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PREFACE - Information and methodology used for the evaluation of Syria

I. The evaluation of the anti-money laundering (AML) and combating the financing of
terrorism (CFT) regime of Syria was based on the 2003 Forty Recommendations and the Nine
Special Recommendations on Terrorist Financing 2001. It was prepared using the AML/CFT
Methodology 2004', and was based on the laws, regulations and other materials supplied by Syria
and the information obtained by the assessment team during its on-site visit to Syria from 29 April
to 11 May 2006 and subsequently. During the mission, the assessment team met with officials and
representatives of all relevant government agencies in Syria (Damascus) and the private sector. A
list of the bodies met is set out in Annex 1 to the mutual evaluation report.

2. The evaluation was conducted by a team consisted of members from MENAFATF
Secretariat and MENAFATF experts in criminal law, law enforcement, as well as financial and
banking issues. The team included: Mr. Talal Al-Sayegh, (Financial Expert) Assistant Manager,
On-site Supervision Department at the Central Bank of Kuwait (Kuwait) — Mr. Issam Barakat,
(Financial Expert) Assistant Manager- Banking Supervision (Egypt) — Mr. Abdul Latif Al
Hraish, (Legal Expert) Head of the Financial Crimes Unit at the Investigation and Public
Prosecution Commission (Saudi Arabia) — Mr. Adel Al Qulish, MENAFATF Executive Secretary —
Dr. Rana Matar, Administrative Officer, MENAFATF Secretariat. The team experts reviewed the
institutional framework, the relevant AML/CFT laws, regulations, guidelines, and other
requirements, and the regulatory and other systems in place to deter money laundering (ML) and
the financing of terrorism (FT) through financial institutions and Designated Non-Financial
Businesses and Professions (DNFBPs). The capacity, implementation, and effectiveness of all
these systems were examined.

3. This report provides a summary of the AML/CFT measures in place in Syria as at the date
of the on site visit or immediately thereafter. It describes and analyses those measures, sets out
Syria's level of compliance with the FATF 40+9 Recommendations (see Table 1), and provides
recommendations on how certain aspects of the system could be strengthened (see Table 2).

4- The assessment team extends its heartfelt gratitude to Syrian Authorities for their generous
hospitality and their cooperation throughout the on-site visit of the assessment team. In particular,
the team would like to express thanks and appreciation to Dr. Mohammad Al-Hussain, Minister of
Finance; Dr. Adeeb Mayala, Governor of the Central Bank, and all those who gave the team the
opportunity to fulfill its mission.

! As amended in June 2006.
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Executive Summary
1- Background information

1. This report provides a summary of the Anti-Money Laundering (AML) and Combating
the Financing of Terrorism (CFT) measures in place in the Syrian Arab Republic as the time of
the on-site visit (1* of May 2006) or immediately thereafter. The report describes and analyses
those measures and provides recommendations on how certain aspects of the system could be
strengthened. It also sets out Syria’s levels of compliance with the FATF Recommendations
based on the AML/CFT methodology 2004. (See attached table on the Ratings of Compliance
with the FATF Recommendations).

2. Syrian authorities realize that it is urgent to create a preventive and deterring regime
related to money laundering and financing of terrorism that guarantees the necessary protection
against economic, political and social risks linked to the financial crime. Thus, it worked on
setting a legal framework that is capable of fighting money laundering, by issuing Legislative
Decree (LD) No 59 on 9/9/2003, which was later amended by LD No 33 issued on 1/5/2005
which added the combating the financing of terrorism, in compliance with international
requirements. In terms of the effectiveness of this system, the assessment team faced some
difficulty in evaluating the system's effectiveness since the designated LD has been recently
promulgated.

3. Syria is considered as a transit country in the region in terms of trafficking of drugs
coming from neighbor countries towards neighboring countries. Moreover, there is only limited
internal traffic. There are no recent statistics on the situation of crime in Syria. However, all
recent researches consider that the majority of crimes had to do with murder, robbery, defame
and libel, and crimes against the public security such as assassinations or crimes such as briery
and fraud. Thus, most of the crimes that could generate illicit proceeds in Syria have to do with
drug trafficking, corruption and bribery. Syria has to draw more attention to money-laundering
risks resulting from these crimes. According to Syrian authorities, all of these crimes are
considered as non-organized crimes in Syria, i.e. there are no linked networks inside or outside
Syria. Crime proceeds arise from local crimes in spite of the slight increase in those crimes due
to the development of communications and modern technology.

4. Most of these crime proceeds may be laundered by simple methods and techniques such
as the purchase and resale of real estate and luxurious cars, or the opening of big restaurants
and commercial stores to disguise the source of illicit funds. Syrian authorities consider that
money laundering through financial institutions is currently rare, and does not represent a
critical problem. However, it is worth mentioning that due to the development of legislations
related to the financial and economic sector, the creation of the Stock Market and Insurance
companies, and the increase of banks and their branches, money laundering operations are
further expected to be carried out through financial channels and institutions.

5. With regard to the Terrorist Financing (TF) crime, it is considered as a "new" crime
covered by article 2, paragraph (b) of LD No 33 of 2005. Law enforcement authorities in Syria
are working on the implementation of the provisions of this LD and the follow-up of any
activity related to terrorism and TF, and they are taking all the necessary measures in this
regard. Syria signed and ratified the UN International Convention for the Suppression of
Terrorism. With respect to the implementation of Security Council resolutions, Syria did not
promulgate any laws in this regard, as it is working on freezing the account of the designated
people and entities based on practices and without the existence of any legal basis. It is
noteworthy that the Decision issued by US Treasury Department has listed the Central Bank of
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Syria, which is one of the largest banks operating in Syria, as a body suspected in financing
terrorism.

6. Syria is not considered as an important financial center in the region due to the stringent
economic restraints imposed by the Government until recently, and to the restrictions imposed
on the circulation of foreign currency at the time of the on-site visit. Therefore, the risks of
ML/TF are low in general, but the assessment team fears an increase of risks as a result of the
economic openness policy which is currently adopted by the Syrian Government and is meant
to attract capitals for investment purposes. The assessment team is concerned that gaps in the
regulation of the financial and banking activity, policies and implemented measures in financial
institutions may be negatively exploited by money launderers or terrorist financers. On another
hand, the team realized that a few officials underestimate the presence of ML/FT risks currently
in Syria due to the role that the government still plays in economy.

7. Syria has three types of banks which all operate under the supervision and control of the
Central Bank of Syria. With regard to the control of anti-money laundering operations, it is
governed by Resolution No 4 issued by the Combating Money Laundering and Terrorist
Financing Commission (CMLTFC), and by Resolution No 71 of the Council for Money and
Credit. These types of banks are as follows: Specialized governmental banks amounting (6
banks); Private banks (7 banks) which initiated their business in Syria around three years ago,
except for Syria Gulf Bank (which became operational in August 2006); the banking branches
in free zones (6 branches of foreign banks).

8. With regard to insurance, the Syrian economy is considered as one of the markets which
are in most need for insurance in the Arab world and the emerging markets. In fact, Syria holds
less than 2% of the total insurance premiums in the Arab world, and insurance premiums
amount to 0.6% of the GDP. These indications demonstrate that the insurance sector in Syria is
a week sector, although it has a high potential of growth.

9. Currently, Syria has one government-owned insurance company namely the Syrian
Insurance Company (SIC). An Insurance Supervisory Commission was created as per the LD
No 68 of 2004 which assigned to the Commission the mission of regulating and supervising the
insurance and re-insurance sector. LD No 43 of 2005 regulating insurance operations was
issued, and it provided for the creation of private insurance companies. In summer 2006
(following the mission), three private insurance companies initiated their business (after the on-
site visit).

10.  There were many exchange and money remittance offices in Syria in the past few years,
which worked outside legal frameworks, due to certain economic conditions in Syria.
Nevertheless, Syrian Arab Republic is currently working on regulating this sector. For instance,
Law No 24 of 2006 on exchange institutions was issued, and it forbids the exercise of this
business without prior licensing. It also made these institutions subject to the provisions of
ML/TF laws.

11.  On June 5, 2005, the President of Syria issued a LD to create a Stock Market in Syria.
The law provides for the creation of the "Syrian Stocks and Financial Markets Authority"
(SSFMA) which affiliated to the Prime Minister and has a headquarters in Damascus.

12. LD No 33 defined the Designated Non-Financial Business and Professions (DNFPB) as
companies that purchase, promote and sell real-estates; real-estate broker offices; dealers of
high-value goods, such as jewelry, precious stones, gold, bibelots and rarities; lawyers and
editors of legal exhibits; independent accountants; other non-financial institutions defined by
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the CMLTFC. Syrian laws do not permit the establishment of casinos or gambling activities
exclusively.

13.  Despite some above-mentioned positive efforts, the AML/CFT issue is a new concept in
Syria. Promoting combating efforts necessitates an awareness campaign that covers most of the
state’s sectors, on the level of officials and involved employees, who should be informed about
new rules and regulations based on texts of newly established laws. In this context, local
authorities deployed remarkable efforts that included the main sectors covered by the new LD No
33. This necessitated the enhancement of the monitoring concept to include the financial and
banking sectors. While the banking sector includes 13 banks and six branches in free zones, it
does not however possess the adequate IT systems that enable it to use efficient methods of
control and monitoring. Currently, banks are working on developing such systems.

2- Legal system and related institutional measures

14. The Syrian legislator criminalized money laundering in the LD No 33 of 2005 and
limited the predicate offenses for ML to a list of crimes that do not include all the designated
predicate offences for ML set up in the FATF Glossary. In fact, the LD ignores some crimes
including the FT crime. Besides, the definition of illicit funds does not state that they represent
directly or indirectly the proceeds of a crime. Pursuant to the LD, the ML crime is punishable
by temporary imprisonment ranging between three years and six years, and the payment of a
fine equaling the value of the seized assets or a fine equaling the value thereof if assets were
not seized, provided that this value is not less than one million Syrian pounds. Along with these
sanctions, there is also the punishment for the confiscation of ML proceeds or funds collected
as a result of ML. The ML crime also applies to legal persons who can be punished by the
confiscation sanction in addition to the payment of a fine. The LD covers appropriate ancillary
offences to the offence of ML as conspiracy, attempt, assistance, abetting, facilitation and
guidance to commit the crime. No judgments about ML crimes were issued; therefore, the
effectiveness of the prosecution of ML crimes in Syria could not be evaluated. It is worth
mentioning that 6 cases were referred to the Public Prosecutor in 2005 and 33 cases were
referred since the beginning of 2006 until 31/8/2006 by the CMLTFC. This may be attributed
to the LD newly issued, weakness in efficient implementation of the LD, and the difficulty in
understanding of the mechanisms and techniques of this new type of crimes.

15. The Syrian legislator criminalized the TF act as per LD No 33 of 2005. Even the FT
offence definition is consistent, in its largest part, with the definition of the 1999 UN
International Convention for the Suppression of the Financing of Terrorism, it overlooks the
intention that the funds should be used or in the knowledge that they are to be used, in full or in
part, by a terrorist organization or by an individual terrorist. The LD provides that ML TF
offence extends to cover funds whether from legitimate or illegitimate source. It is not
necessary that funds were actually used to carry out a terrorist act cover funds having a licit or
illicit source, and the funds may not have been used to commit a terrorist act. No judgments
were issued in TF crimes, and this is due to the recent promulgation of the LD (2005).

16.  Syria has an integrated system with regard to confiscation. In fact, the Penal Code (PC)
includes some general provisions whereby it is possible to confiscate the proceeds of a
deliberate felony or misdemeanor or the assets that were used or intended to be used to commit
such felony or misdemeanor. There are also some specific provisions in some special laws such
as the Law on Drugs’, the LD on weapons’ and other laws. The general provisions represent a
good basis for the confiscation of properties which are proceeds or means used or intended to

> Law number 2 of 12/4/1993.
3 LD No 51 of 24/9/2001 regarding weapons.
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be used to commit felonies and misdemeanors, as well as the confiscation of properties arising
directly or indirectly from crime proceeds including revenues, profits or other interests of crime
proceeds. Confiscation measures also include the proceeds held or owned by a third party. The
AML/CFT LD also includes some provisions on confiscation. It includes, the competent court
rules that the funds — subject of the crime or collected as a result of ML crimes — should be
confiscated. In the event where funds are transferred or substituted by other types of funds, the
alternative funds should also be confiscated, and if illicit funds are mixed with other licit funds,
they should be confiscated as per the value estimated for the illicit funds. The LD and the Penal
Procedural Code (PPC) did not include any express text about giving a particular power to
identify and track the properties that are or may be confiscated or are suspected to be arising
from crime proceeds. It is difficult to assess the effectiveness of this regime, as Syrian
authorities did not provide the assessment team with any statistics related to confiscation.

17. In Syrian Arab Republic, there is no legal basis with regard to the procedures and
practices applied in the freezing of terrorists' funds or the assets of persons designated in
S/RES/1267 (1999) and S/RES/1373 (2001). Such practices are only taken by competent
authorities to execute the instructions and orders of the permanent delegation of Syria to the
UN. In practice, the CMLTFC notifies the financial sector of the measures taken as per the
mechanisms of freezing, by distributing to the financial sector the names of persons whose
assets should be frozen. No legislative measures have been adopted to discuss and carry out the
actions that were taken by virtue of the freezing mechanisms in another country, in
implementation of S/RES/1373 (2001). There are no statistics in Syria about the freezing of
terrorists' funds or the assets of persons as defined by previously mentioned Security Council
Resolutions. It is noteworthy that there was only one freezing case where the account of a
person was frozen because his name was on the list of wanted person; however, the freezing
action was lifted after it was found that his name was similar to that of another person.

18.  "The Money Laundering Combating Commission" was created as per LD No 59 at the
Central Bank of Syria, and started its work in May 2004. Its scope of competence was limited
to AML operations only, but pursuant to LD No 33, the Commission's name was changed into
"Combating Money Laundering and Terrorist Financing Commission" (CMLTFC) and
operations related to the financing of terrorism were included in its scope of business. The
CMLTFC mission includes receiving STR and other information related to ML/TF operations,
carrying out financial investigation into these operations, and providing competent authorities
with the information needed. Furthermore, the CMLTFC verifies the good implementation of
the LD by the institutions subject thereto. The CMLTFC also has some powers such as the
power to review financial and administrative information or information related to law
enforcement bodies in order to perform its functions properly, and the power to request such
information and details from all Syrian official authorities (judicial, administrative, financial,
security authorities) or their foreign counterparts. It is also entitled to freeze suspicious
accounts temporarily. The CMLTFC is considered as new, and it bears many responsibilities
since it represents the main tool of success of the AML/CFT regime. One of the major aspects
that need to be considered by Syrian authorities is to protect the independence of the CMLTFC
through the independence of its budget, and to provide a better protection for the information
received by the CMLTFC, as well as to adopt rules to regulate the exchange of information and
expedite the issue of the annual report. It is worth mentioning that the human and financial
resources of the CMLTFC shall not enable it to fulfill its mission, thereby affecting the
efficient work of the CMLTFC. It is important that the CMLTFC shows more interest in
training its staff and providing the necessary computer devices and techniques to be able to
fulfill its mission properly. It is noteworthy that the CMLTFC signed two memorandum of
understanding (with Cyprus and Lebanon) and is seeking to sign more MOU with other
countries. It has also requested that it adheres to Egmont Group, and it was invited to attend the
Fourteenth Plenary Meeting — held in Cyprus, last June - as an observer.
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19. The LD defining the CMLTFC provided that the Commission has the status of
prosecution, and competent courts enjoy the powers to decide on the subject. It is understood
from this text that the prosecution competent authority in ML/FT cases is the CMLTFC, as an
exception from the general rule, as this is the competence of the public prosecution. However,
in real life, according to competent Syrian authorities, the prosecution in ML/FT cases is
entrusted to the public prosecution. The public prosecution is the party that conducts
preliminary investigations and establish public lawsuits in ML/FT cases due to the powers and
authorities it had pursuant to PPC. Syria is considered as largely compliant with R.27 and 28
relevant to law enforcement authorities, establishment of judicial lawsuits and other competent
authorities. To evaluate the effectiveness and competence of law enforcement authorities in
combating money laundering and financing of terrorism, statistics on investigations conducted
and referred to the public prosecution, which have not been made available to the team, should
have been reviewed.

20. Syria does not have a disclosure/declaration system for cash amounts and bearer
financial instruments at borders. The Syrian foreign exchange system is subject to certain
restrictions aimed at preventing currency smuggling, but this does not cover AML and CFT.
The restrictions imposed by the Foreign Exchange Office are limited to the exit of currencies
and not their entry, since there is a specific limit that differs between residents* and non-
residents’ in terms of taking out currency, and this limit cannot be exceeded unless a prior
authorization is given to enter the amounts that are taken out of the country. There is some sort
of cooperation between the CMLTFC and the Customs General Directorate which has created
an AML division. However, this division still needs the necessary human and technical
resources, and the forms provided for in the LD need to be implemented as well. These forms
oblige the Customs General Directorate to notify the CMLTFC of the cash amounts exceeding
a certain limit.

3- Preventive Measures — Financial Institutions

21. Financial institutions in Syria are divided into three main sectors: banks and money
changers, insurance sector, and investment in financial stocks sector (it is not activated
currently). The Council for Money and Credit (CMC) controls the banking profession and
guides its activities pursuant to the Basic Monetary Order Law, and this is via Syrian Central
Bank, especially in relation to license and control within the rules, regulations, conditions that
are set by the CMC and endorsed by the Prime Minister. This role is carried out by the Banking
Supervision Department (BSD) through on-site and off-site monitoring that it practices in a
comprehensive or limited way, including verification of the banks' compliance with AML/CFT.
The Exchange Law subjected exchange institutions (exchange companies and exchange
offices) to the authority of the CMC in terms of licensing to exercise business, knowing that
until the date of the on-site visit, no exchange institution in Syria has been registered though
there are some institutions that practice money exchange and remittance. The newly-
promulgated Exchange Law gave a deadline for these institutions to settle their legal status,
setting deterrent sanctions against illegal practice of this activity. By virtue of this law, any
violating activity is controlled by law authorities. As for investment in financial securities
sector, it is not activated despite the establishment of the Syrian Stocks and Financial and
Markets Authority on 19/6/2005.

22.  With regard to the supervision of financial institutions, the BSD is in charge of
supervising banks. In the insurance sector, regulating and monitoring of the insurance and re-
insurance are fulfilled by the ISC. This ISC is entitled to request any person or company subject

42000 $.
55000 $.
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to the provisions of LD No.43 of 2005, which organizes the functions of this sector, to suspend
the execution or participation in the execution of any transactions related to insurance activities
or others, if these arise from ML acts. Also, the ISC should notify any official or judicial body,
in pursuance of the LD No 33. Besides, the role of the CMLTFC basically is to verify the
implementation of AML/CFT measures, through the Compliance Unit at CMLTFC.

23.  Pursuant to LD No 33 of 2005, Syria applies some preventive measures in the AML/CFT
field. Subject to those measures are the banks registered at Central Bank of Syria, including
foreign branches and foreign banking subsidiaries, branches operating in Syrian free zones, as
well as other financial institutions, other than banks. The mentioned LD criminalized ML/FT
act, and it provided for the establishment of CMLTFC, the powers of which have been
determined. The LD also defined the financial institutions subject to it, as well as the
obligations that those institutions should fulfill, the most significant of which are Customer Due
Diligence (CDD) measures and Suspicious Transaction Reporting (STR). The LD divided those
institutions into financial institutions subject to banking secrecy, i.e. banks registered at Syria
Central Bank, and others not subject to banking secrecy, i.e. other financial institutions. The LD
covered all the financial institutions and activities currently operating in Syria, including some
institutions and activities that have not been into business yet.

24. It is worth mentioning that the distinction between financial institutions subject to
banking secrecy and financial institutions that are not subject to banking secrecy, and the
different obligations imposed on them can create some confusion in the future as mentioned in
the report.

25. The on-site visit revealed that financial institutions in Syria implement CDD measures
on all customers and transactions without exception. It is worth mentioning here that the Syrian
legislation allowed for the opening of numbered accounts in banks only. According to the
statement of some commercial banks that were visited for this subject, it turned out that in
practice, there are no such accounts in Syria. LD No.33 obliged all financial institutions with
CDD measures with customers. It also included special prudential instructions, the Regulations
on the control of financial and banking operations and some provisions that oblige banks to
verify customer identity and identify the beneficial owner. These obligations should be applied
to all financial institutions and should be promulgated by a mean which has the force of law.

26. Regarding the identification of the beneficial owner, LD No 33 tackled this subject with
regard to financial institutions, other than banks, by only mentioning that these institutions
should keep specific records to identify changes in the identity of the customer or the beneficial
owner, without mentioning the necessary procedures to identify the beneficial owner. Besides,
the assessment team did not notice the implementation of that obligation or the presence of any
relevant measures in the insurance company.

27. Following the on-site visit to one of the branches of the insurance company currently
operating in Syria (Damascus Branch), the assessment team noticed the absence of written
instructions or procedures of verification of customer's identities. There is only a guide on work
procedures issued in 1986. Since the ISC was recently created, it did not issue any instructions
in this regard although it licensed seven companies to work in the insurance field (at the time of
the on site visit, the companies were still not operating). It is worth mentioning that the on-site
visit revealed that all measures taken, by the time of the visit, were limited to a draft regulations
applied to insurance companies and including a warning about some operations which might
involving some risks.

28.  With respect to the ongoing monitoring of accounts, the LD bound financial and banking
institutions with monitoring the transactions that they conduct with their customers. However,

11
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the team noticed that implementation of those legislative commitments did not take place in
real life. As for commitment to update customers' data, despite the availability of monitoring
instructions for banks, especially in terms of updating the customers' data and documents.
However, there are no such instruction imposed on Insurance and money exchange sector.
Through the on-site visit, it turned out that financial institutions rarely updated customers' data
in practice linked that operation to the risks that might be related to customers.

29.  Pursuant to the resolution of the CMC, the conditions for admission of customers differ
according to the higher-risk customer. However, this obligation is imposed on banks only,
while financial institutions do not implement enhanced CDD measures related to some
categories of high-risk customers or transactions. In fact, CDD measures are applied to all
customers and transactions without distinction. If the customer or the beneficial owner is a
Politically Exposed Person (PEP), financial institutions are bound to take special measures
upon accepting to deal with this category of customers. However, if financial institutions
discover that the customer or the beneficial owner have become PEP after establishing the
business relationship, they are not bound to get the approval of the senior management for the
pursuance of the relationship. At the practical level, there seems to be no measures or work
procedures to give a particular attention to the transactions of customers or economic
beneficiaries who are PEPs. Besides, the BSD does not control this aspect, and the ISC is still
not playing its supervisory role in this regard.

30. Financial institutions were obliged to take special measures for transactions performed
without a presence of a customer or through high technology means. At the practical level, this
kind of transactions is rare due to the uncompleted automation of systems applied in banks and
to the small-scale delivery of banking and financial services in Syria.

31. Regarding third parties and introduced business, R. 9 does not apply to the current
situation in Syria. In fact, the existing legislation did not regulate the reliance of financial
institutions on third parties to meet CDD requirements.

32. Syria is rated as compliant with R. 4, since LD No. 34 of 2005 on banking secrecy
provides that this LD cannot be applied when the AML/CFT LD is implemented and when the
CMLTFC submits requests and resolutions including the reporting of suspicious transactions,
account freezing, the lifting of banking secrecy from accounts, and the submittal of information
as required by the CMLTFC.

33. All institutions are committed in practice to the record-keeping requirements in
accordance with R. 10. However, the related legal obligation - regarding financial institutions
other than banks, including the insurance company currently operating in Syria and exchange
companies of which some applied for a license but have not yet started their business, excluded
the transactions conducted by those institutions, the value of which are less than 500000 S.P.
(around $9500), from keeping their records. Besides, there are no legislative obligations
imposed on these institutions regarding keeping account files and business correspondence, and
providing all customer-related records, information and transactions in a timely manner to local
competent authorities after obtaining the suitable authorization. For banks, the legislative text
only provides for the requirements of keeping copies of transactions and customers' identity
papers. The other requirements of R. 10 are part of the control instructions issued by the
CMLTEFC. These requirements should have been legally binding or should be issued as part of
regulations or resolutions promulgated by a legislative power according to the said
recommendation.

34. With regard to the money exchange sector, article 22 of the Money Exchange Law
issued on March 20", 2006, obliged exchange companies to comply with the provisions of the

12
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AML/CFT LD and make sure that the amounts equivalent to 10000 USD (i.e. exceeding the
limit fixed in SR. VII) are enclosed with establishing certificates that should be safely kept.
There are no expressed obligations to receive information about the source of transfer, and it is
worth mentioning that some non-licensed money remittance companies are practicing their
business without any control or accountability. However, these companies were given a time
period to settle their situation, especially with the promulgation of the Exchange Law.

35. LD No 33 obliges all financial institutions to take special measures and give a particular
attention to all complicated and large-scale transactions and all unusual transactions that do not
have an explicit economic purpose. The CMLTFC issued a Rulebook on AML which included
some verification procedures, prudential measures with some transactions, and measures to
report to Compliance Officers any related suspicions. The assessment team noticed that
financial institutions are not obliged to register in writing the examination results of such
transactions. Therefore, these results cannot be made available to competent authorities. The
on-site visit also revealed the difference in the implementation of these obligations by financial
institutions. It is worth mentioning that there are no relevant control instructions for the
insurance company in Syria, and the assessment team noticed that the Company does not
implement any measures in this regard. Nevertheless, Syrian authorities declared that the ISC is
currently setting a system for the control of insurance companies.

36. The legislative text obliges financial institutions to take enhanced CDD measures with
individual or corporations belonging to the countries mentioned in the FATF NCCT list.
Therefore, the scope of implementation of the R.21 is extremely limited. However, the
assessment team noticed that the instructions issued by the CMLTFC considered expanding the
scope of implementation of the Recommendation to cover transactions made with natural or
legal persons that reside in a country that does not apply or insufficiently applies FATF
recommendations. However, the visit revealed the absence of real measures for the application
of such obligations in financial institutions. Besides, there are no legislative texts, control
instructions or practical implementation in financial institutions regarding the registration in
writing of the results of examining of these transactions to identify their background and
purpose. Therefore, such results cannot be referred to competent authorities. Furthermore,
control authorities did not issue any instructions about the obligation of informing financial
institutions about the points of weakness in the AML/CFT regimes in other countries.

37. The LD obliges all financial institutions to report immediately to the CMLTFC
Chairman or his representative all details about suspicious ML/TF transactions. However, it
does not include the reporting of the funds that are related or connected to terrorism or that will
be used by terrorist organizations or those who finance terrorism. It should also include the
requirement to report attempts at carrying out suspicious operations. Practically, STRs are rare
although they increase relatively from one year to another, notably in 2006. Besides, there are
no reports from other financial institutions other than banks. This may be attributed to many
reasons including the rare training programs to identify unusual and suspicious transactions, the
newly promulgated legislations and the absence of sufficient automated systems to identify
some unusual transactions.

38.  Banking and financial institutions and their staff undertake to keep STR confidential, and
not to inform customers that the CMLTFC is inquiring or examining their accounts. It is worth
mentioning that the banks' commitment towards the confidentiality of STR is provided for in
the Regulations on the control of financial and banking operations issued by the CMLTFC,
without the imposition of penalties in the event of violation. R.14 requires that this commitment
should be made by the force of law, or pursuant to regulations or resolutions promulgated by a
legislative authority. Currently, there are no legislative texts or control instructions that are
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binding on the other financial institutions non-registered with the Central Bank of Syria in
terms of keeping STR confidential.

39.  The instructions issued only oblige banks to keep the information related to these local
and international monetary transactions, which exceed a certain value, confidential, for the
purpose of controlling them and disclosing extraordinary transactions. Syrian legislations do
not provide for any feedback that should be given by the CMLTFC to the reporting entity
regarding STRs.

40. In accordance with Article 5 of LD No.55, the scope of implementation of obligations
imposed on financial and banking institutions registered at the Central Bank of Syria (banks)
includes foreign branches and subsidiaries of banking, without affecting the remaining other
financial institutions, other than banks. In this regard, particular importance must be given to
expand the concept of implementing AML/CFT requirements to include the foreign branches
and subsidiaries of those institutions. Moreover, importance should be attached to the training
and rehabilitation of employees, since the assessment team noticed that training programs for
banks' staff are rare and quite absent for the remaining employees of other financial institutions.

41. It has been noticed that there is a lack of internal controls at financial institutions for
providing the compliance officer in a timely manner with the details of the identities of
customers and other available information obtained as a result of applying the procedures of
due diligence, as well as the records of transactions and other relevant information. The
assessment team did not identify the existence of an independent audit function that might test
such compliance.

42.  There are no shell banks in Syria since the mechanism for the establishment of banks as
defined in Law No 28 of 2001 and its executive instructions do not allow for the creation of
such banks. However, preventing the dealing with shell banks applies to banks only and not to
the other banking and financial institutions, thereby affecting the efficiency of the combating
regime.

43. LD No 33 provides for criminal sanctions in the event of violation of the provisions of
the LD, and the CMLTFC By-Laws has given the CMLTFC Directors Committee the power to
approve sanctions and request the legal persecution of violating parties. However, it did not
specify the criminal, civil or administrative sanctions that may be imposed on natural and legal
persons who fail to comply with AML/CFT requirements. The LD does not provide that
sanctions should be applied to the managers and senior management of legal persons who are
financial institutions and business companies.

44, The Central Bank of Syria is in charge of supervising and monitoring the money transfer
transactions performed by banks, without prejudice to the constraints of money exchange
imposed by the Exchange Office. Regarding exchange companies, the Exchange Law allows
them to perform money transfer transactions to the extent allowed by the Foreign Exchange
regulations. Besides, pursuant to the Exchange Law, exchange companies are subject to the
control of the Central Bank, knowing that until the date of the visit no exchange institution has
been registered in Syria.

45.  Control authorities that are in charge of monitoring banking and financial institutions are
not obliged to implement the Core principle of efficient banking control, and to verify the
compliance of these institutions with the application of these principles. The CMLTFC is
exclusively charged with the mission of verifying the compliance with AML/CFT standards,
and it shares this role with the Banking Supervision Department only.
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4- Preventive measures — Designated Non-Financial Businesses and Professions (DNFBP)

46.  All Designated Non-Financial Businesses and Professions (DNFBPs) are subject to all
Due Diligence measures and to punishments in the event where they violate AML/CFT
obligations, notably with regard to CDD and record-keeping. It is worth mentioning that
associations and unions, that regulate the work of this kind of sector, do not have sufficient
knowledge about AML/CFT standards. Besides, there are no stable professional standards that
guarantee the compliance of DNFBPs with AML/CFT standards. The assessment team did not
notice any preventive circulars or guidelines including those standards, which are issued by
association and unions to strengthen tier guiding role in this regard.

47. There are no legal obligations or instructions issued by control authorities, or practical
application that oblige DNFBPs to pay special attention to verify if the customer or the
beneficial owner is a Politically Exposed Person (PEP). Besides, there are no legal obligations
or instructions issued by control authorities or practical application that oblige DNFBPs to take
the necessary measures to prevent the misuse of technological developments in ML or TF acts,
and there are no policies or measures regarding work relationships or indirect transactions.

48.  All these professions are obliged to report, but there are no instructions or directives
issued by the CMLTFC, or by associations and unions regarding the reporting mechanisms and
the type of suspicious transactions that should be reported, and any guidelines take into account
the characteristics of the non-financial profession. Furthermore, there are no clear policies or
training sessions for such professions. The DNFBPs are not legally bound to keep STR
confidential without informing or notifying related persons of these transactions and of reports
submitted against them. Stable standards should be fixed by associations and unions about the
relation with customers belonging to countries that do not comply with FATF standards, and
deterring measures should be taken if these countries continue to be non-compliant.

49. The Compliance Unit of the CMLTFC verifies the compliance of the DNFBPs with
AML/CFT measures in accordance with the LD No 33, the control regulations and the circulars
issued by the CMLTFC. However, the assessment team noticed that no resolutions were issued
to strengthen the control of these parties and ensure their compliance with AML/CFT
requirements. The DNFBPs are regulated by relevant government authorities, associations and
unions, and they play an administrative supervisory role without exercising efficient control or
without having powers to impose administrative punishments in the event of the violation of
AML/CFT requirements.

5- Legal Persons and Arrangements & Nonprofit Organizations

50. The Syrian system adopts the declaration system with regard to commercial companies.
In fact, the commercial register enables the public to obtain sufficient information about all
commercial companies operating in the country, and registration procedures are binding on all
companies as per the Law. Pursuant to Article 57 of the Syrian Trade Law, all commercial
companies should be declared and they are considered as legal entities’. The names of partners
and other persons authorized to manage the Company and its affairs and to be the authorized
signatory thereof, can be disclosed. Therefore, competent authorities can receive information
about partners and managers. In anonymous companies, partners subscribe to negotiable shares
which are nominal. However, dividends may be to bearer or nominal (Article 97 of the Trade
Law). This affects the efficiency of implementation of AML/CFT system. Article 2, paragraph

® The Syrian Trade Law provides for joint ventures which may not be declared and are not considered as
legal entities. Pursuant to Article 331 of the Trade Law "Joint ventures differ from the other commercial
companies in that they are limited to contractors and are not open to third parties".
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(1) of Law 28 of 2001 on banks provides that banks are established provided that all their
shares are nominal and negotiable.

51.  In Syria, there are no Trusts in the form or in the content. Therefore, R. 34 cannot be
implemented.

52.  In Syria, the sector of non-profit organizations is composed of charitable organizations
and private institutions. The Ministry of Social Affairs and Labor gives licenses to non-profit
organizations pursuant to the Law on Associations and Private Corporations issued in 1958.
This Law is limited to the regulation, declaration, and account auditing of non-profit
organizations as well as the collection of donations and management in such organizations.
However, the Law does not provide for any specific measures to prevent the exploitation of this
sector by terrorists or terrorist organizations. It is worth mentioning that Syria is currently
preparing a bill to amend this law in order to take into consideration the international
requirements in combating the financing of terrorism. This includes the amendment of
resolutions and legislations related to the collection of donations from civil organizations. It is
important that Syria is seeking ways of cooperation between civil organizations and the
CMLTFC while giving a particular importance to the implementation of the best practices
issued by FATF or MENA FATF regarding SR. VIII.

6- National and International Cooperation

53.  The cooperation among the authorities in charge of implementing AML/CFT measures is
bilateral in most cases. Cooperation is made between the authorities in charge of implementing
AML/CFT Regime and the authorities in charge of providing the CMLTFC with information
and details related to reports and investigations. Syria is trying to make another kind of
coordination by holding coordination meetings with the different relevant bodies, according to
the Syrian authorities’ statement. It is noteworthy that no evidence has been produced
supporting the presence of this coordination or any trace of coordination in respect of
implementing AML/CFT policies and activities.

54.  On 3/9/1991, Syria adhered to the 1988 UN Convention against Illicit Traffic in Narcotic
Drugs and Psychotropic Substances (Vienna Convention). It also signed the 2000 UN
Convention on Transnational Organized Crime (Palermo Convention) on 15/12/2000 without
ratifying it, although some provisions of this Convention are applied through LD No 33. Syrian
authorities declared that measures are now taken to complete the adherence of Syria to the
Convention. Pursuant to Law number 5 of 2005, Syria adhered to the 1999 UN Convention for
the Suppression of the Financing of Terrorism. With regard to the Security Council Resolutions
provided for in SR. I, Syrian authorities do not have any special procedures to implement these
resolutions, and there is not a clear policy for the freezing and de-freezing of assets. Besides, no
instructions were issued to financial institutions and other entities that may have assets or funds
that need to be frozen.

55.  The rules and measures defined by international, regional or bilateral agreements signed
by Syria include giving many forms of assistance including mutual assistance with a view to
taking investigation procedures such as interrogating the accused, hearing witnesses, experts
and the parties suffering damages, or exchanging documents that establish the accusation and
taking measures related to inspection or attachment. However, the assessment team did not
review any statistics about this kind of assistance, to verify if the assistance is provided in a
timely, constructive and effective manner, and verify the presence of clear and efficient
processes for the execution of the mutual legal assistance requests without undue delay. In the
AML/CFT field, the LD includes the general framework for giving mutual legal assistance in
this respect, notably with regard to the issues of lifting banking secrecy, carrying out
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investigations on behalf of foreign counterparts, ensuring judicial cooperation, executing the
final criminal judgments rendered by foreign competent courts specialized in the confiscation
of ML/TF crime proceeds, and disposing of the ML/TF proceeds which Syrian or foreign courts
ordered to confiscate in judgments that include the rules for the distribution of proceeds among
parties in accordance with the provisions of the agreement. A fund should be created for
confiscated assets to deposit all or part of confiscated properties, and divide confiscated assets.

56.  The extradition of criminals in Syria is regulated firstly by international conventions and
then by internal laws. In fact, where there are no conventions, the extradition of criminals in
Syria is subject to the Law No 53 of 1955 for the extradition of ordinary criminals and
criminals prosecuted in court for ordinary crimes, which applies the general principles of the
extradition of criminals. The legal regime in Syria provides for the conditions of objective
extradition. Extradition does not apply to those who appear in Syrian courts and to Syrian
nationalities. Furthermore, no extradition takes place in the event of a political crime. The act,
subject of extradition, must be a misdemeanor or a felony for both countries, and the crime
should have a certain degree of gravity. Syria is not bound to extradite criminals whose crimes
enter in the scope of regional, corporeal or personal powers of its procedural law. Along with
the aforesaid provisions, The Agreements which Syria signed regarding the judicial
cooperation, demonstrate that Syria offers all kinds of mutual legal assistance without the
principle of dual criminality except in the extradition of criminals. The Arab Convention for the
Extradition of Criminals to which Syria adhered requires dual criminality in the laws of both
countries — the country requesting extradition and the country to which criminals are extradited.
The LD No.33 does not include any provisions related to the extradition of criminals in ML/TF
crimes. However, since both ML and TF acts are considered as crimes, they are both governed
by the general provisions in the event where there are no conventions in this regard. The Law
for the extradition of criminals provides that the requests of extradition of criminals and
prosecuted people should be sent through political, "diplomatic" means. On the other hand, the
conventions signed by Syria with a number of countries regarding the extradition of criminals
provide that requests should be directly exchanged by the Ministries of Justice of both
countries, and the "diplomatic" means may still be used when needed. Syrian authorities did not
provide us with statistics to verify if requests are considered efficiently and extradition
procedures are taken properly.

57. The LD allows for many mechanisms and channels of international cooperation with
counterpart authorities. In fact, the CMLTFC is entitled to adhere to conventions or sign
Memorandum of Understanding with foreign counterparts to exchange information and
assistance in AML/CFT. The CMLTFC signed 2 MOUs with the FIU of Cyprus and the
Special Investigation Commission (SIC) in Lebanon (According to Egmont Form). Besides, a
positive response was given in this regard by Poland, Egypt and Turkey, Qatar and Tunisia The
CMLTEC can lift banking secrecy and carry out investigations, within its scope of business, on
behalf of foreign counterparts according to the rules and procedures provided for in the applied
Syrian laws and regulations, and in the international, regional or bilateral agreements where
Syria is a party thereof, or in pursuance of the reciprocity principle. Nevertheless, there are no
statistics related to international cooperation with counterparts or non-counterparts to verify the
efficiency of such cooperation. In addition, there no such cooperation among control authorities
on financial sector with their foreign counterparts

58.  Since the AML/CFT Laws is new, there are no statistics or figures about the kinds of
predicate offenses for ML or the most common money laundering techniques in Syria. Therefore,
it is difficult to estimate the extent of money laundering in Syria, i.e. the quantity of illicit
laundered proceeds. Syria should be more concerned with giving statistics about predicate
offenses, the confiscation of crime proceeds, provisions and prosecutions related to ML/TF
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crimes, and statistics about requests of mutual legal assistance, the extradition of criminals and
all statistics related to the CMLTFC and to reporting.
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Mutual Evaluation Report
1. GENERAL
1.1 General Information on Syria

1. Syrian Arab Republic (Syria) is located in the south west of Asia, on the eastern coast of
the Mediterranean Sea. It borders Turkey to the north, Iraq to the east, Jordan and Palestine to
the south, and Lebanon and the Mediterranean Sea to the west. It stands at a distance of 100
kilometers only from the European borders (Cyprus). This geographical location gives Syria a
strategic position from the commercial viewpoint, as it represents the junction of the three
continents: Asia, Europe and Africa. Syria covers an area of 185,000 km?, and its population
reaches 18 million (with a population density of 93 persons/km?). Syria is administratively
divided into 14 governorates, including the governorate of Damascus.

2. Syria is a socialist and people's democratic country with a republican regime as per the
amended constitution of 1973. Pursuant to article 8 of the Constitution, the Arab Socialist Baath
Party is the leading party in the state and society. The President of the Republic is the Head of
State and the Secretary General of the governing Baath Party. He is elected by public and direct
referendum for a 7 year term. The political parties in Syria amount to 8 under the umbrella of
the National Progressive Front.

3. Authorities in Syria are: the executive, legislative and judiciary authorities. The Syrian
Parliament represents the legislative authority, and the President of the Republic retains the
executive authority, although he assumes the legislative authority according to article 111 of the
Constitution, in the following cases:

- when the Syrian Parliament is not in session, but his decrees have to be confirmed by the
Syrian Parliament when it reconvenes;

- when the Syrian Parliament is in session in case of absolute needs relating to the national
interest of the country or to the requirements of national security. These legislations should
also be submitted to the Syrian Parliament during its first meeting.

- during the period separating two session terms of the Syrian Parliament.

Article 131 of the Constitution guarantees the independence of the judicial authority. The
Supreme Constitutional Court has the power to rule on the constitutionality of laws pursuant to
articles 145-147 of the Constitution.

4, The President of the Republic has the power to execute the State's policy of the Council
of Ministers and the Prime Minister who is appointed by the President. The Prime Minister
participates in the general policy-making process with the President and the Council of
Ministers. Ministers are also appointed by the President at the proposal of the Prime Minister.
Ministers exercise their powers as per the resolutions, reports and instructions issued by them,
in accordance with the provisions of legislative texts.

5. The Syrian Parliament consists of 250 members directly elected for a four-year term.
Half of them are workers and farmers, and currently 12% of the members are women. The
Syrian Parliament has the power to discuss, amend and approve legislations and presidential
decrees. The Syrian Parliament may also discuss proposals about the withdrawal of confidence
from the entire Council of Ministers or any of the ministers. The Council discusses and
promulgates legislations. Moreover, all laws promulgated by the Syrian Parliament are
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reviewed by the President who has a period of one month to pass the law or return it to the
Parliament. The Syrian Parliament may vote a second time on any bill returned by the President
to the Parliament. If the bill obtains the two thirds of the present members' votes in the second
round of vote, or if it is voted by the absolute majority of the Parliament's members, the
President of the Republic will be obliged to pass the bill as a law. A third of the Parliament's
members may suggest the amendment of the Constitution; however, this suggested amendment
will not be approved and adopted unless it obtains the approval of the three quarters of the
Parliament's members and is ratified by the President of the Republic.

6. The Syrian judicial system is divided into two parts: the administrative jurisdiction and
the general jurisdiction. The Council of State exercises the administrative jurisdiction which is
composed of two divisions, namely the Consultative Division for Legal Advice (Fatwa) and
Legislation, and the Judicial Division which includes the Administrative Supreme Court, the
Administrative Justice Court, and the administrative courts. The general jurisdiction, which
settles civil and criminal disputes, is composed of the conciliation courts, first instance courts,
appeal courts and cassation court. Conciliation courts are chaired by a single magistrate who
has the power to examine simple civil and commercial cases, real estate cases and simple
violations where the sanction does not exceed ten days. First instance courts can be divided into
civil and criminal courts, and they settle civil, commercial and criminal cases where acts are
misdemeanors that are punishable by imprisonment of ten days to three years. Appeal courts
before which the judgments of conciliation courts and 