil. Ave thefs any requirements—and forgive me If you
gafd this at tho beginning and I didn't ecalch {i—o report lo
PINTRAC or other bodies large sules of jowellery?

Ms: Phylils Richavd: Yes, thero are, Are you referdng to large
eash {ranections?

Ms. Fonnifer O'Connell: Not just cash, but I contd sed this being
.4 very neat woy to fsunder some money. What's tho requirement
then?

Ms. Phylis Richard: Large cosh iransections, over 310,000, must
be reported lo FRNTRAC, If there is 4 larga transoction, but I is not
rosh, the only reporling requirement there would be I, in some way,
it were suspicions or you knew that eriminal aetlvily way invelved.

M5, Jennifer O'Cannell; You mentiencd at tho very end of your
intervention that an area of concern Is auction houses. Con yen
slaborate? That's kind of whare your delegation then ended,

Ms. Phyllis Richordi The thing with auation housés is that.al the
mement, onc con ge info o jewellery auction... Thers are many,
jany of them across the eotmtry, Sotie ingve, somo are penuanent
fhiouses, and gome of them are shsolutoly ltegiimately good
budinesses. You can go in thers and liferally have $200,000 in cash
and there is no tequiresnent to repost lo FINTRAC that kind of
trznsaction. There's no requitement for n suspiclous report cither,
other then if there's a good corporate oitlzen, they would hopefufly
slert law enforcement. It is 8 gap within the scctor that could be
tightened up.

Ma. Jeanifer G*Connell: What ebout on the other side of It with
suction Nhouses, if individuals have wador the $10,000 cash limis?
Let's say they¥e right have $8,000 or £9,000, so the jowelicr whera
they're purchasing the items doesnt necessarily immediately flag
thal, However, if you acquite several picces of thut value and then
walk inio ok auction house to sell them, basically, In an‘estate sale or
An eslate bype situatlon, whnt are the requirernents for ayelion houses
1o know their clients, for the sale of this merchandise? Are you aware,
of any?
. (1635)

Ms, Phylils Rlchard; I'm not aware of any, other than, obviously,
if'n stranger [s walking info any kind of sales environment, the soller
wants to know who ihey are or at léasl know that they're verified,
and {hat If they write n cheque, the cheque won't bounce, and that
sort of thing. There’s no actual requlrement,

s, Jennlfer O'Comnellr Pm going fo um back to the law
geciety, Con you tefl me how many audits heve occutred sposificatly
as 8 resull of {hc money lsindering, anti-lerorism financing
roguiatinns over, [et's say, the lust five years?

Ms. Frederies Wilson: The simple answer is no, beeause of fho
pofat I made cadier about how the dula Is colleeted. What T can toll
you {6 (hot law sopletles—all but our tiniest law socleties.... And as
you'll apprepiate, wo have threo norhern law socielies thal are
required to do all of the same (hings s (he Tasger low socictias, but
they are very, very under-resourced, so they face more ehallenges
with some of these activities and need (o fum t some of their other
Fellow fmy sozietics to help them with this, it may be a fittle more od
hoc, but all other Iaw societies have regular sudit programs that are
random, I can toll you that the frequency rargos. For exemple, fn
Prince Edward Ialend, ihey sudit every law {imu wvery year In

Ontario 1 wauld bé rouphly every law fim every five years. In
Manitoba, T beliovs it's something Jike every law finn every three
years. That just gives you & semple, ’

T mention that becausé when thay go In mid audii, in addition to
looking at good accounting practices and compliance with the trust
regulntions of the law soclely, they are looking specificully at no
cash, and clicnt identifiontion and verification. Tho way these pudits
ure done, s you cun apprecisle, is much the same es when have your
books audited In your eompsny. Your sample files are pulled, and iF
they have any concems about what they see, they pull more wnd Jook
at them, s well as looking st all of Ui actual ledgers and
ransactions, of colrse,

Ms, Jennifer O'Connell; I don't mean to cut you ofl, but iny time
ia. limited and 1 have several queslions,

1 recopnize those gudits. However, there's much more that the
Jegal ‘community could be dolng lo address money laundering then
just idenlification and cash, Ofontimes it's o lowyer selling up &
comuoration, seiting up arlicles of incorpuratian, seiting up ali of the
paramelérs ardund things thet may-acluatly bo the tools for money
Jaundoring and financing of lesrorism, So my duestions aboul apdits
are important not just in terms of the cash and identilicalion pelnts.

If law socictied &re essentially Belf-regulaling this based. on the
Supreme Courl declsion arcund money laundering and anti-jerrorism
lepisiation, how can they demonstrate lo governmenls and the
public, that the legal communily is adhering not just fhe idea of no
cash, but topreventing any susplelous behoviour (hat could be In the
realm of moncy lavndering and lerrorism financing? How &an wo, 83
legislators, feel comforinble—end I yead the Canadian Bar Associa-
tion: brief, and I recognize that's not in your submission—in saying
that the mejority of lawyers nre following thesé repulations? How do
we know that, [ there's no dala to suggest thel the andits arg being
dare as specifically targeted by this legislution? Flow can.we know
thils, and why have other common faw jurisdicdons been.able to have
more ol a micrescope and foeris on the follow-up in regulations 1o
ensure that this 8 sctusily being done, and not just in those two nreas
of identlfication and cosh?

w (1630}

Ma, Shella MacPherson: The law societles arc looklng. at
enforcement of the Tules that aetpaily replicate of mimor what s
conteined federally, Rather then having cnforcement oceur theough
that yehicle, tnw sooicties arc charged with enforcement, and lhose
are things liké cosh and mongy laundering,
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The other nrea of enforcement is 10 cnsure that lawyers' trust
accounls ar nof used for putpesés other than the provision of achual
legnl services. As we indicated, the mafority of Canadlan lawyers ars
alrendy governed by a rule in that regard, and, Indeed, fhere have
been proseculions of Inwyess who have uscd their trust aceaunts for
purposes dther than tho delivery of tegal services, in other words ag
repasilories of money inappropriately. The propesed new rules
would provide that all law societfes will sdopt u mile that will
prohibit lawyers from nsing their trust acoounis for purposes other
than connecled with the delivery of getunl legal services, That, T
think, will be on important tiing to bear m mind, and the law
socletios will be tooking for enforcement of those issues.

Tho issue or challenge gencrally with respect lo the sole of
comorations in meney laundeding Is that IF & lawyer sets up o
corporation, that cdrporation is n legitimate way of doing busincss.
The lawyers cin'be ecting complelely appropriatcly. The corperation
goes off and does ils busiuess. The lawyer hus no subsequent
nvalvement necesserily with thut comoration in ferms of ils
transaction. So arghably the responsibllily for Jocking at those
corporate struptures s vohicles of illegal notivity rests through the
corporale regisiry struclure,

Ms. Jennifer O'Connells Thot's the oxact point. When lhe
lawyers continue fo acl via the mechantsm of (hese corporalions
heogtise there is a profection, hecauge they are cxempt, there is & real
Lonciit le keeping the lawyer invelved in the cotporatioh moving
forward hecnuge they're cxempt for money laundering purposes,

Fhe Chalr; Wo'll have to end it thero, Ms. O'Connell, You're over
your titng, bul Ms, Yohnson wants to add to {he answern

s Mora Johnson: [ would add just ono smaoll supplementary
point 1o what wag alrendy said, which is that there are numerous
chses where the lawyer will actyally act ag the nominee shareholder
or direclor, When law enforcement or banks or wheever are seoking
informetion aboul the. henefictal owners, the Jawyor will say, lhat's
privileged, soliclior-client information. That hes definilely been an
issue. ARthough, egnin, if the povernunent passes beneficinl owner-
‘ship...changes corporale law, then thal. would remove any privilege
from thai information. At that point, {i's dot privileged; in fact [will
be avuilable in a public regisiry.

Ms. Jennifer O'Connellt Thank you.
The Clairs Thaok you, all.

Mr. Albag, We're in {ive-minuts rounds.

Mr. Dan Albas: Thaak you to all for our witnesses for eilendIng
{oday.

Bl start with the jewellers, Thank you for coming snd lalking
about your indosiry,

In regard 1o compliance cost, would you be ablo to share any
balpark figure on what the averago jeweller has o do ns far as their
administralive eompliancs with FINTRAC is concerned? Do you
hava any Itacking or any indication; whelher it would be angedotal
ot somefhing that has heen bandied sbout in the Industry?

Ms. Phyllls Richard: We bave nothing cenerele whers we can
say that {¢ costs & number of dollars. Geing back to what my
celleague said, you must remember that se mony of the jewellers in
Cannda that are caplured are small Independent businesses. Some-

times thero are oply five employees. To develop ond maintaln an
unli-mency-faundering compliance regime can be quite oncrous,
because they're reabtly not structured In that way,

If you took at n financial institution, for example, it's top-down,
il's corpornte, and everybody falls into line, Jewollers Just aren't like
thet, I realty don't have an answer that T could give you thot would e

M. Dan Albas: Do you know whelher FINTRAC has done any
consultations with your industry to degl with this, (o create sowic
type of standards? We had o wilness, the other day who felt that his
understanding of the nidos was made only expressly clear afler he
was taken to court, that he had cortain obligations.

_ 15 there any forward guidance to your industry or consullations by
FINTRAC?

®(1445)

Ms, Phiyllis Richard: We've been telking to FINTRAG for nfmost
a decude now,

Mr. Dan Allas: Do they talk back?
s, Pliyllis Richard: Yes, thoy do,

On a very positive side, though, we recently bad a meeting with
FINTRAC whero we really looked gt the-sector profile, T think we
really lumed a comer in heving them undorstand the uphill battls for
& lot of the gmnll businessus. There is distogue golkg on that s
beneficial to beth,

M Dan Albas: I could pul mysell in the shoes of a jesvetler who
wolid say, “Gee, if [ sell theso earings as a pair, I'm going 1o have to
fllg & report and maybe | don't have lime, so Tl just ring them upas
$%5,000 apleco and then not have to do a submission.™

T's really important that FINTRAC enguge with your industry and
that there's @ belter underslanding of everyone'’s abligations, as well
ns what the costs are, because I thero's no mensurément and the
process f5 onerous, thai viight be anether fssue:

M, Land.

Mr, Brian Land: There are bwe reafities out there. There sre the
chains such ns Peoples and Birks, and sd on. In thol environment, lhe
system fs nutémated. I here I a transaction for cash over 316,000,
the zystem demands the information before the sale can be pracessed
through the point of sale,

For the smoller jeweller initipily, that's whore the cosls are up
front, nanely 1o selting up thelr complinnce syster and following all
the restdictions. On ot onguing basls, the costs arc not a3 significont
onge they have the compliance In place.

One of the things aboyt our association s that we have a benelit
for our members that hooks them up with e toof kit tat makes the
process easier,

Mr. Dan Albas: Obviously yogr membership is voluntery, not
farced or compelled.

My, Brian Land: Comecl.

M Dun Albast 'm sorry, Mr, Land, I don’t have enough time.1d
like fo fro to the Federation of Law Societies again,
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in regord lo the abittly 10 send enses to law enforcement, you said
thet semetimes they're just not interested, 'd fike to heara title more
-about that,

T also want to hear more about the cases where someons decides,
“You know whai? There's an investigation geing on. 'm.gaing to
parachuie aut. I'm goling 1o resign and no longer practice as o lawyer
or a notary, or whatever lhe associntion is." What mechanisms prs
thete, then, for your syster in terms of accountahility? If that's the
cnse, does the case just stop or does it gel sefored o low
enlorcement?

s, Frederiea Yilson: 1 want to clarlly one thing. I dow't know
tiat Iaw enforcement fs not inlerested. It may be a resonres question,
or it may bo a response 1o the fact ihat some action has.been taken, so
1 don't want to smenr law enforcement,

When a member is under aclive Invesiigution or has been clted
and is in the middle of a hearing or awaiting & henring, they are not
simply permilied to resign, Thoy must apply for permizsion to resign
or o withdraw (helr membership. The law sociply wil nof
neeegsatlly agreo to that if thoy think, for example, that ths
conscauence of n successfyl proseculion will be disbarment. Thal's
importanl,

Even if in spproprialg clrcumstances they pemit the member o
reslgn, they il have the capnoity end do shere infermation witl lew
erlorcement.

Mr. Dan Albast Okey.

Tust briefly, op andits, you spld fhat QL varies fn different
Jurisdictians, Tn Manhoba, i's every threo years, and five years in
Oniario,

Do you feet it is u good thing to huve yarious stendards throughout
ihie country, or do you think there should be & unlform auditing
process, because FINTRAC daes not apply here, fhough it applics to
every other industry. I understand we'ro #'commion Jaw country, bug
with a charor, 50 we haye lo do these littlc workarounds.

Do you belleye there shouid be s uniformi standard lime for
auditing?

My, Frederica Wilson: T do think there should be & uniform
slondard, snd we aro working on lhat. However, the reality, of
caursc, is that when you're regulnting 50,000 lawyers, as the Law
Sociely of Onlario does, compared o regulating o fow hundred as
the Law Society of Prnce Edward Tsland does, there are resoirce
challengos,

However, § want o add ihat In additlon 1o the sort of perjodic
random sudit process, law socletics cngage in risk-based audits,
They will target for re-suditing any law fivin that they've gone fnlo
and had eoncems about, They nlso engage—again, it tendsfobene
targeted way—in praclice oudits, where they'll heve a more
coraprehensive look 8t o Taw fiom. The numbers T gave you are
really {or the random audit process,

»{1650)
Wir. an Albas: Thank you.
‘The Clialr: Thank you,

Mr. Sorbars.

Mr: Froneesco Sorbava (Vaughan—Woodbridge, Lib.): Thank
you for your commenis, everyona, T don't want 16 repeal whal my
collzagues heve spld. T am going to try i Keap the questions shorter,
if ] con,

In terms of tho subinission that was pravided by the Fedecation of

Law Soclelics of Caneda—und everyone can open it up—io your-

peint on heneficlal owaesship, basienlly what you'vo slated is that
even i we have rales on, benefivial ownershig, if we don't have 2
Teglsiry, It won'l be effective,

Ms. Shella MacPhersont Thal's correot,

Lawyers cen verify.., It makes verilying the hencficlul ownership
very, very challenging, becauze FINTRAC has sald that. simply
asking your client—verification through your cliept—is not
sufficient.

There's ne degree of enforcement, There's no degree of verifying
{hat that Information is in fact accumic, That's whese a publicly
accessible register, with the abllity to bave some-tigour eround that,
would aid o1l lawyers, '

My, Fravceseo Sorbuarar Sccondly, Ms, Johnsen, you cormmented
on tho feet that what we need Lo be ble to discover is whether o
lawyer is representing a third parly, You mado & comment to that
effecl.

Cats you claborate on thut comempnt you.made?
s, More - Johinsoin Sure,

One of the challenges with law enforcement and dn this whole aroa
15 thel olten, for peifectly legilimote reasons, eorporations will create
olher cofporalions lo run investmeénts, or lawyers will not as
nominees, or they'll be trustees acting on beholl of benefieiaries,

Théra are all kinds of eituations where a thitd parly will be ecting
for someone clse, Espeoially i that person controls the financlal
levers, it's not at all obvious that they'e a third party, not. the
principal.

In cases whero thivd partivs rre acling, T think it's critical that they
mzké barks, lawyers, trust companies, and government officials,
including the registrar, aware that {hey're a nontinee, and what the
names are of the bencficieries or fho persons for whom they'to
acking,

Mr. Francesco Sorbara: We could, in your opinion—end
obvlously, {he others, please ¢hime in on this—get 1o 1 point where
you could sel up a regisiry, have the dale avatlable for... | think the
commenl way “must be fil for due dillgence basis™ without violnting
—1 am not 8 lawyer; so if I use language hat's inepproprinte, excuse
me——or prolgeting the soliclioralient privilege.

Ms. Johnson.
Ms, Mora Johinson: Would you Hke 1o take that fsi?

s, Frederice Wilson: Well it depends on whom you're nsking
for the information, Il you're requiring the corporation to file {hat
informatlon—if that {s & requirement of corporate law that you
provide—as you now have (o file 8 vadely of information for
publivly traded corpdrations, then it would have to go In the filing,
50 the corpasalion could not be ereated and would not exfst.
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IF you're talking about this ex post facto, usking lnwyers who the
henofisinl owners of corporations nre; that presents potentiaf {ssues
with regard to solicitor-client privilege, That's ons of the rcasons wo
are 50 supperiive of the idea of benaficial ownership registries, It
becomes a mutter of corporale law. s simply 2 requirement like
many others,

In addition {6 thase situntions in which lawyers are creating
corporations——and they would heva fo on behalf of their clients
comply with those reguiremenis-—there are other sifuations whera
lawyers sren’t involved in erealing the corporations but where we are
zeéking to impose an gbligatlon ou them to know wha the beneficial
owners ave. This wili provide @ mechanfsm for them (o be able o
verify the information they get fram their clienls,

Mr. Franeesco Sorbara: In iho Buropean Union, it has been done.
for a nimber of years, Wib regard to. thair roglsty, have they been
able to do jt without what I calt "lnyering”, adding tosts to enlitfes
doing business? Have (hey beén able to do it efficientdy” and
effectively?

*{1655)
Iy, Shella MacPherson: That's our understanding.

One of the challenges of dolag it at (he local Jawyer leval s that
every Jawyer will have verification differently and the [plenients-
Hon will be uneven across the country, If there is a national registry
—and I've read some of artlcles thal you've done on this tepic—(hat
is likely the most cost-efficient way of achieving the ultimate
objeclive. OF course, this is also & provincial-territorial issiie as well,

Mr. Francesco Sorbara: I was golng 10 comment on that,

In Cunads, 1 wauld like lo have a naticnal securities regulator, i€
cnit sey thot, Would the samo sont of temitodal-provincial-federnt
issues arise in unizon in having a nalional regisiry for bepeficial
ownership? ’

Ms. Shella MacPherson: Very much so.
The Chalr 'We'll have lo move over {o the other side,

However, on ihis point of the lack of a cenlral regisiry, de you
have rny suggestions on how to deal with the provincial -aspect?
We're talking about fzderal jurdsdiction hore, Is thi only way to
addross that {ssue with meotings and apreements befween the
provinclal and federal ministers, or are thers othor ereas to deal with
thut problemn? You're only dealing with part of the equation when
you're looking at the feds,

Do you have any suggestions?
M. Mora Johnsan: Maybe I can take n first—

The Chair: Or what's th¢ gep thai's Je(l when we dou't have the
abliity 1o deal with tho provinclal side?

Ms, Mora Fohnsom: As you're aware, carpotalions csh be
ineorporated federally or provinclally, Provinces are rasponsibic. for
partnerships of qll kinds: There are other bosiness amangements as
well, and irusts, Thaot's elsa provinelal,

My understanding, from the announcement made by the fnsnce
minialers in Deeember, is that all the proviness hove sgroed to make
changes fo their corportie Tnw glatute lo require the diselosure of
beneficial ownership information. Hs an excellent beginning.

In ferms of the crelion of reglstries, because of federab-provineial
respansibfiliies, my propased solufion—T mean you cait'l et awsy
from those responsibilitios—would be that there be co-aperation to
et up o singfe porlal and starch engine that gould pull informalion
from &l of the regisires,

By the way, these registrics already exist, Thoy're called “business
regisries” or “comornate registries”, They don't cirrently contain
beneficial awnership information, but they could, ‘They could be
amended.

Undotibtediy, it will be a bit of o pulchwork over lime, bitt
piresimably with the commitment, whith exists right now, we'll get
{here, Tl would be most convenient for businesses Lo liave one scarch
cnglnc thal cad puil alt of the dala from all oF the registries at-once.

The Chairt Thak you, That's very kelpfl.

e Kelly, five minutes.

Mr. Pat Kolly (Calgary Rocky Ridge, CPCY: Thank you.

Gofng back to a rematk that Ms. Wilson minde eorly on In ihis
miecting-—=and I know that Mr, Albas touched oo this as woll—you
mentioned the Iack of enthuslasm for prosscution. You specifically
identified mortgege froud. I know something of the prevention of
modgage fraud from my professional life prior to public life, [ was
pleased fo hear you acknowledge the lack of cothusiasm for
prosecution of this, because it's renl.

Al a previcus meoting, we had some discusslon of this, and I'm
plensed that you were able.to gat this tnto the record, There is often o
lack of cithusiasn for proseention of frawd in generul, ond morgage
fraud is o parlicubur type of fmud thal is often denc |o facilinte
money laundexing.

What are the solutlons sround this? How- can we. get low
enforcement to encourage the prosecution of fraud? It's a serious
crime, ond ong it seems that law enforcement agenciss throw their
hands up over.

Ms. Frederica Wilsont Well, I know from the faw soclety
experience that fraud is complex and difficult to investigate, and
difficult {¢ prosecute as a result—cedainly one thal has any
sophisiteation to 11, Therefore, these Investigafions take quile a.
commitlment of resonraes,

Tt not expert on law enforcement, bt i T liad to guess, o Taw
enforcement agericy would look at an individual who is patentially
puiity of morignge fraud, sec that they have been proseouted by thelr
law goclety, ges that thoir law society hns disbarred them—it woutd
aimost certalnfy be an offence that they would- get disbarred for—~
and sce fat a polentizl viclim has been eompensated through the law
soclety’s lavwyer-funded compensation funds, 1 imogine that in the
world of soarce rosources, which I understand law enfbreement
Iabofirs under, it may scem like quite & lot-has been done in that
particular case. Therefore, the public interest imperalives of a
prosccution muy be parfially satisfied,

il
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From my perspective, a huge part of the solution (s a resowrce
question. OF course, T know you've heard this, es Tve read he
lestimony so far before thacommittes, | know there are many people
saying that there uro resource preblems, which are pard of the
cholicnge for FINTRAC, for example. T.suspect it is. a problem for
law enforcement &t every level, onc that requires money.

(1700

Tvir, Pat Kelly: Yet to my wey oftbinking, your ewn answer fo the
response parially debunks that question of resources. :

When the law soclely or another professionnl regulelory body
actuolly does: confribule the resources, professional Investigntive
skili and prosecutorial skill, the law soclkty would have ils own
tawyers who prepare 8 froud case for o disbarment process, Its thie
same thing, i my experionce, with the Real Eslate Coungil of
Alberia, Tt has resources Lo investipate fraud and to professionally
prepere o dase. I's almost ke the cage is then handed with a ribbon
an il to public prosseution or {o Inw enforcement do go to that next
stage. Ts thal not the ouse?

M, Frederlea Wilson; I think there are two imporant things to
remember, Tha first is that law socletlss oxist solely for the purpose
of regulating the profession in the public's [ntevest. T believe, fkom
what 1 sce; that they take that responsibility very serously, They
woyld fecl that they have no optjen but to proceed,

They also have.a lower burden of proof, The sfandard of proofia a
lnw' sotlety proseculion doss no! have to meet the threshold of
“beyond a repsonsble doubt"™, It's not a eriminal prosecution., I know
thal when Jaw enfotcerient and provincial and federal prosccutors
prs looking ot fgsuts, they look at the Kkelihoad of conviclion, The
fach. that there is a_higher slaudard of proof {0 be mel Is sometimes a
yeasan tiat {o proceed with & case.

‘The Chinlr: Mr. McLeod.

Mrn Miehae) McLeéod (Northywest Terriiories, Lib.): Thank you
to-all of you for coming to present here today,

1 have n questlon for the fewelless. 1 come fom the Neorihwesl
Territorles, We have a number of dinmond mines operating thore, We
have ngrezments with the diarmond mines fo provide the rough stones
fo different polishing companies, different people who, are poing fo
cut and polish them, I understand that the industry s faicly well
tegulated in fermis of the finithed product end that type oF jewellery.

Do e¢ither of your organlzations provide overs[ght for the
organizations that lake In these sough stones, the stones thol are
discoloured, (he stuncs thal are nol'as desired? Qver the years, Uve
seen companics come into the norh from different contries. They're
foreign-owned. Once they have the stones in their hends, who's
watching? Thal's my first duestion. :

Ms: Phyllls Richards I's an interesting question.

First, under the act, miness, culters, ond polishers sre not covered,
so the aet doesn't apply o them. That sald, government cerlaloly
wanls royalties from fhe resourco that comes on of the ground, sa I
imugine §{ would be Naturel Resources Conada or anbther
govemment agency thal would be monhtoring that sorl of thing.

The vast majority, in fiet to my knowledge ofl the rough that
comes out of any mine anywhera in Canada feaves the country and

goes o a sorting facikily in Antwer, London, or semewhero clso,
and then some of it {z selimed. I could be wrong on this, but T think
oven the small amount of rouph that Is cut and polished in Canada,
which is diminishing all the time, has fofi the country and comes
back, Tn there sémewhere would be atother government dgency, §
think, thet weuld have oversight on it

»{1705)

Mr, Michae! McLeod? My next question is also for both of you
bocouse 1L wasn'l cleat fo me and I didn't understand the use.of cash.
Is it stili possible for somebody ta buy large nmounts of jewellery
wilh cash?

Ms, Phylils Richerd: Absoluiely. Yes, cerainly, 1 woulde™t say
it's a ¢ommon occumence, Of course, FINTRAC can spenk to that
becsuse of gll the cash transactions thet we repor as a reporting
sector, b, certeinly, cash can be used at-retatl, atthough, sgain, the
most common form would be debil card or eredit card In. torms of
puying for & pigce of jewsilery.

Mr. Michadl MeLeod: How obout digitsl currencies? Is thoj
something {hat your ihdusiry i5.? Is that 4 common jractice?

Mo Drian Land; No, to my knowledge digitel cumrenicles are not
used In Crnada,

Mr, Michacl Mdleod: Okay, thank you.

My next question 1s for the Law Soclely of Canada. It was
mentioned that there was really no eversight of the lrensectians that
happen in your membership, It's based on trust, and it was mentioned
that FINTRAC didn't have a role anywhere In i, Would thai be
something that could be Incorpomted so thal more people would
have fazith in the ayslem?

Ms. Sheila MacPhersen: | think, M Meleod, IFthe tuke-away is
that there Isn't any oversight; thot's not eccurate, 1 think there is
oversighl in ensuring the enforcement of the no-cash rule and he
clfent {dentification rule, which mifrror the federal rules and, fn some
cases, are strieter thun the federal rules in that we're not allowed fo
take ns mich cash. For exainple, it's 37,500 insiead of' $10,000 in the
federal rules. There fs oversight in ensuring the enforcement of those
niles, and there's aversiphl in ensuring thal Iawyers comply not only
with those nrles, but aiso with thelr profissionnl obligations,

Where (here ore concems that a lawyer may be an unwitting dups,
for examnple, of o money laundering scheme, then there can he
zoporting, and Ihal lawyer can be investigated and scrulinized
throught the rogulatory process as well gg the criminal process, so
thers are & couple of different layers of pversighl. With the new
proposed rules, we wilt bo looking &l even greater oversight and,
hopelully, a grepter collection of datn that will silow us to come back
and lalk about that oversight in & way that makes sense.

Mr, Miclael McLeod! Does that inclede PINTRAC?

s, Sheila MacPherson: Yes: Um going to ask Ms, Wilsen fo
answer thal.
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Ms. Frederden Wilson: Prior to the introduction of the oflent
identiffcation and vevlficutlon mles, we had extensive discussions/
negotiatfons with the Deportment of Finence and FINTRAC lo
explore ways that we might be bl to avoid the consfifational baftle
thal ‘we then had. Thare was, -4t thet time—and I antficipate there
would be now-—a willingness to try to work wih those organizations
in 2 constitutionaily complian! way.

What docy thal mean’! it means thgt the information that lawycers
obfain from Iheir cllents in the coursc of the solicitor-clicut
rolationship-~and that is distinct from semething you miglt do; s
purely business and nothing to do with providing logal -advice 6r
reprosentation—is profetted by sclicior-olient privilege. Lawyers
are no more atfowed {o share thel, fo breach that, (han anybedy else
is, because that is ilie law, and tho privilege belongs lo the client.

There is quite a lot of jnformation that could be provided 1o
FINTRAC, for example, in an sggregate form, of ways (hat idenlify
potential paiterns via typologies ond so forh, as Ms, Johnson and 1
were falking about before. The reoction of FINTRAC at the lime was
that they woré not intsrosted if' we were hol lalking aboul enforcing
the federal regulotions. We remain wilting to talk.

* (1710}

The Chale: Is that itf
e, fichael MeLeod: I have one more question,

The Chalr: Go shénd, the fleor is yeurs,

Mr. Michae) McLeod: I'm just curious because 87,500 is & Jot of
money-—Lo me, anyway. How comimen is it In your field, in your law
‘soclety, {o have people walk in wilh $7,500 worth of cash?

Ms. Shella MacPherson: It's ol common-at-afl. I know thal the
no-cash rule in the north encountered some challenges in smalier
places, because samelinies- you go Into the commuriity and
soncbody wants Je refoln.a lwyer to do something and 1hay only
have cash because lhey don't often lLave rendy access to bank
accounts or cheques end thel sort of thing, Thai became an importerit
Jimiting issue for us fo try to deii] with, o make sure that we were
able le allow peopie in smufl communities, pechaps without access 1o
checking aceonnts, to still have access to logal services. Tomt tell you
that it happens veey rarely. § cant think of @ time in the Inst 20 years
where I've come scross thal amount of cash in my owa pragtice.

s, Trederfea Wilson: Just Guickly, it may interest you to know
that we surveyed that in the work of our commilles. We went to
cehmninal lmwyers, in particutar, thinking thad they might be more
fikely recipients of-cush, and ifs aclually not commean, T think what
Ms. MacPhermon soid s absolutely corpest. It is vely much e
oxception these days,

The Chalr: Okay. Thank you, all.
We'll turmm to Mr. Dusseault, and we will have time If somgbedy

else wanis 1o ask one more question, or for another round of five
minules. Lol me know.

M1 Dusseaulz.
[Pransiation]
Mr. Plerre-Lue Dusseaglts Thank you, Mr Chair,

My question is for the jewcllers,

Like a nomber of us arpund this fable, it really bothered me o
leam that you can ge and buy pleces in an ouclion house withoul
onyont checking the identily of the ownors of the items or their
provenange, Perhaps we shdauld examing those igsues in more depth,

As [ understand it, jewellors aré required to dectare lransaclions of
more than $10,008. There are other areds involving luxury itetns,
such gs the art markel, where pleses may be proceeds of crime, To
vour knowledge, are you the only dealers in the Iuxury goods market

—I am not surz if T om using the rght fetm here—(o hove
obligations to FINTRAC?

[Euglish}

Ms. Phyllis Richard: First, if 1 mhy just clavfy this, auotion
houses may have Uieir cwn réguirements for fdentification, but (herg
is no requirement for them ta reporl it further to FINTRAC,

To your point about olher luxary goods ontside of a fiouse, no, we
are the only ones so far captured under the act, In thie UK, for
example, Mstead of the requirement being for a pertlewlar Industry,
Yiko jawellers, for exampte, they cafl them high-value dealers. Tt is
fllegal fa nceept aver 10,000 pounds in-cash unless you nre &
teglilered, high-value dealer. That applies 1o whether you're buying a
diamond ring, a car, a boal, designer clothing, anything. If you are
going to engage In that level of cash {ransection, you mus! register as
a high-valtia deoler. Otherwlse.it's Hlega! te accep! the cash,

[Transtaiton]

Mr, Pirrre-Luc Dussesult: That {s Interesiing.

T would now like lo come bagk lo lhe lssue of companles and
repistries,

Even if there were o aatonal public registry, how could we
prevent people using dummy names?

One person can arrange wilh anolher person, perhapg o family
member of someone with ne family ties st afl, to act as 0 nomince,
meaning that they do cerfaln things in someono else's name. Bven iff
thers were & roglstry, it wauld be impossible to find out whether the
person is acting in somcone elses name and whéther the profils are
going 1o that third person, who cauld be involved in sols of dublous
fegHimacy.

Is there n way of deteviing the kind of siralegy that [nvolves an
intermediary? Yon do not need a lawyer or 1 rotery to make youisel £
fnto a legal entily. Anyone ean do it al any time, How can we detoct
that kind of strategy?

(1715)
[Euglish}

Ma. Mora Johnson: That's an cxcellent question, and certainly in
the world of corruption, because politicdlly exposed people are 5o’

famons, its almost eniverse! to use an sssaciate or an agent.
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Banks commonly uso commersial ditebases like World-Clieck, I
don't ¥naw i you've heard.of this. There ere other ones s well.
When u new client watks in the door, they run {he name ihrough this
dalzbase, This detnbase flags a1 kinds of [ascinaling information,
including wiiether they're & relative or known ta be an associate of &
polifically exposed perzon, whether they'te on a sanclions list or they
have eriminal conviclions—anything that's in the, public domain.
Thomsen Revlers und different companies gather vast smounts of
data, and i1*s quite expensive fo have a subscription 1o (hat, bui banks
do this, They con ceriainly flag suspicious or red fags when an
innocuous person walks Into the bank, My hope would be (hat o
réglsiror would do lhe same, You can'l be sure, but it would create a
red flag for enkonced due diligence, more inquires and et sort of
thing.

Tho ctijer thing that's uselut sbout & registry, especiatly if it hus
rently good searchability, is tnt you can start 10 see cortain pattems.
For example, {I's nol-uncomthen for an ngen! vworking for o cormipt
person 1o wotk for many comupt people, and Their name will start
popping up mare fequenily, or you might have one address thet has
o surprising numbee of shell corporations associated with il, These
patierns are almost impossible to detecl, but if you get a large
amounl of date.you can start lo ses susplolous arens,

1 hope that's heipfid,
Tho Chalr: Okay.

The bells are ringing.
I woult Iike ta ask twe questions.

Mr. Land, in your statement you sald that you strongly belioved
that @ hetler undestanding of the fabric of your indusiry by the
Depariment of Finance and FINTRAC would Jead to more realistic
compliance requirements and fn tam & much higher rote of
compilance from your industry, What do you mean by thal? What
néeds 10 be dore these?

Mr, Brian Land: As you know fom our rematks, the jewelicry
induskry In Canadn represents somewhera in the rangoe of 1,000 to
1,200 doass. Thero are prolably 5,000 Jewellers in Cansdy, We
sperk for tho jewellery indusiry, but sfl jewellers don't belong 1y our
group, 86 ane of our chafienges is fo pél the word oul to other
jewellers fo help them undorstand the requirements, because we're
constantly pelling fecdback fom some of our consultants ond
pariners thal complidnce among non-membets might be facking.

The Chalr: Okay. Thank you,

Wo hope to avald meking recoinmendailons that will cause sny
moie constiintional wrengles. There's no dueslion that beneficial
ownership is one of the key apeos we have to iclude in dur
recommendations, There have beon some geod suggestions herp.

Is there enything elsc you wani to.add aboul closing these
loopholes, and are there any dther priime dramples we should bo
loaking at from other countrics? We understand that tho TWK. hus o
reasonably pood system, Do you have anything 10 add in thel aren,
Ms. Joliason? )

Ms, Mors Johnson: My final copument is that maay countries
have explored different types of registries, including ticred access,
There were Iots of questions about who shoubd have access to it, OF
course, law enforcement, tak awthorilies, joumnalists, invesligative
NGO, all kinds of people wanted aceess 1o it, Many countrics snded
up deelding it wus cheapest and simplest to make the beneficial
ownership regislry public, even though they hed started omt thinking
thal they would not do that, Many jurisdictions have now gone
public, including Germany, the Metherlands, and France, Il Yo
interesting to keeg un cye on where thal goes,

«I720)

The Chalr: Ms, Wilson or Ms. MacP'hsrson,

Ms, Sheila WinePlierson: 1 would Just. say that T think: thet the
devil wiil be in the detail in many espects. T think thero appears fo
be quitc & consensus perhaps emerging on the importance of
addrossing this issue within the legal profession, within the
commimity, and ameng Canada's ministess of finance.

It wilt be important jo have the légal prolession at the tablo,
ecouse we do bring & unitue perspeclive and wo would like to bo at
the lable. 'Wo haven't been at the table, for reasons relating fo the
litigntion, but that litigntlon coded three years ago and we would
welcome the opportunity to {alk through some of the challenges of
implementing the objectives of the legisiation, beeause wo all want
the dame thing In te final analysis,

Thank you so much for your time teday.

As o Inst thought, T shanld indicalo that this issue i3 one of the top
theee priorities of the federation, g0 it very much {s something we
havé cur eye on and we appreoiate the-opportunity to mako these
submlssions hero teday,

Ms, Frederlea Wilson: T only want 1o gay wilh regerd to the
comment nbout out friluse to have a ceniralized seoutdty regulator, £
think Ms. Johnson is ebsolutely right that the appronch o this lssuc
doesn'| require thete to be a single repulalor or o single registry, but
mnte (hat there be fntegration o thal the information Is nvaifable
gcross borders,

The Ciafri Okay,

With that, thank you alf for your information.
Cammitlee mambers, the bells they are a-tinging.
Thank yot all

The meeling is adjoumned,

EAN




24




26

‘.rr\!






Published under the nuthority of the Spoaker of
the House of Commions

SPEAKER'S PERMISSION

27

Publié en conformitd de Patttorité
du Président de In Chambre des communes

PERMISSION DU PRESIDENT

'The procecdings of the House of Commons and i3 Commit-
tees are horeby madoe aviilable to provide greater public
dccess, The patliamentnry privifege of the House of Commons
to conirol the publieation and broadeast of the proceedings of
the House of Commons and fts Committees 13 noretheless
reserved, All copyrights therelu are nlso reserved,

Reprodoetion of the proceedings of the House of Commons
und Its Commtittees, 1A whole or In part and In mny medivm, i3
hereby permitted provided, that the reproduction s nccurate:
and is not preagnted as official, This permission does nat
extend to reproduction, distribution or use for commercial
purpose of financial pain, Reproduction or use cutside {hiy
perindsaion or without apthorization ma{ bo frented as
capyright infringement in accordance with the Coppright Aet,
Authiorization muy be obtatned on wrltien application {o-the.
Offfee of the Speaker of the House of Commaons.

Reproducion’in aecordance with this permission does not
constitute publication under the antharity of the House of
Cdmimons, The sbsolute privilegs that applies to the
proceedings of the' House of Commons-does not'extend to
these permitted reproductionss Where n reproduetion-inclusdes
briefs fo o Comumitiee of the House of Commaons; nuthoriza-
timt for reproduction mey be required fram the authers in
accordance with the Copyright Aet,

Nothing fn this permission sbrogates or derogates from the
privileges, powers, Immunitics and rights of the House of
Comwons and Its Committees, For greater eertninty, this
permlissibn does not affect the pralilbition against impeachipg
or questioning {he proceedings of the House of Commons In
courts or otherwise, Thie House of Comptons retains the right
und privilege fo find users §n contempt of Parllament if &
reproduction or uge i3 not in accordrnee with thls permissien,

Les délibirations de la Chambre des communes ¢f de see
comités spnt mises & In dispositlon du public pour micux lo
renseigner. Lia Chambre conserve néanmolns son privildge
perlementalve de contriler 1a publleation ct 12 diffusion des
ii;‘.lfbéraﬂuns et elle posstde tous led droits dlanteur sur cefles-
€.

11 est permis de reproduire los déltbérations de 1a Chambre cf
de ses comités, en tout ou en partle, sur n'importe quel
support, pourva que Ja yeproducton solt exacte et gu’elle no
50t pas présentée comme verslon offlclelle, T n’est tontefois
pas permis de reproduire, de distrdbuer ou d’utiliser Jos
délibérations & des fing cormmercinles visant Iz réalisatlan d'un
proflt finaneler, Toute reproduction ou utilisation non permise
ou non formellement aulorisée peut Etre constdérée comme
une yitlation du drolt d'nulcur aux termies de la Lof sur fo
drelt d’attens, Une autorisation formelie peut 8tre abtenue sur
présentation d’une demande derite au Birean du Président de
Ia Chambre.

La veproductlon chnforme & la présente permisélon ne
constituc pas une publication sous Pauteritd de 1o Chambre.
Le privilége abselu gui s’sppliguc sux délibérationy de ln
Chumbre ne s*¢tend pog aux reproductions permises, Lors-
quune regroduction comprend des mémoires présentds A un
comité de la Chambre, {T peut &tre nécessnirs d’obtenir de
feurs nuteurs Puutorlsation de les reproduire, confarmément &
In Loi sur B¢ drolt daufeur,

La présente permission ne porie pas atleinte sux priviidges,
pouvairs, immunités ot drotts de la Chambre of de ses comités.
1I st entendy que cetto permission no touche pas Pinferdiction
de caniester on do mettre en cauge les déliibérations de la
Chumbre devant les {rlbunaux ou autrement, La Chnmbra
conserve lg droit ot Ic privilége de déctarer Putilisateur
goupable dloutrage an Parlement lorsque la reproduction ou”
Putilisntion nest pas conformne & la présente permission,

Also avaltable on the House of Commaons website at the
following address: hitp:/iwywv.ourcommons.ca

Aussi disponible sur e site Web de la Chambre des communes
A I'ndresse sulvante : httpifwww.anoscommunes.ea



28

) Canadian Jewellers’ s Jewellers

i Association ] . Vigilance

J 1518-2018 Celebrating 100 Years ”Q.‘,@ag_{ﬁ}af g
Aftidavli of .4?:,.,.-,&;;‘13%2;32526

sgom {or afflrmed) before me at

AR el vy
To: House of Commons Standing Committee on Finangg,;g:dayffmﬁff;%“ 2;—?

From: Canadian Jewellers Association (CJIA} R P A
Brian Land, General Manager Ny By, BT

Phyllis Richard, Chair CJA Government Relations Committee

Re: Follow up Brief Submission from the Canadian Jewellers Association (CJA} after
witnesses’ appearance for the Parllamentary review of the PCVILTFA; March 21%,
2018

Re: Dealers in Precious Metals and Stones {DPMS)
April 5,2018

On behalf of the Canadian Jeweliers Association (CJA) we would like to thank the
Committee for allowing us to appear as witnesses for the Parltamentary review of the
PCMLTFA.

The purpose of this follow up brief is twofold, First, we would like to briefly summarize
the informatlon on Dealers in Precious Metals and Stones {DPMSs) we provided in our
opening remarks. Secandly, we would like to highlight some additional informatfon
partially covered or not covered during our appearance.

Summary of Opening Remarks

s The Canadian DPMS sector is mostly small husinesses with the exception of Blg
Box retallers and a few jewellery retall chains.

s Precious metals, stones, and finished Jewellery aré not a common medium of
exchange in Canada.

v |t s estimated that in the resale of a piece of finished jewellery in the Canadian
market, the loss of value would he between 75 and 95 percent of the retall price
oh average.
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» Products that lose less value when resold are the most vuinerable — the same =

items that are targets by thieves In a robbery — brand name watches and high-
end larger diamonds. '

» Unlike other reporting entitles, there are no llcensing requirements specific to
the part of the DPMS sector covered under the PCMLTFA.

e Other reporting entities such as financial Institutions have a very structured and
regulated environment whereas the DPMS sector is unregulated and
entrepreneurial in splrit,

* The DPMS sector at the independent retail and wholesale level lacks
technological sophlistication with a limited communication channel.

* The DPMS sector enconipasses various products that present various risks.
These risks need to be understood in order to develop measures to mitigate
these risks.

¢ Asan example diamonds are much more “commodity-like” than coloured
stones.

e Finished jewellery purchased at retail rates represents little money laundering or
terrorist financing risk in the Canadlan context,

« Retzil jewellers are not likely to be the path of least resistance for ¢ériminals that
wish to dispose of stolen property.

«  Within the DPMS sector there {s a segment of industry that is hot covered but
would seem to be vulnerable to money-taundering; namely auction hauses.

Additional information

Throughout history, jewellery has served at fimes a means to store and transport
wealth in uncertain times. Currently gold can fill this rqle mostly in countries where
the governments and banks do not share the confidence of the populace that they do
In Canada.

In Canada, most jewellery [s purchased primarily for romantic adornment purposes,
fike erigagement rings. In other countries where gold is regularly traded by people ona
dollars per gram basis, or Is given as dowry gifts and used to store wealth — gold ahd
dlamonds are alsotreated by people as a secondary currency, We do not have that
tradition In Canada,

Canada has a mature Jewellery market that retatively speaking'is not large.



While Canada is a significant diamand mining producer, it is not a significant diamond™

trading centre,

Diamond trading centres like Indta, Israel, Dubai and Belgium are also riskier simply
hecause there s so much diamond trading volume.

Other jurisdictions arid DPMSs

It s worth noting that Canada has one of the more onerous AML/ATF compliance
regimes for the DPMS sector compared to some other countries,.one of which is our
largest trading partner. '

United States

in the US, a DPMS must institute an AML program if theyare a dealer, meanfng, you
purchased "covered goods" {precious metal, Jewels and stones and/or finished goods)
in an amount In excess of 550,000 during the prior calendar or tax year AND recelved
more than $50,000 in gross proceeds from the sale of precious metal, jeweis and
stones durlng the same period. (Refiners, wholesalers, traders, imparters,
manufacturers, retailers, suppliers, and pawnbrokers and those who buy from-the
pubtic). Thera are however IMPORTANT EXCEPTIONS FOR RETAILERS,

According to the final rules, retailers (those selling primarily to the public) may not
need to implement an AML program If you guallfy for one of the following exceptlons:

1. If you are a retaller, and purchase only from other dealers (as defined above)
who implement an U.S. AML program, you do not heed to comply:

2, If you do purchase from non=dealers, such as members of the public and
foreign sources of supply {to whom the US rules do not apply), and the value of
the covered goods Is less than $50,000, you do not need to comply. f the value of
the covered goods Is more than $50,000 in any aone calendar or tax year, you must

comply.

FInanclal Crimes Enforcement Network {FInCEN) excluded most retailers from the
scope of the US regulation.
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United Kingdom

In the UK any “high value dealer” (any business not just DPMS) must reglster with
government (HM Revenue and Customs) to be able to legally accept cash in the
amount of €10,000 or more.

Australia

Only bullion dealers are captured under the DPMS sector. it should be noted that like
Canada, Australia is a dlamond producing country.

For reporting entitles there Is a $10,000 AUD threshold.
Belgium

Only diamond dealefs are captured under the DPMS sector. It shoutd be noted that
Antwerp Is the largest {(by value) diamond trading tentre in the world,

As of 2014, cash transactions over 3000 euros or 10% of goods or servicesare
prohlhited although it has been indicated by government that the threshold may be
raised to 7500 euros,

Cost of AMIL/ATF Compliance

During our meeting with the Committee on March 21%, a Committee Member asked
about the cost of AML/ATF compliance to Canadian jewellery businesses.

There is a differentiation between large retall chains that have sophisticated systems
that mariage compliance [I.e. if there is a transaction over $10,000, a forn pops up and
the POS (Point of Sale) does not permit the transaction to proceed unless the form Is
completed in fuil] versus the independent jeweller for which such transactions are
manual in nature. Given that the majority of jewellers in Canada are small businesses
the cost of developing, Implementing and maintaining an AML/ATF compliance regime
can indeed be onerous. For a smal! business the responsibility usually falls entirely on
the owner/operator, First, there is the “tearning curve” of what a regime needs to
Include. Although FINTRAC is making an effort to better define compliance



requirements according to reporting entities, Jewellers have beén captured since 2008
There was little understanding of the sector back then, The requirements that applied
to other reporting entitles, mostly financial institutions, were altered very little for a
small business jeweller who, In the case of retailers, is trylng to run the business, sell
and provide services to consumers as well as maintain staff, and understand crime
prevention so that they are less vulnerable to robberies. In-other words a compllance
was a little like ttying to fit a square peg into a round hole,

Anecdotally, after our meeting with the Committee, a jeweller contacted the CJA
wanting some help and guldance regarding a FINTRAC evaluation, This Jewelier had an
heur and a half evaluation in 2013 by phone with FINTRAC where the only compliance
deficlency sited at that time was a lack of a two year “Effectivenass Review”. FINTRAC
now wanted to do another evaluation on site and wanted the feweller to set aside 1
day for the review to take piace. This business has 1 employee besides the ownér who
is a jewellery designer working directly with customers. Aside from the preparation for
the visit this meant that no business could be conducted for that day as the
Compliance Officer Is the owner who weould need to be available for the evaluation.

De-risking

Part of what one could call “collateral damage” is the circumstance wheré financial
institutions de-risk members of a sector. Anecdotally jewellers have faced this
challenge with some large Canadfan banis. In some cases the financial institution has
required far more than what FINTRAC has detalled as necessary compliance. The
DPMS sector in particular has varying risks according to the size, type of business,
location of the business and the types of products the business buys/sells. Not all
jewellers are inherently in an ML/TF high-risk business, The DPMS sector is very
diverse and encompasses a variety of business models,

Transparency- A growing trend

In our opening remarks we touched briefly on measures that have been taken by the
sector to ensure transparency 1n the supply chain. There is a tangible growing trend
towards responsible sourcing and transparency in the products Jewellers sell to each
other and to the consuming public. This is an important emerging trend as it will bring
more transparency to the sector ahd make it more difficult for bad actors to use these
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products for criminal actlvity. Although at this time It is being spearheaded by large
worldwide companles we believe it will eventually make its way to the small business
jeweller.

Looking to some of the world jewellery retall leaders such as Tiffany, Chopard, Cartier,
Birks and Signet (in Canada Sighet is represented by Peoples Jewellers and Mappins
lewellers), these retailers are leading the way to ensure that the products they sell are
responsibly sourced and can be traced backto the origin of the diamond, gemstone
and/or precious metals.

On the supply side we are seeing blockchaln technology emerging as a supply chain
management-tool. Companies like DeBeers are beginning to use this technology to
track diamonds from the mine Yo consumers. There are also both coloured stone
dealers and gold companies heginning to use blockchain as well,

The following are further examples of industry’s efforts to bring responsible sourcing
and transparency to the products jewellers sell.

In 2002 with the guidance of the Competition Bureau, the Canadian diamond industry
developed and implemented the Voluntary Code of Conduct for Authenticating
Canadidn Diamond Claims {Code). The Code continues to exlist to this day to help
ensure that diamonds sold as Canadian are Indeed from a Canadian diamond mine.
www canadiandiamondcodeofconduct.ca.

Over a decade ago the Responsible Jewelfery Councif {RJC) was established as a not-for-
profit standards setting and certification organisation. “RIC Members cammit to and
are independently audited against the RJC Code of Practices — an Internaticnof
standard oh responslble buskness practices for diamonds, gold and platinum group
metals. The Code of Practices addresses human rights, labour rights, environmental
Impact, mining practices, product disclosure and many more Important topics in the
jewellery supply chain.”

hitps://www.responsiblejewellery.com/reperts/annual reports/2017/#page/22

In 2004 the Mining Association of Canada developed and implemented a performance
system that assist that industry In meeting environmental and social responsibilities.
Known as TSM (Towards Sustainable Mining), it has been adopted and/or adapted by
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three countries (Finland, Argentina and Botswana). There aré a number of other countries 3
also interested, Apple has adapted MACE TSM for their own,

These are Just a few examples of this growing trend. Over the long term these ways of
tracking and tracing products should help deter the ¢riminal element from the DPMS
sector.

Recommendations

s To level the playing field all luxury product dealers (l.e. cars, boats, art)
should be required to report large cash transactions to FINTRAC,

¢ At the very least DPMS that fall into a lower risk category should be allowed
to have a simplified Compliance Regime.

¢ Exempt DPMSs from a compliance regime If they do not engage in cash
transactions above the reparting threshold (as In the UK} thus elimihate an
unnecessary compliance burden on a low risk sector,

e Auction houses should be captured under the regulations.

Canadian Jewellers Association {CIA) - The CJA is the national trade assoclation
representing .over 1200-member locations consisting of jewellery retailers,
suppliers, manufacturers as well as goods.and setvice providers In Canada.
Founded by jewellers in 1918, the CJA Is the voice of the Canadian Jewellery and
watch industry, providing leadership in ethics, education and communication and
through Jewellers Vigllance Canada {JVC) provides crime prevention education for
industry and training for law enforcement, CIA’'s mandate is to ensure a fair and
equitable marketplace assisting members to follow best practices while
promoting consumer trust and confidence,
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Heftty Disclaimers

I am not a lawyer and nothing that I say should be interpreted
as legal advice.

I do not represent any government or government agency.
Nothing that I say should be interpreted as an official
government statement ot position.

If you have questions about a particular situation or company
that involve people’s names ot confidential information, come

and chat me up after the presentation instead of askmg ina
public forum.

Information should be free. If you want to use any aspect of
this presentation, 'l send you a copy. I'd love to be credited

for my work, but when I’'m not I probably won’t notice and I
definitely won’t send an army of lawyers.
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Quick Recap on AML & CTF

* Anti-money laundering (AMIL) and counter tetrotist
financing (CTT) requitements have been in effect for
dealers in precious metals and precious stones for about a

decade.

* There are 5 elements of an AML/CTF program:
— Compliance Officer,
— Policies & Procedures,
— Risk Assessment,
— Ongoing Training, and
~ AML Compliance Effectiveness Review (audit).

* The regulator 1s the Financial Transactions and Reports
Analysis Centre of Canada (FINTRAC).
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Penalties on the Horizon

* FINTRAC’s last published penalty was issued in
2016, but all signs point to new penalties soon:
— FINTRAC’s annual report,
— Publication of FINTRAC’s assessment manual,
— Publication of guidance related to administrative
monetary penalties (AMPS)

* Changes to the law make it more likely that
AMPs will be made public.
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S Penalties

Public notice of administralive monetary penaities
[2016-04-05]

Diamend Exchange Toromto Inc., also operating as DiamondExchange.ca, Diamand Exchange Toronlo,
DiamontdExchangs CANADA, -a dealer in precious metals andstones in Toronta, Ontatio, was Imposed an
administrative monetary penalty of $12,750 on March 8, 2016, for committing three Wolatians related to the fellowing
deflctencies:

= Fallure 1o develap and apply written compliance poficies and procedunss;
« Failure 16 z5sess and document the risks related to money laundering and terrorist financing; and
= Falre'to develop and maintain a written, ongolng compliance training program. i

Faifure of & person or entity to develop and apply written compliance poficies and procedures that are kept up to
date-and, in the case of an entity, are approved by a senior officer which is confrary to subseciion 9.6(1) of the
Proceeds of Crime-{(Money Laundering) and Terrorist Financing Acf and paragraph 711){h} of the Proceed’s of

* Crime {Morsy Laundering) and Terrorist Finaricing Regulatfons.

.
¢ Falfure of . person or entlty to assess and document the risk refarred to In subsection 9.6{2) of the Adi, takinginto
conslderation prescribed factors, which Is contrary o subsection 9.6{1) of the Froceeds of Crime (Money il
- laundering) and Terrofist Financing Act and paragraph 71{1}{c) of the Proceeds of Crime (Money Laundering) and
* ‘Tewrorist Fipancing Heguiations.

- Failure of a person or entity that has employees, agents or other persons autherized $o act an their behalf to
develop and maintain a wittten ongoing compllance training program for those ernployees, agents or persons

: which is contrary to subsection 9.6(1) of the Proceeds of Crime (Money Laundening) and Terrorist Financing Act
: and paragraph T1{1)(d) of the Praceeds of Crime (Money Laundering) and Terrorist financing Regufations.

utlier
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Significant Risk of Penalty

Repeat Deficiencies
° Missing AML Program Elements
* Unreported Transactions

— Suspicious Transactions
— Large Cash Transactions

If you know that there is an issue, a voluntaty self
disclosure of non-compliance (VSDONC) may be
an option.
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Voluntary Self Disclosure of Non-
Compliance (VSDONC)

Not 2 new tool, but guidance was first released in the summer of 2019
in conjunction with FINTRAC’s updated examination and penalty
related guidance

Requires specific data to be submitted to FINTRAC:

— Name of reporting entity and contact details of individual submittiilg the
voluntatry self-declaration of rion-compliance;

— For reporting issues: the number of teports impacted, type, and the time ‘
period duting which the issues occutred, as well as the reason why the

tepotts were not submitted, were late, or incortect and other related
details;

— For other issues: the period of time duting which the issues occurred, the
reason for theit occurrence; and
— A plan to resolve the issues and submit all outstanding (ot

incorrect/incomplete) reports, including measures and timelines for -
corrective action.

@ utlier



Changes to AM

. Legislation

° July 10, 2019: 2 small change in wording (from
“original” to “authentic”) is good news for digital

identification.

° June 1, 2020: dealers in virtual currency must be
registered as money services businesses (MSBs).

* June 1, 2021: additional provisions, including
reporting large virtual cutrency transactions,
changes to definitions, reporting requirements,
recordkeeping requirements, and some program
clements (training and risk assessment).
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Defining the (Regulated) Industry

dealer in precious metals and precious sfpnes means a parson ar enfity that, in the
gaurse of their business activities, buys ar sells precious metals, precious stohes or
jewellery. It includes a department or an agent er-mandatary-of Her Majesty in right of
Canada or an agent or mandatary of Her Majesty in right of a province when thé
department or agent or mandatary iscarryiesng out the activity, referred ta in
subsection 39-365(1), of selling precious metals o the public. {(négociant en métaux
précieux et piprres précietses)




FExclustions

65838, {1} EvarvA dealer in precious metals and precious stongs, sther thana
department or an agent of Her Majesty in right of Canada oy an agent or mandatary of
..‘....L.,..m.,.., buys or sells

Her Ma;estg in right of a nrovmce zhat foaalete

l"s . --.I‘I

"'."':"Il‘!l

engaq ed in.an acmntv for the purposes of paraqranh 5(1) of ‘the Act. A depariment or an
agent of Her Majesty in right of Canada or an agent or mandatary of Her Majesty in right

of a province cames gut an activity for the Dumoses of naraﬂ[@pﬁ.ﬂl)_i@@

{o-Papi-of the Act when they sell precious metals tﬂ the public for an amount of

$10.000 or mare,

{2} The activities referred to in subsection (1) do not include a purchase or sale that is
carried out in the course of ar in conneetion with manufacturing a product that contains
precious metals or precious stohes, extracting precious metals or precious stones from
a.mine or polishing or cutting precious stones.

{3) For greater certainty. the activities referred to in subsection (1) include the sale of
preciaus metals, precious stones or jewellery that are left on consignment with a dealer
in precious metals and precious stones. Goods |eft with an auctionger for sale at auction
are not considered to be ieft on consignment,

utlier
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FINTRA

C Reporting Changes (2021)

Information required in all report types is
expanded

24-hour rule

Large Vittual Currency Transaction Reports
Suspicious Transaction Reports

Terrorist Property Reports




Compliance Program Changes (2021)

e Risk Assessments

— Timing for the assessment of new developments
and technologies |

* Training

— A documented forward-looking plan is required
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* (Guidance on potential

risk factors for DPMPSs
—oeemamonACERiEES. & o  ° Indicators (to help
gséuaal:rg‘?rc: h;:ef::riom metals and stones DPMPS S 1d€nt1fy
- | potentially suspicious
| transactions)

« Additional general

- guidance on suspicious
transactions was released
earlier this year
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Relationship to FINTRAC’s Other
Guidance...

* Guidance on suspicious transaction detection
and reporting:
— Facts
— Context
— Indicators
* (Guidance on what FINTRAC looks for in

examinatons:

— Have you incorporated industry-specific guidance in
training, processes, procedures, risk assessment, etc.?

¢ utlier




Assessing Risk: Products, Services and”

Delivery Channels

Liquidity: This is the degree to ‘which a product can be sold for near-purchase price.
Higher liquidity means a higher risk for money laundering or terrorst financing. For
example, gold has very high liquidity, while most finished jewellery does not.

Market size: A larger market makes it easier to convert a product into cash or other
financial instruments, and thus presents a higher risk for money laundering or terrorist
financing,

Product value: The higher the value of the product, the more attractive it is to
criminals; therefore, the risk of money laundering or terrorist financing increases.

Product size/mass: The larger the product, the harder it is to transport and/or store,
which reduces the risk of money laundeting of terrorist financing, For example, lower
quality or unrefined stones, which are larger or heavier-than their value would suggest,

present less tisk for money laundering ot terrorist financing than do higher quality
stones.

Ability to store/transfer: The easier it is to store or transport a product, the higher
risk it presents for money laundering ot terronist financing, Some contributing
characteristics are the durability of the product, the ease of detecting the product and
the changeability of the product.




Assessing Risk: Clients & Business
Relationships
* Layaway plans may be used to place cash over
time, avoiding reporting requirements
° The differences in risk between non-cash

payment types should be considered and
articulated

* Anonymity, including purchases made through
front companies (context and normal business
practices matter)




Assessing Risk: Geography

*  Where the business is located
— whether they are located in a high-critne area or low-crime atea

— whether they are located in a rural area, where clients may be known to them, or do businessin 2
large city, where new cliets and anonymity are more lkely

— whether they see very-high-volume sales relative to the apparent financial standing of their
surroundings

— whether the business is close to a border crossing, since this could increase tisk (businesses so
located may be the first point of entry into Canada's financial systers).

* Where the business is conducting transactions

— whether the business operates with a storefront only, online only or through a mix of locations and
platforms

— whether the business conducts transactions with foreign clients based in countries subject to
sanctions, embatgoes or other measures (these transactions should be considered high-risk).

* Where the business's inventory is sourced from

~— whether sellers are well known to the business, or the business wotks with a variety of providers
~ whether the business has inventory or works with sellers in jurisdictions of concern.
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Assessing Risk: New Technologies

* Hactors to considet: anonymity, quicker
transactions and transactions outside of the
financial system covered by anti-money
laundering and anti-terrorist financing
regulations.

* Examples:
— Selling online

— Payment via bitcoin ot other digital currencies

5&



Assessing Risk: Other Relevant Factors

Elements of the DPMS's structure: Entities with a high turnover of staff may
present greater risks for money laundering and terrorist financing, since their staff may
be less likely to be able to recognize potential red flags. Additionally, entities that
operate solely in one location have significantly different risks than entities that are
part of a chain with many locations.

Use of intermediary agents: The use of intermediary agents to conduct transactions

may present a higher risk. Entities should consider the transactions' appropriateness,
necessity and normalcy.

Barriers to entry: For parts of the industry with higher barriers to entry, such as
specialized Jicences to sell, the money laundering and terrorist financing risks may be
lower, since criminals may have a harder time infiltrating these matkets,

Trends, typologies and potential threats of money laundeting and terrorist
financing: When DPMS are dealing with clients for whom there are obsetvable trends
and/or typologies of money laundering and terrodst financing, they should review
FINTRAC's Suspicious Transaction Guidance and Strategic Intelligence to determine
whethet these clients present a higher tisk for money laundering or tetrorist financing
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Indicators for Suspicious Activity

Transactional vs.
Behavioural

Retail vs. Wholesale

Comnsidered in
conjunction with facts
and context... and
context includes what is
normal for the client and
for your business.




Retail Indicators

The individual appears to be structuring amounts to avoid
customer identification or reporting thresholds.

The individual frequently uses layaway plans in an
appatent attempt to avoid reporting requirements (also
known as structuring).

The individual sells gold in non-standard bricks or similar
shapes with no distinct markings or value.

The individual makes large or frequent purchases in funds
other than Canadian dollats.

The individual appears to be uninterested in the details of
the sale or purchase of goods, which would normally be
material information for a client.




The individual ot entity pays for purchases through a lawyet's
trust account.

The individual or entity pays for expensive purchases

exclusively with cryptocurrency, especially when buying gold
stoted by a wholesaler or supplier.

The individual's or entity's listed address is in a high-risk
jurisdiction known for cotruption ot smuggling relating to
precious metals or stones.

The entity's ownership structure appears invalid or altered, or
the entity refuses to provide additional information when
requested.

The individual appears to be uninterested _1'11 or uninformed
about the structure or transactions of their business.

Sutlier
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Unusual But Not Sugpidous

* Keep records, even when you decide not to
report:
— What did you do to investigate?
— Why did you decide not to report?
* Decide whether or not to monitor the client
more closely. |

* Strive for consistency in your reporting decision
processes.
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Contact

Amber D. Scott

amber(@outliercanada.com

www.outliercanada.com
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Retference Links

Compliance Programs for DPMPS (free for CJA/JVC members):

https:/ /www.outliercanada.com/dpms

FINTRAC’s DPMPS page: hitps://www.fintrac-canafe.gc.ca/re-ed/dpms-eng
FINTRAC’s Examination Manual: https:/ /www.fintrac-
canafe.gc.ca/guidance-directives/exam-examen/1-eng

FINTRAC’s Operational Brief: hittps:/ /wwwfintrac-
canafe.gc.ca/intel/operation/dpms-eng.pdf

FINTRAC’s STR Guidance: https://www fintrac-canafe.gc.ca/guidance-
directives/transaction-opetation/1-eng

Outlier’s summary for DPMPSs: https:/ /www.outliercanada.com/2019-aml-
changes-for-dpmss

Voluntary Self Disclosure of Non-Compliance (VSDONC):
https:/ /www.fintrac-canafe.gc.ca/guidance-directives/exam-
examen/vsdonc/1-eng
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DECEMBER 2019
FINTRAC update

In Qatober, FINTRAC published this guide. It applies to all Reporting Entities (REs)
which includes jewellers as Dealers in Precious Metals and Stones (DPMSs).

Methods to verify the identity of an individual and confirming the
existence of a corporation or an entity

Fall 2019

The requirement to verify the identily of an individual and confirm the exlstence of
a corporation or of an entity other than a corporation under the Proceeds of Crime
(Money Laundering} and Terrorist Finaneing Act (PCMLTFA) and associated
Regulations apply to all reporting entities (REs), Amber Scott has updated the
Outlier online AML. For access to the AML tool contact Valentina
Cova valenfiha@canadignlewellers.com.

This décument answers the followlihg guestions:

1. What does it mean to verify the identity of an individual or to confirm the
exlstence of g corporation or of an entily other than a corporation?

How do | verify the ideritity of an indlvidual?

How do | use an affiliate, agent, or mandatary?

How do | identify a child? _

How do | confirm the existence of a corporation or of an entity other than a
corporation?

Are there restrictions on the use of personal information?

o GasMn

The full guide can be reviewed here. hitps:/iwww fintrac-canafe gc.ca/guidance-
directives/client-clientale/Guide] 1/11-eng

SEPTEMBER 2018

Department-of Finance- Amendments you need to know and understand

Regulatory changes were needed to strengthen Canada’s Anti-Money Laundering

and Anfi-Terrorlst Financhig (AML/ATF) Regime. Trile Is Exbiblt “m N 1& o
Affidavit of B ..L&%&Luf 2 D lte vy d
sworn {or aftirmed) hafgre me a

Lot 0wt tA {0 o P
1 thls.’.&,’l,day,of VWit 10 M 20,21,

"r,fj:' //-w f,,-;fM _p:;-;/f

) Commlas!onar for ‘i‘aking"Afﬂdavrs
- within British Golumbla
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What does this mean for you? Qur partners at Qutlier, Amber Scott and David
Vijan are here to help break it down for you. This affects your AML/ATF
compliance regime soit is a must-readl Click here for Ouflier's high-level
summary https:dwww.outliercanada.com/2019-ami-changes-for-dpmss/.

FINTRAG- Cperational Brief for DPMSs (jewellers)-July 2019

APRIL. 2019

Money Laundering in Canada-update

The U8 Bureau of International Narcatics and Law Enforcement Affairs has
issued their Infemational Narcotics Conirof Sirategy Report

Volume If -Money Laundering -March

2019 htips:iwww.state gov/documents/organization/290502.pdf .

in an April 2, 2018 Global news article by Sam Cooper he reports:

The U.S. Department of State has Hesignated Canada a “major money
laundering countiy” where foreign drug-trafficking gangs are exploifing weak law
enforcement and soft laws.

The March 2019 reporf, which places Canada on g shott fist of

countries vulnerable to slgnificant drug money laundering transactions —- stuch as
Afghanistan, the British Virgin Islands, China, Colombia and Macau — underfines
a number of threats reporfed over the past year in Global News investigations,
such as the laundating of fentanyl-trafficking proceeds from China through British
Columbia casinos, real estate and underground bariks.

To read the full article click here: https:/iwaaw.msn.comien-

ca/news/canada/us-deems-canada-major-money-laundering-country-as-
gangs-exploit-weak-law-enforcement/ar-BEVxiWt?ocid=spartandhp,

FINTRAC-update

The Dealers In Preclous Metals and Stones (DPMS) guidance landing page has
been updated on FINTRAC's website. The information remains the same but it is

clearer.httg:lhruww.fintrac~canafe.gc.cafre-edld pms-eng.asp.

2




64

MARCH 2018

FINTRAC Announces Better Support for Canadian Businesses

From the FINTRAC Director and CEQ:

"l am pleased to share with you a number of new tools that FINTRAC has published to
better support Canadian businesses in meeting their obligations under the Proceeds of
Crime (Money Laundering] and Terrorist Financing Act (PCMLTFA). The initiative includes
the folfowing products:

- FINTRAC s Compllance Framework

- the new FINTRAE Assessment Manual

- our revised Administrative Monetary Penalties (AMPs) policy

v sample penalty calculation

- g notice on Veluntary Self-Declaration of Non-Compliance

To ensure a strong and effective Anti-Money Loundering and Anti-Terrorlst Financing
Regime for Canudians, FINTRAC [s committed to helping businesses comply with their
obligutions under the Act, As part of this commitment, these tools wii provide
businesses with an open and transparent window into FINTRACs compliance program,

Compliance with the PCMLTFA brings transparency to certain financial activities, helping
to deter criminals nnd terrorists from operating within the legitfmate channels of
Canada’s economy. It afso ensures that FINTRAC receives the information that it needs to
geherate financial Inteliigence for Canada’s pofice, faw enforcement und natlonal
securty ngencies.

Cur colfective and dedicated efforts form the first line of defence of Conada’s financiol
system, and make it possible for Canada’s police, Jaw enforcement, and national securlty
agencies Yo do thelr critical work In protecting Canada and Canadians, ! am confident
that, together, we will succeed In building an even stronger, more effective Anti-Money
Loundering and Anti-Terrorist Finaneing Regime for Conadions.

Regards,
Nada Semaon _

Director and Chief Executive Officer




a5

Financial Transactions and Reports Analysis Centre of Canada”

For mote information go to hitp://www.fintrac-canafe.ac.ca/intro-eng.ash

FEBRUARY 2019
FINTRAC publishes new Suspicious Transactions Guidance

FINTRAC pubiished new Suspicious Transactions guidance in January 2019,
The guidance serves to help reporting entities, such as Jewellers, answer some

of the foliowing questions:

1. What is an STR and why are they vital to FINTRAC and to Canada's ant-
money laundeting and anti-terrorist financing regime? .

2. How do you {dentify a suspicious transaction? What is “reasonable
grounds to suspect” and when do you submit an STR fo FINTRAC?

3, What is reasonable grounds fo suspect and when do you submit an STR
fo FINTRAC?

4. How dogs FINTRAC assess an RE's compliance with fis obligation fo

5

submit STRs?
. How can an RE assess its own compliance with its obligations to submit

STRs?
htip://www.fintrac-canafe.gc.ca/guidance-directives/1-eng.asp

Money launderlng and terrorist financing Indicators specific to jeweliers:

“ML/TF indicators are potential red flags that could initiate suspicion or
Indicate that something may be unusual in the absence of e reasonable

explanation.”
For information go to:

hitp: i fintrac-canafe.ge.calguidance-directives/iransaction-
operation/indicat ors-indicateurs/dpms_mitf-eng.asp

JANUARY 2019 FINTRAC- Now s the time...
Now that the holiday season Is behind us many of you will be condueting your Inventory

count and finisking up business refated tems for 2018. We at the CJA suggest this is an
- excellent ime to perform your Anti-Money Laundering/Antl-Terrorist Flnancing

4
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{AMLIATF) Compliance Program review as required by law, Some may refer 1o this as
vour FINTRAG Review as FINTRAC is the governmeént agency that enforces
requiremenits for jeweliers to have an AMI/ATF Compitance Program. Part of your
obligation as a jewellery buslness Js to conduct a review. As a CJA member you have
aceess a user fiendly on line tosl for your program including how to perform a feview,
Click here for access, hitps:/fwww,canadlanjewsllers:com/member-
accounprogramsfiintrac-atnlatf-compllance-progra m/ .

if you need any help cortact the CJA office at info@canadianjewellers,com or call 416-
368-7616.
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Your Money's Worth: F!NTRAC Compliance

Dedember 14,2016
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BY CAYLA RAMEY

Since late 2008, dealers in precious metals and stones have had obligatlont under the Proceeds of
Crirhe (Money Laundering) and Terrorlst Financlng Act {PCMLTFA) to report certaln transactions to
FINTRAC, Canada’s financial Intelligence unit, Under the Act, banks, real estate entltles; money
services businesses, and many other carporations across Canada have had te develop.and implement
& compliance reglme, verify their cllents’ [dentity, keep records, and reportcertain transactions to
FINTRAC,

That being said, lt's been a number of years slnee the Acf was extended to Include precious metals
and stones-dealers {DPMS). Regardiess, there is still much misunderstanding of AML/ATF compliance
that has |eft the Industry unsure about thelr true obligations,

The act Itself is not strictly directed towards DPMS. Part of the act Is to.ensure that taxes are belng
paid by International and Canadlan partles. Businesses who pay their due dillgence should nat worry
sbowt the Act affecting thelr business.

"By complylng with their obligatians, reporting entities reduce the Yikellhood of Canada’s financlat
system being vsed by criminals and ihcredse the likelihood that criminals wiil be caught;” says a

hitps:canadianjeweller.comimones-worth- tnlrac-cor pllancel 112
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begins with the efforts of Canadlan businesses subject to the PCMLUTFA to put In place sound
compllance régimes. These businesses are on the front lines of Canada’s legltimate econamy and are
Indispensable to the Centre's work and ability to support Its partners’ money laundering and terrotism
financing Investigations.”

Recently, FINTRAC has updated its risk agsessment to Identify the dealars In precious matals and
stones secter ag hlgh-risk, The Centre will be applying mors Intensive compliance measures to this
sector In the future, Including mere ansite examinaticns. They will aiso work closely with industry
assoclations, continulng thelr relationship with Jewellers Vigitance Canada (IVC) and the Canadlan
Jewellers Assoclation (CIA), In order to provide pollcy intarpretatfons, manuals-and guldance, and
support via face-to~faca meetlngs to discuss requirements or activities that have an jmpact on the
Industry.

1]

“Both Industry assoclations continue ta work towards asslsting jewellers gdln more information on
their Anti-Money Launderng and Anti-Money Terrorist Firtancing obligations within tha industry sector
by providing the jewellers with an cnilna compllance tool to halp develop thelr AML/ATF compllance
program, which (s required by law,” says Phyllis Richard, execotive director for IV,

1f May of thils vear, a risk-based approach workbook was. published to provide guldance for dealers to
develop and Implemant effective measures to monitor manay faunderlng and terrorist fingncing tisks
they may encounter as part of theli business relationships.

Over tha past flve years, the demand for FINTRAC' flnancial intelligence has grown significantiy.
“This speaks to the strang partnerships the Centre has established. with Canada's police, law
enfarcement and natfonal securlty agencles, and the vafuablie contribution FINTRAC has made to their
priorlty Investigations,” continues the representative, "It alse speaks to the extensive afforts
undertaken by the Cehtre and reporting entitles actoss the country to Increase the quantity and
quallty of the transaction reporting that FINTRAC recelves under the PCMLTFA, The 20 milllon financiz]
transaction reports the Centre receives from Cenadian bislnesses every year are the lifeblood of its
analysls and make it possible for FINTRAC to support (ks partners’ money laundering and terrorist
financing Investigations.”

With all the assgclated risks of being part of this Incredible industey, It s essentlal that we remaln
aware of our obllgations to protect our businesses, For mora Information, visit the FINTRAC website,
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examination?

By Amber D. Scolt

or most of us, audlts and examinations ore as
much fun as they sound, but hoth serve a useful
purpose—other than ralstng our blood pressure:
the Finandal Transactions and Reports Analysis Centre of
Canada {(FINTRAC), Canada's anti-maney laundeting {AML)
regulater and fnondal [ntefiyence unit (FIU) has been
examining deslers In pracaus metals and stones (DPMSs)

BZ Jewellery Businwss [ Augusy 2017

hitps:fiwwwiewellern  slness.comfp  {ications/de/201 0/ pa e 2

for compliance with Canada’s AML requirements since
Z008. It may come as a surprise thes that recent FINTRAC
statlstlcs for DPMSs-examined In the lastyear Indicated 40
per cant did not hava pollicles and procedures, 5B per cant
did nat have d risk assessment or tralning, and B3 per cent
had not complated an eHectivaness review, which Is similar
to an audly for compilance.

sww.lewellerybusiness.com
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Before the call: it's never too early

The Lest tine to get ready For 8 FINTRAGC examinaton

Is long before the regulator enlls (o let you know

you'll be examined, This is because once yan receive o

call orletier, FINTRAC will anly consider pre-exisling

dacuments did materials, IFyou're feeling everwhelmed

Jjust thinking about a.compliance program, remember

it doesn’t have to be porfect; compliance is always

awork In propross. :

Youreompliance program shotdd have five key elements:

* Appoint & compliance offiver: A person who oversees
and aelz ag point peson for the AML and Canadian
Tax Foundation (CTF} compliance program.

* Develop policies and procedures: A docursent o sat
of dacuments outlining what you do to comply with
the law,

» Complefe your risk assessment: A document deseribing
risks orvulnerabilities that would allow your business
to ba used to jrunder money or Bnance tetrorism,
and the controls/preventative measures in place,

» Traln your employees: All stsff who Interact with
customers of transactions must be tralped af least
Once per yeur

wirw,jowaliorybusinays.com

hitps:/wwwiewellertl siness.comip  licatfons/de/201 0 fpa e 2

» Rifectiveness reviews; A compliance audit testing your
program, (whit you've documenied} and operations
{what you're delng) must be completed at least once
every two years. -

Each of these ¢lements need ta be deocumented.

It is not ehough to know or do samething: you have

1o he able to show you have processes {n. plage, and

have followed them. A dusty binder on a shelf I# not

enough a your-program needs to grow and change
with your business.

Whon the call comes: Gat organlzed

After an intreductory phone call 1o confirm your

examination date, which can be moved if you have

prior commitments Iike travel, @ mardage, -a medical

procedure, or the Iike, If this i5 necessary, do let

FINTRAC know you. need 1o change the date as soon

as you can, After your call, FINTRAC will send you a

letier detalling:

* How Hioy will examine you £.p. in pensort or by phone,

¢ What desuments and datu they will need in advance
o on the date of the examination. .

¢ Thé deadlines for cach part of your submlssion.

#1107, 2323 - 32 Ava. NE

Calgory, Albera /T2E 23

Talt 1-B00-168-9542

Faw; 1-877.281-0818

Emal®t nusiin@brandwatchos,ca

Auguat 2017 { Jawellsry Buainese
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Generally, you will have 30 days to pull everything
togethet, and it can be tompting to put this aside
until the Iast minute, This would ke a mistake, as it
can be chullenging té pull together the meny records
FINTRAC requires.

You should also conslder whether or not your
moteriels need explanatory notes, It is chen
recammended, clients include a brisf descdption
of their business model la thelr introductory hotes,
This can help the examiner understand whot they're
locking at. Remember, ah examiner conducts many
examinations In 4 year, and DPMSs can he very
different from one another A simple Introduction
to your buslness operations and the necompanying
documentation will go e long way, ns well as save lime
during the examination process,

ik
5

e

bl LA

During the exarnination: Focus on the prize
You're 2 husipessperson sod you sec the big plcture.
You understand your whole business and haw it all
fits together; 5o [t.ean be offputting to be Inlecviewed
by someone only wariing to hear about o small slice
of your business operations—your AML proeedures,
Don't take It persoully, thia is FINFRACS cne and only
mandate as far ss youe husiness Is concerned, and your
inlerviews will go more smoethly If you stay focused
on AML, It can be tempting to talk about other related
concepls ¢.f. theft and fiaud preventlon, for instancs,
but these can be confusing for an examiner who s
asking speclfic questlons to test your understanding of
AML-related concapts,

Have a copy of your AML compilance program with
you, either on your computer screen or printed, and
refer lo it if need be. Examinatlons are always ‘open
book! rather thay a mermory test, Its also acceptable to
ask the examiner for elarification if you aren't sure what
information they're asking for: Dolng so {5 much better
than geing off on a tangent about something ureelated,
It Is Important, howavar to temember the examiner Is
there' (o ussess.your complinnce, They have a job to do,
and while they may be Edendly, they are not your friends,
Treat your exominers with professioual conrtesy,

Make sure you are answering the qguestions you are
asked, It can be helpful If you tend to get nervous or
veer off-traek 1o have more than one person present,
50 yau can ke re-directed if need be. Your answers
should descidbe your complisnce program, as well as
the things you are-doing in order to comply, This will
ofteri scem redundant begase most of this information
was submitted before the sxaniination, but there Is a
method to the madness.

It can be tampting to talk abeut othyr telated concepts eg. tholt and fioud
preventlon, for Inatance, but these aen be confusing for an examinar who is
asking spscific questions te test Yolr undarstarding of AlL-ielated concaple,

Have & capy of your A cemplience pragram with you, alther an your
camptiter seraan of pintad, and refer to It If need be. Examinations ara
always 'opan book' rathar than & mamory test;

84 Jdawsllary Bualnswa'f August 2017 www [owatlsrybuaslness.oom
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&€ Your answers should describe your compliance program, as well as the
things you are doing i order to comply.

Remember how its nat enough to have a dusty
binder on the shelf? These redundant questions are
asked by examiners {0 figure our whether or not you
actually understand and are follawing your policies and
procedures, They will alse look for evidence In your
data and documents.

ARer the examination: [t's not too late

If the axamination doesn’t po well, FENTRAC will often

aslif you have any ether dats or documénts to provide,
There i& o limited timeframe—nsually Hve business
days—to submit these to FINFRAC, if such documents
or datu exlst, )

Again, procrastination is your enemy. ¥ you have
materials o submit, Its Ume to get organized and get
those muterlals to FINTRAC.

There is o disclosure statement FINTRAC almost ahways
reads at the beglnning and énd of an examination: The
fact tha examiner meady this strtement does not indicats
there will be & penalty, If you aren't sure whether or not a
penalty is belng considered, nsk The examiner will usually
ba able to gve you soma indication of the next steps.

If the FINTRAC examiner has indlcated a penalty
15 belng considered, this Is the right time 10 reach out
to o Inwyer

wiww.jawellsrybualnsas.cam
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IE & pennlty is assessed ond you choose to appeal I,
you will want to start bulldlng your case as early as
possible. This Is betause esch submission you make
hag an effect on the next steps in the process:

When you receive your findings lelter;
Follow the roadmap

In most cases, FINTRAC wll not be assessing
penaities, but they will be providing a ‘Hndings letter”
This lettér summarizes eny issues discoversd during
the examination. While belng on the recelving end of
crilicism may not feel great, 4118 useful, The Hndings
lottee is & roadmap deseribing the Improvements you
will need to make to your AMEL compHance program,
This free advica should he 1sed to make updates to yous
documents and processes, .

Though not required, it s best practico to
dosument your response to each finding . what
you're dolng to Ax the issue, This can be done in the
form of a simple log, which can alsh ha used to keep
track of the updates you've mada for other rensons,
This typa of log §s useful If you ore asked sbout the
improvements you've made to your program by an
suditor; supplier, or even FINTRAC et the time of
your next axaminatior.

August 2017 ) Jewsllery Businass
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Ini the avent you racalve i ‘Netleo of
Vietallon,' this i3 @ decumant descilbing
o penalty, k is important you understand
your optians. A qualified lawyar who has
experlence in FINTRAC relatad apppals
can help you to underatand the courzas

Jawsller)

of aeiton ovallablo to you.

What to do In the event.of a penalty

In the event you recelve a ‘Natics of Violation,' this is
a document describing a penalty, and it fs Important
you understaid your eptions. A qualified Jawyer wheo
has experience in FINTRAC-related appeals can help
you to-undersfand the courses of action nvailable to
you, Since your Jaiwyér's ability fo be effective will
depend on thelr belng able to understand: and assess
oll of the Informatlon, and they Wilt hava a Uinited
time fo respond, it is vital to engage them as sarly as
possible in this process.

An ounce of prevantlon
The best way to prevent penallies Iz lo have a strong
AML compliance program taflored 16 your buslness
and kept up to date regudarly. It dosso't have fo be
perfect, but ft should describe what you actuglly do,
snd how you do It. The program can be in plain
language—it doesn't heed to be complicated or in legal
teros—and If you're one of the many jewellers who've
been putting it off, there are onling 1oals avallable to
help make It easier,

An edsy examinalion con never bé promised, but they
are managsable with the tight preparation. If you're

BB Jelvallery Puclnass f August 2017
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sawvy encugh to Tun n successful business, you can
Landle this, too, 4

Antber D, Scott (MBA, CIPPC, CBF, CAMS), is the
founder and chisf auti-mioney laundering (AML) ninfa at
Quilier Solutios e, As a complignee professional who
hassvorked with anti-monay lauddering (AML) and
counter ferrorist financing (CTF) lepislation for overa
deende, Scott is passtonate. about making compliance
shiiple for Canadian businesses. She faunched Oublier
Salutions inc., g compliance consulting firm, in 2013,
Soot afler, she entered into a partnership with the
Cangdian Jéwellers Assoetation (CIA) and Jewellers
Vigifance Canada {(JVC) to update the compliance kit
niaterials for dealsrs In precious metals and stones
(DPMSs). Thest materlals are avatlable free to CIA
and JVC penibers, and for a fee-to non-rivambers,

Sha works closely with tha Canadlan jewellery ivdustry
ta ensure the onllne materials and consulling solitions
available are mesting {15 vieeds. Scott believes good
compllance can enable good business. Find out how

at waww.oiitliercanada.com or reach out to her direcily
al amber@outliercanada.cam,

73
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ANTI-MONEY LAUNDERING and ANTI-TERRORIST
FINANCING COMPLIANCE

*#*To get started on your AML/CTF Compliance Program (FREE FOR MEMBERS),
contact valentina@canadianjewellers.com #%%

In Canada, the Antl-Money Laundering (AML) and Counter Terrorist Flnancing {CTF) obligations for
Dealers in Precious Metals and Stones (DPMSs) are sel out in thie Proceeds of Crime (Money
Laundering) and Terrorist Financing Ack {(PCMLTFA) and Its accompanying regulations.

Our regufator ls the Financial Transactiens and Reports Analysis Centre of Canada (FINTRACQ), In
order to comply with the PCMLTFA and regulations, DPMSs are required to implement a
compliance program. You are a DPMS IF you buy or sell Precious Metals, precious stones or jawallery
as part of your business activitles,

The Canadian Jewellers Associstlon (CJA) along with Jewellers Vigilance Canada (JVC) have Formad a
partnership with Qutlier Solutions Inc, and developed an inkeractive tool to assist you with Ehis
task, There are 5 components to complete a compliance program:

1) Appoint a Compliance OFficer: a person who oversees and acts as polnt person for the AML and
CTF compllance program

hiipsiftwwv.canadlanjawellars,comfanlimonetia nderin

™

Canadian Jewellers

&
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2} Develop Policles and Procedures: a dpcument or set of documents outlining what yoy do’ o
comply with the law

3) Complete your Risk Assessment: a document that déscribes the risk that your business could be
used to launder money or finance terrorism, and the controls in place to stop that from happening

4) Traln your Employeas: all skaff whe deal with customers or transactions must be tralned on AML
&t least once per year

5) Effectiveness Reviews (also called 2-yéar reviews or audits): compliance audit that tests your
program (what you've documented} and operations (what you're doing) that must be completed at
least every two years

Learn more about recent changes to the AML/CTF Compliance Program and be sure o update yours
accordingly. For more information, about the Outlier AML Compllance Kik (FREE FOR MEMBERS),

consult the FAQs:

**xTo get started on your AML/CTF Compliance Program (FREE FOR MEMBERS},
contact valentina@canadianjewellars.com *#*

Outlier Solutions inc. is happy ko offer on demand products to members of the Canadian
Jewellers Association (CJA) free of charge. Outlier is also offering a discount of 10%
on consulting services, Including Anti-Money Laundering (AML) Compliance
Effectiveness Reviews.

ABOUT CIA

Since 1918, we have provided a single sourcé for Information on this vibrant and diverse industry to

consumers, goyerniment, media and businesses,

The CJIA is the national trade assoclation For the Canadian Jewsllery Industry, comprised aof ratailers,

suppllers, appraisers, designers and providers of goods and services,

SITEMAP

CONTACTS
Canadlan Jewellers Asseclation

27 Queean 5t East, Suite 600
Toranta, Ontario.Canada M5C 2M6

hitps:/iwww.canadliznjewsllers,com/anlimoneda nderln
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Phone: 416-368-7816
Fax: 416-368-1986

76

Toll free: 1-800-580-0942

Emaitiinfo@canadianjewellers.com
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OUTLIER AML COMPLIANCE KIT
FAQs

1)l am a member. How do | access the free AML Compliance Kit?

Please send an emall to valentina@canadianjewellers.com. Valentina will verify you're a
member In good standing and will ask Outlfer to give you access: You will then recelve
an email from Outlier with your credentials and you will be able to access the kit online.

2} How do | set up a new Compliance Pragram?
We've made setting up a compliance program as easy as 1-2-3;

1. Choose the documents that you need here and add them to your cart {for a new
program, this will include all four items).

2. Go to "your account” to customize your documents online or download copies of
your documents.

3. Keep your program up to date,

To customize your AML Program and Risk Assessment, use our set-up wizard to
customize your documents. The set-up wizard walks you through a series of questions
and generates custom versions For your business,

This takes tlme, but don't worry. If you're interrupted, any work that you've done using
the document customization wizard Is automatically saved,

hitpsuivinwy,canadianjewellers.com/AME-Compllance-Ki-FAQs 14
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Canadlan Jewsliers Assoclalion - AML Compliance Kit FAGS
Once you've customized the documents, make sure that you download and save the
finat verslons, Read through these docyments to be certain that they fully describe your
business model, risk and processes. Keep these documents up to date ~ remember to
review them at least once a year.

78

if you need to make changes to the documents that you've edited online, or if Qutlier
has released new verslons, you will be able to go back to your account page and make
changes.

You'll also need to train your staff. We've created a training package that includes a
customizable PowerPoint presentation, a training log, and sample quiz questions that
you can use ko test your knowledge,

Every two years, you will need to have a Compliance Effectiveness Review. We provide
model documents to you free of charge, You can also find a guide to deciding who
should conduct your review here. '

If you're new to compliance, you may also want to check out our blag article about the

first steps for Compliance Officers.

If you would like help Fram a consuitant (there Is a fee, but CJA members receive a 10%
discount) you can gontact Qutller using our online Form, or call Qutlier toll-free at (844)
919-1623.

3) Do [ have to train my staff?

All staff that deal with elfther customers or custémer transactions must receive anti-
money laundering (AML) and counter terrorist financing (CTF} training ANNUALLY.
We've created a training program that includes:

A fully customizable PowerPolnt presentation with speaker’s notes
A training log to track your progress
Sample quiz questions to test yaur knowledge

You can add the tralning package to your cart once you get access to the kit. Go to “Your
Account” anytime to download the training package.

To customize the package, simply add your company name and edit the slides for your
business model. The Training log can be used to track your progress if you're not using
an automated system. Finally, the sample quiz questions can be used to test your staff's
knowledge. There are 21 sample guestions. We recommend using at least 10 questions

each year.

If you're interested In having a custém training program developed For you {(therelsa
Fee, but CJA members.receive a 10% discourit) you can contack Qutlier ysing.our online
Form, orcall Qutlier toll-Free at {(844) 919-1623.

4) What is an AML Compliance Effectiveness Review?

An AML Compliance Effectivenass Review (also called an audit or 2-year review) is a
review of your compliance prograr {your documentation that describes what you do)
24
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and your operations (evidence of what you've actually dong). The review can be
conducted Intérnally (by someone at your company) or by a third party (someane
outside of your company). If you're not sure what would work best for you, take a look

at our blog on AML Compliance Effectiveness Reviews,

If you're ready to go, but need documents to get started, you can add our review
package to your cart once you gel access to the kit. Go to "Your Account” anytime to
download the review package, The review package includes:
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A reviewer guide
Working papers
A review report template

If you want someone to conduct your AML Compliance Effectiveness Review for you
(there is a feg, but CJA members receive a 10% discount)} you can contack Qutlier using
our gnline form, or call Outlier at (844) 919-1623.

5) I Have No idea, But Apparently I'm The Compliance Officer, What do | do?

Ok, take a deep breath. We know the feeling! We've written a blog especially for new
Compliance Officers. '

We've got everything that you need to create a new compliance program, if you need
ko, You can see what the program pieces look like here, and add the pleces that you
need ko your basket. Click on the basket icon anytime to checkout (there is no cost if
you're logged in as a CJA member, and no credit card infFormation will be collected). Go
to "Your Account” anytime to download the materiails that you've selected {you will
need to be signed in to do this).

If you need a hand from a consultant, we can help (there Is a fee, but CJA members
receivie-a 10% discount) you can contact Qutlier ysing our online form, or call Qutlier
toll-free at (844) 919-1623.

§) 1 would like ko talk with a human, What do | do?

If you're Feeling like your AML program needs work, and you're not sure what to do next
or you need extra hands to put together or look ovér your compliance program, you
can contact Qutller using_ our online Formi, or call Qutlier toll-free at (844) 919-1623,

Generally; our consulting engagements are fixed-fee so that you know exactly what
you're getting — and what you're paying — before we start work. Thereis no fee fora
consultation to determine what you need, Based on our conversation, we will send you
a proposal that details the services and costs, As an added honus, CJA members
receive a 10% discount from our regular fees.

IF you are looking into additional consulting services, we recommend reading our blog to

help you Negotlate Your Consulting Contracts Like a Pro.

When you're ready, you can contact Outller using our online Form; or call Outlier toll-
freeat (844) 819-1623,

hitpsiiivww.canadianewellars.com/AME-Compllance-Kit-FAQs a4
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ABOUT CJA

Sin¢e 1918, we have provided a single soutee for information on this vibrant and diverse industry to

consumers, government, media and businesses,

The GJA Is the national trade association for the Canadian Jewellery industry, comprised of retailers,
suppliers, appraisers, designers and providers of goods and services.

SITEMAP

COMTACTS

Canadian Jewellers Assaclation
27 Queen St East, Suite 600
‘Toronta, Ontarlo Canada M5C 2M6

Phone: 416-368-7616
Fax:416-368-1986

Toll frae: 1-800-580-0942

Emall; info@canadianjewellers.com
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Copytight ® 2020 Canadian Jewetlers pssociation Privacy Policy Terms of Use
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This is Affidavit No. 1 of Beatfrice Sturtevant
made in this matter on March 22, 2021

COMMISSION OF INQUIRY INTO MONEY LAUNDERING IN BRITISH COLUMBIA

The Honourable Mr. Austin F. Gullen, Commissioner

AFFIDAVIT NO. 1 of BEATRICE STURTEVANT

J, BEATRICE STURTEVANT, of 27 Queen Street East, Toronto, Ontario, AFFIRM AND

SOLEMNLY DECLARE THAT:

1. | am the managing director of the Canadian Jewellers Association (*CJA”) and, as
such, [ have personal knowledge of the facts and matters deposed to in this
affidavit, save and except where based on information and belief, and where so

stated, | believe them to be true.

Affiant Experience and Responsibilities

2. | am the managing director of the CJA, a national trade association for the
Canadian jewellery industry, comprised of retailers, suppliers, appraisers, designers

and providers of goods and services.

3. | was appointed managing director of the CJA in January 2019, with a mandate to
support the Canadian jewellery industry through advocacy and membership
henefits,

4, As managing director, | am the face and voice of the CJA and responsible for its
leadership and management. | work closely with CJA staff, Board of Directors,
Committees and industry partners in Canada and the United States of America.



Canadian Jewellers Association

5. The CJA is a national trade association that represents all aspects of the Canadian

jewellery industry. The membership of the CJA is comprised of jewellery rétailers,

suppliers, appraisers, designers and providers of goods and services.

6. The CJA was founded as the Canadian National Jewellers Association in 1918. It

changed its name to the Canadian Jewellers Association in 1822,

7. The Mission Staterment of the CJA is as follows:

The CJA has been the voice of the Canadian jewellery industry since 1918,
The CJA provides leadership and education to promote the adoption of best
practices and information sharing among all its members. CJA represents the.
interests of its members and the Canadian jewellery industry to promote fair
and equitable consideration by all levels of government. it assists its members
to afford services, information and technologies that support the integrity,
security and profitability of their businesses, creating consumer trust and
respect for the Canadian jewellery industry.

8. As of the end of 2020, the CJA had 444 members across Canada, inciuding 57
members in British Columbia.

CJA Code of Ethics -

9. The CJA published its first Code of Ethics for members in 1921.

10. The current CJA Code of Ethics is as follows:

Members of the Canadian Jewellers Association (CJA) are committed to
the highest industry ethics and social responsibility, and therefore agree to:

Maintain the highest level of personal integrity, honesty and business
ethics

Provide quality products and services
Follow business practices that do not mislead or deceive clients
Provide knowledgeable and competent expertise

Accurately describe the true quality, nature and authenticity of
products offered for sale



« [Establish and fulfill a reasonable guarantee and/or service policy
regarding products and services and clearly communicate this to
clients

= Hold in strict confidence all information regarding customers
+ Refrain from all forms of copyright and trademark infringement

« Support international best business practices with respect to the
environment

- Abide by and support the by-laws and objectives of the Canadian
Jewellers Association, including this Code of Ethics and the CJA
Brand and Logo Usage Guidelines

All CJA members are required to put the following wording on all involces
containing rough or polished diamonds and jewellery containing diamonds:

“The natural diamonds herein invoiced have been purchased from legitimate
sources not involved in funding conflict in compliance with United Nations
Resolutions. The seller hereby guarantees that these diamonds are conflict
free, based on personal knowledge and/or written guarantees provided by
the supplier of these diamonds.”

CJA Government Relations

11.

12.

13.

14.

The CJA seeks to advance the interests of its members in part by serving as the

voice of the industry to all levels of govemment,

The CJA's engagement with government has included making representations to
government regarding the anti-money laundering obligations applicable to our

industry.

On March 21, 2018, Brian Land, the CJA General Manager and Phyliis Richard,
chair of the CJA’s government relations committee gave evidence before the House
of Commons Standing Committee on Finance as part of a statutory review of the

Proceeds of Crime (Money Laundering) and Terrorist Financing Act.

Attached to this Affidavit and marked as Exhibit ‘A’ is a true copy of a transcript of
the Committee’s proceedings on March 21, 2018 including the evidence of Mr. Land
and Ms. Richard.
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15. Attached to this Affidavit and marked as Exhibit ‘B’ is a true copy of a written
submission to the Committee made by Mr. Land and Ms. Richard dated April 5th,
2018.

CJA’s Efforts to Assist Members in Complying with Anti-Money Laundering
Obligations

16. A portion of the membership of the CJA qualify as “dealer[s} in precious metals and
stones” as defined in the Proceeds of Crime (Money Laundering) and Terrorist
Financing Regulations, SOR/2002-184. Pursuant to s. 39.1 of those Regulations,
dealers in precious metals and stones are subject to Part 1 of the Proceeds of

Crime (Money Laundering} and Terrorist Financing Act, 8.C. 2000, c.17.

17. The CJA assists its members in complying with anti-money laundering obligations
under the Proceeds of Crime (Money Laundering) and Terrorist Financing Act by
providing training and information to members and by providing members with
access to resources to assist them in fulfilling their obligation to implement a

compliance program.

AML Training and [nformation for Members

18. Training and professional development materials are available to CJA members in

various forms, including online and in-person sessions.

19. Attached to this Affidavit and marked as Exhibit ‘C’ is a true copy of a presentation
titled "AML Updated for DPMPSs [Dealers in Precious Metals and Precious
Stones]! 2019 for Canadian Jewellers Association (CJA)", delivered to CJA
members by Amber Scott of Outlier Solutions Inc. (“Outlier”). This presentation is
an example of the type of training provided by the CJA to its members.

20. The CJA has also partnered with Qutlier to produce online training materials,
examples of which include training videos, publicly available at the following URL:
hitps://www.youtube.com/blaylist?list=PLYEfs3lkEnoKEeMAghwieUO3Y¥YnPo 68-A.

1 While the acronym "DPMPS" was used as part of this presentation, it is not customarily used in the
industry where the more common acrenym is “DPMS" which stands for “dealers in Precious Metals and
Stones.”
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21. The CJA also provides members with information and updates related to their AML
obligations through the CJA’s monthly newsletter and works with trade publications
such as Canadian Jeweller Magazine and Jewelry Business Magazine to publish
information about AML obligations in our industry.

22. Attached to this Affidavit and marked as Exhibit ‘D’ Is a true copy of a compilation
of excerpts from the CJA’s 2019 monthly newsletter related to AML obligations.

23. Attached to this Affidavit and marked as Exhibit ‘E’ is a true copy of an article
published in Canadian Jeweller Magazine dated December 14, 20186 titled “Your
Money's Worth: FINTRAC Compliance.”

24, Attached to this Affidavit and marked as Exhibit ‘F' is a true copy of an article
published in Jewellery Business Magazine in August 2017 titled “Are you ready for
a FINTRAC examination?”

Compliance Program Resources

25. In addition to its efforts to provide training and information to members, the CJA
also provides members with access to resources to assist them in fulfilling their

obligation to implement the five components of a compliance program, which are:

a. Appointment of a compliance officer;

b. Development of policies and procedures;

c. Completion of a risk assessment;

d. Annual training of employees; and

e. Completion of bi-annuail compliance reviews.

26. In order to assist members in fulfilling these obligations, the CJA has entered into a
partnership with Outlier to provide resources and services to assist members in

fulfilling their obligations.

27, As part of its partnership with the CJA, Outlier has developed an online tool,
available free of charge to CJA members, that assists jewellers in developing a
customized AML compliance program and risk assessment. Outlier has also
developed materials for use in annual staff training, required as part of a



compliance program and offers AML effectiveness reviews to CJA members at a
discounted rate.

28. Aftached to this Affidavit and marked as Exhibit ‘G’ is a true copy of a webpage
titted “Anti-Money Laundering and Anti-Terrorist Financing Compliance” found on
the CJA website which provides information about CJA member AML obligations
and information about the partnership between the CJA and Qutlier.

29. Attached to this Affidavit and marked as Exhibit ‘H' is a true copy of a webpage
titled “Outlier AML Compliance Kit FAQs” found on the CJA website which provides
information about the services offered to CJA members through the CJA’s
partnership with Qutfier.

The deponent was not physically present before the commissioner for taking affidavits
at the time that this affidavit was commissioned because it is medically unsafe fo meet
in person due fo the ongoing COVID-19 pandemic. The deponent was linked with the
commissioner for taking affidavits using video technology. The process described in the
Supreme Court of British Columbia’s March 27, 2020 Nofice to the Profession, the
Fublic and the Media entitied "Affidavits for Use in Court Proceedings (COVID-19 Notice
No. 2) was followed.

AFFIRMED BEFORE ME at
Vancouver, British Columbia and
Toronto, Ontario, this 22nd

day of March, 2021

e i o S e

Beatrice Sturtevant

A commissioner for faking affidavits
for British Columbid
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[English]

The Chair (Hon, Wayne Easter (Malpeque, Lib.)): Let's call
the meeting to order.

As everyone well knows by now, we're-doing a statulory review of
the Proceeds of Crime (Money Laundering) and Terrorist Financing
Act. '

We have a number of witnesses. Thank you all for coming. Please
keep your opening remarks brief'and then we'll go to questions, back
and forth,

We'll start with the Canadian Jewellers Association, and then we'll
go to Jewellers Vigitance Canada Incorporated.

M. Land.

Mr. Brian Land {General Manager, Canadian Jewellers
Assaciafion): Thank you, Mr Chair, for inviting the Canadian
Jewellers Associalion o this meeling regarding your review of the
Proceeds of Crime (Money Laundenng) and Terrorist Financing Act.

My name is Brian Land, and Im the general manager of the
Canadizn Jewellers Association,

For 100 years, the CJA has been the voice of the Canadian
jewellery and watch industry, providing leadership in ethics,
education, and comununication; building irust, awareness, and
desirability for Canadian jewellery produets. The CJA promotes
consumer confidence and assisis ils members in following best
business practices. We have over 1,000 locations in Canada, and our
members consist of relailers, manufacturers, wholesaless, and poods-
and-services providers,

In 2017, the CIA acquired Jewellers Vigilance Canada. Wilh the
acquisition came the JVC érime prevention program. This 18-year-
old program has delivered to industry and law enforcement valuable
information on crime against jewellers, including organized crime in
the form of gangs, This program also trains faw enforcernent in the
specific atiributes relaled to jewellery crime.

Joining me at the tzble is my coltcapue Phyllis Richard,
representing Jewellers Vigilance Canada,

I would like to take a few minutes to give you a brief overview of
the jewellery industry in Canada, For the purposes of the act, we are
known as dealers in precious metals and stones, or DPMS, although
not all of the industry is covered under the act. A 1997 Emst &
Young study commissioned by the CIA states that 90% of 4,400

jewellry finms in Canads emaploy less than 20 people, and 65% have
fower than five employees,

The significance of these slalisties defines the fabric of the
Canadian jewellery and watch industry, 20 years ago. Qur industry
was, and is even more so today, an industry of mostly small
businesses. Many of these small businesses exist in smaller
communities across Canada. Often they argé sccond- and third-
generation jewellers in that same community, They tend to know the
vast majority of their cuslomers.

The jewellery manufacturing industry in Canada thrived in the
latter part of the 20th century, but, like so many other indusirics, the
manufacturing scetor declined with the advent of offshore and
forcign manafacturers who were able lo produce jewellery products
much more cheaply. The waorld was opening up with the age of the
Internet and {ite ontine revolution.

Weil over 20 significant jewellery manufacturers closed iheir
doors or went bankrupt between the latter part of the 20th century
and loday. Importers, wholesalers, and disinbutlors have become
more prominent than manufaciurers as seppliers {o retailers in
Canada. Those Canadidn manufacturers stifl producing have sought
other markets 1o sel! into such as the U.S., Britain, and Europe.

The. retail side of the Canadian jowellery industey has also
changed dramaticalty. Unlike other retail operations, such as clothing
and hardware, which are dominated by chain stores, our industry
consists of small, independent retaiters, Three of the largest chains

from the 1960s to the 1990s5— Peoples Jewellers, Mappins

Jewellers, and Birks—are now owned by foreign companies. In
addition, many of the Canadian-ownead jewellery chain stares have
closed their doors. Refailers like Ben Moss Jewelers, Wallers
Jewelers, and Ostrander’s Jowelers are no longer in business. Big-
box stores st:ch as Costeo and Waimart alsa carry fine jewcllery and
new chain stores such as Michasl Hill from New Zealand have
arrived from foreign shores.

Statistics aboul the Canadian jewetlery industry ure not available,
other than those supplied in the Emst & Young report. However, it
nas been documented in the US. that appraximately 60% of
Jjewellery sales are dong through multi-ling merchants such as Costco
and Walmart. In Canada these types of etailers generally are not part
of the CJA. This would be also true of department stores like the
Bay.
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Frem an international perspective, it is noteworthy that precious
mefals, stones, and finished jewellery are not a commion medium of
exchange in Canada. While some items such as gold bars or ingols
may be used a5 a store of value, this is.penerally not the case for
finished jewellery, It s cstimated that in the resale of a picce of
finished jewellery in the Canadian market, the loss of valua would be
between 75 and 95 per cent of the retail price on average. This is to
say that an jlem purchased for $100 Canadian would have a resale
vilue of between $5 Canadian and $25 Capadian. That being said,
products that lase less value when resold are the most valnerable~-
the same items that are targets of thieves in a robbery—brand name
waiches and high-end lerger diamonds,

The CJA is committed to altaining a higher level of AML/ATF
complinnce within our membership, We strongly believe that a better
understanding of the fabric of our industry by the Depariment of
Finance and FINTRAC will lead to more realistic compliance
requirernents and in tum 2 much higher rate of compliance,

1 look forward to any questions aBer my coilenpuc gives an
overview of the DPMS sector and AML/ATF compliance, Thank

you,
The Chair: Thank you, My Land.

We tunt to Ms, Richard with the Jewellers Vigilance Cunada Inc.

Ms. Phyllis Richard (Former Exceutive Director, Jewellers
Vigilance Canada Ince.): Thank you, Mr. Chiaie, for this opportunity
to commen! on your teview of the Proceeds of Crime (Money
Laundering) and Terrorist Financing Act.

My name is Phyllis Richard. I'm the former executive director of
Jewellers Vigilance Canada, and now serve as chair of the Canadian
Jewellers Association, govemment relations commitlee.

With my colleague’s overview of the Canadiar jewellery irdustry
in mind, T would like to speak about the dealers in precicus metals
and stones scctor and their requirements under the act,

Unlike other reporting entitics, there is no licensing requircment
specific to the part of the DPMS seclor covered under the act, and
very few specific regulations in general that pertain to jewellers. This
is in sharp contrast to many other reporting entities, sueh as financial
institutions, which have a very strustured and regulated environment,
The paris of the DPMS sector captured under the aet gre
entreprencurial in spirit and business practices, outside of the
multi-line retailers such as Costeo, Walmart, and The Bay.

As n peneral rule, the DPMS seclor at the independent retail and
wholesale levels lacks technological sophistication, with a limited
¢ommunication channel. This is in contrast lo the mining sector,
which embraces new technologics and has a significant level of
sophistication,

In reviewing the vulnerahilities to money laundering within the
captured segment of the DPMS sector, various products present
various risks. These risks need to be understood in order to develop
measures 10 mitigate them. As an example, cul;, polished, andfor
finistied gemstones may in sonmie cases be used as a store of value,
The available liquidity in is highly dependent on the type cf stone,
with diamonds generally having more available and stabie markets

than coloured stones. By “stable”, we are referring to the valuation
of an item whoen assessed by different parties,

In the case of colaured stones, the assessed vafue of an itemn ean
vary significantly, Within the more lquid diamond trade, there are a
number of controls in place 1o ensure the pedigree and autheniicity
of stones, particularly those of high value. These include processes
to ensure that diamonds have points of origin outside of kaown
conflicl zones. While such processes are neither universal nor
perfect, they are believed to have significantly impacted cormuption
in the diamond trade.

In addition, there is a trend toward more transparency about
diamonds and gemstones. In the case of diamonds, we arc secing
some major mining companies locking towards biockchain as a
method 10 bring transparency fo the product history.

Finished jowellery purchased at retail rates represents little motiey
laundering or terrosist financing risk in the Canadian context, in
particular wheri these items are bought and sold at retail rates, ‘To the
best of our knowledge, there arc very few money laundering
typelogics thal involve the actual purchase and/or sale of finished
Jeweilery'in a retail sctting.

Unlike finished jewellery, precious metals in the form of bars,
ingots andfor coins maybe used as & store of value. Hoivever, such
items have limited liquidity, particularly in large guantities, at the
jewellery retail level. The sale of high-value ftems would cfien
require infernction with sither a regulated entity or an auction house.

Many jewellers purchase and/or acespt trades of broken, scrap, or
resale jewellery, These jtems are most ofien melted down to extract
the precious melals and either used to create new items or sold for
the value of the metals. The risk posed in such cases is that these
items themselves may be the proceeds of ciime as stolen property.
Insofar as we are aware, most jewelters collect identification and
KYC infarmation in the case of such transaclions, and do not aceept
such transactions if the property in question is believed to be slolen,
Where properly is believed to be stolen, focal iaw enforcement may
also be coniacted. As such, retail jewellers are not likely to be the
path of least resistance for criminals whe wish to dispose of stolen
property. The exceplion hefe would be bad actors, who unfortumalely
exist.

My colleuguc mentioned the IVC crime prevention program. The
many security steps taken by members to this program have inherent
AML mitigating properties, These would include video cameras,
staff training, and in the case of whaolesalers and manufacturers, frade
references as a requirement,

(1540}

Within the DPMS sector there is a segment of industry that is not
covered but would seem to be vulnerable to money laundering, and
that is auction houses,

We hope this pives the commitlee some insight imo the
coruplexity of the DPMS sector, and I thank you.
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The Chair: Thank you very much, Ms, Richard,

Turning then ‘o the Federation of Law Socicties of Canada, Ms.
MacPherson, president, and Ms, Wilson, exccutive director of palicy
and public affairs, the foor is yours.

Ms. Sheila MacPhersen (President, Federation of Law
Sovieties of Canada): Thank you very much, Mr. Chair,

[ would like Lo thank the committee for the oppostunity to provide
comments in conjunction with yourteview of the Progeeds of Crime
(Money Laundering) and Terrorist Financing Act,

By way of backgreund, (he federation is a coordinating body of
the 14 goveming. bodics of the Iegal profession of Canada, which
together regulate more than 120,000 lawyers, 3,800 notares in
Quebec, and nearly 9,000 licensed paralegals in Ontario, all in the
public interest.

I want to start by assuring you thal the federalion and its member
law societics support Canadu's efforts to fight money laundering and
‘terrorist financing. We recognize the imporlance of the objcetives of
the act, and we support those objectives,

As the Supreme Court made clear in its 2015 decision, in meeting
those objectives il is imperalive thal imporfant constitutional
principles be respected. You will have heard a tumber of witnesses
deseribing the situation resulting from the 2015 decision as a major
gap in Canada’s anti-money laundering and anti-lerrorist financing
regime, Wilh respect, these comments ignore the fact that the
federation and the law soeictics of Canada lave demonstrated their
commitment to protecting the public by taking meaningful
conshitutional action in this arca, Our written submission outlines
the efforts of the federation and the law societies to ensure there is
effective regulation of the legal profession 'in lhis area, so in the
interests of lime, | will only give a few details as lo what steps the
federation has taken in this regard.

The no-cash mle developed by the federation in 2004, and
impiemented and enforced in every law socicty in Canada, prehibits
legal counsel from receiving cash in amounts over $7,500 in the
aggregate from a singie client or for a single client matier. It requires
legal counsel to keep a record of cash transactions as part of their
accounting record-keeping. Tt bears noting that the threshold in the
federation's nule, $7,500, is stricter than that in the regulations for
reperiing large cash transactions, that being $10,000.

While we have faken a different approach fo that of the
government, the rule addresses the risks associaled with the handling
and placement of large amounts of cash. It has been recognized by
government representatives, including. the minister of finance in
office al the time the rule was implemented, os an eifective
altemative to the large cash reporting requirements that apply to
other reporting entities undér the federal anti-meney laundering
regime,

When the government introduced client verification regulations,
rather than simply pursuing a remedy in the courts, the federation
and the law societies moved proactively in drafling and adopting a
sccond model Tule, this one establishing exiensive client identifica-
tion and verilication oblipations. This rule, enforced in il
jurisdictions since 2008, closely tracks those in the financial

regulations. Together, the two nules—the no-cash and the client I0
mules—achieve the following objectives.

Firstly, they impose on lawyers and Quebee notaries a rigorous
standard with respect to cash transactions, and they limit the ability
of legal counsel fo accept cash from clients. On this point T would
note that these resirictions are unique. Legil counse! elsewhere,
including in the United States, are permitted to sccept cash in any
amount. These two miles also fmpose extensive due diligence
tequirements on legal counsel.

Secondly, these rules alse address the activity of lawyers and
Quebee notaries as finaricial intermediaries, but they do so through
law society regulations rather than through federal legislation.

Thirdly, these rules respect the constitutional principles articulated
by the Supreme Court of Canada in its 2015 decision.

It's important to understand that these two rules also exist withina
larger legal mnd regulalory context. Canadien lawyers and legal
counsel are bound by the criminal law and, like everyone else in the
counlry, can be subjecl to prosecution for engaging in mongy
laundering and terorism financing activities,
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In addition, legal counsel are subject to comprehensive mles of
professionat conduct imposed and enforced by the law socielics that
prohibit them from engaging in or facililating unlawful conduct ih
any way. All members of the legal profession are also subject lo

comprehensive finansial and accounting tegulations by vittue of

their membership in their various law societies.

We note that in its 2016 mutual evaliiation report on Canada, the
Financial Action Task Force was crifical of Taw sociely regulations to
combal meney laundering and the [inancing of terrorist aclivities,
suggesting that there was no incentive for the profession to apply
these measures or lo parlicipate in the delection of potential moncy
laundering and terrorist financing activities.

In the view of the federation, this suggestion ignores the serious
repufatory initiatives of Canada's law socielics in this area and the
ongoing monitoring that law societies engage in, including both
periodic and risk-based audits. Measures to ensure that legal counsel
comply with law secicty regulations include annual reporting
obligations, practice reviews, end financial audits, Law socictics
alse have extensive investigatory and disciplinary powers, including
the ability lo impose pénalties up to and including disbarment when
members {ail to abide by the law society rules and regulations. Tn the
submission of the federation, any actual or pereeived gap in the
legigiative scheme as a resuit of the exclusion of the legal profession
from the provision of the act has been fitled by the aclions that the
law socicties have taken,
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We do recognize, however, that it is important {o ensure that the
regulations in this area are us tobust and as effective as possible. To
that end, the federation is currently cngaged in a comprehensive
review of its model rules and the associated compliance and
enforcement mcasures used by he law societies. We have just
completed a consultalion on proposed amendments. Commenis were
due by March 15, We are currently reviewing those comments, This
consullation process will clarify some of the provisions and it will
plsc add additional obligations on Canadian legel counsel.

Most notable amongst the proposed additional obligations is a
proposed requirement for legal counsel to cbiain and verify the
identity ol beneficiades of ‘trusts and the beneficial owners of
orgenizations, In addition, requirements for ongoing menitoring of
the professional relationship and aclivities of clients have also been
propased. The speeial working group that is currently conducting the
review has also proposed & néw model rule that wonld te the use of
trust accounts to the provision of legal servides, thus ensuring that
lawyers' trust accounis cannet be used for purely finaneial
transactions. A comparable rule is alresdy in plece in Ontario,
Quebec, and a mwnber of Canedinn jurisdictions, which logether
regulate approximately 75% of the lawyers in Cunada, Firal rule
amendments are coxpecled to be approved by the foderalion's
governing board in June of this year and to beé implemented by
law societies across the couniry Tater this year.

We also recognize thal effective enforcement of the niles is
critical, and for thal reason, we are also reviewing law society
compliance and enforcement activities, and we are preparing
guidance on best practices to assist law societies. Additionally,
equally important in our view is that members of the profession
shonid understand their legal and ethical obligations. To this end, we
are currently preparing comprehensive guidance and educationai
materials that will focus on compiiance with the various niles but
also on understanding the moncy laundering end terrorism financing
risks that lawyers and Quebec notaries may encounter in their
professional activities. We anticipate that, in addilion to general
guidance, these educational materfals will provide specific guidunce
aimed at different practice groups, particularly those practice groups.
identified at higher risk, for example, real estate and other
transactional activities.

» {1550}

Refore concluding my remarks, I would like to comment brielly
on the issue of beneficial ownership information, and specifically,
tle current lack of verifiabie information. As I've alrcady mentioned,
the proposed amendments te the federation's model rules would add
a requirement for legal counsel 1o obtain and verify information on
the beneficial owners of organizations and the beneficiarics of trusis.

We are awate of criticisms of Canada in this regard, and we
recognize Lhe valie of capturing this information. We have fo stress,
however, that compliance with such 2 rule, which would miror the
requirements in federal regulation, will be very difficult, and in some
cascs, likely impossible in the absence of publicly zccessible
registries of beneficial owners.

s my understanding that FINFRAC's guldance indicates that
obtaining information on beneficial owners only. from the client does

not conslitute verification of that information. That makes complete
sense, but at the moment it is the only option available to lawyers,

In the view of the Federation of Law Societies of Canada, a rule
that cannot be compiied with is neither a reasonable nor effective
rule, For that réason we urge the government to move forward
quickly with legislative amendments that would not only requirc
organizations and trusts to record beneficial ownership information
and to provide it 10 the government, but alse to establish a publicly
accessible registry of that information for lawyers aeross the counlyy
Lo ase.

We recogrize that federal legislation will only reach a small
percentage of coiporations, and we hope that the government will
push the provinees and territeries to follow suit and to do so without
defay.

We shoufd also add that consideration should be piven fo
cxtending rutes on the recording and sharing of benelicial ownership
to the ownership of real property.

N1 Chairman, [ 'wanf to conclude my remarks by saying that in
their testimony before this commiliee, a number of wilnesses have
indicated an interest in engaging with the lepal profession on this

issue. On behalf of the federation and on behalf of our members, 1

can say withiout resérvation that we would welcome the oppottunity-
1o engage in that debate.

Thank you very much, Mr. Chairman.
@ (1555)

I'he Chairt Thank you very much, Ms. MacPherson, '

I believe you said that your consultations were over on March 13,
so if you have anything further you could forward 1o the commitiee,
that would be helpful, We hope to complete a report by June, but we
won't be tabling it until September or October. Anything more thal
you could forward to us would be helpful,

Ms. Johnson is here as an individual.

Welcome, Ms. fohnson. The floor is yours.

‘Ms. Marz Johnson (Barrister-Salicifor, As an Individual):

Greal, Thank you very much. I'm 2 lawyer working in the field of

anti-corruption and anti-meney jaundering.
{Transiation)
1l is a great pleasure lo be invited today. Thank you.
{English}
I'm the author of cerdain reports on beneficial ‘ownership
transparency, and I will make sure that these get into thi record of

the commitiee,

Given the shoriage of lime, I'n going to quickly make a namber
of brief points.

-\[j:@“ 1



March 21, 2018

12

FINA-138 5

First, I welcome the announcement by the federal and provinciat
{inance ministers in December on making corporalions more
transparent, ] would recommend that Canada follow the exampie
sel by European Union jurisdictions i creating public beneficial
ownership régistries. T will leave with the clerk a copy of this report,
which highlights best practices and lessons learned from European
Union efforts. They have a couple of years under their belt, and it
would be usefit to look at that,

T would also hightight one peint from this report, which is that
beneficial ownciship registies must be fit for due dilipence
putposes. TDs and other infonmation provided by corpemtions, upen
incomporation, for example, must be verified by the registrar, and
risk-based due diligence must be performed, The registrar should
have en anti-money laundering and cétinterlerrarism mandale, which
currently is not the case with the business regisiries.

If criminals can simply provide fraudulent information to the
regislry, then repent the sume fraudulent information to a2 bank ora
law office and say, well just cheek the federal registry, then that
registry will be vseless, Banks and others wili not be able to rely on
it for due diligence purposes.

A verified nsk-managed registry will cost more, but there will be
aggregale savings aeross the economy and even within govemment,
because right now you have all kinds of people doing the same duc
diligenee on the same companies. You could simplify that, Federal-
provincial co-operation would be reguired 1o create a one-stop portal
to conveniently search gll registries.

Second, | would recommend the creation of new legal duties for
nominees, agents, trustees, cssentially people represemting third
parties, including nominee shareholders and directors. These
represenling athers should be reguired to always disclose (heir
status, us well as the identity of the thivd parties they represent, to
federal and provincial officials, including beneficial ownership
regisirars as well as financial instititions; designated non-financial
businesses, and professions. Cumrently in the statude, financial
institutions and others have an obligation to ask clients if they are
representing third partics, bul there is no statutory obligation o
answer this fruthfially.

Third, all designated non-financiai businesses and professions
should be required to inguire about beneficial ownership of
corporations, entities, and ammangemenis as part of their due diligence
obligations, but only when processing large cash transactions.
QObviously this would be a huge burden on businesses, but not if
there's a public beneficial ownership registry that's. convenient and
contains all the information, That would make it a very simple task,

Next, I want to briefly address the role of lawyers in the money-
lasndering scheme. As we heard, there are rules in place by, and
enforeed by, the law society, nat FINTRAC, These rules as such are
very useful. In my view, “no cash over $7,500” is an excellent and
really important rule. Personally, I would take some of these rules
further, but there's a process thal's ongeing rght now.

There are & lot of qiestions raised ebont the efficacy of this
regime, and T feel that more empirical data is required to fully answer
them, For example, what is fhe extent of the problem? Do we know?
Do we undersiand? Money laundering is very difficult to detect.

There's no dead bedy. How do we know the extent of the problem"
What are possible zdvantages and disadvantages o reslonng 1he
cash due diligence record-keeping obligations of lawyers in the
statude, as apposed to leaving them in the riles? Because of soliciior-
client confidentiality, detection of these crimes must ocour in other
parts of the financial system.

As a simple example, imagine a situation where a lawyer were 1
deposit huge volumes of cash into his or her trust account in
presumed vielation of the rule. Would a bank be more likely to flag
this fo FINTRAC a5 a suspicious transaction if it were a legal breach
rather than a rule of te law socicty? What about judges issuing
warranis? What {s the impact of there being a legal scheme versus
the cument scheme?

These are the types of questions that T think we need fo answer
before we decide whether or not the stawle is the right place for due
diligence obligations.

® {1600}

In ferms. of who should supervise the enforcemnent of these rules,
it's prefty elear from the Supreme Court decision that it
uriconstitutionat for FINTRAC o access lawyers' files in the
absence of a warrant and the Lavallee precedures, This will always
hamper FINTRAC's ability to bé a supervisor of [awyers.

Even if this committee were fo conclude thet duc diligence
obligations for lawyers should be restored Lo the act, could the law
society remain a supervisor and enforcer of those obligations? This is
cuifently the case in cerfain other jurisdictions, such as the English
bar, and it might be a possible solution ta some of the difficult issucs.

Furthermore,. [ wanted fo add that if the government plans to
simplify the prosecution of money lasndering offences, including
facilitaling money laundering by reducing the mens rea to a reckicss
or willfully blind or negligent standard, then a defence should be
provided to lawyers and others of a reasonable due diligence.

Last, 1 wanted 10 mention something about Export Development
Canada, which as I understand it, is currently cxempt from the
proceeds of crime act because it does net accept deposits.
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However, recent media reports of ils supporl for comupt
transactions have shown that it is at o high risk for handiing the
proceeds of crime, For example, if it makes ioans of tens or hundreds
of millions of dolfars 1o companics that obtained busincss through
bribery; EDC is at risk of being repaid with proceeds of corruption,
some of which goes info the govemment coffers through comorate
dividends, While the Procteds of Crime (Money Laundering) and
Terrorist Financing Act is not ideally suited for these types of risks,
as it focuses a lot on deposits, and there are cumently no statutory
due diligence obligations in place for EDC, this might be something
worth Jooking into, as the committee reviews risks of proceeds of
erime entering the financial system.

Thank you very much for this opportunity. I'd be pleased 1o
answer any questions.

The Chair: Thank you, Ms. Jehnson.

We'll turn to seven-minute rounds, During the rounds, 1 weuld
agsume that everybody has seen the Finance discussion paper. To 4
certain extent, I think we're using that as background or a guideline,
whether we agree-or disagres with what's in it. At the end of the day,
T'll guess we'll see, I you do have any comments you feel strongly

about with regard to that discussion paper, don't be afraid 10 mise
thém: at any point during the question period, because I think that's
what we need to target as well.

We'll tem to M Fergus for seven minutes.
® (1605)
[Transiation]

Mr, Greg Fergus (Hull—Aylmer, Lilv.): Thank you very smuch,
Mr, Chair.

My thanks to all the wilnesses today.

I will give you a few moments to adjust your earphones.
Mr. Dusseault and I wilt be asking our guestions in French.

Ms. Wilson, Ms. MacPherson and Ms. Johnson, my questions are
mostly for you,

There is no douht that the last two parliamentary reviews of this
miatter have identified a shortcoming with lawyers and the Canadian
justiee system. You mentioned that you have capped payments in
cash 1o a total of §7,500 per client. Thet reflects well on your
profession. It is very impottant, for the reasons you mentioned:

My first question goés ta Ms. Johnson.

Your fifth recornmendation is to impose due diligence obligations
for clients. Can you tell us more about that? How can we strengthen
those oblipations? How far can we go, given the Supreme Court
decision?

Ms. Mora Johnson: Thank you very much for the question.

So you are asking me about the defails on the amefidments I
would madke to the cument regulations,

[English]
I'l answer that question in English,

As somebody who works in the area of snti-corruption, I'm
sensilive to some of the issues that come up in that context. Where

lawyers are conducting financial transactions on behalf of clients,
and they're using negotiable instruments at risk of meney laundering,
1 would impose greater know-your-customer and due diligence
obligations as appropriate to verify if clients are politically exposed
persens, including family or close associates, and if they're on
sanctions lists or are otherwise high dsk. [ would also require
lawyers to make inquiries about the source of funds in these types of
cases,

Il give you a couple of examples. Tf you are a lawyer and you
have somcone in your office who has neégotiable instruments and
would like to purchase a house, it would be really good 1o know if,
for example, they are on a sanctions list, because people on sanctions
lists need lawyers [or certnin purposes. If they're supposed to be
subject to an asset freeze and they give you the stocks and bonds and
bearer shures, it would bé really useful to have that information.
Similarly, it would be good 1o know if they were representing the
Mugabe family or someone at high sk of receiving the proceeds of
corruption.

These types of obligations are currently on the financial system,
but becausc of the no-cash rule, it would really be when you have a
serious risk of money lsundering because, obviously, everyone needs
a lawyer from time o timc for whatever reason. Here I'm talking
about high-risk transactions and high-risk situalions.

» (1610)

Mr. Greg Fergus: Ms. Wilson, Ms, MacPherson, from the
federation's perspective, what is the current standing and how would
you reacl to thai proposal to have a higher level of obligation on
those potentially risky transactions?

Ms. Frederica Wilson (Executive Director and Deputy Chief
Exccutive Officer, Policy and Public Affairs, Federation of Law
Societies of Cannada): It may interest you and Ms. Johnson to know
that the draft rules, which of course are not finelized yet, are
amendments to the client identification verification rile and include
requirements to inguire into sources of funds. They include
rcqutrcmcnis that are nol simply for one point in time, but are
ongoing in the course ol the relationship. From the l‘uedback I have
seen 50 Jar, T have every reason to believe that those provisions will
survive the consultation period and be pul forward as amendments to
the nules.

I think Ms. Johnson snd the Federation of Law Socicties are on
the same page on that, based on the [cedback we received.

The issue of politically exposed persons for us is a slightly more
complex one, but [ co-chair the working group that's doing this work
and we have it on our list 10 pursue end to look into further. The
launch of our consullation predated the release of the Dcpm—tment of
Finance's white paper, We want to refurn fo a number of things in the
white paper, 50 you may see [hat there will be more than one cycle er
more than one round of amendmients. We would prefer not to wait to
move forward with what we think are important amendments that
will strengthen the rule until we have everything in it, or have looked
at all the other things we may also wish to add.

Mr. Greg Fergus: T have a subsequent question, At what point are
your members abliged fo repost if you suspect that the proceeds of
client are ilepally obtained?
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Ms. Frederiea Wilson: [ think, in firness, it's not so much
framed as obligations in the constating legislation, but more as the
powers that {aw societies have 10 share information. OF course, they
are bound by privacy laws and so forth, and because they enter into
the sphere of privilege, when they investigale & lawyer, which is say
that privilege is not waived er lost when the law society conducts at
investigation, they have some cbligations. They have an absolule
legal obligation 1o protect solicitor—lienl privilege,

However, they all alsc have the power to share information with
law enforcement agencics, and they do so. Individual law socicties
have different policies as to when thal is. I would note with some
interest, however, thal in our inquiries 1o the law societies, we've
discovered that 1eports of suspicion of criminal activity ofien may be
for something like mortgage fraud. So i's not restricted fo money
laundering uctivities and does not necedsarily meet with any
enthusiasm on the part of law enforcement lo investigate. Indeed,
sometimes what thie regulators are told is, “Well, you acted, you've
suspenided or disbarred the member; we have compensation funds
and insurance funds that compensate the victims of these things”, so
it is notl unusual for there to be no further law enforcement action
even where there is a report.

The other thing that I think needs Lo be said Is that law societies
are looking at compliance with their rules. Of course when they, for
example, audit a law firm, they look at the accounting records and
they are locking for breaches of the no-cash rules. They are looking
for things that don't look right to them, but they are also tocking in a
broader context, so iU's not always about crimes, It's oflen sbout
fatlure 10 obey the regulations of the law societies.

The Chair: Somry, Greg, you're-well over the time. You may get a
second round,

We'll go to Mr. Albas,

Mr. Dan Albas (Central Okanagan—Similkameen—Nicala,
CPC): 1 certainly will continue on some of this, so hopefully T'il
catch some of the same ideas.

In regard to it, 1 do understand that the process is such that many
might say in law enforcement thut they have to get a judicial order,
that in fact some of the processes you may have are more immediate
and can be more far-reaching because of multiple different
complainls across different files, and that you may ask for demand
‘docements on a whole host of fronts. So, 1 cerlainly appreciate that
there is. & system in place and that for the most part it works,

Ms. Johnson -said nol a lol of duta is shared. New, is ihat
sométhing that the commiltee is going (o be making recommenda-
tions on?

8 ¢1615)

Ms. Frederiea Wilson: Ves, in fact, we've begun cur work on
best practices, and we have identified the lick of consistent dalaas a
weakness and something we would like to see changed. | mentioned
that law societics are enforcing their rules and they keep prefty good
dule on the breaches of this obligation for trust accounting or
breaches of this provision cof the rules of professional conduct.
However, they have not been necessarily separating ocut from that
Lreaches of the rules that, although they also liave other purposcs,
are’ aligned wilh or intended to address the same objectives as the
federal anti-meney launderng and terrorism financing regime. A

couple of law societies have begun to do that, and it will be our
recommendation that we move o standardized and consistent data
collection in this area.

Mr. Dan Albas: That's important because for many people the
data would say that the system is performing or not. They can ask
apout trends and whatnot. Bul if you don't have that kind of
fortheoming and there's anecdotal evidence, peeple may lose fith in
that system-and then we would have 1o rejig the system, 1 guess, lo
make sure, because we can't have any light between these kinds of
cases. [ do understand there is 2 solicitor—client privilege that nieeds
to be mainiained.

Now, just switching gears slightly, have either of you, or maybe
even Ms, Johnson, hieard of cases where courts—I'm thinking at ihe
provincial level; so ey are civil claims—and certain {awyers may
unwiitingly be invelved in money laundering? Some countries have
capital fegnirements, so that if they are going to bring money inlo
another country like Canada they have certain stipulations for
bringing in that capital. One strategy T have heasd of unecdotally ina
pariicular conversation—because members of Parliament speak 1o ali
sorts of different people, and 1 think that's a good thing—is that a
supsidiary of a particular company doing business in Canada will
make a private arrangement with ancther corparation or entity, That
will create 2 contract and then break the confract. Then one of the
parties will sue for damages, Obviously the subsidiary would then
take it to court, and then the court may find that that subsididgry broke
contract and demand payment, which thien goes to the host country,
which, of course, requires a court order 10 have those monies. Then
those monies are brought into Canada and then distributed for other
purposes than what they were intended for, Have you heard of this
kind of stralegy, and if so, is it heing addressed hy your commitiee?

Ms, Frederics Wilson: We talked about and worried about that’
kind of strategy in the committee that | co-chair. The people I'm
working with arc people working dircctly in investipations,
enforcement, and similar activities at the law society. They're not
the politicians; they are the people who are doing that work, T have
not heard of any specific examples, but [ will say that, while this
only deals with cash, our no-cash rule picked up some exceptions
that come out of the federal cogulations—although, of course, that's
about suspicious transactions and larpe-cash reporting. T can't recall
whether this is right out of the regulations or whather it simply
seemed e a good idea back in 2004, but the no-cash rule includes
an cxception for money that is paid as a resull of & court order, which
could include exactly what you're tatking about,

We've said that we don't think it's an exception that we should
maintain. We think it should come-out of the rule. Again, that's only
dealing with cash, but we looked al it and safd it's a clunky way o
favnder money, but if you're a major corporation with a major
contract with very high stakes, for example, it could nonetheless be
an effective way to deal with large quantities of money, and we've
takcen that out.

Beyond that, T can't say that I have anything more specific to offer.
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Me. Dan Albas: A coun order is issued awarding damages, -and
then money is transferred from a foreign jurisdiction into Canada. Is
FINTRAC aware of that and of the rationale for that? If someone
was {0 hnve multiple payments aver a pedod of lime, porhaps that
may show up,

I'm nol privy to whether or not this.is something thet's done in one
big shot at a time or if il's done over a series of different contracts
being brokered with different enfities.

To me the question is, are we creafing & structural ability where
we're allowing our courts...? To be fair, when. [ talk to people, many
peaple feel that they're not able to see their case as.quickly as they'd
like. I'¢ like to know If this is a smali problemy; or even if il is a
problem, and whether or not there should be some oversight of sorme
of these court orders to make sure that FINTRAC or the law socictics
are able 1o account for them und to fiag them if there's an issue.

* {1620)

Ms. Frederica Wilson: I'lt say onec thing and then defer (o Ms,
fohnson, because I think she may have more insight o offer than I
do on this,

Your question really demonstrates to me the imporiani point to
keep in mind, that in many cases and many (ransactions, theré are &
rumber of players, some of wham have reporting obligations and
some of whom may not. The couris dont and, of course, lawyers
dor’t, but barks do. I('s always imporiunt, T think—and we've talked
aboul this a lot in our work—to think about {hat web.

On a tangentially related point, we are concerned about the fact
that it is possible for somebody to depasit money inte somebody
else’s account. If you are & fawyer with & frust accoun, it is possible
for someone to go lo the bank and deposit cash inlo your trust
account or in another {orm, and you can't stop it. Weve tatked to
banks. There's some possibility of fagging the account—ihey're
supposed to phone—but it's. very porous, We arc. unable in many
¢nses o pet that information from the banks as to whe made the
deposit.

T mention that only because it's a tangled web with many players,
cach of whom may present d risk and may have a role to play in the
menitoring activities.

I imagine Ms. Johnson has more.
The Chair: Ms. Johason, go ahead.
Ms. Mora Johnson; Thatks very much.

I think yeu raise o fascinating question, and [ don't know the
anewer, but it raises a much larger issue, which I think I touched
upen when I talked about EDC. The statute that you're reviewing and
all this work that you're doing is really focused on deposits and flow
through, which is where the major risk of money launrdering is.
When a trust. account s used for flow through, like a real estate
iransaclicn, that's where there were really huge risks—in the old
days they took cash—and il's the same with financial institutions.

However, that's not the extent of all the risks. They are just the
anes the stalute focuses on, T know [hat the law socicty rules include
things like client fees and bail. There are other exceptions as well—
again, where il's not a Mlow thrcugh. It's the same with some of the

rules for financial institutions, which. is why EDC is not covered at
all, i

This might be a larger therne that the committee might consider
looking al: money laundering risks or risks of receiving the proceeds
of erime in cases where you're not looking at a flow through, if that
makes sense,

The Chair: Thank you, all,

Mr Dusseault, you have seven minules,
[Transiation]

Mr. Pierre-Luc Dusseault (Sherbrooke, NDP): Thank you,
Mr. Chair. :

First of all, T would like to thank all the wilnesses for being here
and for the sage advice they are giving us.

Ms. Johnson, you lalked sbout a
[English]

verified and risk-managed regisiry.
[Translation]

Of course, that is intended to make sure that the information is
exacl, realistic and, let us hope, regularly updated,

Can you give the committee an example that shows that such &
public registry is trustworthy, meaning that the autherities ¢an verify
whether the information that people give is accurale? Are there
places where the authorities have strong enough poawers to make surc
that the regulations are complied with?

Ms, Mora Johnson: Thank you very much. That is a very good
question.

When I researched that question in preparing my report, 1 saw no
examples, but everywhere in Europe, people have been wondering
whether the registry can really be trusted,

[English]

To go one step further, cumrently the federal government registry
for corporations is completely passive. People send the information,
you cieate a new cormporation, and the information simply gels
transferred inte the registry. There are no verifications dght now, not
even 1D checks, not even o shew a driver's licence 1o confirm that
the person even exists. OF course, it was never created for anti-
money-faundering purposes. However, this could be changed with a
tegistrar who is able to do those kinds of verifications.

Obvigusty the more verifications they do beyond ID checks, the

‘more expensive, cumbersome, and complicated the process is. A

risk-based process might also work, which means that the person is
someone with compliance skills, someone who underStands how
corporations ars formed, and so on, and who is able to flag
suspicious things, maybe send reporl$ o FINTRAC, maybe contaet
the comaration for more informaticn and ask for more documents.
This s what we have in mind, someone who is able 10 really uphold
the srigour of the registry.
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® (1625) [English]
[Tranistation) Ms. Sheilz MacPherson: Thank you, Mr.. Dusseault. That's ah

Mr. Pierre-Luc Dusseault: T would like {o talk about one aspect
that you perhaps did not get inta, but T (eet could present a danger. If
I arn mistaken, you can correct me.

Ofien, company structures are very compicx. The structure may
extend into a number of countries. A number of companies do
business with forcign firms, in fact. They may share part of the
structure of those companies, but they may be located in countries
where there is no obligalion to keep a registry of beneficial
ownership. Could that be a danger? Is it something that the
committee should fook into?

[English]

Ms. Mora Jehnson: One of the recommendations [ made in this
report is that in any complex corperate structure where a company is
a 100% shareholder of a subsidiary and 100% sharcholder of
another, or even more complek, the whole chain be included and all
related companies be part of the disclosure.

‘The other thing is that when we're talking about beneficial owner,
we're really talking about the uilimate beneficial owner, Thal culs
through all the chains to the ultimate owners, However, you're
ceriainly right that in some cases, even for ong simple corporation,
il's not always clear and obvious who the beneficial owners are.
There's a contro] definition, which would typically include directors;
and ‘then there's a benefit or ownership, which {s who owns the
shares, for cxample, Somelimes in a family-owned buginess there
utight be o patriarch who actuelly has the powers, pursuant to a
unanimous shareholder agreement, to dismiss all the directors, to
hire and fite everyone. That person would clearly be a beneficial
owner in the conirol arm, even if they're not listed as a sharcholder,
for cxample, or a director,

If's = really complicated issue, which again requires a sophisti-
cated, knowledgeable regisirar. Some are basic, but others would
require the registrar to go back and ask more questions, follow up,
seck more documents, and go deeper.

[Translation]

Mr, Pierre-Luc Dusseaults We have mentioned diligence in
verification. T think that it was Ms. Johnson who mentioned mens
rea, but my question perhaps goes more to the Federation of Law
Socicties of Canada. As I am net & lawyer, | will not get into legal
ferminology too much, but I would like to ask sbout the difference
between the two paradigms. The current approach is based on mens
rea, meaning that there. has to ‘be proof of criminal intent, With
diligenee in verification, all that is needed is 1o make sure that the
lawyer or nolary has not tumed a blind ¢ye to a situation that, lo any
even marginally inielligent person, could appear suspect,

Can you explain the difference belween the two approaches?
What is the current situation? Should we move {0 2 system based
more on diligence in verification- instead?

Ms. Mora Johnson: Are you asking me?

Mr. Pierre-Luc Dusseault: Actually, perhaps Ms. MacPhersen
can answer first.

excellent question,

In the regilatory world, 2 lawyer can commit an infraction of the
rules intenticnally, and that would be sometlhing that would be not
only prefessional misconduct but likely 2iso criminal misconduct. If
somebody were knowingly engaged in morey laundering, for
example, they shoutd be caught hy law society enforcement, but they
would siso be caught by the larger criminal sysiems that we have.

Lawyers can also be targeled for breaching rules because they're
acting negligently or without oversight. They don't necessarily have
to intentionally mean to participate in money laundering if their
practices and structures are sloppy or carcless. If it's 4 aversight,
that can be a breach, and lawyers can be disciplined for breaching
the law socicty code. A good example is client identification,
Sometimes lawyers get busy. They may not properly identify their
clients. They don't intend fo break that rule, but those types of
failures should be caught through a law soeiety auditing process, and
the lawyer can be disciplined for that even though they didn't intend
io breach it. The negligent performance or the lack of attention lo
detail doesn't need to be intentional.

Thet iz the, sirength of having a number of different layers, The
law socicly can act not only on intentional wrongdoing but also on
negligent wrongdoing, and even on wrengdoing that cocurs simply
because you helieve you're doing the right thing bul you don't
comply with the wies for whatever reason. That could still be a
breach, It may be a defence, in'terms of how you deéal with a
complaint or proseculion, that you've iried 1o do your very best, but
it can certainly be-a breach.

I don't know, Ms. Wilson, if you want to add anything.
®(1630)

Ms, Frederica Wilson: [ do very bricfly. I'm respectful of
everybody's time. Islaried my career g5 a criminal lawyer, It's beena
fong time since T was practising se I don't want lo misspeak, but
there is very well-developed law on mens req, and strict and absolute
liabitity offences. They are lied, in patt, to the conscquences that
may prevail, If there's a risk of imprisonment and so forh, there are
higher standards required when we're talking about the ciminal law,
and of course quasi-ctiminal, which can be regulatory offences.

My onty comment on. this would be that while, of course, it may
be interesting (o cxplore a lower standard of proof, which is what
we're talking about, you nced to proceed cautiously in that area so as
not 10 run up against what is, as 1 said, very well-establishéd law on
whal is permissible, This has lo do wilh the charter, [t has to do.with
your charter rights and your-ability to make fuil answer in defence in
the face of serious polential sanctions.

The. Chair: Okay, Thank you all.

I'm turning to Ms. Q'Connell for seven minutes.

Ms. Jenmifer O'Connell (Pickering—Uxbridge, Lib.y: Thank
you all for being here,

l N
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I'm gaing to start with Ms, Richard and Mr. Land, I'll get you in
this a little bit. Are there any requirements——and forgive me if you
said this at the beginning and I didn'l catch il—la report to
FINTRAC or other bodies large sules of jewellery?

Ms, Phyllis Richard: Yes, there are. Are you referring to arge
cash transnctions?

Ms, Jennifer 0*'Connell: Nol just cash, but 1 could sec this being
-a very neat way (o launder some money, What's the requirement
then?

Ms. Phylis Richard: Large cash transactions, over ${0,000, must
be reported to FINTRAC. If there is a larpe transaction, but it is not
cash, the only repotting requirement there would be if) in some way,
it were suspicious or you knew that criminal activity was invelved.

Ms. Jennifer O'Connell: You mentioned at the very end of your
intervention that an area of concemn is auction howses. Can you
elaborate? That's kind of where your delegation then ended.

Ms. Phyllls Richard: The thing with auction houscs is thaf at the
moment, one can go inlo a jewellery auction.... There are many,
many of them across the country, Some move, some are permanent
liouses, and some of them ‘are absolulely lcpitimately good
businesses. You can go in there and literatly have $200,000 in cash
and there is no requirement Lo report o FINTRAC that kind of
transaction. There’s no requirement for a suspicious report cither,
other than if there's 2 good corparate citizen, they would hopefully
alert law enforcement. 1t is a gap within the seclor that could be
tightened up.

Ms. Jennifer G*Conncll: What about on the other side of it with
auction houses, if individuals have under the $10,000 cash limit?
Let's say they're ripht have 38,000 or $9,000, so the jeweller where
they're purchasing the ilems doesn't necessarily immediately flag
that, However, if you acquire several pieces of that value and then
walk into &n auction house to sell them, basically, in an estate sale or
in estafe type situaticn, what are the requirements for auclion houses
ta know their clients, {or the sale of this merchandise? Are you aware,
of any?

(1635)

Ms, Phyllis Richurd: I'm not aware of any, other than, obviously,
il a stranger is walking info any kind of sales environment, the selier
wants 10 know who they are or at léast know that they're verified,
and that if they write a cheque, the cheque won't bounce, ard that
sort of thing. There's no actual requirement,

Ms. Jennifer O'Conncll: I'm going to turn back to the law
socicty. Cast you tell me how many audits have oceurred speoifically
as a resull of the money laundering, anti-terrorism financing
regulations over, let's say, the last five years?

Ms. Frederiea Wilson: The simple answer is no, because of the
point T made eaclier abeut how the data is collected. What T can tei]
you is that law socictics—all but our tiniest faw societics.... And as
you'll appreeiate, we have three nerthern law societies that are
required to do all of the same things as the larger law societies, but
they are very, very under-resourced, so they face more chalienges
with some of these activitics and riced {o furn to some of their other
fellow law societies 1o help them with this, It may be a little more ad
hoe, but all other law socictics have regular audit programs that are
rendom, T can tell you thiat the frequency ranges. For-example, in
Prince Edward Island, they audit every law firm every year In

Ontario it would be roughly every law fimm every five years. In
Maniteba, I believe ir's something like every law fim every thrae
years. That just gives you a sample. '

I mention that because when they go in and audil, in addition lo
looking at good accounting practices and compliance with the trust
regulations of the law socicty, they are looking specifically at no
cash, and client identification and verification. The way these audits
are done, a3 you van uppreciate, is much the same as when have your
bocks audited in your company. Your sample files are pulled, and if
they have any concemns about what they see, they pull more and fook
at them, as well as looking at all of the actual ledgers and

‘{ransactions, of course.

Ms, Jennifer O'Connell: T don't mean to cut you off; but my time
is limited and I have scveral questions.

I recognize those audits. However, there's much more that the
legal community could be doing to address money laundering than
just ideniification and cash, Oftentimes it's a lawyer sefting up &
corporation, selling up asticles of incorporation, setting up alf of the
parameters around things that may actually be the fools for money
laundering and financing of terrorism. So my questions about audits
are important not just in ferms of the cash and identification poinls.

If law sociclies are essenfially self-regulating this based on the
Supreme Court decision around money laundering and anti-terrorism
legislation, how can they demonstrate to governments and the
public, that the legal community is adhering not just the idea of no
cush, but 1o preventing any suspicious behaviour that couid be in the
realm of money laundering and terrorism financing? How can we, us
legislalors, feel comforiable—and I read the Canadian Bar Associa-
tion bricl, and I recognize that's net in your submission—in saying
that the majority of lawyers are following these regulations? How do
we know that, if there's no data to suggest that the audits are being
done as speeifically targeted by this legislalion? How can we know
this, and why have other commion law jurisdictions been able to have
more of a microscope and focus on the follow-up in regulations to
ensure that this {s actually being done, and not just in those two areas
of identification and cash?

8 {1540)

Ms. Sheila MacPherson: The law socicties are looking at
enforcement of the rules thal actually replicate of mirror what is
contained [ederally. Rather than having enforcement oceur through
that vehicle, law socielies are charged with enforcement, and those
are things like cash and money laundering.
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The other area of enforcement is 10 ensure that lawyers' trust
accounts are not used for purposes other than the provision of actual
legal services. As we indicated, the majority of Canadian lawyers are
already. governed by a rule in that regard, and, indeed, there have
been prosecutions of lawyers who have used their trust accounts for
purposes other than the delivery of legal services, in other words as
repositories of money inapproprately. The proposed new rules
would provide that afl law scciclies will adopt a rule that will
prohibit lawyers from using their trust accounts for purposes ather
than connected with the delivery of actoal legal services, That, |
think, will be an fmportant thing to bear in mind, and the law
societics will be looking for enforcement of those issues.

The issue or challenge gencrally with respect to the role of
corporations in money laundering is that if a lawyer sets up a
corporation, {hat corporation is « legitimate way of doing business,
The lawyers can be acting completely appropriaiely. The corporation
goes off and dees its business. The lawyer has no subsequent
involvemnent necessarily with that corporation in terms of its
transaction. So arguably the responsibilily [or looking at thosc
corporate structures as vehicles of illegal activity rests throngh the
cotporale registry struclure,

Ms. Jennifer O'Cennell: That's the exact point, When the
fawyers confinue to act via the mechanism of these corporations
because there is a protection, because they are exempt, there is a real
benefit to keeping the lawyer involved in the corporation moving
forward becanse they're exemp! for money faundering purposes.

The Chair: We'll have to end it'there, Ms, O'Conneld, You're over
your time, but Ms, Johnson wanls to add 1o the answer

Ms, Mora Johnsen: [ would add just one small supplementary
point fo what was already said, which is thal there are numerous
cases where the lawyer will actually act as the nominee sharehoider
or director. When law enforcement or banks or whoever are seeking
information about the beneficial owners, the lawyer will say, that's
privileged, solicitor-client information. That hes definitely béen an
issue. Althongh, again, if the govermnment passes beneficial owner-
ship,..changes corporate law, then that.would remove any privilege
from that information. At that point, it's rot priviteged; in fact it -will
be available in a public registry.

Ms. Jennifer O'Connell: Thank you.
The Chair: Thank you, ail.

Mr. Albas, We're in five-minufe rounds.

M. Dan Albas: Thank you {o all for our wilnesses for attending
taday,

' start with the jewellers. Thank you for coming and falking
ahout your indusiry.

In regard to complidince cost, would you be able to share any
ballpark figure on what the average jeweller has to do as far as their
administrative compliaace with FINTRAC is concemed? Do you
have any tracking or any indication; whether it would be anccdotal
or something that has been bandicd about in the industry?

Ms. Phyltis Richard: We have nothing concrele where we can
say tha! it costs x number of dollars, Going back to what my
colleague said, yoi must remember that so many of the jewellers in
Canada that are captured are small independent businesses. Some-

times there are aply five employees. To develop and maintain an
anti-money-laundering compliance regime can be quite onérous,
because they're really aot strectured in that way,

If you look at a financial institation, for example, il's lap-down,
it's comarate, and everybody falls into line. Tewellers just aren't like

that. Treally don't have an answer that T couid give you that would be

Mr. Dan Albas: Do you kncw whether FINTRAC has done any
corisultations with your industry to deal with this, to create some
type of standards? We hod a witness the other day who felt that his
understanding of the rules was made only expressty clear afier he
was taken to court, thal he had cerlain obligaiions.

Is there any forward guidance to your indusiry or consuliations by
FINTRAC?

® (1645}

Ms, Phyliis Richard: We've been talking to FINTRAC for almost
a decade now,

Mr. Dan Albas: Do they talk back?
Ms. Phyllis Richard: Yes, they do,

On a very positive side, though, we recently had a meeting with

FINTRAC where we really locked at the sector profile. 1 think we-

really fumned @ comer in having them understand the uphill battle for
a lot of the small businesses. There is didlogue going on that is
beneficial to both.

Mr, Dan Albas: [ conld put myseif in the shoes of a jeweller who
would say, *Gee, if § sell these carrings as a pair, I'm going to have to
file a report and maybe I don't have time, so I'll just ring them up as
$5,000 apiece and then net have to do 2 submissicn.”

T's really important that FINTRAC engage wifth your indisstry and
that there's a belter understanding of everyore's obligalions, as well
as whit the costs are, because if there's no measurément and the
orocess is onerous, that might be another issue;

Mr, Land.

Mr, Brian Land: There are two realities out there, There are the
chains such as Peoples and Birks, and so on. In that environmest, the
system is automaled. If there is & transaction for cash over $10,000,
the system demands the information before the sale can be processed
through the point of sale.

For lhe smaller jeweller initiaily, that's where the costs are up
front, namely in setting up their compliance system and following all
the restrictions. On an ongoing basis, the cosls are not as significunt
once they have the compliance in place.

One of the things about our association is that we have a benefit
for our members that hooks them up with 2 tool kil that makes the
process casier,

Mr. Dan Albas: Obviously your membership is voluntary, not
forced or compelied.

Mr. Brian Land: Correct.

Mr. Dun Albas: P'm sorry, Mr. Land, | don't have enough time, I'd
like to go to the Federation of Law Socicties again.

Vv
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In regard to the sbility to send cases to law enforcement, vou said
that sometimes they're just not interested, I'¢ {ike to hear a Hitle more
-about that.

I'also want to hear more gbout the cases where someone decides,
“You know what? There's an investigation going on. T'm poing to
parachute cut. I'm going 1o resign and no longer practice as a fawyer
or a nalary, or whalever lhe association i, What méchanisms are
there, then, for your system in terms of accountability? If thal's the
case, dacs the case just stop or does it get referred io law
enforcement?

Ms. Frederica Wilson: T want to clarify one thing. I don't know
that [aw enforcement is not interested. It may be a resource question,
of it may be 4 response to the fact that some action has been 1aken, so
1 don't wani to smear law caforcement.

When a member is under active investigation or has beon cited
and is in the middle of a hearing or awsiting 4 hearing, they are not
simply permitted to resign. They must apply for permission to resign
or o withdraw their membership. The law society will not
necessarily agree o that if they think, for example, {hat the
conscquence of a successfil prosecution will be disbamment. Thal's
importan.

Even if in appropriate circumstancés they permit the member to
resign, they still have the capacity and do share information with law
enforcement,

Mr. Dan Albas: Okay.

Just briefly, on audilsi you said that il varies in different
Jurisdictidns, Tn Moniteba, it's every tiree years, and five years in
Ondario,

Do you feel it is o good thing to have various standards throughout
ifie country, or do you think there should be a uniform sudiling
process, because FINTRAC does not apply here, though it applies to
every other industry. I understund we're & common law country, but
with a eharier, so we have 1o do these little workarounds.

Do you belicve there should be a uniform siandard time for
auditing?

Ms. Frederica Wilson: [ do think there should be a uniform
siandard, and we are working on that, However, the reality, of
course, is that when you're regulating 50,000 lawyers, as the Law
Society of Ontario does, compared to regulating a few hundred as
the Law Soricty of Prince Edward Island does, there are resource
challenges,

However, 1 want 10 add that in addition to the sort of periodic
random audit process, law societies engage in risk-based audits.
They will target for re-auditing any law fiom that they've gone into
and had concerns about. They also engage---again, it tends ta be in a
targeted way—in practice audits, where theyll have a more
comprehensive look at a law firm. The numbers [ gave you are
really for the random audit process,

® (1650)
Mr. Dan Albas: Thank you.
The Cliair: Thank you.

Mr. Sorbara,

Mr Franceseo Sorbara (Vaughan—Woodhridge, Lib.): Thank
you for your comments, everyone, 1 don't want to repeat what my
colieagues have said, Tam going to try to keep the questions shorter,
if I can, '

In terms of the subinission that was provided by the Federation of
Law Socielies of Canada—and everyone can open it up—to your
point on beneficial ownership, basically what vou've stated is that
even if we have rules on beneficial ownership, if we donl have a
registry, it won't be effective,

Ms. Sheila MacPherson: That's comrect,

Lawyers can verify..., [t makes verifying the beneficial ownership
very, very chatlenging, becausc FINTRAC has said that, simply
asking your client—verification throuph your client—is not
sufficient.

There's no degree of enforcement. There's no degree of verifying
that that information is in fact accurale, That's where a publicly
accessible register, with the abilily to have some rigour around that,
would aid all lawyers,

Mr. Francesco Sorbara: Secondly, Ms. Johnson, you commented
on the fact that whal we need to be able to discover is whether o
lawyer is representing a third party. You tnade a comment to that
cfcet.

Can you claberate on that comment you.made?
-Ms. Mora -Johnson: Sure.

One of the challenges with law enforcement and in this whole area
is thal often, for perfectly legiticute reasons, corporations-will create
other corporations te run investments, or lawyars will aet as
nominees, cr they'lt be trustees acting on behalf of beneficiaries.

Thére are all kinds of situations where a third party will be acting
for someonc else. Especially if that person controls the financial
levers, it's not at all obvious that they're a third party, nol the
principal.

In cases where third parties are ncting, 1 think il's critical that they
make banks, lawyers, trust companies, and government officials,
including the registrar, aware that they're & nominee, and what the
names are of the beneficiarics or the persons for whom they'e
acting.

Mr. Francesco Sorbara: We could, in your opinion—and
obviously, the others, piease chime in on this—pgel to a point where
you cotld set up a registry, have the data avnilable for... I think the
comment was “must be fit for due diligence basis™ without violating
~—T] am not a Iawyer; so if T use language (hat's inappropriate, excuse
me—ot protecting the soliciter-client privilege.

Ms. Johnson.
Ms. Mora Johnson: Would you like to take that first?

Ms. Frederica Wilson: Well it depends on whom you're asking
for the information. If you're requiring the corporation to file that
information—if that is a requirement of corporate law that you
provide—as you now have to file a varety of information for
publicly traded corpdrations, then it would have to go in the filing,
50 the corporation could not be created and would not exjst.
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[ you'se talking about this ex post facte, asking lawyers who the
beneficial owners of corporations are; that presents potential issues
with repard to solicitor-client privilege. That's one of the reasons we
are so supportive of the idea ol beneficial ownership registries. It
becomes & matter of comporate law. i's simply a requirement like
many others,

In addition to ihose situaticns in which lawyers are creating
carporations~—and they would have to on behalf of their clients
comply with those requiremienis—there are other situations where
tawyers aren't involved in creating the corporations but where we are
seeking Lo impose an obligation on them to know who the beneficial
owners are, This will provide a mechanism for them lo be able to
verify the information they get from their clients,

Mr. Francesco Sorbara: Tn the Eurgpean Union, it has been done
for & number of years. With regard to their registry, have they been
able to do it without what I call "layering”, adding costs to enfitics
doing business? Have they been able (o do it efficiently and
effectively?

{1655

Ms, Sheila MacPherson: That's our understanding.

One of the challenges of doing it at the local lawyer lovel is that
every lawyer will have verification differently and the implementa-
tion will be uneves across the country. If there is a national registry
—and T've read some of articles that you've done on this topic—ihat
is likely the most cost-cfficical way of achicving the uvitimate
objective. Of course, this is also a provincial-territorial issue as well,

My. Francesco Serbara: [ was going 1o comment on that,

In Canada, 1 would like lo have a national securities reguiatar, if'{
can say that. Would the same son of territorial-provincial-federal
issucs arise in unison in having a national registry for beneficial
ownership?

Ms. Sheila MacPherson: Very much so,
The Chair: We'il have ta move over o ihe other side.

However, on this point of the leck of a ceniral registry, do you
have any suggestions on how ta deal with the provincial aspect?
We're talking about federal jurisdietion hese. s the only way to
address that issue with meetings and aprecments between the
provincial and federal ministers, or are there other arcas to deal with
that problem? You're only dealing with part of the equation when
you're locking at the feds,

Do you have any suggestions?
Ms, Mora Johnson: Maybe ] can take a first—

The Chair: Or what's the gap that's lell when we don't have the
ability to deal with the provincial side?

Ms, Mora Johnson: As yow'e aware, corporations can be
iicorporated federally or provineially. Provinces are responsible for
parinerships of all kinds: There are other business amangements as
well, and trusts. That's also provincial.

My undersianding, from the announcement made by the finance
ministers in December, is that all the provinces have agreed 1o make
changes to their cerporale law slatute to require the disclosure of
beneficial ownership information. Tt's an excellent beginning.

In terms of the creation of registries, beeause of federal-provinciat
résponsibilitics, my proposed solution—1I mean you can't get away
from those responsibilities——would be that there be co-operation o
sel up a single portal and search engine that could pull information
from all of the regisiries,

By the way, these registrics already exist. They're catled “businass
registrics” or “corporate registries”. They don't cusrenlly contain
beneficial ownership information, bul they could. They eould be
amended.

Undoubtediy, it will be a bit of a patchwork over time, but
presumably with the commitment, which exists right now, we'l} get
there. Tt would be most convenient for businesses (o hiave one search
engine that can pull all of the data from all of the registries al ance,

The Chair: Thank you. That's very ficipful.

Mr. Kelly, five minutes.

Mr. Pat Kelly (Calgary Rocky Ridge, CPC): Thank you.

Gaing back 1o 2. remark that Ms. Wilson made carly on in this
miceting—and T know that Mr. Albas touched on this as well—you
mentioned the lack of enthusizsm for prosecution, You specifically
identificd mortgage fraud. T know something of the prevention of
morigage fraud from my professional life prior to public life, I was
pleased to hear you acknowledge the lack of enthusiasm for
prosecution of this, because it's real.

At z provious meeting, we had some discussion of this, and I'm
pleased that you were ablc.to get this into the record. Therc is offena
lack of enthusiasm for prosecution of fraud in general, and mortgage
fraud &5 a particular type of fraud that is ofler dong to facilitate
money laundering.

What are the solutions around this? How- can we get law
enforcement to encourage the prosecution of fraud? It's a serious
crime, and one il seems that law enforcement agencies throw their
kands up over,

Ms, Frederica Wilson: Well, 1 know from the Jaw sociely
experience that fraud is complex and difficult to investigate, and
difficult 1o prosecule as a result-—certainly one that has any
sophistication 1o il. Therefore, these investigations take quile a
commitment of resources.

Fm not expert oa law enforcement, bul if T had to guess, a law
enforcement agency would look at an individual whe is potentially
puilty of morigage fraud, see that they have been prosecuted by their
law society, sce that their law society has disbarred them—it would
almost certainly be an offence that they would. gel disbarred for—
andt see that a potential vietim has been compensated through the law
socicty's lawyer-funded compensation funds, | imagine that in the
world of scarce resources, which | understand law enforcement
labours. under, it may seem like quite a lot has been done in that
particular case. Therefore, the public interest imperatives of a
prosecution may be partialy satisfied. '

-
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From my perspective, a huge part of the solution is a resource
question. OF couarse, 1 know you've heard this, as I've read the
lestimony so far before the commitice. [ know there are many people
saying that there arc resource problems, which are part of the
challenge for FINTRAC, for example. I suspect it is. a problem for
law enforcement dt every level, one that requires micney.

o (1700)

Mr. Pat Kelly: Yel to my way of ‘thinking, your own answer to the
responsc partially debunks that question of resources.

When the law society or another professional regulelory body
sctually does contribute the rescusrces, professional investigative
skill and prosecutorial skill, the law society would have its own
lawyers who prepare a fraud case for a disbarment process. It's the
same thing, in my expericnce, with the Real Estale Council of
Alberta, 1t has resources to investigate fraud and o professionally
prepare a case. [H's almost like the case is then handed with a ribbon
on it to public prosecution o to law enforcement to go to that next
stage. Is thal not the casc?

Ms. Frederica Wilson: I think there are two important things to
rememnber. The first is that law societies exist solely for the purpose
of regulating the profession in the public's interesl. I believe, from
what T see; that they take that responsibility very seriously, They
would feel that they have no oplion bat to proceed,

They also have.a Jower burden of proof, The standard of proofin a
Taw’ soclety prosecution does not have to meet the threshold of
“beyond a reasonable doubt”, i{t's not a criminal prosecution, I know
that when law enforcement and provincial and federal prosecutors
are looking ut issues, they look at the likelihood of convicfion, The
fact that there is a higher standerd of proof to be met is sometimes a
reason not lo proceed with & cose.

The Chair: Mr. McLeod.

Mr. Michael McLeod (Northwest Territories, Lib,): Thank you
to all of you for coming to present here today.

I have o guestion for the jewcllers. T come from the Northwest
Territories. We have a number of diamond mines operating there. We
have agrecments with the diamond mines o provide the rough stones
1o different polishing companies, different pecple who are going to
cut and polish them. [ understand that the industry is [airly well
regulated in terms of the finished product and that type of jewellery.

Do cither of your organizations provide oversight for the
organizations that take in these rough stones, the slones that are
discoloured, the stones that are not ‘as desired? Over ihe years, I've
seen companies cotne into the north from difterent countries. They're
forcign-owned, Once they have the stones in their hands, who's
watching? That's my first question.

Ms. PhyHis Richard: H's an inferesting question.

First, under the act, miners, cufters, and polishers are not covered,
so the act doesn't apply fo them. That said, government certainly
wants royalties from the resource that comes out of the ground, so I
imagine it would be Natural ResSources Canada or another
government agency that would be monitoring thal sort of thing,

The vast majority, in fact to my knowledge all ihe rough that
cemes ont of any mine anywhere in Canada leaves the country and

goes to a sorting facilily in Antwerp, Loadon, or somewhere clse,
and then some of it is retumed. 1 could be wrong on this, but T think
even the smafl amount of rough that is cut and polished in Canady,
which is diminishing all the time, has left the country and comes
back. In there somewhere would be another govemment agency, !
think, that would have oversight on it,

® (1705)

Mr. Michael McLeod: My next question is also for both of you
because it wasn't clear to me and 1 didn't understand the use of cash.
Is it still pessible for somebody to buy large amounts of jewellery
with cash?

Ms. Phyllis Richard: Absolutely. Yes, certainly. I wouldn't say
i's 2 common oceurrence. OF course, FINTRAC can speak 1o that
because of all the cash transactions that we report a5 a reporting
sector, but, certainly, cash can Be used at retail, although, agein, the
most common form would be debit card or credit card in terms of
paying for a piece of jewellery.

Mr. Michacl MeLeod: How aboul digital curencies? {s thai
something that your industry is...? Is that a cormmon practice?

Mr: Brian Land: No, to my knowledge digital currencies are not
used in Canada,

Mr, Michael McLeod: Okay, thank you.

My next question is for the Law Scciely of Canada. B was
mentioned that there was really no oversight of the transactions that
happen in your membership. It's based on trust, and it was mentioned
that FINTRAC dide't have a role anywhere in it. Would thal be
something thal could be incorporated so that more people would
have faith in the system?

Ms. Sheila MacPherson: [ think, Mr. MeLeod, ifthe take-away iy
that there isn't any oversight; that's not accurate, T think there s
oversight in ensuring the enforcement of the no-cash rule and the
client identificalion rule, which mirror the fzderal rules and, in some
cases, are stricter than the federal rules in that we're noi allowed fo
take as much cash, For cxample, it's 37,300 instead of $10,000 in the
{ederal rules. There is ovorsight in ensuring the enforcement of those
rules, and there's oversight in cnsuring that lawyers comply not only
with those rules, but also with their professional obligations,

‘Where there are concerns that a lawyer may bé an unwitting dupe,
for cxample, of a money laundering scheme, then there can be
reporling, and that lawyer can be investigated and scrutinized

through the regulalory process as well ns the criminal process, so

there are a couple of different luyers of oversight. With the new
proposed rules, we will be looking at even greater oversight and,
hopefully, a greater collection of data that will allow us 1o come back
and lalk about that oversight in a way that makes sense.

Mr. Michael MeLcod: Does that include FINTRAC?

Ms, Sheila MacPherson: Yes. I'm going to ask Ms., Wilson to
answer that,
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Ms. Frederica Wilson: Prior to the introduction of the client
identification and veérification rules, we had extensive discussions/
negotiations with the Depariment of Finance and FINTRAC to
explore ways that we might be able 10 avoid the constitutional battle
that ‘we then had. There was, at thal time--and I anticipate there
would be now-—a willingness to try to work with those organizations
in a constitutionally compliant way.

What does that mean? it means that the information that lawyers
obtain from their clients in the course of the solicitor-client
relationship—and that is dislinct from something you might do; it's
purely business and nothing to do with providing legal advice or
representation—is protected by solicitor-client privilege, Lawyers
are no mere allowed to share that, to breach that, than anybody else
is, because that is the law, and the privilege belongs to the client,

There is ‘quite a [ot of information that could be provided 1w
FINTRAC, for example, in an aggregate form, or ways that identify
potential patlerns via typologics and so forth, as Ms. Johnson and T
were {alking about before, The reaction of FINTRAC at the time was
that they were not interested if we were not talking about enflorcing
the federal regulations. We remain willing to talk.

@ (1710)
The Chair: Is that it?
Mr. Mighael MeLeod: T have one more guestion.

The Chair: Go ahead, the floor is yours.

MF, Michael McLeod: I'm just curious because 57,500 is a lot of
moRey-—Lo me, anyway. How common is it in your field, in vour law
‘society, 1o have people walk in with §7,500 worth of cash?

Ms. Sheila MacPherson: It's not commen-at-all, 1 know that the
no-cash rule in the north encoudtered some challenges in smaller
places, because somelimes youw go into the comminity and
somebedy-wanits to refain a lawyer 1o do something and they only
have cash because they don't often have ready access lo bank
accounts or cheques and that sort of thing, That became an important
limiting issuc for us to try to deal with, to make sute that we were
able to atlow people in small communities, perhaps withaut access to
checking accounts, to stili have access 1o legal services. I can tell you
that it happens very rarely. I can't think of a time in he last 20 years
where I've come actoss that amount of cash in my own practice.

Ms. Frederica Wilson: Just guickly, it may integest you to know
that we surveyed that i the work of our commilize. We went 1o
criminal lawyers, in particular, thinking that they might be more
likely recipients of cagh, and it's scluaily not common. I think what
Ms. MacPhersen said is absolutely correct. It is very much the
exception these days..

The Chair: Okay. Thank you, all.

We'll turn fo Mr. Dusseanit, and we will have time if somebody
cise wants to ask onc more question, or for another round of five
minuies. Let me know,

Mr. Dusseault,

[Transiation]
Mr, Pierre-Lue Dusseault: Thank you, Mr. Chair.

My question is for the jewellers.

Like a number of us around this table, it really bothered mie to
lzarn thal you can go and buy pieces in an zuclion house without
anyone checking the identity of the owners of the items ar their
provenance. Perhaps we should examine those issees in mere depih.

As Danderstand i, jewellers are required to declare transactions of
more than 310,000, There are other areas involving luxury items,
such as the art market, where pieces may be proceeds of crime, To
your knowledge, are you the only dealers in the luxury goods market
I am not sure jf 1 am using the right term here—to have
ohligations to FINTRAC? ’

[English]

Ms. Phyllis Richard;: First, if 1 may just clarify this, auction
houses may have their own requirements for identification, but there
is no requirement for them to report it further to FINTRAC,

To your point about ather Juxury goods ouiside of a house, no, we
are the only ones so far captured under the act. In the UK, for
cxample, instead of the requitement being for a particular industry,
like jewellers, [or example, they call them high-value dealers, 1t js
illegal te accept over 10,000 pounds in cash unless you are a
registered, high-vaiue dealer. That applies to whether you're buying a
diamond ring, a car, a boat, designer clothing, anything, If you are
going to.engage in that level of cash transaction, you must register as
a high-value dealer. Otherwise it's illegal fo accept the cash,

[Transialion]

Mr, Picrre-Lae Dusseaunlt: That is interesting.

T would pow like 1o come back to the issue of companies and
registries.

Even if there were 2 national public registry, how could we
prevent people using dummy names?

One person can arrange with another person, perthaps a family
member or gomeone with no family ties at all, to act as 2 nominee,
meaning that they do certain things in somoeone else's name. Even if’
there were a registry, it would be impossibie to find out whether the
person is acting in somcone ¢lse's name and whéther the profits are
going to that third person, who could be involved in acis of dubious
legitimacy.

Is thete a way of detecting the kind of strategy that invelves an
intermediary? You do notneed a lawyer or a nolary to make yourself
into a legal entity. Anyone can do it at any time. How can we detect
that kind of strategy?

. (1715)
{English]
Ms, Mora Johnson: That's an excelient question, and cerainly in

the ‘world of corruption, because politicaily exposed peopie are so’
famous, it's almost universal tc use an associate or an agent.
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Banks commonly se commereial databases like World-Check. 1
don't know if you've heard.of this. There are other ones as well.
When a new client walks in the door, they run the nume through this
database. This database Aags el kinds of fascinating information,
including whether they're 4 relative or known to be an associate of &
potitically exposed person, whether they're on a sanctions tist or they
have caminal convictions—anything that's in the, public domain.
Thomson Reuters and different companies gather vast amounts of
daia, and it's quite expensive to have a subscription to that, bui banks
do this. They can certainly flag suspicious or red flags when an
innacuous person walks info the bank, My hope would be that a
repistrar would do (he same. You can't be sure, but it would create a
red flag for enhenced due diligence, more inguiries and that sori of
thing.

The other thing that's uselul about a registry, especially if it has
teally pood searchability, is that you can siart to sce cerlain patiems.
For example, il's nof-uncomimon for an agent working for a corrupt
person to work for many corrupt people, and their name will start
popping up more frequently, or you might have one address that has
a surprising numbet of shell corporations associated with it, These
palterns are almost impossible to detect, but if yon get a large
amaunt of data you can siart lo see suspicious areas.

I iope that's helpful,
The Chair: Okay.

The bells arc rnging,
I would like to ask two questions.

My, Land, in your statement you said that you strongly believed
that z better understanding of the Fabric of yaur industry by the
Department of Finance and FINTRAC would lead 1o more realistic
compliance requirements and in tum a much higher rate of
compliance from your industry. What do you mean by that? What
néeds to be donie there?

Mr. Brian Land: As you know [rom our remarks, the jewellery
industry in Canada représents semewhere in the range of 1,000 lo
1,200 doors. There are prohably 5,000 jewellers in Canads. We
speak for the jewellery industry, but all jewellers don’t belong o our
group, 50 one of our challenges is to gét the werd out to other
jewellers to help them understand the requirements, because we're
censtantly gelting feedback from some of our consultanis and
partners that complidnce among non-membets might be lacking.

The Chair: Okay. Thank you.

We hope to avoid making recornmendations that will cause any
mofe constitutional wrengles. There's no question that beneficial
ownership is one of the key areas we have to include in our
recommendations. Thege have been some good suggestions here.

Is there anything elsc you want to add about closing these
loopholes, and are there any other prime eéxamples we should be
looking at from other countries? We understand that the UK, bias u
reasonably good system. Do you have anything lo add in that area,
Ms. Johinsen?

Ms, Mora Johnson: My final comment is that many counlries
have explored different lypes of registries, including tiered access.
There were lots of questions about who should have access to it, Of
course, law enforcement; tak authorities, joumalists, investigative
NGOs, all kinds of people wanted access to it. Many countrics ended
up deciding it was cheapest and simplesi to make the beneficial
ownership registry public, even though they had started out thinking
that they would not do that. Many jurisdictions have now gonc
public, including Ciermany, the Netherlands, and France. Iill be
interesting to keep an cye on where that goes,

. {1726
The Chair: Ms. Wilson or Ms. MacPherson.

s, Sheila MacPherson: 1 would just. say that I think that the
devil will be in the detail in many tespects, T think there appears te
be quile & consensus perhaps emerging on the importance of
addressing this issue within the legal profession, within the
community, and among Canada's ministers of finance,

It will be important to have the legal profession at the tuble,
because we do bring a unique perspective and we would like to be at
the table, We haven't been at the table, for reasons relating to the
litigation, but that litigation cnded three years ago and we would
welcome the opportunity to talk through some of the challenges of
implementing the ebjectives of {he legislation, because we all want
the sume thing in the final analysis,

Thank you so much for your time 1oday.

As 2 Jast thought, I'should indicale thaf this issue is one of the top
three priorities of the federalion, so it very much is something we
havé our eye on and we appreciate the opportunity to make these
submissions here today.

Ms, Frederica Wilson: I only want to say with regard fo the
comment about our faiiure to have a centralized security regulator, I
think Ms, Johnson is ahisclutely right that the approach on this issue
doesn't require there Lo be & single regulator or a single repisiry, byt
more that there be integration sa that the information is available
across bordets.

The Chair: Okay,

With that, thank you all for your information.
Commitiee members, the bells they are a-ringing.
Thank you all.

The meeting is adjourned,

e

1.



24




25




26




Published under the authority of the Speaker of
the House of Commons

SPEAKER’S PERMISSION

27

Publié en conformité de Pautorité
du Président de Ia Chambre des communes

PERMISSION DU PRESIDENT

The proceedings of the House of Commons and its Commit-
tees are herchy made aviilable to provide greater publie
aceess, The parliamentary privilege of the House of Commons
to contral the publication and brozdceast of the proceedings of
the House of Commons and {ts Committees is nonetheless
reserved. All copyrights therein are also reserved,

Reproduction of the procecdings of the House of Commuons
and Its Committees, in whole ot in part and in any medium, is
hereby permitted provided that the reproduction is aceurate
and is not presented as official, This permission does net
extend to reproduction, distribution or use for commercial
purpose of financial gain. Reproduction or use outside this
permission or without authorization may be treated as
copyright infringement in nccordance with the Coppright det.
Authorization may be obfained on written spplication to the
Office of the Speaker of the Housc of Commons.

Reproduction in accordance with this permission does not
constitute publication under the authority of the House of
Commons. The absolute privilegé that applies to the,
proceedings of the House of Commons docs not extend to
these pérmitted reproductions: Where n reproduction includes
briefs to a Commitice of the House of Commons, sutheriza-
tien for reproduction may be required fram the authors in
accordanee with the Copyright Aer.

Nothing in this permission abregates or derogates from the
privileges, powers, immunities and rights of the House of
Commons and its Committees. For greater certainty, this
permission docs nut affeet the prohibition apainst impeaching
or questioning the proceedings of the House of Commons in
courts or otherwise, The House of Commons retains the right
and privilege to find users in contempt of Parliament if &
reproduction or use is nat In neeordance with this permission,

Les délibérations de 1a Chambre des communes et de ses
cemités sout mises & Ia disposition de public pesr mivux le
renseigher, La Chambre conserve néznmoins son privildge
purlementaire de cotitriler la publication ct la diffusion des
délibératiens ot elle posside tous les droits d*auteur sur ceMes-
ci.

I est permis de reproduire los délibérations de la Chambre ot
de ses comités, en tout ou en partie, sur n’imperte quel
support, pourvi que la reproduction spit exacte et qu’clie ne
s50it pas présentée comme version officielle, 1 n'est toutefois
pas permis de¢ repreduire, de distribuer en d’utiliser les
Qélibérations & des fins comnmerciales visant Iz réalisation d'un
profit financier. Toute repreduction ou utilisation non permise
ot non formellement autorisée pent tre considérde conme
une yiolation du droit d’auteur aux termes de Ia Loi sur le
drpit d’autenr, Une auterisation formelle peut Btre obtenue sur
présentation d’une demande éerite au Bureau du Président de
Ia Chambre.

La reproduction conforme a la présente permission ne

constitue pas une publication sous ’auterité de la Chambre.
Le privilége absolu qui s’applique aux délibérations de la
Chambre ne s*¢tend pas anx reproductions permiscs, Lors-
qu'une reproduction comprend des mémoires présentés  un
comité de Tn Chamlbire, il peut étre nécessaire d’obtenir de
leurs auteurs Pautorisation de les reproduire, conformément 4
la Loi sur le droit (Paitienr,

La présente permission ne porte pas atteinte aux priviliges,
pouvairs, immunités et droits de Ia Chambre ct de se¢s comités,
11 est entendu que cefte permission ne touche pas Pinterdiction
de contester eu de mettre on cause les délibérations de Ia
Chambre devant les tribunavx ou autrement, La Chambre
conserve le droit ¢t le privilége de déclarer 'utilisateur
coupablc d'outrage an Parlement lorsque Ia reproduétion ou
Putilisation n’est pas conforme i la présente permission,

Also available on the House of Commons website at the
following address: htip://www.ourcommons.ca

Aussi disponible sur le site Web de 1a Chambre des communes
& Padresse sulvante : hitpi/Avivw.noscommunes.ca

2




28
Jeweilers
Vigilance

. Cagada
It gﬁa@’* referred to in the

Atiidavit of e mbs ice.. Horde va,
sworn (or affirmed) before me at

/0(@,4
To: House of Commons Standing Committee on Finangg 7z .- o Jifg&‘_’“ zféf?
From: Canadian Jewellers Association (CJA) Pl

Brian Land, General Manager * Comﬁlff@f@?fu{gﬁ Coltrai Vs

Phyllis Richard, Chair CIA Government Relations Committee

Canadian jewellers”
Association

= 1018-2018 Celebrating 100 Years

Re: Follow up Brief Submission from the Canadian Jewellers Association (CIA) after
witnesses’ appearance for the Parliamentary review of the PCMLTFA, March 21%,
2018

Re: Dealers in Precious Metals and Stones {DPMS)
April 5, 2018

On behalf of the Canadian Jewellers Association {CJA) we would like to thank the
Committee for allowing us to appear as witnesses for the Parliamentary review of the
PCMLTFA.

The purpose of this fallow up brief is twofold. First, we would like to briefly summarize
the information on Dealers in Precious Metals and Stones (DPMSs) we provided in our
opening remarks. Secondly, we would like to highlight some additional information
partiatly covered or not covered during our appearance.

Summary of Opening Remarks

o The Canadian DPMS sector is mostly small businesses with the exception of Big
Box retailers and a few jewellery retaif chalns.

s Precious metals, stones, and finished jewellery are not a commoh medium of
exchange in Canada.

s |tis estimated that in the resale of a piece of finished jewellery in the Canadian
market, the loss of value would be between 75 and 95 percent of the retail price
on average.




* Products that lose less value when resold are the most vulnerable — the same 2
ftems that are targets by thieves in a robbery - brand name watches and high-
end larger diamonds.

e Unlike other reporting entities, there are no licensing requirements specific to
the part of the DPMS sector covered under the PCMLTFA.

o Other reporting entities such as financial institutions have a very structured and
regulated environment whereas the DPMS sector is unregulated and
entrepreneurial in spirit,

o The DPMS sector at the independent retail and wholesale level lacks
technological sophistication with a limited communication channel.

» The DPMS sector encompasses various products that present various risks.
These risks need to be understood in order to develop measures to mitigate
these risks.

° Asanexample diamonds are much more “commodity-like” than coloured
stones.

o Finished jewellery purchased at retail rates represents little money laundering or
terrorist financing risk in the Canadian context.

o Retail jewellers are not likely to be the path of least resistance for ¢riminals that
wish to dispose of stolen property.

o  Within the DPMS sector there is a segment of industry that is not covered but
would seem to be vulnerable to money-laundering, namely auction houses.

Additional information

Throughout history, jewellery has served at times a means to store and transport
wealth in uncertain times. Currently gold can fill this role mostly in countries where
the governments and banks do not share the confidence of the populace that they do

in Canada.

In Canada, most jewellery is purchased primarily for romantic adornment purposes,
like engagement rings. In other countries where gold is regularly traded by people on a
dollars per gram basis, or is given as dowry gifts and used to store wealth — gold and
diamonds are also treated by people as a secondary currency. We do not have that
tradition in Canada.

Canada has a mature jewellery market that relatively speaking is not large.



While Canada is a significant diamond mining producer, it is not a significant diamond™®
trading centre.

Diamond trading centres like India, Israel, Dubai and Belgium are also riskier simply
because there is so much diamond trading volume.

Other jurisdictions and DPMSs

It is worth noting that Canada has one of the more onerous AML/ATF compliance
regimes for the DPMS sector compared to some other countries, one of which is our
largest trading partner.

United States

in the US, a DPMS must institute an AML program if they-are a dealer, meaning, you
purchased "covered goods" {precious metal, jewels and stones and/or finished goods)
in an amount in excess of $50,000 during the prior calendar or tax year AND received
more than $50,000 in gross proceeds from the sale of precious metal, jewels and
stones during the same period. (Refiners, wholesalers, traders, importers,
manufacturers, retailers, suppliers, and pawnbrokers and those who buy from the
public). There are however IMPORTANT EXCEPTIONS FOR RETAILERS.

According to the final rules, retailers (those selling primarily to the public) may not
need to implement an AML program if you gualify for one of the following exceptions:

1. If you are a retziler, and purchase only from other dealers (as defined above)
who implement an U.S. AML program, you do not need to comply.

2. If you do purchase from non-dealers, such as members of the public and
foreign sources of supply {to whom the US rules do not apply}, and the value of
the covered goods is less than $50,000, you do not need to comply. If the value of
the covered goods is more than 550,000 in any one calendar or tax year, you must
comply.

Financial Crimes Enforcement Network (FInCEN) excluded most retailers from the
scope of the US regulation.
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United Kingdom

In the UK any “high value dealer” (any business not just DPMS} must register with
government (HM Revenue and Customs) to be able to legally accept cash in the
amount of €10,000 or more.

Australia

Only bullion dealers are captured under the DPMS sector, 1t should be noted that like
Canada, Australia is a diamond producing country.

For reporting entities there is a S10,000 AUD threshold.
Belgium

Only diamond dealers are captured under the DPMS sector. It should be noted that
Antwerp is the [argest {by value) diamond trading centre in the world.

As of 2014, cash transactions over 3000 euros or 10% of goods or services are
prohibited although it has been indicated by government that the threshold may be
raised to 7500 euros.

Cost of AML/ATF Compliance

During our meeting with the Committee on March 21%, a Committee Member asked
about the cost of AML/ATF compliance to Canadian jewellery businesses.

There is a differentiation between large retail chains that have sophisticated systems
that manage compliance [i.e. if there is a transaction over $10,000, a form pops up and
the POS (Point of Sale) does not permit the transaction to proceéd unless the form is
completed in full} versus the independent jeweller for which such transactions are
manual in nature. Given that the majority of jewellers in Canada are small businesses
the cost of developing, implementing and maintaining an AML/ATF compliance regime
can indeed be onerous. For a small business the responsibility usually falls entirely on
the owner/operator. First, there is the “learning curve” of what a regime needs to
include, Although FINTRAC is making an effort to better define compliance




requirements according to reporting entities, jewellers have been captured since 2008
There was little understanding of the sectar back then. The requirements that applied
to other reporting entities, mostly financial institutions, were attered very little for a
small business jeweller who, in the case of retailers, is trying to run the business, sell
and provide services to consumers as well as maintain staff, and understand crime
prevention so that they are less vulnerable to robberies. In other words a compliance
was a little like trying to fit a square peg into a round hole.

Anecdotally, after our meeting with the Committee, a jeweller contacted the CJA
wanting some help and guidance regarding a FINTRAC evaluation, This jeweller had an
hour and a half evaluation in 2013 by phone with FINTRAC where the only compliance
deficiency sited at that time was a lack of a two year “Effectiveness Review”. FINTRAC
now wanted to do another evaluation on site and wanted the jeweller to set aside 1
day for the review to take place. This business has 1 employee besides the owner who
is a jewellery designer working directly with customers. Aside from the preparation for
the visit this meant that no business could be conducted for that day as the
Compliance Officer is the owner who would need to be available for the evaluation.

De-risking

Part of what one could call “collateral damage” is the circumstance where financial
institutions de-risk members of a sector. Anecdotally jewellers have faced this
challenge with some large Canadian banks. In some cases the financial institution has
required far more than what FINTRAC has detziled as necessary compliance. The
DPMS sector in particular has varying risks according to the size, type of business,
location of the business and the types of products the business buys/sells. Not all
jewellers are inherently in an ML/TF high-risk business, The DPMS sector is very
diverse and encompasses a variety of business models.

Transparency- A growing trend

in our opening remarks we touched briefly on measures that have been taken by the
sector to ensure transparency in the supply chain. There is a tangible growing trend
towards responsible sourcing and transparency in the products jewellers sell to each
other and to the consuming public. This is an important emerging trend as it will bring
more transparency to the sector and make it more difficuit for bad actors to use these




products for criminal activity. Although at this time it is being spearheaded by large %
worldwide companies we believe it will eventually make its way to the small business
jeweller.

Looking to some of the world jewellery retail leaders such as Tiffany, Chopard, Cartier,
Birks and Signet (in Canada Signet is represented by Peoples Jewellers and Mappins
Jewellers), these retailers are leading the way to ensure that the products they sell are
responsibly sourced and can be traced back to the origin of the diamond, gemstone
and/or precious metals.

On the supply side we are seeing blockchain technology emerging as a supply chain
management tool. Companies like DeBeers are beginning to use this technology to
track diamonds from the mine to consumers. There are also both coloured stone
dealers and gold companies beginning to use blockchain as well,

The following are further examples of industry’s efforts to bring responsible sourcing
and transparency to the products jewellers seli.

In 2002 with the guidance of the Competition Bureau, the Canadian diamond industry
developed and implemented the Voluntary Code of Conduct for Authenticating
Canadian Diamond Claims (Code). The Code continues to exist to this day to help
ensure that diamonds sold as Canadian are indeed from a Canadian diamond mine.
www.canadiandiamondcodeofconduct.ca.

Over a decade ago the Responsible Jewellery Council (RIC) was established as a not-for-
profit standards setting and certification organisation. “RJC Members commit to and
are independently audited against the RIC Code of Practices — an international
standard on respaonsible business practices for diamonds, gold and pldtinum group
metals. The Code of Practices addresses human rights, labour rights, environmental
impact, mining practices, product disclosure and many more important topics in the
Jjewellery supply chain.”

https://www.responsiblejewellery.com/reports/annual reports/2017/#page/22

In 2004 the Mining Association of Canada developed and implemented a performance
system that assist that industry in meeting environmental and social responsibilities.
Known as TSM (Towards Sustainable Mining), it has been adopted and/or adapted by




three countries (Finland, Argentina and Botswana). There are a number of other countries
also interested. Apple has adapted MACE TSM for their own.

These are just a few examples of this growing trend. Over the long term these ways of
tracking and tracing products should help deter the criminal element from the DPMS
sector.

Recommendations

¢ To level the playing field all luxury product dealers (i.e. cars, boats, art)
should be required to report large cash transactions to FINTRAC,

o At the very least DPMS that fall into a lower risk category should be allowed
to have a simplified Compliance Regime.

° Exempt DPMSs from a compliance regime if they do not engage in cash
transactions above the reporting threshold (as in the UK) thus eliminate an
unnecessary compliance burden on a low risk sector.

s Auction houses should be captured under the regulations.

Canadian Jewellers Association {CJA) - The CJA is the national trade association
representing over 1200-member locations consisting of jewellery retailers,
suppliers, manufacturers as well as goods and service providers in Canada.
Founded by jewellers in 1918, the CJA is the voice of the Canadian jewellery and
watch industry, providing leadership in ethics, education and communication and
through Jewellers Vigilance Canada (JVC) provides crime prevention education for
industry and training for law enforcement. CIA's mandate is to ensure a fair and
equitable marketplace assisting members to follow best practices while
promaoting consumer trust and confidence.
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Hefty Disclaimers

[ am not a lawyer and nothing that I say should be interpreted
as legal advice.

I do not represent any government or government agency.
Nothing that I say should be interpreted as an official
government statement or position.

It you have questions about a particular situation or company
that mnvolve people’s names or confidential information, come

and chat me up after the presentation instead of asking in a
public forum.

Information should be free. If you want to use any aspect of
this ptesentation, I'll send you a copy. I'd love to be credited

for my work, but when I'm not I probably won’t notice and 1
definitely won’t send an army of lawyers.
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Recap on AML & CTF

* Anti-money laundering (AML) and counter terrorist
financing (CTE) requitements have been in effect for
dealers in precious metals and precious stones for about a

decade.

* There are 5 elements of an AML/CTF program:
— Compliance Officer,
— Policies & Procedures,
— Risk Assessment,
— Ongoing Training, and
~ AML Compliance Effectiveness Review (audit).

* The regulator 1s the Financial Transactions and Reports
Analysis Centre of Canada (FINTRAC).




Penalties on the Horizon

e FINTRACs last published penalty was issued in
2016, but all signs point to new penalties soon:
— FINTRAC’s annual report,
— Publication of FINTRAC’s assessment manual,

— Publication of guidance related to administrative
monetary penalties (AMPs).

° Changes to the law make 1t more likely that
AMPs will be made public.




Previous

DPMPS Penalties

Public notice of administraiive monetary penaities
[2016-04-05]

Diamond Exchange Toronto Inc., alsa operating as DiamondExehange.ca, Diamand Exchange Toronto,
BiamondExchange CANADA, a deafer in precious metals and stones in Toronto, Ontartio, was impased an
administrative monetary penalty of $12,750 on March 9, 20186, for committing thres violations related to the following
deficiendies:

« Fallure to develop and apply written compliance palicies and proceduras;
« Failure to assess and document the risks related to manay laundering and tencrist financing; and
= Failure 1o develop and malntain a written, ongoing compliance training pragram.

' Fallureofa persan or entity to develop and apply written compliance policies and pracedures that are kept up to
date and, in the case of an entity, are approved by a senjor officer which is contrary to subsection 9.6(1) of the

| Proceads of Crime-(Money Laundering) and Terrorist Financing Act and paragraph 71(1){b} of the Proceeds of

* Crime (Mongy Laundering) and Terrorist Financing Reguiations.

Failure of a person or entity to assess and document the risk referred to in subsection 9.6(2) of the Act, taking into
_ copsideration prescribed factors, which is contrary to subsection 9.6(1) of the Proceeds of Crime (Monsy
- Laundering) and Terrorist Financing Act and paragraph 71(1}(c) of the Proeeeds of Crime (Money Laundering) and
Terrcrist Financing Reguiations.

Failure of a person or entity that has employses, agents or other persens authorized to act on their behzlf to
~ develop and maintain a wiitten ongoing compliance training pragram for those employees, agents or persons
. which is contrary to subsection 9.6(1) of the Proceeds of Crime {Money Laundering) and Terrorist Financing Act
. and paragraph 7 1{1)(d} of the Proceeds of Crirne (Monay Laundering) and Terrorist Financing Regulations,

Jutlier
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° Unreported Transactions

— Suspicious Transactions

— Large Cash Transactions

If you know that there is an issue, a voluntary self
disclosure of non-compliance (VSDONC) may be

an option.
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Voluntary Self Disclosure of Non-
Comphiance (VSDONC)

Not a new tool, but guidance was first released in the summer of 2019
in conjunction with FINTRAC’s updated examination and penalty
related guidance

Requites specific data to be submitted to FINTRAC:

— Name of reporting entity and contact details of individual submitting the
voluntary self-declaration of non-compliance;

— For reporting issues: the number of reports impacted, type, and the time
petiod duting which the issues occurred, as well as the reason why the

reports were not submitted, were late, or incorrect and other related
details;

— For other issues: the period of time during which the issues occurred, the
reason for their occurrence; and
— A plan to resolve the issues and submit all outstanding (or

incorrect/incomplete) reports, including measures and timelines fot
cotrective action.




Changes to AML Legislation

° July 10, 2019: a small change in wording (from
“original” to “authentic”) is good news for digital
identification.

° June 1, 2020: dealers in virtual currency must be
registered as money services businesses (MSBs).

° June 1, 2021: additional provisions, including
reporting large virtual currency transactions,
changes to definitions, reporting requirements,

recordkeeping requirements, and some program
clements (training and risk assessment).




43

Authentic

]

1 vs

11 gma,

o




44

legulated) Industry

deafer in precious meials and precious stones means a person or entity that, in the
caurse of their business activities, buys or sells precigus metals, precious stones or
jewellery. It includes a department or an agent er-mandataryof Her Majesty in right of
Canada or an agent or mandatary of Her Majesty in right of a province when the
department or agent or mandatary is-carryiesng out the activity, referred to in

subsection 38:465(1), of selling preclaus metals to the public. (négocfant en métaux
précietix et plerres précietises)




Exclusions

6828: {1} EvervA dealer in precious metals and precious stones, other than a

department or an agent of Her Malest\f in right of Canada or an. agent or mandatary of
Herhﬂaeswm nhtm‘a ince. that engages-intha purchase o £ bwsarsells

enczaqed in an actwsw for the Durposes of naragragh 5{[) of the Act. A ciep_ariment or an

agent of Her Majesty in right of Gahada or an agent or mandatary of Her Majesty in right

ofa province carfies out an activity for the gurgoses nf paragraph 5(!) inasingle

%&Ea%of the Act when they sell precious metals to the Dubhc for an amount of

$10.000 or mors,

{2} The activities referred to in subsection (1) do not include a purchase or sale that is
carried out in the course of ar in connection with manufacturing a product that contains
precious metals or precious stones, extracting precious metals or precious stones from
a mine or pelishing or cutting precious stones.

{3) For greater certainty. the activities referred to in subsection (1) include the sale of
praecious metals, precious stongs or jewellery that are left on consignment with a dealer
in precious metals and precious stones. Goods left with an auctioneer for sale at auction
are not considered 1o be left on consignment.

utlier
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RAC Reporting Changes (2021)

Information required in all report types is

expanded

24-hour rule

Large Virtual Currency Transaction Reports
Suspicious Transaction Reports

Terrorist Property Reports




Compliance Program Changes (2021)

e Risk Assessments

— Timing for the assessment of new developments
and technologies

° Training

— A documented forward-looking plan is required

47



48

(Guidance for DPMPSs

iyl Hreried)

Risks and indicators for
Dealers in precious metals and stones

July 2019

Canadi

¢ (Guidance on potential

risk factors for DPMPSs

Indicators (to help
DPMPSs 1dentify
potentially suspicious
transactions)

° Additional general

guidance on suspicious
transactions was released
carlier this year
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Relationship to FINTRAC’s Other
(Guidance...

* Guidance on suspicious transaction detection
and reporting:
— Facts
— Context
— Indicators

°* (Guidance on what FINTRAC looks for in

examinations:

— Have you incorporated industry-specific guidance in
training, processes, procedures, risk assessment, etc.?

R
(e
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Assessing Risk: Products, Services and”
Delivery Channels

Liquidity: This is the degree to which a product can be sold for near-purchase price.
Higher liquidity means a higher risk for money laundering or terrorist tinancing. For
example, gold has very high liquidity, while most finished jewellery does not.

Market size: A larger market makes it easier to convert a product into cash or other
financial instruments, and thus presents a higher risk for money laundering or terroxist
ﬁnancing.

Product value: The higher the value of the product, the mote attractive it is to
criminals; therefore, the risk of money laundeting or terrorist financing increases.

Product size/mass: The larger the product, the hatder it is to transport and/or store
which reduces the tisk of money laundering or terrotist financing. For example, lower
quality or unrefined stones, which are larger ot heavier than their value would suggest,

.

present less risk for money laundering or tertorist financing than do higher quality
stones.

Ability to store/transfer: The easier it is to store or transport a product, the higher
risk it presents for money laundering or terrorist financing. Some contributing

characteristics are the durability of the product, the ease of detecting the product and
the changeability of the product.

2




Assessing Risk: Clients & Business

Relationships

* Layaway plans may be used to place cash over
time, avoiding reporting requirements
° The differences in risk between non-cash

payment types should be considered and
articulated

* Anonymity, including purchases made through
front companies (context and normal business
practices matter)

51
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Risk: Geography

Asses sing

* Where the business is located
— whether they are located in a high-crime area or low-crime area

— whether they are located in a rural area, where clients may be known to them, ot do business in a
large city, where new clients and anonymity are more likely

— whether they see very-high-volume sales relative to the apparent financial standing of their
surroundings

— whether the business is close to a border crossing, since this could increase risk (businesses so
located may be the first point of entry into Canada's financial system).

* Where the business is conducting transactions

— whether the business operates with a storefront only, online only or through a mix of locations and
platforms

— whether the business conducts transactions with foreign clients based in countties subject to
sanctions, embargoes or other measures (these transactions should be consideted high-risk).

* Where the business's inventory is sourced from
— whether sellers are well known to the business, or the business works with a variety of providers
— whether the business has inventory ot works with sellers in jurisdictions of concern.

utlier
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isk: New Technologies

Factors to consider: anonymity, quicker

transactions and transactions outside of the
financial system covered by anti-money

Jaundering and anti-terrorist financing
regulations.

Hxamples:
— Selling online

— Payment via bitcoin or other digital currencies
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Assessing Risk: Other Relevant Factors

Elements of the DPMS's structure: Entities with a high turnover of staff may
present greater risks for money laundering and terrorist financing, since their staff may
be less likely to be able to recognize potential red flags. Additionally, entities that
operate solely in one location have significantly different risks than entities that are
part of a chain with many locations.

Use of intermediary agents: The use of intermediary agents to conduct transactions

may present a higher risk. Entities should consider the transactions' appropriateness,
necessity and normalcy.

Barriers to entry: For parts of the industry with higher barriers to entry, such as
specialized licences to sell, the money laundering and terrorist financing risks may be
lowet, since criminals may have a harder time infiltrating these markets.

Trends, typologies and potential threats of money laundering and terrorist
financing: When DPMS are dealing with clients for whom thete are observable trends
and/or typologies of money laundering and terrosist financing, they should review
FINTRAC's Suspicious Transaction Guidance and Strategic Intelligence to determine
whether these clients present a higher tisk for money laundering or terrorist financing
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Indicators for Suspicious Activity

 Transactional vs.
Behavioural

° Retail vs. Wholesale

° Considered in
conjunction with facts
and context... and
context includes what is
normal for the client and
for your business.
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Retail Indicators

The individual appears to be structuting amounts to avoid
customer identification or reporting thresholds.

The individual frequently uses layaway plans in an

apparent attempt to avoid reporting requirements (also
known as structuring).

The individual sells gold in non-standard bricks or similar
shapes with no distinct markings ot value.

The individual makes large or frequent purchases in funds
other than Canadian dollars.

The individual appears to be uninterested in the details of
the sale or purchase of goods, which would normally be
material information for a client.
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Wholesale Indicators

The individual or entity pays for putchases through a lawyer's

trust account.

The individual or entity pays for expensive purchases
exclusively with cryptocurrency, especially when buying gold
stored by a wholesaler or suppliet.

The individual's or entity's listed address is in a high-risk
jutisdiction known for corruption ot smuggling relating to
precious metals or stones.

The entity's ownership structure appears invalid or altered, or

the entity refuses to provide additional information when
requested.

The individual appears to be uninterested in or uninformed
about the structure or transactions of their business.
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Unusual But Not Suspicious

* Keep records, even when you decide not to
report:
— What did you do to investigate?
— Why did you decide not to report?

e Decide whether or not to monitor the client
mote closely.

e Strive for consistency in vour repotrtine decision
ymy g
processes.
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Contact

Amber D. Scott

amber(@outliercanada.com

www.outliercanada.com
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Reference Tinks

Compliance Programs for DPMPS (free for CJA/JVC members):

https:/ /www.outliercanada.com/dpms

FINTRAC’s DPMPS page: https://www.fintrac-canafe.gc.ca/re-ed/dpms-eng
FINTRAC’s Examination Manual: https://www.fintrac-
canafe.gc.ca/guidance-directives/exam-examen/1-eng

FINTRAC’s Operational Brief: https://www.fintrac-
canafe.gc.ca/intel/operation/dpms-eng.pdf

FINTRAC’s STR Guidance: https://www.fintrac-canafe.gc.ca/guidance-
directives/transaction-opetation/1-eng

Outlier’s summary for DPMPSs: https:/ /www.outliercanada.com/2019-aml-
changes-for-dpmss

Voluntary Self Disclosutre of Nogn-Compliance (VSDONC):
https://www.fintrac-canafe.gc.ca/guidance-directives/exam-
examen/vsdonc/1-eng
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DECEMBER 2019
FINTRAC update

In October, FINTRAC published this guide. It applies to all Reporting Entities (REs)
which includes jewellers as Dealers in Precious Metals and Stones (DPMSs).

Methods to verify the identity of an individual and confirming the
existence of a corporation or an entity

Fall 2019

‘The requirement {o verify the identity of an individual and confirm the existence of
a corporation or of an entity other than a corporation under the Proceeds of Crime
(Money Laundering) and Terrorist Financing Act (PCMLTFA) and associated
Regulations apply to all reporting entities (REs), Amber Scotf has updated the
Qutlier online AML. For access fo the AML tool contact Valentina
Cova valentina@canadianjewellers.com.

This document answers the following questions:

1. What does it mean to verify the identity of an individual or to confirm the
existence of a corporation or of an entity other than a corporation?

How do | verify the identity of an individual?

How do | use an affiliate, agent, or mandatary?

How do | identify a child? '

How do | confirm the existence of a corporation or of an entity other than a
corporation?

8. Are there restrictions on the use of personal information?

1w

The full guide can be reviewed here. hitos://www.fintrac-canafe.qc.ca/guidance-
direciives/client-clientele/Guide11/11-eng

SEPTEMBER 2019
Department of Finance- Amendments you need to know and understand

Reguiatory changes were neaded to strengthen Canada’s AntE~Money Laundering

and Anti-Terrorist Financing (AML/ATF) Regime. This is Exhiblt® 2. . rafermd ti&n the
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What does this mean for you? Our partners at Qutlier, Amber Scott and David
Vijan are here to help break it down for you. This affects your AML/ATF
compliance regime soit is a mustread! Click here for Outlier's high-level
summary hitps.//www.outliercanada.com/2018-aml-changes-for-dpmss/.

FINTRAC- Operational Brief for DPMSs (jewellers)-July 2019

APRIL 2018

Money Laundering in Canada-update

The US Bureau of International Narcotics and Law Enforcement Affairs has
issued their Infemational Narcotics Control Strategy Report

Volume If -Money Laundering -March

2018 hitps://www.state.gov/documents/organization/290502.pdf .

In an April 2, 2019 Global news article by Sam Cooper he reports:

The U.S. Department of State has designated Canada a “major money
laundering country” where foreign drug-irafficking gangs are exploiting weak law
enforcement and soft laws.

The March 2019 report, which places Canada on a short list of

countties vulnerable to significant drug money laundering transactions — such as
Afghanistan, the British Virgin Islands, China, Colombifa and Macau — underiines
a number of threats reporfed over the past year in Global News investigations,
such as the laundering of fentanyi-trafficking proceeds from China through British
Columbia casinos, real estate and underground banks.

To read the full article click here: hitps://www.msn.comien-
ca/news/canada/us-deems-canada-major-money-laundering-country-as-

gangs-exploit-weak-law-enforcement/ar-BBYxiWt?ocid=spartandhp

FINTRAC-update

The Dealers in Precious Metals and Stones (DPMS) guidance Ianding page has
been updated on FINTRAC's website. The information remains the same but it is
clearer.http:/ivww. fintrac-canafe.gc.ca/re-ed/dpins-eng.asp.

\W\
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MARCH 2019

FINTRAC Announces Better Support for Canadian Businesses

From the FINTRAC Director and CEQ:

"l am pleased to share with you a number of new tools that FINTRAC has published to
better support Cunadian businesses in meeting their obligations under the Proceeds of
Crime (Money Loundering) and Terrorist Financing Act (PCMLTFA). The initiative includes
the following products:

- FINTRAC's Compliance Framework

- the new FINTRAC Assessment Manual

- our revised Administrative Monetary Penaities (AMPs) policy

- g sample penalty calculation

- @ notice on Voluntary Self-Declaration of Non-Compliance

To ensure o strong and effective Anti-Money Laundering and Anti-Terrorist Financing
Regime for Canadians, FINTRAC is committed to helping businesses comply with their
obligations under the Act. As part of this commitment, these taols will provide
businesses with an open and transparent window into FINTRAC’s complionce progrom.

Compliance with the PCMLTFA brings transparency to certain financial activities, helping
to deter criminals and terrorists from operating within the legitimate channels of
Canada’s economy. It also ensures that FINTRAC receives the information that it needs to
generate financial intelligence for Canada’s police, taw enforcement and national
security agencies.

Our coflective and dedicated efforts form the first line of defence of Canada’s financial
system, and make it possible for Canada’s police, law enforcement, and national security
agencies to do their critical work in protecting Canada and Canadians. | am confident
thot, together, we will succeed in building an even stronger, mare effective Anti-Money
Loundering and Anti-Terrorist Financing Regime for Canadians.

Regards,
Nada Semaan

Director and Chief Executive Officer
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Financial Transactions and Reports Analysis Centre of Canada”

For more information go to http://www.fintrac-canafe.gc.ca/intro-eng.asp

FEBRUARY 2019
FINTRAC publishes new Suspicious Transactions Guidance

FINTRAC published new Suspicious Transactions guidance in January 2019.
The guidance serves to help reporting entities, such as jewellers, answer some
of the following questions:

1. Whatis an STR and why are they vital to FINTRAC and to Canada’s ant-
money laundering and anti-terrorist financing regime?

2. How do you identify a suspicicus transaction? What is “reasonable
grounds to suspect” and when do you submit an STR to FINTRAC?

3. What is reasonable grounds fo suspect and when do you submif an STR
to FINTRAC?

4. How does FINTRAC assess an RE’s compliance with its obligation to
submit STRs?

5. How can an RE assess its own compliance with its obligations to submit-
STRs?

hitp:/fenanw.fintrac-canafe.ge.ca/guidance-directives/i-eng.asp

Money laundering and terrorist financing indicators specific to jewellers:

ML/TF indicators are potential red flags that could initiate suspicion or
indicate that something may be unusual in the absence of a reasonable

explanation.”

For information go to:

htip:/lwaw. finfrac-canafe.ge.ca/guidance~directives/iransaction-
operationfindicat ors-indicateurs/dpms_mitf-eng.asp

JANUARY 2019 FINTRAC- Now is the time...
Now that the holiday ssason s behind us many of you will be conducting your inventory

count and finishing up business related Items for 2018. We at the CJA suggest this is an
excelient time to perform your Anti-Money Laundering/Anti-Terrorist Financing
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(AML/ATF) Compliance Program review as required by law. Some may refer to this as
your FINTRAC Review as FINTRAC ig the government agency that enforces
requirements for jewellers to have an AML/ATF Compliance Program. Part of your
obligation as a lewellery business is {o conduct a review. As a CJA member you have
access a user friendly on line tool for your program including how to perform a review.
Click here for access, hitps:/iwww.canadianjewellers, com/member-
account/programsfiintrac-amiati-compliance-progra m/ .

if you need any help contact the CJA office at info@canadianjewellers.com or call 418-
368-76186.
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Your Money’s Worth: FINTRAC Compliance

Detember 14, 2016 4
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Since late 2008, dealers In precious metals and stones have had ohligations under the Proceeds of
Crime (Money Laundering} and Terrorist Financing Act (PCMLTEA) to report certain transactions to
FINTRAC, Canada'’s financial intelligence unit. Under the Act, banks, real estate aentities, money
services businesses, and many other corporations across Canada have had to develop and implemant
a compliance regime, verify their clients’ identity, keep records, and report certaln transactions to
FINTRAC,

That being said, it's been a. number of years since the Act was extended to include precious matals

and stones dealers (DPMS), Regardless, there i still much misunderstanding of AML/ATF compliance

that has left the industry unsure about thelr true obligations.

The act itself is not strictly directed towards DPMS, Part of the act Is to ensure that taxes are being

paid by international and Canadian parties, Businesses who pay their due diligence should not warry

about the Act affecting their business.

*By complying with their cbligations, reporting entities reduce the likelibood of Canada’s financial

system being used by criminals and incirease the likelihood that criminals wlll be caught,” says a . \?\

hitps:ficanadianjeweller.com/mones-wonh- inlrac-compliance/ 12
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begins with the efforts of Canadian businesses subject to the PCMLTFA to put in place sound &8
compllance regimes. These businesses are on the front lines of Canada’s legitimate economy and are
indispensable to the Centre’s work and ability to support its partners’ money taundering and terrorism
finaneging investigations.”

Recently, FINTRAC has updated its risk assessmant to identify the dealers in precious metals and
stones sector as high-risk, The Centre will be applying more intensive compliance measures to this
sector In the future, induding more onsite examinations. They will aiso work closely with industry
associations, continuing their relationship with Jewellers Vigilance Canada (JVC) and the Canadian
Jewellers Association (CJA), in order to provide policy Interpretatfons, manuals and guidance, and
support via face-to-face meetings to discuss requirements or activities that have an impact on the
Industry,

“Both industry associations continue to work towards asslsting jewellers gain more information on
their Anti-Money Laundering and Anti-Money Terrorist Financing obligations within the industry sector
by providing the jewellers with an onlina cempliance tool to help develop their AML/ATF compliance
program, which is required by law,” says Phyllis Richard, executive director for IVC.

In May of this year, a risk-based approach workbook was published to provide guidance for dealers to
develop and implement effectlve measures to monitor money laundering and terrorist financing risks
they may encounter as part of their business relationships.

Over the past five years, the demand for FINTRAC's financial intelligeénce has grown significantly.
“This speaks to the strong partnerships the Centre has established with Canada’s police, law
enforcement and natlonal security agencies, and the valuable contribution FINTRAC has made to thelr
priority investigations,” continues the representative. "It alsc speaks to the extensive efforts
undertaken by the Centre and reporting entities across the country to increase the quantity and
guality of the transaction reporting that FINTRAC recelves under the PCMLTFA. The 20 miilion financial
transaction reports the Centre receives from Canadian businesses every year are the lifeblood of its
analysis and make it possible for FINTRAC to support its partners’ money laundering and terrorist
financing investivations.”

With all the associated risks of being part of this incredible industry, it is essential that we remain
awara of our obligations to protect cur businesses. Far morae inforrhaticn, visit the FINTRAC website,

https:#eanadianjeweller.com/monets-worth- inlrac-compliance/

2/2




3/8/2021

hitps:fiwweejewelierD  siness.com/p

a2

Jeweller(l

By Amber D. Scott

or most of us, audlts and examinations are as

much fun as they sound, but both serve a useful

purpose—other than raising our blood pressure.
The Einanclal Transactions and Reports Analysis Centre of
Canada (FINTRAC), Canada's anti-maney laundering (AML)
segulatar and finencial intelligence unit {FIU) has been

examining dealers in precious metals and stones (DPM5s)

Jawellory Business / August 20717
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for compliance with Canada's AML reguirements since
2008. It may come as a surprise then that recent FINTRAC
statistics for DPMSs-examined in the {ast year indicated 40
per cent did not have palicles and procedures, 58 per cent
did not have a risk assessment or training, and 83 per cent
had nat completed an effectiveness review, which is similar

to an audit for compliance.
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Before the call: It's never too early

The best time to get ready for a FINTRAC examination
is long before the regulator calls 1o let you know
you'll be examined, This is because once you receive a
call or letter; FINTRAC will only consider pre-existing

documents and materials. Ifyou're feeling overwhelmed

just thinking about a_compliance program, remember

it doesnt have to be perfect; complance is always

awork in progress,

Your campliance program should have five key clements:

* Appoint a compliznce officer; A person who avetsees
and acts as point person for the AML and Canadian
Tax Foundation (CTF) complance program,

* Develop policies and procedures: A document or set
of documents outlining what you do to comply with
the law.

« Complete your risk assessment: A document deseribing
risks or vulnerabilities that would allow your business
to be used to launder money or finance terrorism,
and the controls/preveniative measures in place.

«Train your employees; All staff who interact with
customers or transactions must be trained at [east
onCce pIT year,

www Jewsllarybysfasas.com
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* Effectiveness reviews: A compliance audit testing your
program {what you've documented) and operations
(what you're doing) must be completed at least onca
every tivo years.,

Edch of these elements need 1o be documented.

It is not enough to know or-do something; you have

to be able to show you have processes in plaee, and

have followed them. A dusty binder on a shelf is not
enough as your program needs to grow and changs
with your business, '

When the call comes: Gat organized

After an introductory phone call to confirm your

examination date, which can be moved if you have

prior commitments like travel, a marriage, a medical

procedure, or the like, IF this is necessary, do let

FINTRAC know you need 1o change the date as soon

as vou can. After your call, FINTRAC will send you a

letter detailing;

* How they will examine you e.g. int person or by phone.

« What documents and data they will need in advance
and on the date of the examination, .

» The deadlines for each part of your submission.

CanadaTime inc.

#107, 2323 ~ 32 Ave. NE

Calgary, Alberta /T2E 623

Tel: 1-B00-465.-9642

Fax: 1-877-281-0818

Email: nurdin@brandwalches.ca
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It can ba tempting to talk about other related concepts ag. theft and fraud
pravantion, for instence, but thesa can be confusing for an examiner wha (s
asking specliic questlans to test your understanding of AML-telated concepts,

Have 2 copy of your AML compliance program with you, elther an your
comptiter scraan or printed, and refer ta It if need be. Examinations are
elweys ‘open book” rather than a memory test

84 Jewelinry Business'/ August 2017
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Generally, you will have 30 days to pull everything
together, and it can be tempting to put this aside

until the last minute. This would be a mistake, as it.

can be challenging to pul! together the many records
FINTRAC requires,

You should also consider whether or not your
materials need explanatary notes. It is often
recommended, clients include a brief deseription
of their business model in thelr introductory notes.
This can help the examiner understand what they're
lopking at. Remember, an examiner conducts many
examinations in a yean, and DPMSs can be very
differsnt from one another. A simple introduction
to your business operations and the accompanying
documentation will go 2 long way, as well as save time
during the examination process.

During the examination: Focus on the prize
You're a businesspersen sod you sec the big picture.
You understand your whele business and how it all
fits together, so it.can be off:putting to be interviewsd
by someone only wanting io hear about a small slice
of your husiness operalions—your AML procedures.
Don't take it personally, this is FINTRACS cne and only
mandate as far as your business Is concerned, and your
intervisgws will go more stnoothly if you stay focused
on AML. It can be tempting to talk about other related
concepts e.g. theft and faud prevention, for instance,
but these can be confusing for an examiner who is
asking specific questions to test your understanding of
AML-related concepts.

Have a copy of your AML compliance program with
you, either on your computer screen or printed, and
refer to It if need be. Examinations are always ‘open
book! rather than a memory test, It's also acceptable to
ask the examiner for ¢larification if you aren’t sure what
information they're asking for. Doing so is much better
than going off on a tangent about something unrelated,
It is important, however, to remember the examiner is
there Lo assess your compliance, They have a job to do,
and while they may be friendly, they are not your &iends.
Treat your examiners with professional courtesy.

Make sure you are answering the questions you are
asked. It can he helpful if you tend to get nervous or
veer off-track to have mere than ope person present,
50 yau can be re-directed if need be. Your answers
should describe your compliance progratn, as well as
the things you are-doing in order to comply, This will
ofter: seern redundant begause most of this information
was submitted before the examination, but there Is a
method to the madness.

www.ewellarybusinass.com
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&€ Your answers should describe your compliance program, as well as the
things you are doing in order to comply. 39

Remember how. its not enough to have a dusty
binder on the shelf? These redundant questions are
asked by examiners to figure our whether or not you
actuatly understand and are following your policies and
procedures. They will also lock for evidence in your
data and docurnents.

After the examination: It's not too late

If the examination doesn't go well, FINTRAC will often
ask if you have any other data or documents to provide.
There is a limited timeframe——usually five business
days—tio submit these to FINTRAC, if such documents
or data exist. '

Again, procrastination is your enemy. I you have
materials to submit, it’s time 1o get organized and get
those malerials to FINTRAC.

There is a disclosure statement FINTRAC almost nlways
reads at the begdnning and énd of an examination. The
fact the examiner reads this statement does not indicate
there will be a penalty. I you sren’t sute whether or not a
penelty is being considered, ask. The examiner will usnally
be able to give you some indication of the next steps.

If the FINTRAC examiner has indicated a penalty
is being considered, this is the right time to yeach out
to a lawyer.

www.lewellerybudineas.com

https:/iwwawvjeweller? siness.com/p  icalions/de/201 ¢ [ pa o 2

¥ a penalty is assessed and you choose (o appeal it,
you will want to start bullding your case as early as
possible. This 1s because each submission you make
has an effeet on the next steps in the process.

When you receive your findings letter:
Follow the roadmap

In most cases, FINTRAC will not be assessing
penalties, but they will be providing a ‘fndings Istter”
This letter summarizes any issues discovered during
the examination. While being on the receiving end of
criticism may not feel great, it'is useful. The findings
letter is a yoadmap describing the improvements you

will need to make to your AML comypliance program,

This free advice should be vsed to make updates to your
documents and processes.

Though not required, it s best practice to
document your response ta. each finding e.g. what
you're dolng to fix the issie. This can be done in the
ferm of 2 simple log, which can also be used to keep
track of the updates sou've made for other reasons.
This type of log Is-uselul if you are asked about the

‘improvements you've made to your program by an

auditor, supplier, or even FINTRAC at the time of
your next examination,
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in the ovent you rocelve 8 'Notice of
Vistetion,' this is a document describing
a8 penalty, ItIs important you understand
your options. A qualified lawyer who has
sxpesience In FINTRAG related appeals
can help you to understand the courses
af action available to you,

What to do in the event of a penalty

In the event you receive a 'Notice of Violalion, this is
a document describing a penalty, and it is important
you understand your options. A qualified lawyer who
has experience in FINTRAC-related appeals can help
you to understand the eourses of action available to
you. Since your lawyer's ability to be effective will
depend on their being able to understand and assess
all of the information, and they will have a limited
time {o respond, it is vital to engage them as early as
possible in this process.

An ounce of prevention
The best way to prevent penalties is Lo have a strong
AML compliance program tailored to your business
and kept up to date repularly, It doesn't have to be
perfect, but it should describe what you actually do,
and how you do it. The program can be In plain
language-~it doesn’t need to be complicated or in legal
terms—and if you're one of the many jewellers who've
been putting it off, there ave onling tools available to
help make it casier

An edsy examination can never be promised, but they
are managuable with the right preparation, ¥ you're
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savvy enough to run a successful business, you can
handle this, too. ¢

Auber D. Seert (MBA, CIPPC, CBE CAMS), is the
founder and chief anti-nioney laundering (AML) ninja ar
Outlier Solutions Ine. As a compliance professional who
has worked with anti-tmeney lauridering {AML} and
counter terrorist financing (CTF} legislation for over a
decade, Scorz is passionate abaut making compliance
simple for Canadian businesses. She launched Outlicr
Solutions Inc., a compliance consulting firm, in 2013.
Soon after; she entered into a partnership with the
Canadian Jewellers Assaciation (CTA) and Jewellers
Vigilance Canada (JVC) to update the compliance kit
reterials for dealsrs in preciots metals and stones
{DPMSs). These materials are available free to CIA
and JVC members, and for a fee to non-thembers.

She works closely with the Canadian jewellery industry
to ensure the online materials and consulting solutions .
available are meeting its neads. Scolr beiieves good
compliance can enable good business. Find out how

at wwinautliercanada.cotnt or reach out to her directly
at amber@outliercanada.com.

www.jewellerybusiness.com
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A Commlssionar for Taking Affidavits
within British Columbia

ANTI-MONEY LAUNDERING and ANTI-TERRORIST
FINANCING COMPLIANCE

***To get started on your AML/CTF Compliance Program (FREE FOR MEMBERS),
contact valentina@canadianjewellers.com ***

In Canada, the Anti-Money Laundering (AML} and Counter Terrorist Financing (CTF) obligations for
Dealers in Precious Metals and Stones {DPMSs) are set out in the Proceeds of Crime (Money
Laundering) and Terrorist Financing Act (PCMLTFA) and its accompanying regulations.

Qur regulator is the Financial Transactions and Reports Analysis Centre of Canada (FINTRAQ). In
order to comply with the PCMLIFA and regulations, DPMSs are required ko implement a

compliance program. You are a DPMS if you buy or sell Pracious Metals, precious stones or jewellery

as part of your business activities,

The Canadian Jewellers Association (CJA) along with Jewellers Vigilance Canada (JVC) have formed a
partnership with Qutlier Solutiong Inc. and developed an interactive tool to assist you with this
task. There are 5 components to complete a compliance program:

1) Appoink a Compliance Officer: s person who oversees and acts as point person for the AML and
CTF compliance program

hitpsifwww.canadianjewellers.cemfantimonella nderin
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2) Develop Policies and Procedures: a document or set of documents outlining what you do’fo
comply with the law

3) Complete your Risk Assessment: a document that describes the risk that your business could be
used to launder money or finance terrorism, and the controls in place to stop that from happening

4) Train your Employees: all staff who deal with customers or fransactions must be trained on AML

ak least once peryear

5) Effectiveness Reviews (also called 2-year reviews or audits); compliance audit that tests your
program {what you've documented) and operations {(what you're doing} that must be completed at
least every two years

Learp more about recent changes to the AML/CTF Compliance Program and be sure to update yours
accordingly. For more information, about the Qutlier AML Compliance Kit (FREE FOR MEMBERS),
consult the FAQs.

*#*To get started on your AML/CTF Compliance Program (FREE FOR MEMBERS),

contact valentina@canadianjewellers.com ***

Outlier Solutions Inc. is happy to offer on demand products to members of the Canadian
Jewellers Association (CJA) free of charge. Outlier is also offering & discount of 10%
on consulting services, including Anti-Money Laundering (AML) Compliance
Effectiveness Reviews.

ABOQUT CiA

Since 1918, we have provided a single source for information on this vibrant and diverse industry to

consumers, government, media and businesses.

The CJA is the national trade association for the Canadian jewellery industry, comprised of retailers,

suppliers, appraisers, designers and providers of goods and services.

SITEMAP

COMTALCTS

Canadian Jawellers Association
27 Queen 5t. East, Suite 600
Torante, Ontario Canada M5C 2MB

hitps:fiwww.canadianjewellers.com/antimoneria nderin
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Phone: 416-368-7616
Fax: 416-368-1986

Toll frae: 1-B0G-580-0942

Email; info@canadianiewellers.com

SHARE

¥ in B

Copyright ® 2020 Canadian Jewellers Association Privacy Policy Terms of Use
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Association

This Is Exhib] “..:H referred to in the

Affidavit of Lead (Lo e . StL (e

sworn {or affirmed) before ma at

ToCorvte H. Vo u.covvin se. f ¥ in
this £ day of . Wist.t. ... 2021,

A Commissioner for Taklng Affidavits
within British Columbia

PLIANCE KIT

1)1 am a member. How do [ access the free AML Compliance Kit?

Please send an email to valentina@canadianjewellers.com. Valentina will verify you're a
member in good standing and will ask Qutlier to give you access: You will then receive
an email from Outlier with your credentials and you will be able to access the kit online,

2) How do | set up 2 new Compliance Program?
We've made setting up a compliance program as easy as 1-2-3:

1. Choose the documents that you need here and add them to your cart (For a new
program, this will include all four items).

2. Go to "your account” to customize your documents online or download copies of
your documents.

3. Keep your program up to date.

To customize your AML Program and Risk Assessment, use our set-up wizard to
customize your documents. The set-up wizard walks you through a series of questions
and generates custom versions For your business.

This takes time, but don’t worry. If you're interrupted, any work that you've done using
the document customization wizard is automatically saved.

https/faww.canadianjewellers,com/AML-Compliance-Kit-FAQs
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Once you've customized the documents, make sure that you download and save the 78
final versions. Read through these documents to be certain that they Fully describe your
business model, risk and processes. Keep these documents up to date ~ remember to
review them at least once a year.

[F you need to make changes to the documents that you've edited online, or if Qutlier
has released new versions, you will be able to go back to your account page and make
changes.

You'lt also need to train your staff. We've created a training package that includes a
customizable PowerPoint presentation, a training log, and sample quiz questions that
you can use to test your knowledge.

Every two years, you will need to have a Compliance Effectiveness Review. We provide
model documents to you free of charge. You can also find a guide to deciding who
should conduct your review here.

if you're new to compliance, you may also want to check out our blog article about the
first steps for Compliance OFficers.

IF you would like help from a consultant (there is a Fee, but CJA members recelve a 10%
discount) you can contact Outlier using ouc online Form, or call Qutlier toll-free at (844)
919-1623.

3) Do [ have ko train my staff?

All staff that deal with either customers or customer transactions must receive anti-
money laundering (AML) and counter terrorist financing (CTF) training ANNUALLY.
We've created a training program that includes:

A Fully customizable PowerPoint presentation with speaker's notes
A training log to track your progress

Sample quiz questions to test your knowledge

You can add the training package to your cart once you get access to the kit. Go to “Your
Account” anytime to download the training package.

To customize the package, simply add your company name and edit the slides for your
business model. The Training log can be used to track your progress if you're not using
an automated system. Finally, the sample quiz questions can be used to test your staff's
knowledge. There are 21 sample questions. We recommend using at least 10 questions
each year.

if you're interested in having a custom training program developed for you {thereisa
fee, but CJA members.receive a 10% discount) you can contact Qutlier using our online
form, or call Outlier toll-free at (844) 919-1623.

4) wWhat is an AML Compliance Effectiveness Review?

~F

An AML Compliance Effectiveness Review (also called an audit or 2-year review) is a 5
review of your compliance program (your documentation that describes what you do)

T
.

-
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and your operations (evidence of what you've actually done). The review can be
conducted internatly (by someone at your company) or by a third party (someone
outside of your company). If you're not sure what would work best for you, take a look
at our blog_on AML Compliance Effectiveness Reviews.

79

If you're ready to go, but need documents to get started, you can add our review
package to your cart once you get access to the kit. Go to “Your Account” anytime to
download the review package. The review package includes:

A reviewer guide
Working papers
A review report template

If you want someone to conduct your AML Compliance Effectiveness Review for you
(there is a fee, but CJA members receive a 10% discount) you can contact Qutlier using
our online form, or call Outlier at (844) 919-1623.

5) 1 Have No [dea, But Apparently I'm The Compliance Officer. What do | do?

Ok, take a deep breath. We know the feeling! We've written a blog especially for new
Compliance Officers.

We've got everything that you need to create a new compliance program, if you need
to. You can see what the program pieces [ook like here, and add the pieces that you
need to your basket. Click on the basket icon anytime to checkout (there is no cost if
you're logged in as a CJA member, and no credit card information will be collected). Go
to “Your Account” anytime to download the materials that you've selected {you will
need to be signed in to do this).

If you need a hand from a consultant, we can help (there is a fee, but CJA members
receive a 10% discount) you can gontact Qutlier using our online form, or call Outlier
toll-free at (844) 919-1623.

6) 1 would like to talk with a human. What do | do?

If you're feeling like your AML program needs work, and you're not sure what to do next
or you need extra hands to put together or look over your compliance program, you
can contact Qutlier using our online form, or call Outlier toli-free at (844) 919-1623.

Generally, our consulting engagements are fixed-fee so that you know exactly what
you're getting - and what you're paying — before we start work. There is no fee for a
consultation to determine what you need. Based on our conversation, we will send you
a proposal that details the services and costs. As an added bonus, CJA members
receive a 10% discount from our regular fees.

If you are looking into additional consulting services, we recommend reading our blog to
help you Negotiate Your Consulting Contracts Like a Pro.

When you're ready, you can contact Qutlier using our online form, or call Outlier toli- \
free at {844) 919-1623. \Z/ﬁ‘

hitps:/ihwww.canadianjewellers.com/AML-Compliance-Kil-FAQs 3/4




3912021 Canadian Jewellers Association - AML Cempiiance Kit FAQs
8G

ABOUT CJIA

Since 1918, we have provided a single source For information an this vibrant and diverse industry to

consumers, government, media and businesses,

The CJA s the national trade assodiation For the Canadian jewellery industry, comprised of retailers,

suppliers, appraisers, designers and providers of goods and serviges.

SITEMAPR

CONTACTS

Canadian Jewellers Assaciation
27 Qusan St. fast, Suite 600
Toronte, Ontario Canada M5C 2M6

Phope: 416-368-7616
Fax:416-368-1886

Toll Fres: 1-800-580-0942

Email info@canadianjewellers,com

Copyright © 2020 Canadian Jewellers Association Privacy Policy Terms of Use
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CERTIFICATE

AFFIDAVIT COMMISSIONED USING VIDEO TECHNOLOGY

CANADA

PROVINCE OF BRITISH COLUMBIA

[, KYLE McCLEERY, a Commissioner for Taking Affidavits for British Columbia, certify
that:

1. The process for commissioning affidavits using video technology specified in the
Notice to the Profession, the Public and the Media: Affidavits for use in Court
Proceedings (COVID-19 Notice No. 2) dated March 27, 2020 has been followed
for the attached affidavit, and

2. | am satisfied that the process for commissioning affidavits using video
technology specified in the Notice to the Profession, the Public and the Media:
Affidavits for use in Court Proceedings {(COVID-19 Notice No. 2) dated March 27,
2020 was necessary because it was impossible or unsafe, for medical reasons,
for the deponent and me to be physically present together.

DATED at Vancouver, British Columbia this 22"¢ day of March, 2021.

Kyle McCieery

A Commissioner for Takin'g
Affidavits for British Columbia
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