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Disclaimer @&=&08

This presentation is intended to provide information of a general
nature that is not based on any specific circumstances. It is not
intended to cover all requirements that are applicable. For enquiries
related to specific situations, please seek professional advice as

appropriate.
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Recording, redistribution or modification of this webinar or the presentation materials without
prior consent of the Commerce and Economic Development Bureau is strictly prohibited.
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nternational Requirements relating to
Proliferation Financing
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International efforts
in countering PF
have intensified to
safeguard the
integrity of the
global financial
system.
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PF as a new threat to integrity of financial system
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Proliferation
Financing

Terrorist
Financing

Money
Laundering
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« In 2007, the Financial Action Task Force (FATF) started considering the threats

related to PF.
2007 4 > BAFS I TENRE RIAH Sk GH 1675 B B AR BRI S RS E S 2 SR R -

o In 2012, FATF revised its Recommendations and adopted a new R.7.
2012 4F - B TEN R RIAH SR ER T O > PRAFTI SRR -
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Rule-based R.7 regardless of risk
BRI ~ 1 amlEfed S E sz

Full application of » R.7 requires implementation of targeted financial sanctions (TFS) to comply
T IETERES U el with United Nations Security Council (UNSC) Resolutions relating to the

R.7 is mandatory : : .

e [y e prevention of proliferation
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The Democratic People’s Republic of Korea Iran
(The DPRK) FEH
HfEREFEARILNH (FikE)
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TFS covers a network of designated persons/entities
PR I 005 2 15 PN o B 484

TFS means to freeze, « UNSC committees have designated certain persons/entities...

without delay, funds BRI T T A/ .
or other assets of,

assets are made .?“ F%Ai FE@E% & E At HHEA

available to, and for The DPRK 15 September 2022
the benefit of, Bffet 20227E9H15H
designated Iran 17 January 2016
persons/entities. 23 61
SHE MR BRI R F3A 20164£1 H17H
jZ: Eﬂ/ﬁﬁi‘% [El: Eﬁ )\j:/ = Sources: https://www.un.org/securitycouncil/sanctions/1718/materials and https://www.un.org/securitycouncil/content/2231/list

REH R S B
IE{E%;EEE;{A » ... and also stressed the need to cover the international network created to
E?gﬂiﬂgﬁﬁ 5 disguise activities of designated persons/entities
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https://www.un.org/securitycouncil/sanctions/1718/materials
https://www.un.org/securitycouncil/content/2231/list

In FATF’s context, PF
risk refers to the
potential breach,
non-implementation
or evasion of the
TFS obligations.
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R.1 expanded to cover PF

N
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October 2020 20204F10H

R.1 expanded to cover PF, requiring
Government and private sector to
identify, assess, understand and

mitigate PF risks
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June 2021 202146 H

Guidance on PF Risk Assessment
and Mitigation published

272 (KRB SRR E S R
b Ay ke 4% e ta 5| )
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There is no
contradiction
between rule-based
R.7 and R.1 which
requires assessment
and mitigation of PF
risks.

AR AR T

DR BRI R
KRR 2y
xS

—Z[EAFHETTE -

NOVEMBER / DECEMBER 2022

Interface between R.1 and R.7
R — MERR T 2 AR %

« Risk-based measures by the
private sector seek to reinforce
and complement the full

implementation of R.7.
FLvE SR e s ANFE It & A2 5S4
rEmE TR E -

» Taking measures that
commensurate with the risks Mitigate
identified would enable effective

allocation of resources.
?%ﬁﬁ(éﬁaﬁﬁﬂ%ﬁﬂ@&ﬁﬁﬁﬁﬁ’ﬂ%%ﬁﬁ > AR
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Identify

Understand
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Assess
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Risk assessment

requires
identification of
threats and
vulnerabilities.
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Skeleton of risk assessment

JEpREFIAEZR

Designated persons/entities that
previously caused or with the
potential to evade, breach or exploit
a failure to implement TFS
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Vulnerability

N5t =
Threat

B

Consequences

(EES

Matters that can be exploited
or that may support or facilitate
the evasion, breach or non-
implementation of TFS
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Outcomes where funds or assets
are made available to designated
persons/entities
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Proliferation Financing Risk Assessment in
Hong Kong
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Risk assessment is a joint responsibility
S S F B2 A & T
The Government’s e (it
risk assessment
report facilitates
private sector to
implement
measures in
mitigating risk
posed by possible
PF activities.
ST Y R B A e s
[ A 748
%i{%ﬁg;i:%‘%%é’j Financial Regulators Financial Sector
IR TR SRAE R SR

Authorized Institutions 7 0] f&f#%

SVF licensees {#{E S THFFREA
Licensed Corporations k&% [H]
Insurers {5
Licensed Money Lenders £iREF{E A
Money service operators #5485 E%
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HONG KONG

MONEY LAUNDERING

AND TERRORIST FINANCING
RISK ASSESSMENT REPORT
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HK’s first PF risk assessment published in July 2022
Bt FT R AR R a5 1 B e A R R 7 A () 2022 4F7 H 78 7

' Hong Kong is exposed to a medium-low
level of PF risk, with threat and
Proliferation Financing (PF) risk vulnerability both rated as medium-low.

' Medium-low level

' R AR R SR e E S S e R R
85 R A AN SR IRt 25 IR R BRI KE - B R SR R H K S -
BT
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We cannot be
complacent about
the medium-low
level of PF risk in

Hong Kong.
AT A A
AN R ine 2
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Current risk situation

Vol 22t

No HK residents designated. Four
companies formerly registered in
HK on DPRK’s sanctions list all
dissolved.
REEREREEHAL - #EF
HilE B Vo e B ALY
INEIH TR -
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Vulnerability
HEg9tE &

Threat
72

Consequence

(£

Home to global financial
institutions and professional
service businesses; free flow of
capital; ease of company
formation; business friendliness,
etc..

R R B SR I s HY Py
el ~ B EERE) -
INFEIRRAIARFE ~ (A SRR
e

No PF cases substantiated, despite

~90 vigilant investigations annually.
B PRI TS 90 SR B AR
& A EFEIEREE R AR
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Effective risk
assessment requires
a good
understanding of
emerging typologies
distilled from
various information
sources.
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Attempts of sanctions evasion
P T

« Proliferation actors are using diverse and evolving methods as disguise.

KRB as 2 T & M g A B3R T AT E ki

Use of front
companies

) NG

Use of shell
companies

MAHZER A E]

Exploitation of
Iegitimate activities

BT R
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Risk mitigation does
not mean risk
avoidance.
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Robust and collective efforts to mitigate risks
TR E TSI e 557 2 I e

United Nations Sanctions Ordinance (B#& B HIFEE])
Comprehensive Anti-Money Laundering and Counter-Terrorist Financing
legislative Ordinance (§T888 RIS T RS BEMRM])
framework Organized and Serious Crimes Ordinance
SEEERILRE (FHeHE% R B EE S TR
Strategic trade control system g e 55 il

Customer Due Diligence and record keeping
Defence system  psspe syt

by financial Suspicious transaction reporting ®%5g5c 5 145
sector Alert mechanism 7]
ﬁﬁ;ﬂé‘iﬁgm Compliance culture and systems & & 35%E9 0B R HIE
P S Capacity building g 17#7+
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Counter-proliferation Strategy in Hong Kong
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“PACE” strategy is
applicable to the
Government,
financial regulators
and the financial

sector.
“PACE” Tl 75 FH S X
I~ <R BT
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“PACE” Strategy

“PACE” FH%

Prevention

iz 1]

Coordination Enforcement

iEE A
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“PACE” Strategy
“PACE” 551

The Government
and regulators assist
the private sector to

Government/Financial Regulators
BUR /SRS R g gLl

incorporate the * Maintain legal regime 45, AR EE * Maintain compliance systems

“PACE” strategy into ¢ Conduct training and outreach A e S TN = il 3
their daily \ TR N EE) * Conduct training {75
operatiorlz. gt 177 * Monitor designations and intelligence ¢ Respond to alerts [o]fE2:5;
%@&% EEI&T%T@EQ Alert ER e A B N E « Keep internal controls under review
= 5T I PACE” 5% o : : s o
BB A H A ELE . =R * Give early alerts to private sector TERF R R N e 1]
e AR E S Al
w * Coordinate government-wide actions ¢ Coordinate firm-wide actions and
through inter-agency platform across teams
F B e BEUNTTE) FEAHT SR TE)
e Conduct vigilant investigation * File suspicious transaction reports
BwEE S TR S
Bk * Maintain effective supervision * Cooperate with enforcement
HFRFAREEZL agencies fit & £20
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Reference Materials

« Website of the Commerce and Economic Development Bureau — Page on UNSC
sanctioni
R % R ST 2 fe i — B S B e e I

https://www.cedb.gov.hk/en/policies/united-nations-security-council-sanctions.html

» Hong Kong Money Laundering and Terrorist Financing Risk Assessment Report
(BB FE A 77 E 5 B s I 27 )
https://www.fstb.gov.hk/fsb/aml/en/risk-assessment.htm

« Guidance on PF Risk Assessment and Mitigation by FATF (June 2021)

MITSTTEIR RIAHER (ARG R G5t & 7 F s R FFIS5/) (2021456 5 )
https://www.fatf-gafi.org/media/fatf/documents/reports/Guidance-Proliferation-
Financing-Risk-Assessment-Mitigation.pdf

« Guidance on Counter PF by FATF (February 2018)
WIS TENIRT RIGHER (77 ARG st & 755 ) (201852 )

https://www.fatf-gafi.org/media/fatf/documents/reports/Guidance-Countering-
Proliferation-Financing.pdf
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