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PRESENTATION

In the year 2013, as of the first months of Po@ne€is' pontificate, the Holy See has updated andatmated
the measures aimed at preventing and countering@ydaoindering and terrorism financing, in line witie
objectives pursued in the previous years under Bepedict XVI's pontificate.

The Apostolic Letter issuétilotu Proprio” on 11 JulyOn the jurisdiction of the judicial bodies of thatian
City State in criminal matterand the Apostolic Letter issuédlotu Proprio” on 8 Augustfor the prevention
and countering of money laundering, financing afaesm and the proliferation of weapons of mass
destruction were actually issued last year.

The aforementioned sources lay the pillars fora legal framework, as established by Decree NooH>3
August 2013 issued by the President of the Govataasf the Vatican City State, and enforced byLtave
dated 8 October 2013, regarding transparency, gigpger and financial intelligence, whereby a second
decisive reform was approved, following the firaseadopted in the year 2012.

AlF'sinstitutional mandate was consolidated by meankeApostolic Letter issuetotu Proprio” by Pope
Francis on 15 November, which approved the newtgtstand extended the Authority's competences.eThes
were actually subdivided in two main “pillars”: &ncial intelligence and supervision, where thesta#tiso
includes prudential supervision of the subjects anmiities that perform professional activities direancial
nature.

The decisive actions taken, which consolidateditkernal system of the Holy See and Vatican Citgtét
confirm the strength of purpose of the Holy Seproviding the international community its suppartbunter
illegality in the financial sector, sharing the bpsactices and most recent standards in the field.

The year 2013 actually saw AlIF become member ofBbmont Groupthe global network of financial
intelligence units, and the stipulation of Memorard Understanding with the financial intelligenogits of
various Countries, for the purposes of collaboratind exchange of information. From a broader petsge,
in the same yeahe «Progress Reporoncerning the Holy See and Vatican City State aygsoved by the
Committee of Experts on the evaluation of anti-mgdagndering measures and the financing of termorisf
the European Counc{MONEYVAL).

Following these legal, institutional and, most émemost, moral paths, AlF conducts its activityaagvof the
strategic role that it plays on a domestic andriretgonal level, and, last but not least, the kalg played to
support the Holy See and its mission worldwide.

RENE BRULHART
Director



FINANCIAL INTELLIGENCE AUTHORITY - ANNUAL REPORT 203



PART |

THE ACTIVITIES OF THEFINANCIAL INTELLIGENCE AUTHORITY
WITHIN THE INSTITUTIONAL AND ECONOMIC-FINANCIAL
FRAMEWORK OF THEHOLY SEE AND VATICAN CITY STATE






FINANCIAL INTELLIGENCE AUTHORITY - ANNUAL REPORT 203 9

l) GENERAL FRAMEWORK

1.1. Introduction

The Financial Intelligence Authorityhereinafter «AlF») is the central institution detHoly See / Vatican
City State (hereinafter «<SCV») for financial inigdnce and supervision, both for prudential purpasel for
the prevention and countering of money launderimdfenancing of terrorism.

Established by Pope Benedict XVI with the Apostdlatter issuedMotu Proprio” on 30 December 2010,
and reformed by Pope Francis in 2013, it has iglfearters in SCV, at Palazzo San Carlo. By Isigdlisit
is an Institution connected to the Holy See - pansuo Articles 186 and the following of the Apdsto
Constitution"Pastor bonus'and is fully autonomous and independent.

By virtue of Law No. V of 7 June 192%h the economic, commercial and professional lsgatema public
regime governs the SCV economic, commercial antepsmnal sectors, there including the financiatee

Accordingly, the SCV does not have a free markehemy. In particular, no private institutions oreogtors
are working in the financial sector. There are, @osv, entities that, within the scope of their itngional
activity, perform some activities of a financialtma that are relevant for the purposes of the-rantiey
laundering rules enforced in the Vatican City, dnak, as such, are subject to AlF's supervisiote\Rat
activities of a financial nature may therefore beaked in the broader framework of the main instihal
activities of the entities concerned.

Compared to private or free market systems, théigagime system established in the SCV allowsiats
only to limit the number of operators, but als@tmtain the complexity and extent of relations apdrations
or transactions, as well as the associated risksooky laundering and financing of terrorism.

The domestic SCV system and AlF's activity meetdhal requirement of adherence to the European and
international parameters and objectives and, asdhge time, of consistency with the economic amanitial
framework of the SCV, as well as with the actual arnerent risks.

1.2. Regulatory framework

On 8 August 2013, the President of the SCV Goveteoadopted Decree No. Xl providing the rules that
govern transparency, supervision and intelligemcéinancial matters. The Decree came into forcel®n
August and was confirmed by virtue of Law No. X\Mllereinafter «Law No. XVIlI») issued by the Poiut
Commission for the Vatican City State on 8 Octdi@t3 and immediately enforced.

In order to further assure compliance of the SQGrii-money laundering system with the international
parameters, and following the first reform of theay 2012, Law No. XVIII introduced a second refdmn
means of which the original system, based on Lawd0XVIl of 30 December 2010, has been fully repgldc

1See articles 1 and 2 of the Statutesiafi@ I, I, 2.1. and 2.2.
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1.3. Institutional framework.

On the same 8 August 2013, Pope Francis promuldghéedpostolic Letter, issuetilotu Proprio”, for the
prevention and countering of money laundering,foiag of terrorism and the proliferation of weaparfs
mass destruction. The Apostolic Letter furtherlggthed that the dicasteries of the Roman Curialaadther
bodies and entities directly dependent on the I13alg, as well as the non-profit organizations hasihegal
status pursuant to Canon law and registered affitee SCV (these latter were not included in thevipus
legislation) are bound to comply with the SCV |aagsregards: measures for the prevention and caumier
money laundering and financing of terrorism; measwagainst subjects that threaten peace and interala
security; prudential supervision of the subjectd antities performing a professional activity ofirzrancial
nature. The sam@otu Proprio” reaffirms the competence of the judicial governiglies of the Vatican
City State in relation to the aforementioned sulsiemd matters: Finally, the same letter established the
Financial Security Committee (hereinafter «CoSiRiith the aim of coordinating the competent Autties
of the Holy See and SCV in the field of preventiowd countering of money laundering, financing afcesm
and the proliferation of weapons of mass destractio

The strengthening of the regulatory framework & Holy See/SCV and the consequent extension oSAIF'
field of competence required a reform and a redegdion for compliance of the Authority.

Therefore, on 15 November 2013 Pope Francis praatediga second Apostolic Letter, issultbtu Proprio”,
which approved the new Statutes of AIF, which camte force on the following 21 Novembér.

1.4. International framework

On 9 December 2013the Plenary Meeting of the Committee of ExpertghenEvaluation of anti-money
laundering measures and the financing of terrori@ONEYVAL) at the Council of Europe approved the
«ProgressReport»of the Holy See/SCV in relation to the adherencetlsd internal system to the
recommendations of the Financial Action Task F@EeATF»).

With the said Report, the Plenary Meeting acknogéetithe progress made by the Holy See/SCV both in
terms of legislation and actual operations of it8-money laundering system.

2 In this regard we may remind that, in July 2013ptider to support the international judicial cogien in criminal
matters, Pope Francis promulgated the ApostoliteteissuedMotu Proprio” on the jurisdiction of the judicial bodies
in the SCV in criminal matters. The Letter, whichither confirms the commitment of the Holy Seehis regard,
already expressed through the subscription of stimernational conventions in this field, aimsapanding the same
jurisdiction to cover the new types of crimes castad with transnational organized crime.

3Seeinfra, I, II, 2.2.3., letter c).

4 Seejnfra, I, I, 2.1.
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As far as AlF is concerned, on a multilateral lewsl 3 July 2013 the Authority was admitted as memd$
the Egmont Groupluring the Group Z1Plenary Meeting, held in Sun City (South Africa).

The Egmont Group is a glob&drumthat is currently comprised of the financial intgince units of 139
Countries and jurisdictions, and within which rulesd fair practices for international cooperatiord a
reciprocal exchange of information are shared.

On a bilateral level, in the year 2013, AlF subdsedi Memoranda of Understanding aimed at exchanging
information with the same Authorities in the follmg countries: Slovenia (15 April), United Statéd\ay),
The Netherlands (5 July), Italy (26 July) and Gemngt December).
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II) INTERNAL ORGANIZATION AND FUNCTIONS OF THEFINANCIAL INTELLIGENCE
AUTHORITY

2.1. Internal organization

In order to upgrade AlF's organization following tfeform of the legislation on the prevention aodrgering

of money laundering and financing of terrorism,I&nNovember 2013 Pope Francis approved, by means of
“Motu Proprid, the new Statutes of AIF, which specify and exteéhe institutional tasks of the different
bodies: the Board of Directors (that outlines glemeral policy rules and the fundamental strategigbe
Authority), the Chairman (who chairs the Board afedtors, is the legal representative of the Authiand

has the power to sign) and the Director (who sfegganizes and monitors the activities of the Auitfy).

In addition, by means of this deed, the Authoripgrations have been divided into two Departments:
a) TheFinancial Intelligence Office;

b) The Supervision and Regulation Office.

In the year 2013, AIF was chaired by Cardinal Attillicora and steered by Mr René Briilhart.

The members of the Board of Directors were Prafiséppe Dalla Torre, Prof. Claudio Bianchi, Profréédio
Condemi, Dr. Cesare Testa and by Attorney Franc@scBasquale.

2.2. Functions

To provide continuity with the previous regulatasgganization, AIF's functions may be grouped ind'tw
pillars", i.e. the financial intelligence activignd the supervision and regulation activity. Follogvthe
prescriptions given both in tti#otuProprio” of 8 August 2013 and in Law No. XVIII, the lattestaity now
also comprises both the supervision and reguldtiothe prevention and countering of money laurrdgand
financing of terrorism, as well as prudential symon and regulation of the subjects and entjpiegorming

a professional activity of a financial nature.

In addition, applicable legislation acknowledgeswamber of major functions of AIF, among which the
collection and analysis of the declarations of sfogrder transportation of currency in amounts etpjar
higher than EUR 10,000, and preventive measureisstghe financing of terroristhadding a number of
important functions, among which those pertainmgeneral risk assessmént.

As regards the supervision activity, in the yeat20awo subjects professionally performed releviancial
activities, and namely Istituto per le Opere diigehe (IOR) and the Administration of the Patrigaf the
Apostolic See (APSA). These were therefore suligeeipplicable legislation and to AlF's supervisibath
for prudential purposes as well as for the prewenéind countering of money laundering and finanahg
terrorism.

5seeinfral, Il, 2.2.3.
Sldem.
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2.2.1. Financial intelligence

The financial intelligence activity performed byFAinay be subdivided into three major phases:

a) Gathering of suspicious activity reporiehe cornerstone of the financial intelligence dttiis receiving
reports on suspicious activities by the monitongiojexts.

The designated subjects send a report to AlF:

- if they suspect or have reasonable grounds to susipet funds or other assets are the proceeds of
criminal activities, or are connected or relatethi financing of terrorism or are intended to bedu
for acts of terrorism by terrorist organizationsbgrthose who finance terroristn
in the event of activities, operations or trangawithat, because of their nature, may be considere
suitable to be related to or connected with moaepdering or the financing of terrorism, or withisac
of terrorism or with terroristic organizations,with those who finance terrorisr.

At the same time, the legislation has establisigeharal active cooperation obligation, with a \teveporting
suspicious activity, there including the duty tpod to the competent Authorities of the Holy Sed #he
VCS: the public Authorities shall send a repor&ts in the same cases outlined for the designatbgests®

b) Analysis and study of reporfBhe reports received are analysed and carefultliediby AlF.

AlF’s analysis is conducted on two levetsperational level(i.e. using documents, data and information
available or obtainable to identify specific objees, and to follow the trace of operations anddeations in
order to establish the links between the aforernaetl objectives and any proceeds of criminal des); and

a strategic levellusing documents, data and information availableliainable, focused on more general
implications in relation to the evolution and treraf money laundering and financing of terrorisf).

For the purposes of analysis, AIF has the powethene hand, to access on a timely basis aithtbemation
of a financial, administrative and investigativetura that is relevant for the purposes of prevenaod
countering of money laundering and financing ofdasm, and possessed by both the reporting sushgaxt
the legal persons with registered office in theeSta enrolled in the State Regist&rand, on the other hand,
AIF has the power to exchange information with d¢tfeer Authorities of the Holy See and of the St#tat
provide AlIF with relevant documents, data and imfation) and with equivalent Authorities in otheuotries
(subject to reciprocity agreements and based oM#raoranda of Understanding known to the Secrdtafia
State) 12

For the purposes of financial analysis, both orrategic and analytical level, AIF employs sopleeted
information systems and data bases.

"See Art. 40, subsection 1, letter a) of Law No. XVI
81dem,letter b).

9 ldem,subsection 2.

10 See Art. 48, letter d) of Law No. XVIII.

11 See Art. 50, letters a) and b) and c) of Law N@IIK
12 5ee Art. 69, letters a) and b) of Law No. XVIII.
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c) Transmission of reports to the Promoter of Just&ier completing the analysis and study phase, AlF
sends the reports, documents, data and inform&idhe Promoter of Justice in the event that treeee
grounded reasons to suspect any activity of moaeydering or financing of terrorisit,or files the reports
that are not transmitted to the Promoter of Jusfiogviding notice thereof to the reporting suhjétt

All transmissions to the Promoter of Justice arel ékxchange of information within the State or on an
international level follow procedures and measstéed to assure completeness, security and cartitidiey
of the documents, data and informatién.

As to statistical data concerning the financiatligence activity, semfra, Il, 1.

2.2.2. Supervision and regulation

The new regulatory framework arising from the prggons given both in the “Motu Proprio” of 8 Augu
2013 and in Law No. XVIII, has deeply reorganised! astrengthened AIF's supervision and regulation
function, which today may be divided into two sesto

a) Supervision and regulation for the prevention amiirdering of money laundering and financing of
terrorism

As regards the first sector, on a domestic levé, upervises and verifies that the designatecdestbpct in
compliance with the requirements established birraahey laundering legislation and by the regulagio
enforced by the same Authority. More specificaflyf-:

- has access to or may request to receive docuntaiss,information, registers and accounting books
that are relevant for the purposes of supervistbare including, among others, the documents
pertaining to accounts, operations and transactmaisthe analyses that the monitored subject has
conducted to identify unusual or suspicious adgésjtoperations and transactidfs;

- has access to or may request to receive docunuatgsand information from the legal persons with
registered office in the territory of the Stateemrolled in the registers of legal persons heldhay
State departments, as well as documents, datanémrdniation relating to their nature and activity,
actual owners, beneficiaries, members and diredioese including the Members of the Board and of
the Senior Managemeht;
performs remote controls and on-site inspectiomgchlivmay also include verification and revision of
policies, procedures, measures, accounting boaksegyisters, as well as random examinatiéhs.

Punishing any failure of the designated subjectsbgerve the requirements of supervision and régualéor

the prevention and countering of money launderimd) ftnancing of terrorism is today further strerggibd,

in terms of enforceability, by the extensive samttig power attributed to AIF, which envisages the
application of money sanctions up to EUR 5,000,fi@hatural persons and up to 10% of the total lyear
proceeds from the previous period for legal persins

13 See Art. 48, letter e) of Law No. XVIII.
1dem,letters f) and h).

15 See Art. 51, subsection 2 of Law No. XVIII.

16 See. art 46, letter b) of Law No. XVIII.
71demletter c)

81dem,letter e)

19 See Art. 47, subsection 2, letter e) of Law No.lKV
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Significantly, Law No. XVIII also introduced the @histrative offence, applicable in the case theg t
supervision activity is hindered. The administrataffence is subject to the same money sanctiotisied
above?

As far as operations are concerned, in the yead 20f continued its remote supervision activity. regards
on-site supervision, AIF performext-hocinspections and scheduled an inspection plan efstipervised
bodies.

b) Prudential supervision and regulation of the subjegnd entities performing a professional activfya
financial nature.

The second sector concerns prudential supervigidnregulation of the subjects and entities perfogra
professional activity of a financial nature. Asealdy explained, this is a novelty introduced by the
aforementioned'Motu Proprio” of 8 August 2013, also pursuant to a specific reoendation from
MONEYVAL provided in the Mutual Evaluation Report mentiorambve?! which was assigned to AIF by
means of the same Letter. The subject matter mytodganically governed by Title 11l of Law No. XW|
which also establishes that, in addition to autiiog the conduction of activities of a financiatura?? AIF
establishes, by means of its regulations:

- the organization and management criteria of thgestdband entities performing a professional astivi
of a financial naturé?

- the adequacy of the equity and liquidity requiretaeof the subjects and entities performing a
professional activity of a financial natui®;

- the criteria for risk management by the subject$ emtities performing a professional activity of a
financial nature (the risk categories involved thiefollowing: market, credit, payment and liquydlit
currency exchange interests, brokerage, non-congdiwith the law, with the regulations and internal
procedures, legal, operational and reputatiofial);
the competency and honorability requirements oftieenbers of the Board, of the supervision bodies
and of the Senior Management, or of those who doghall hold similar offices within the entity tha
performs a professional activity of a financialurat and examines the potential conflicts of irgere
26

- the procedures that the subjects or entities parfay a professional activity of a financial natshell
follow when sending documents, data or informati@quired for the purposes of prudential
supervisiort’
the criteria to which the subjects or entities periing a professional activity of a financial naur
shall adhere in order to promote the highest mamal professional standards within the authorised
entities. 28

Failure by the designated subjects to comply whih dbligations arising in connection with the pnotokd
supervision and regulation of the subjects andiestperforming a professional activity of a fineoature,

20|dem,subsection 1, letter e).

21 Mutual Evaluation Report, par. 1&ummary”.
22 See Art. 54 of Law No. XVIII

23 |dem,Art. 58.

241dem,Art. 59.

25 dem,Art. 60.

26 |dem,Art. 61.

271dem,Art. 62.

2 |dem,Art. 63
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is punished by means of the same sanctions aplaitalthe supervision and regulations for the pnéoe
and countering of money laundering and financintgaforism.

AIF is currently studying the regulations withiretlscope of prudential supervision and regulatiorany
event, AlF sent a letter to the supervised entibgsneans of which it has been specified thatintp approval
of the said regulations, and as of the date ofreafoent of the new legislation, only the activitbemducted
in compliance with the relevant Statutes shall dxemitted.

2.2.3. Further competences

In addition to the financial intelligence, supereis and regulation functions, AlF performs othepaortant
institutional activities, among which it is worthemtioning the collection and analysis of cross-bord
transportation of currency, and the adoption of sness for preventing the financing of terrorism dod
general risk assessment.

a) Collection and analysis of cross-border transpadatof currency

In line with the previous norms, pursuant to Law X¥III, all natural or legal persons entering outang the
state and carrying currency in amounts equal tgreater than EUR 10,000 are bound to submit aesmritt
declaration to the offices of the Gendarmerie dhauthorised officeX.

To this end, AIF has adopted regulations No. 1 2nof 1 April 2011 and 14 November 2011 respedcyivel
concerning cross-border transportation of currdramy and to SCV, and has issued a special deabarfdirm
to be used for this purpose.

For statistical data concerning AlF's activity the collection and analysis of cross-border trartggion of
currency, seafrall, 2.

b) Measures to prevent the financing of terrorism

Law No. XVIII has amended the anti-money laundetegjslation, also as regards the prevention measur
against the financing of terrorism, granting theditent of the Governorate, after hearing the $mt@aé of
State, the power to approve and periodically updatevirtue of his own order - a list containifgetnames
of the subjects, natural persons or entities iati@h to which there are reasonable grounds tewelhat they
threaten peace and international secufity.

On 8 December 2013, the President of the SCV Govate, by means of Order No. XXVII, approved tis¢ i
of the subjects identified - also based on thevesle Resolutions issued by the UN Security Counei$
subject to assets freezing since they threaterepaat international security.

Contextually, AIF published the same list onintternetwebsite, and ordered that the assets and economic
resources of the subjects that may be relatedb&etreported in the list be frozen.

29 See Art. 81, subsection 1 of Law No. XVIII.
30 See Art. 71, subsection 1 of Law No. XVIII.
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c) Measures for general risk assessment

“Motu Proprio” of 8 August 2013 established CoSiFi, the Finar8adurity Committee that coordinates the
competent Authorities of the Holy See and SCV ie fitevention and countering of money laundering,
financing of terrorism and the proliferation of vpeas of mass destruction.

In addition, Law No. XVIII, in line with the moskcent international standards, introduced the remént
of formal approval of the «(general) risk assessm@mthe Vatican legislatio#t. This process consists in
identifying and evaluating the factors that, intdiyor externally, and considering the geograpHmeation
of the jurisdiction, may foster potential infringents or illegal activities, or the infiltration @irganized
criminal groups and individuals in the economicafigial sector.

The (general) risk assessment is followed by ac{Bpgerisk assessment by those subjects or estitibo
perform a professional activity of a financial natu

31See Art. 9 of Law No. XVIII.
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As far as statistics are concerned, it seems waotiting data relating to financial intelligencedathe
collection and analysis of declarations of crossdbptransportation of currency.

1) COLLECTION, ANALYSIS AND DISSEMINATION OF SUSPI@US ACTIVITY REPORTS.

With reference to financial intelligence, alreadythe fourth quarter of 2012 , the data showeeérdttoward
an increase of reports of suspicious activity, itugart to the first legislative reform of 2012 dawith it, the
strengthening of the system of reporting and doimesid international cooperation. On 2013, thiadrevas
further intensified, reaching peak in the seconfldfahe year. These data do not mean per seanase in
illegal activity. Rather, they show that the ingiibnal and legal framework — established, respelsti with
the“Motu Proprio” of Pope Francesco of 8 August 2013 and the Deaxfreiee President of the Governorate
no. Xl of the same day (confirmed by the above ineed Law no. XVIII of 8 October) — improved repag
mechanisms, while as far as effectiveness is capdetthis trend indicates a greater awarenessedetial
duties relating the prevention and counteringl@itifinancial activities by supervised entities)d increasing

of effectiveness of FIA and the domestic systermaashole. Also the data relating to the internationa

cooperation are significant, showing an increasexnhange of information of FIA with their foreign
counterparts, which in 2013 were 4.

The relevant data are summarized in the followiggres, also in comparison with the years 2011201®:

Suspicious activitiesreports 2011 2012 2013

Number of reports 1 6 202
Supervised subjects 1 Supervised subject 5 Supervised subject 193

Reporting subiects Authorities of the Authorities of the Authorities of the

porting sub) HS/VCS HS/VCS 1 HS/VCS 5

Other Entities Other Entities Other Entities 4

Internal cooperation 2011 2012 2013

Requests to domestic authorities for

. - 1 2 11

information

Reports to the Promoter of Justice 0 2 5

International cooperation 2011 2012 2013

Request to foreign authorities for 1 1 28

information

Request for information received from 7 3 53

foreign authorities
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1) COLLECTION AND ANALYSIS OF CROSSBORDERTRANSPORTATIONOF STATEMENTS OF CURRENCY

The dutyto declare cross-border transportation of curremdy avalue equal to or greater than EUR
10,000 is governed by A1 oftheLawNo. XVIII andAIF Regulation No2 (which repeals anéplaces
the previous Regulationd\1).

Thedeclaration, according to the above mentionad, lissubmitted to theffices of the Corps dhe
Gendarmerie oto the offices authorizelly AIF and transmitted, within 24 houts, the same authority.

The data relating tdeclarationshow that, especially from 2012, with the consatlimh of thedomestic
system due to the adoption of the first reform of the sayear there isa reduction in the cross-border
transportation of errency,especiallyin exit

. 2011 2012 2013
Declarations .
(from April)
Number of incoming declarations 658 598 550

Number of outgoing declarations 1894 1782 1557
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